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[WITNESS PANEL: HARRISON|KAUFMAN]

PROCEEDI NGS

CVMSR. HONI GBERG |Is there
anything we need to do before we resune the
questioning of Dr. Harrison and Dr. Kaufman?
| see sone people not here, although | guess |
t hi nk we knew Ms. Chanberlin wasn't going to
be here first thing, and it | ooks |ike sone
PSNH people aren't here right now But it
| ooks like all of the | awers are here.

So, Ms. Ami don, are you ready
to conti nue?

MS. AM DON: Yes. Thank you.
And this part of nmy cross-examnation, | wll
al so be enploying the talents of M. Frantz.

CROSS- EXAM NATI ON

BY Ms. AM DON:

Q

A
A.
Q

Good nor ni ng.

(Dr. Harrison) Good norning.

(Dr. Kaufrman) Good norni ng.

As we di scussed yesterday, when you devel oped
your two forecasts -- |'mtal king about the
two tine franes -- you said you attenpted to
use informati on that was cont enporaneous to

those tine franes; is that correct?
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[WITNESS PANEL: HARRISON|KAUFMAN]

A (Dr. Harrison) That's correct.

Q And if | look at, | think it's Attachnent 11
to your testinony, which is Bates 384, you
use an itemcalled "lncreasing costs in
electric markets.”" And the date on that is
June 19th, 2008. Could you just identify the
source of this docunent.

A (Dr. Harrison) You nean what is this
docunent? It's a presentati on made by FERC
on June 19th, 2008.

Q And that's the Federal Energy Regul atory
Conmm ssi on?

A (Dr. Harrison) That's correct.

Q And when you devel oped your forecast for the
early 2009 period, did you update this? D d
you use an updated version of this report?

A (Dr. Harrison) Well, just to be clear, we
used this docunment for the range of natural
gas plant costs. So we used the range that
was taken fromthis docunent for the cost of
bui |l ding a new natural gas plant in the 2008
analysis. So we used the sane prices that
were reflected here in the early 2009

anal ysi s.

{DE 11-250} {DAY 7/ MORNI NG Sessi on ONLY] {10-23-14}
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[WITNESS PANEL: HARRISON|KAUFMAN]

So you just didn't pay any attention to any
of the other information in this report?
(Dr. Harrison) We did not use any information

fromthis report. As | said, we were | ooking

at this. It provided a source of range of
natural gas -- the cost of building a natural
gas pl ant.

And were you aware of that FERC i ssued a
State of the Markets Report -- State of the
Mar kets 2008 Report on April 16th, 2009,
which is in the tinme frame of the second
scenari o, the early 2009 period that you
referred to in your testinony?

(Dr. Harrison) Wll, we're aware that they
I ssue those periodically.

And did you |l ook at this report?

(Dr. Harrison) | don't recall looking at this
report.

MS. AMDON. GCkay. And this is
where M. Frantz had sone questi ons because he
has reviewed the report. And we would |ike --

CVMSR. HONI GBERG  Before M. --
sorry, Ms. Am don. Before M. Frantz starts,

are you tal king about the docunent that you --
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[WITNESS PANEL: HARRISON|KAUFMAN]

(Court Reporter interrupts.)
CVMSR. HONI GBERG  So, do we
need to, mark it as an exhibit?
M5. AMDON:. | was just going
to ask that. Thank you.
CVBR. HONI GCBERG  Then why
don't we do that. That will be?
HEARI NGS CLERK: 128.
(The docunment, as described, was herewith
mar ked as Exhi bit 128 for
identification.)
CRGCSS- EXAM NATI ON

BY MR FRANTZ:

Q Good norni ng, Doctors Kauf man and Harri son

A (Dr. Harrison) Good norning.

A (Dr. Kaufman) Good norni ng.

Q I'"'mTom Frantz. |I'mDirector of the Electric
Division here at the PUC. | just want to ask
sone questions about your tine franme for your
anal ysi s.

But actually, before we even get to
that, can you just briefly for us describe
your net hodol ogy for your nodeling?

A (Dr. Harrison) Well, | think |I tried to

{DE 11-250} {DAY 7/ MORNI NG Sessi on ONLY] {10-23-14}
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[WITNESS PANEL: HARRISON|KAUFMAN]

>

provi de that yesterday. Essentially what we
did was, as | think |I nentioned yesterday, we
were | ooking at the cost to PSNH custoners of
three alternatives: One was to continue with
t he Scrubber Project and PSNH, and then
conparing those costs, going-forward costs,
with the cost of providing the sane capacity
and generation as with the natural gas

unit --

I'll be nore specific.

(Dr. Harrison) Yes. kay.

I think we all heard that. You didn't use a
production-cost sinulation nodel, though, did
you? You didn't nodel the dispatch of the
units, an econom c dispatch in | SO New

Engl and to actually | ook at how nuch they ran
and what the value of the plants were to
custonmers, or the revenue they received as --
I n your methodol ogy, did you? That's the
part | didn't get. | didn't quite get --

(Dr. Harrison) Well, just to be clear, we
were | ooking at forecasts over the period
from 2013 to 2027. So what we needed was for

forecasts to be avail abl e over that period.
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[WITNESS PANEL: HARRISON|KAUFMAN]

A

And so we have done work with producti on-cost
forecasting nodels, typically using a
smal l er, nore narrow range than -- a range
that is nore near-termthan | ong-term

But you didn't do it in your analysis in this
case;, correct?

(Dr. Harrison) Well, we nade the -- as |
said, we did not do production-cost
forecasting, use a production-cost nodel to
forecast prices because we needed prices over
a longer term

Thank you. All right. Now, if we can turn
to the docunent that you received just a few
m nut es ago, marked as Exhibit 128. Are you
famliar wwth FERC s Ofice of Enforcenent,
State of the Markets Report? It's an annual
report.

(Dr. Harrison) Yes, | am

And this one's dated April 16th, 2009;
correct?

(Dr. Harrison) That's correct.

And that basically neets what your definition
of "early 2009" would be; do you agree?

(Dr. Harrison) That's correct.

10

{DE 11-250} {DAY 7/ MORNI NG Sessi on ONLY] {10-23-14}




© 00 ~N oo o b~ w N P

NN NN R R R R R R R R R R
A W N P O © 0 ~N O O M W N B O

[WITNESS PANEL: HARRISON|KAUFMAN]

In fact, you | ooked at the 2009 ElI A/ AEO
forecasts for a basis of natural gas prices
and ot her prices; correct?

(Dr. Harrison) That's correct.

So if we could turn to, first, Page 5 of this
docunent, please. And at the top of that
docunent there's a chart entitled "Summer Gas
Pri ces Reach Unprecedented Levels."” Do you
see that?

(Dr. Harrison) Yes, | do.

Can you read the lines right bel ow that

chart, pl ease?

(Dr. Harrison) Starting with "Natural gas
prices increased..."

Yes, pl ease.

(Dr. Harrison) "Natural gas prices increased
during the sumrer of 2008 to |evels never

bef ore experi enced during any previous sumrer
in the United States. Henry Hub prices
peaked at $13.31 per MVBtu on July 3rd. By
the end of the year, Henry Hub spot prices
had fallen to $5.71."

And then the chart above that shows that peak

and al so shows the decline after that,

11
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[WITNESS PANEL: HARRISON|KAUFMAN]

starting basically on probably the trading
day of July 5th; would you agree?

(Dr. Harrison) Yeah, that's right.

And then into early 2009, as you defined it,
January, February, you know, WNarch, April
okay.

(Dr. Harrison) Yes, | see that.

(M. Kaufrman) W have a very simlar chart in
our testinony al so.

W' ve seen charts that look a lot like this
one.

Now, if we can turn to Page 9. And this

Is -- again at the top of Page 9 it has a
chart, "Unconventional gas fundanentally
changes the natural gas narket." Do you see?

(Dr. Harrison) Yes, | do.
And just below that it says, "Today natural
gas prices are below $4 per MMVBtu"; correct?
(Dr. Harrison) Yes, that's what it says.
Wul d you read the second paragraph, please,
just into the record.

CVMBR. HONI GBERG  Before you
start, | would ask if you're to read

sonething, try to read slowly so the court

12
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[WITNESS PANEL: HARRISON|KAUFMAN]

reporter can get it down. Thank you.

(Dr. Harrison) "Natural gas production growth
has been concentrated i n what has been
traditionally referred to as 'unconventi onal
gas fields.' These fields include tight
sands, coal -bed net hane and shal e formati ons,
sone of which are | ocated near traditional
produci ng basins, while others are located in
renote areas. |In 2008, unconventi onal gas
production represented 51 percent of total

nat ural gas production and grew 14 percent in
2008, while conventional production declined

3 percent in 2008."

BY MR FRANTZ:

Q

Which is pretty nmuch what the chart shows
above that; would you agree?

(Dr. Harrison) That's right.

Now, the next paragraph actually di scusses
pricing by FERC s Ofice of Enforcenent. And
if you would -- and | think for a conplete
record it's probably better to actually | ook
at that whole paragraph, and I'll -- and then
pl ease read the last -- | want you to read

t he whol e paragraph into the record, please.

13
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[WITNESS PANEL: HARRISON|KAUFMAN]

(M. Kaufrman) 1'll read this one.

Sur e.

(M. Kaufman) "These unconventional gas pl ays
have becone econom c due to innovations in
hori zontal drilling and fracturing

technol ogy. Unfortunately, there is limted
i nformati on avail abl e on prices needed to
cover operating and capital costs, including
a reasonable return on investnent; and the
avai l abl e estimates are di sparate. On the

| ow end, break-even prices range from $3. 30
per MVMBtu to $5 per MMBtu. On the high end,
br eak-even prices" -- sorry. "On the high
end, break-even price estimtes for nost
produci ng basins are in the range from $5 per
M\Btu to $7 per MVBtu range."

How do t hose prices conpare to what PSNH
assuned and what you used in your forecasts?
(Dr. Harrison) Well, these -- | think

what's -- these prices refer to prices in
this period. W were |ooking at forecasted
prices. So | think there's -- these are not
really conpletely relevant to what we were

describing, as | think other parts of this

14
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[WITNESS PANEL: HARRISON|KAUFMAN]

15

page i ndi cat ed.
Did those types of analysis give you pause
when you actually | ooked at the forecasts
t hat you used, though, for the increase in
unconventi onal gas play and those types of
prices that actually FERC was di scussi ng at
that tine?
(Dr. Harrison) No. Actually, | think if you
read this page, it gives -- it makes it clear
t hat there was an enornous anount of
uncertainty. So if you |l ook at the sentence
that was in the first paragraph on this page,
it says, "CGoing forward, a key consideration
I's whet her the natural gas production wll be
able to get into balance with consunption in
a manner that will not |ead to an exaggerated
boom bust cycle.™

And | ater, the final paragraph describes
the i ssues associated with break-even prices
and drilling activity. And it tal ks about
t he concern about slowdown in drilling, and
it says, "If sustained, the slowdown in
drilling will likely lead to nmuch | ower

production growth, or even production
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[WITNESS PANEL: HARRISON|KAUFMAN]

declines, which could in turn |lead to nuch
hi gher prices when industrial gas demand
rebounds. "

So |l think it's inportant to put this in
perspective. This report was a description
of the large nunber of uncertainties in 2008
and early 2009. And that's -- of course,
this is the state of the market in 2008. So
it's designed primarily to explain what had
happened i n 2008.

Wiat we were doing, to get to your
questi on about whether this gives us pause --
not at all. | think it reinforces the
I mportance of | ooking at different forecasts.
So when we did our analysis, we | ooked at
forecasts, 2013 to 2027, |ooking at the
futures prices, which is one possible source
of future estinated future prices, as well as
the EIA forecasts. They were taking
information like this and trying to devel op
forecasts for what these devel opnments neant
for the future prices of natural gas,
el ectricity and coal going forward.

Q Had you -- in preparing your analysis, had

{DE 11-250} {DAY 7/ MORNI NG Sessi on ONLY] {10-23-14}
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[WITNESS PANEL: HARRISON|KAUFMAN]

you read or | ooked at this before you
actually filed your testinony and did your
anal ysis, this actual docunent fromthe FERC
fromApril 16, 20097

(Dr. Harrison) | don't recall looking at this
actual docunent. But there was a | ot of
comentary simlar to this in other
docunents, including the ElIA docunents.

(Dr. Kaufman) Just to add to that, as Dave
menti oned, the earlier docunent is from FERC
from 2008 is where we got our capital cost
estimate. | recall |ooking through a bunch
of FERC documents fromthat tine period just
to see if they had updated their capital cost
estimate. So | assune | woul d have seen
this.

(Dr. Harrison) Yes, just to suppl enent that,
| did see that this describes -- it doesn't
have a new capital cost estimate for the
price of -- or the cost of building a new
natural gas plant. But it does comment that
the prices are about 10 percent hi gher;
therefore, we didn't feel, at |east based on

this, as | think about this, didn't see why,

17
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[WITNESS PANEL: HARRISON|KAUFMAN]

In that sense, it wouldn't have been
sonet hi ng that we woul d have updat ed our
esti mat es.

Q Thank you.

Can you turn to Page 15 now. And at the
top of that page is a chart that says, "Low
gas prices changed generati ng pl ant
di spatch.” Do you see that?

A (Dr. Harrison) Yes.

Q And below that it says, "Representative
Regi onal Supply Stack: OCctober 2007."

A (Dr. Harrison) Yes.

Q And woul d you pl ease now read the | ast
par agr aph on that page.

A. (Dr. Harrison) I'll do it this tine.

"As fuel costs changed over the course
of the year, the nerit order of the
electricity supply stack changed as well.
This graphic shows that, during the first
half of 2008, mldly efficient coal-fired
generating plants, using coal from
essentially any source, enjoyed an operating
cost advant age over natural gas-fired

generation.™

{DE 11-250} {DAY 7/ MORNI NG Sessi on ONLY] {10-23-14}




© 00 ~N oo o b~ w N P

NN NN R R R R R R R R R R
A W N P O © 0 ~N O O M W N B O

[WITNESS PANEL: HARRISON|KAUFMAN]

19

Q And if you'd turn the page over now, please,
the title of the next chart on the top of
Page 16 is, "Low gas prices changed
generating plant dispatch.” Do you see that?

A (Dr. Harrison) Yes, | do.

Q Woul d you read the paragraph just bel ow that
chart?

A (M. Kaufrman) "As this graphic illustrates,
as natural gas prices started falling in July
and coal prices stayed high, natura
gas-fired generati on becane conpetitive with
pl ants that use eastern coal. |In sone
regi ons, particularly the Southeast and the
m d- Atl antic, natural gas-fired generation
becane conpetitive with any coal plant that

did not use Powder Ri ver Basin coal."

Q Do you know what coal Merrimack Station uses,
by the way?

A (Dr. Harrison) It uses coal.

Q Do you know whi ch coal it uses?

A (M. Kaufman) It's a mxture. |It's not from

one place, from what we understood.
Q Do you understand that it doesn't use any

Powder Ri ver Basin coal ?
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[WITNESS PANEL: HARRISON|KAUFMAN]

A (Dr. Harrison) That's what | woul d guess.
CVSBR. HONI GCBERG Let's go off
t he record.
(Di scussion off the record)
CVSR. HONI GBERG  Go ahead.
MR. FRANTZ: | just have one
nore questi on.

BY MR FRANTZ:

Q Wul d you turn to Page 23 of your testinony,
pl ease. You list a nunber of things that
PSNH gave you for information to conduct your
anal ysis; correct?

A (Dr. Harrison) That's correct.

Q If you | ook hal fway down, it says "capacity
price forecasts.” Can you describe exactly
what type of information you used for your
capacity price forecasts?

A (M. Kaufman) Well, we used a projection
given to us by PSNH, as this says. So the
reason we had to do that is that sone of our
forecasts for electricity prices only
i ncl uded the energy conponent. So this was
in order to cone up to sort of nove towards

comng up with a proxy for a whol esal e
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[WITNESS PANEL: HARRISON|KAUFMAN]

electricity price.

Q Do you know if those forecasts included the
four capacity market auctions, or were they
actual forecasts? Did you actually exam ne
themin detail ?

A (M. Kaufrman) Not in detail. | nean, Dave
nmenti oned yesterday that we've done a | ot of
work on simlar projects. So we | ooked at
t he nunbers, saw they were sort of close to
what we woul d expect; they were cl ose to what
other nodels in this very proceedi ng were
predicting. So they seened within the realm
of reasonabl eness.

Q Did they cone from PSNH, or was there a
source associated with those capacity
f orecasts?

A. (M. Kaufman) | don't recall.

MR. FRANTZ: That's all | have.
| believe Ms. Am don has perhaps a few nore
questions. Thank you.

CROSS- EXAM NATI ON ( CONT' D)
BY Ms. AM DON:
Q Thank you. |'mon the sane page where M.

Frantz left wwth you. One of the itenms that

21
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[WITNESS PANEL: HARRISON|KAUFMAN]

PSNH provi ded you were estinmates of the "sunk
costs" that ratepayers would have been
responsi ble for, for the Scrubber Project had
it been cancelled at either anal ysis date.

So, did you just accept those nunbers, or did
you do a sanity check to determ ne whet her

t hose nunbers stood up?

(Dr. Harrison) Well, we did | ook at what

the -- the estimates that were provided to
us. But what we understood is that they had
gone through a rather detail ed analysis for

t he individual contracts to see for each one
of the contracts what woul d be their
obligation to pay if they had stopped in any
particular -- in any given nonth. So it
seened |ike a very, very detailed anal ysis
that would really require | ooking at the

I ndi vi dual contracts, which we, of course,
were not able to do. But it did show what
you woul d expect, is that those costs are
relatively small in the early years, but they
becone very large in the | ater years.

What do you nean by "years"? You were

| ooking at two different periods; right?

22
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[WITNESS PANEL: HARRISON|KAUFMAN]

A (Dr. Harrison) | think they provided... I'm
trying to renenber the range. But it was
across multiple years fromwhen -- | think
starting in 2008 to 2011, 2012 or '13. |
don't renenber what the final date was.

A (M. Kaufrman) W just used the two nunbers
from m d-2008 and early 2009 for our
anal ysi s.

Q Ckay. And when did you get this information?

Do you recall?

A (Dr. Harrison) | don't recall the exact date,
no.

A (M. Kaufman) It was earlier this year.

Q Sonetime before you prepared your testinony,
obvi ousl y.

A (Dr. Harrison) Yes.

Q Ckay. The last bullet itemon this list --
and ' mnot going in any particul ar order
here -- tal ks about assessnents of the
implications to Merrimack Station of various
potential future environnental regulations.
Do you recall what those potential future
envi ronnental regul ations are that they asked

you to consider?
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(Dr. Harrison) Well, yes, | recall the
various environnmental regulations. Yes.

And they were such as?

(Dr. Harrison) Well, one of themhad to do
wth -- and | think we discussed this -- the
316(b), water intake regul ations. Another
had to do with the possibility of adding
controls related to potential effluent
guideline limtations. | think a third was
coal - conbusti on residuals, and another had to
do with air-em ssion regul ati ons.

And did you review those to see if that was a
conmplete list? D d you do your own anal ysis
of potential future environnental
regul ati ons?

(Dr. Harrison) Well, we do a lot of work on
envi ronnental regul ation. And based on our
sense, those were the nmgjor potenti al
environnental regulations. O course, that
excl udes the CO2 regul ations that we tal ked
about .

So you just accepted the |list as conpl ete,

wi t hout doi ng an i ndependent revi ew of

potential future environnental regul ations?
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(M. Kaufrman) One other report that we did
take a l ook at was -- it was an ESS G oup
report. | think it was submtted to this
Conmmi ssion later than this date. But it did
sort of go through what the obligations were
for Merrimack Station, in terns of

envi ronnental conpliance, which, in ternms of
providing a sanity check that we were
covering all our basis, we thought was very
hel pf ul .

And |'msorry. "ESS' stands for?

(M. Kaufrman) | don't know.

(Dr. Harrison) | don't recall either. But it
was an attenpt to | ook across the range of
potenti al environmental control costs.

And the costs -- okay. Thank you.

And just forgive ne if |I'masking a
question that has an obvi ous answer to you.
But | wanted to know what the significance is
of | ooking at natural gas transportation
adders for Merrinmack Station. | | ook at
that, and it doesn't make any sense to ne.
So, perhaps you could explain to ne why PSNH

woul d provide that information in connection

25
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with this review that you did.
(Dr. Harrison) Well, it had to do with the
prices that we got were not delivered prices
to Merrimack Station. So we had prices that
were -- and | think they were delivered to
New Engl and; is that right?
(M. Kaufrman) Well, we separated it into two
source categories. So, when we used futures
mar ket prices, which was to sort of get a
sense of what the nmarket expectations were at
a given tine, those were for Henry Hub prices
In Louisiana. So, in that case, it was
i mportant not to just use the price in
Loui si ana, but to use the price delivered to
Merrimack Station; so that's where the
transportation adders cane in. W also used
El A natural gas prices as a different source,
and those were actually delivered prices to a
New Engl and utility; so we woul dn't have
needed the adder for that source.
Ckay. Thank you.

M5. AMDON:. | have no further
questions. Thank you.

CVSR. HONI GBERG  Ms.

26
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ol dwasser .
CRGCSS- EXAM NATI ON

BY M5, GOLDWASSER:

Q Good norning, Drs. Harrison and Kaufman. |'m
Rachel ol dwasser fromthe law firmof Or &
Reno. | represent TransCanada in this
docket .

A (M. Kaufrman) Good norni ng.

A. (Dr. Harrison) Good norning.

Q I know this norning you talked a little bit
about uncertainties. And | think in your
testi nony you reference, "extrene
uncertainties" in the econony in the sumer
of 2008 and | guess early 2009; is that
ri ght?

A (Dr. Harrison) | don't renenmber the exact
phrasing, but | think we described the fact
that there was a great deal of uncertainty.
Those who renenber the period in 2008 and
2009 w Il probably recall that.

Q And the nore uncertainty there is, the
br oader range of potential outcones your
report | ooks at to account for the risks; is

that fair to say?
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(Dr. Harrison) Well, | guess it's fair to say
t hat when we were | ooking at devel opi ng the
paraneters to report for our analysis, we
wanted to reflect the range of uncertainties
t hat seened rel evant at those tinme peri ods.
And so, if you | ook at Page 11 of your
testinony, | think that's where you tal k sort
of generally about uncertainties in natural
gas narkets, and al so you begin to tal k about
t he econony.

Is it a fair summary to say that the
uncertainty you identify is whether prices
woul d clinmb back to where they were in the
sumer of 2008 or whether they would remain
low in early 2009, in ternms of your 2009
anal ysis? The uncertainty is: WII they go
back to where they were in the summer of 2008
or higher; or wll they, you know, conti nue
to drop or stay low as they were in early
2009? |Is that fair?

(Dr. Harrison) Well, it's fair, in the sense
that that's the way we were | ooking at one
way of thinking about the uncertainties. But

this was just really -- this discussion was

28
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really nmeant to be an introduction to the
forecasting, the forecasting that was -- that
we | ooked at. The forecast that we | ooked
at. So we were trying to give here the
flavor -- and | think this cane across,
actually, in the state of the energy nmarkets
report that we were just tal king about -- the
nature of the uncertainties. So it was
really -- this discussion wasn't addressing a
li st of questions that we then answered, but
it was neant to be a background on the types
of questions that analysts were thinking
about at the tine.

And because there were these questions, it
wasn't -- it's not -- it wasn't reasonable to
present just one side of the coin. You
weren't going to just do a study of, you
know, if the anal ysts say prices are going to
go down are right, here's what's going to
happen. You present a range of options; is
that right?

(Dr. Harrison) We did provide -- | think we
nmentioned it. W described devel oping up to

12 scenari os.

29
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Q And t hose scenarios have a pretty broad
scope, in terns of the potential outcone.

A. (Dr. Harrison) In terns of the potenti al
paraneters, prices and so forth, yes.

Q Let's ook at your Exhibit 12. And that's
the sunmary exhi bit you were exploring wth
Attorney Frignoca yesterday. And | just want
to understand how to understand this chart or
how to use the chart.

Say |I'mlooking in the summer of 2008 at

t he mar ket purchases scenario. |If | said,
well, the Scrubber Project is going to save
custoners $800 million, is that -- you know,

Is that a reasonable projection that | could
make based on your anal yses, w thout

menti oni ng the other conclusions, the other
potential concl usions?

A (Dr. Harrison) | guess I'mnot quite sure
what question you're asking. |In ternms of how
to characterize these nunbers or how to
characteri ze another estinmate?

Q No, |'m asking you about how to characterize
your nunbers -- or how to apply them really.

I nean, can | draw the conclusion that it

30
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woul d be pl ausi ble to conclude that the
Scrubber woul d save custoners $800 mllion
over market purchases if | was doing this
analysis in the summer of 2008? O in the
alternative -- I'Ill try to clarify -- would I
really have to provide this range of
potential outcomes to give a full story?

(Dr. Harrison) Well, I think we would -- the
tenor of our analysis was that it was useful
to |l ook at a wi de range of possi bl e outcones.
So, as | said, we went through a variety of
scenari os versus -- for both of these
options. So, we |ooked at -- in our

I ndependent anal ysis, we thought that woul d
be what woul d make sense to do, to provide a
range under these different sets of
assunptions. | think I'"'mreally saying
roughly the same thing that you descri bed as
your predicate.

So | can't, you know, rely on your report to
concl ude that neking a statenent |ike, you
know, the Project -- it would have been
reasonabl e to conclude that the Project would

save custoners, you know, $400 mllion or

31
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| ose custoners $400 ml li on. | can't take
t he nunbers in a vacuum | have to view them
all together. |Is that fair?

A. (Dr. Harrison) | think that's fair, in the
sense that when we | ooked at the results and
drew our concl usi ons about them we | ooked at
all the nunbers in these various scenari os.

Q On Page 36 of your testinony, which is at
Bat es Page 320, on Line -- starting on
Line 7, you indicate, "Wiile it is not
unr easonabl e to continue to use |long-term
forecasts developed in | ate 2007 on the
presunption that the changes to the nmarket in
2008 m ght not persist, it is unreasonable to
conpletely ignore the current state of the
mar ket and not al so consi der scenarios that
account for the price increases of early
2008." Did |l read that correctly?

A (Dr. Harrison) Yes, you did.

Q And that's in reference to what forecasts
m ght be applied in the sumrer of 2008; is
that right?

A. (Dr. Harrison) Yes, this was in the context

of our comments on M. Hachey's natural gas
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f orecasts.

I*"mgoing to refer you to Attachnent 4 to
your testinony, which is at Bates Page 377.
And that's an average nonthly U. S. Natural
Gas Wl | head Prices chart.

(M. Kaufnman) Right.

And so, if you were to apply that to an
anal ysis that would be perforned in early
2009, you would apply the sane sort of
standard; right? It wouldn't be unreasonabl e
to use the newer forecasts. But you woul d
need to include the possibility that prices
m ght go back up or that prices m ght stay
| ow, the sane anal ysis as the one that you
applied to the summer 2008 uncertainty; is
that right?

(Dr. Harrison) | guess |I'm having trouble
under st andi ng exactly what the question is.
Remenber, what we were doing is we were

| ooki ng at forecasts of future prices over
t he period from 2013 to 2027. So, what we
were doing in this exhibit is providing a
context for that in describing what was

happeni ng in 2008 and early 2009.
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Right. And your criticismof M. Hachey is
that he doesn't fairly take into

consi deration the possibility that prices
rising in the sumrer of 2008 could have had a
| ongstanding i npact; is that right?

(Dr. Harrison) Well, | think our najor
criticismof M. Hachey was that he used
forecasts that were too narrow a band, that
he really didn't provide a range of plausible
potential forecasts. W also noted that sone
of the forecasts that he -- the bases for the
forecasts were froman earlier period. But
the main point was that his forecasts were in
quite a narrow band. And so if you | ooked at
the forecasts in his -- we have a chart in
our report that shows -- that conpares his
forecasts to our forecasts. That shows that
his forecasts were in a relatively narrow
band; ours were in a wider band. And then we

al so point out that one of the docunents that

he provided shows a still w der band.
Sol think it's -- the context of
that -- of our comments on his forecasts were

really prinmarily designed to deal with our
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concern that his forecasts were too narrow a
range.

Q And | think I know what chart you're tal king
about. You're tal king about Attachnent 17 at
Page 407; is that right?

(Wtness revi ews docunent.)

A (Dr. Harrison) That's correct.

Q And you conpare the forecast M. Hachey used
wi th your high and | ow forecasts, and then
wi th one Energy Security anal ysis forecast
that he provided. Did you |ook at any of the
ot her Energy Security anal yses forecasts that
were provided by TransCanada? | n other
words, was the only one you | ooked at was
June?

A (Dr. Harrison) Well, we wanted one that was
relevant for the tinme period we were
concer ned about .

Q That's not what |'m asking, though.

A (Dr. Harrison) | think we probably | ooked at
t he other ones, but this is the one that we
were -- that was rel evant.

Q Right. And you didn't |ook at the ones

earlier in the year that would have applied
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to the tine franme that PSNH was tal ki ng about
yesterday. | think M. Large indicated in
his testinony that the forecasting that they
used was fromthe winter -- the gas prices

t hat they were using was fromthe w nter of
2008. You didn't look at that ESIA forecast
information on this chart, did you?

A (Dr. Harrison) No. This chart was rel evant
to our anal ysis.

Q And you didn't | ook at any ESIA data that
came after that one June forecast, did you,
on this chart?

A (Dr. Harrison) We didn't. This chart only
I ncl udes June 2008.

Q Wuld it surprise you to find that M. Hachey
provi ded forecasts from March of 2008,

Sept enber of 2008, Decenber of 2008, and
March of 20097

A (Dr. Harrison) No.

Q And would it surprise you that those
forecasts are all nuch nore closely bound to
the forecasts that he provided?

A (Dr. Harrison) | haven't seen those

conpari sons.
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Q You answered a coupl e of questions about
cancell ation costs. Do you know what numnber
you used for your early 2009 anal ysis for
cancel | ati on costs?

A (Dr. Harrison) | think it was $142 mlli on.

Q And t he hi gher the cancell ation cost you
apply, the nore economi c a coal plant | ooks,
ri ght, because the conpari son woul d be payi ng
t he sunk costs and not getting the plant; is
that right?

A. (Dr. Harrison) That's correct.

Q I*'mgoing to ask a couple foll ow up questions
about the natural gas prices that you used
because | just want to nake sure that | al so
under st and how you got to the nunbers. And
what |I'mgoing to do is hand around -- |I'm
going to ask Attorney Patch to hand around
sone of the spreadsheets that you provided in
di scovery.

MS. GOLDWASSER: And | prom se
we won't get into a line-by-line analysis of
those, M. Chairman. |'msure that that is
not what you want to do this norning.

CMSR. HONI GBERG A
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| i ne-by-line analysis is a very unappealing
prospect. So we appreciate that. Thank you.
BY Ms. GOLDWASSER
Q So the first --
CVBR. HONI GBERG Wi t. Ms.
Gol dwasser, just a mnute. Do you want to
mark these as an exhibit, or are these just to
be a denonstration for charts that already
exi sts?
M5. GOLDWASSER: Let's mark
t hem because this information | don't believe
Is -- it's clearly in their report.
CVSR. HONIGBERG So this is
129. Sorry. Go ahead.
(The docunment, as described, was herewith
mar ked as Exhi bit 129 for
identification.)
BY M5, GOLDWASSER
Q If you look at the first two pages of the
spreadsheet, these are printouts of your 2008
and 2009 natural gas assunption sheets. And
the only change that | made on this is | put
a source line on, and that's why it says

"Spring of 2008" instead of "Sunmmer for
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2008." M/ apologies for that, but | think
you know what | nmean, at the top in the
center.

Do these ook famliar to you? These
are your analysis sheets that you provided in
di scovery.

(Wtness revi ews docunent.)
(Dr. Harrison) | believe so, yes.
And if you |l ook at the bottom of the page, |
really just want to make sure | understand
wher e these nunbers are comng from You
provide, | think, five different scenarios
for gas prices. The first one is the EIA
natural gas price delivered to a New Engl and
utility. Are those nunbers in the EIA
report?
(Dr. Kaufman) So when you say "report" --
The EI A spreadsheets that you cite.
(Dr. Kaufrman) That's right.
And is it a delivered price to a gas
conbi ned-cycle plant, or is it a delivered
price for retail? | nean, nost utilities in
New Engl and don't own conbi ned-cycl e pl ants.

So | want to nake sure | understand -- or

39
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nost related utilities don't, anyway. | want
to make sure | understand what the assunption
is with these nunbers.

A (Dr. Harrison) When you say "assunption,"™ who
are they -- are they delivered to --

Q Is it the wholesale price? Is it a retai

price? 1Is it delivered to a natural gas

conbi ned-cycle plant? | know. | just asked
a compound question. So |I'll stop.
CVMSR. HONI GBERG | think what

you were doing was you were giving a range of

choices. |Is it one of those?
MS. GOLDWASSER: |I'mtrying to
understand what -- yeah, I'mtrying to

under stand what this is.

A (Dr. Harrison) These are the prices that
woul d be paid by a plant that burns natural
gas.

BY M5, GOLDWASSER

Q Sonewhere in | SO New Engl and, | presune?

A Yes, a New England utility. That's correct.

Q Ckay. And does it start with a Boston City
Gate price and then inflate it for

transportation? How do you get to that
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nunber ?

A (Dr. Harrison) You nean how did ElI A devel op
its forecasts?

Q Is that what they do? This nunber is not
conparable to a Boston City Gate price, is
it?

A (Dr. Harrison) These are prices that were
devel oped by EI A

Q A Boston City Gate forecast. M apol ogi es.

So, in other words, this is not
appl es-to-apples with the Boston City Gate
price forecast, right, because you are
i ncl udi ng sone sort of -- the EIAis
I ncl udi ng sone sort of transportation adder;
is that right?

A (Dr. Harrison) | believe that's correct,
al though | have to | ook at exactly how t hey
did that forecast.

Q For the natural gas nodel that you did wth
these prices, did you assune sone additional
transportation adder to get the gas up to
Bow, New Hanpshire?

A. (Dr. Kaufman) If you're still tal king about

the ElI A prices --
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Yeah, just tal king about the EIA prices.

(Dr. Kaufrman) Then, no, because this wasn't
to any particular place in New Engl and. |
think it's meant to be an average.

Ckay. And the EIA L/WService case, that's
based on the report that was di scussed
yesterday from summer 2009; is that right?
(Dr. Harrison) No, | think this was the 2008
period. So this would have been the 2008 EI A
report that eval uated Lieber nan-\War ner.

Ckay. And the NYMEX gas futures prices --
this is the next sort of category on this
spreadsheet -- it says "June 2008 futures
delivered." Are those NYMEX futures prices
at Henry Hub, then, with sone sort of
transportation adder? Wat's that? "Futures
delivered" is what it says.

(Dr. Kaufrman) That's right. | think what
this is supposed to be is the Henry Hub
prices on one line, followed by the
transportati on adder on the next |ine, adding
up to the delivered price on the third |ine.
Ckay. And so where it says "June 2008

futures delivered,"” that's really just a
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Henry Hub price?

(Dr. Kaufrman) | believe that's right.

Ckay. And |I'mnot an expert in this stuff,
so ny apologies if I'm asking dunb questions
her e.

Are these prices -- are these the actual
prices, the actual NYMEX futures prices going
out to 2016 on the first line there, the
"June 2008 futures delivered" --

(Dr. Kaufman) | think what they are --

-- in each of those years?

(Dr. Kaufman) So | believe what we did was we
took -- there's daily prices from NYMEX. |
t hi nk we took June 2008 daily prices and
averaged them for each of the years stated
her e.

Ckay. So the idea is soneone's sitting in
their office in June of 2008 and goes on to
the NYMEX futures information portal and
obtains what futures are trading at in each
of those years between 2009 and 20167

(Dr. Harrison) That's correct.

Ckay. And then, after 2016, | think your

report indicates you inflate those nunbers
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out at 2.5 percent fromthere on out; is that
ri ght?

(Dr. Harrison) Yes, for the scenario that

i nvol ved only using the NYMEX prices, that's
right.

Ckay. And the last -- and that's the bottom
line, the futures case 2008; right? W're
all on the sanme page here?

(Dr. Kaufman) That's right.

(Dr. Harrison) That's correct.

And then for the AEO futures blend and the

Li eber man- WArner AEO [sic] futures blend, you
used futures prices in the first, |ooks |ike
three years?

(Dr. Kaufman) | believe it was two years.

Two years. And then, fromthere on out you
used the EI A data. No.

(Dr. Harrison) That's not quite right. It's
easier if you |l ook at one of the attachnents
we have that shows how the price -- the
projectory. So, there we used -- that's what

we call the "hybrid case,"” where we used the
futures prices for the near-termprices, and

then we had those adjusted so that they were
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equal to, in the longer run, around 2020,
that they're equal to the ElI A forecasted
price.

So you slowy blend them proportionally as
you go along in tine? 1Is that fair to say?
(Dr. Harrison) That's one way of thinking
about it.

Ckay. Thank you. And in terns of the

di fferences between the summer 2008 and t he
spring 2009 nunbers that you applied, the
mai n di fference is just that you used the
Waxman- Mar key service case; right? | nean, |
under stand that you used different EIA
nunbers; right? But in terns of nodeling

di fferences, you use the Waxman- Mar key case
i nstead of the Lieberman-Warner case -- is
that fair -- for gas prices?

(Dr. Harrison) Wll, that's right. But
remenber, | think Dr. Kaufman nade the point
t hat we needed to be consistent. So we had a
different AEO forecast. EIA had changed its
forecast, so we needed to make our CO2 price
series consistent with the new AEO 2009

forecast. So, even though the provisions of
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t he Li eber man- War ner and Waxman- Mar key are
very simlar, we wanted to use a consi stent
set of prices.

(Dr. Kaufman) We al so used updated futures
prices for March 2009.

Right. And | had one other question going
back to the NYMEX futures.

You obtained the transportati on adder
that you used with the NYMEX numbers from
PSNH, is that right?

(Dr. Harrison) That's correct.

And did you do any fact-checking around that
transportati on adder that you applied?

(Dr. Harrison) Wll, fact-checked, only in

t he sense that looking at it, that it seened
reasonabl e.

' mgoing to ask you to turn to Attachnent 6,
Page 1, which is Bates Page 379. |If you turn
to Note 2... that's really small type. [|I'm
sorry. | don't have a magnifying glass for
you. But it says, "Short-termprices are for
two years fromthe analysis date,” and then
in parentheses it says, "longer futures

contracts are often unavail able or highly
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illiquid'; i1s that correct?

(Dr. Harrison) That's correct. That's what
it says.

So you used the futures prices in your report
and then inflated themafter five or six
years, or whatever the nunber is, to do one
of your scenarios. But then, in your
footnote you indicate that futures contracts
are "often unavailable or highly illiquid";
is that right?

(Dr. Harrison) Well, that's right. They're
unavail able for the years after the years
that we used them But we -- for the
futures -- for the scenarios, we use futures
prices. They were the best sources of market
i nformati on.

Well, | nmean, you say here that short-term
prices are for two years fromthe anal ysis
date, and you seemto indicate that it's |ess
appropriate to use themfor additional years.
But then, on your spreadsheet you indicate

t hat you applied the actual futures contract
prices for seven years or eight years from

2008. So I'mjust trying to understand how
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to make sense of those two statenents

t oget her.
(Dr. Harrison) Well, I think in terns of
the -- this was the reason why we bl ended

t hese futures prices for the two years. For
our -- for the scenario which we used the
futures prices, we thought it was appropriate
to use all the data that were avail abl e

Dr. Harrison, you have a very robust resune.
You' ve done a lot of reports like this. Have
you ever enpl oyed NYMEX prices with an
inflation note like this out to, you know, 15
or 20 years? Have you ever done that before?
I*'mnot tal king about the blended. |'mjust

t al ki ng about the NYMEX futures option that

you appl i ed.
(Dr. Harrison) Well, usually in a particular
case, what we -- | don't recall doing this

specifically. But we certainly have used
NYMEX futures prices. And we certainly have
used themfor the period of tine that they're
avai | abl e, yes.

And did PSNH ask you to do a NYMEX futures

option in your report?
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A (Dr. Harrison) No, | nmean, | think, as we
said, ours was an i ndependent analysis. W
chose the paraneters that we used.

Q Wll, they -- you were told to do a gas pl ant
option and a mar ket purchase option; right?
| mean, that was within the paraneters of
your contract.

A (Dr. Harrison) Well, yeah. Just to be clear,
t he assignnent was to conpare the Scrubber
Project to the two alternatives and then to
use those two tinme periods, 2008 and 2009.
But the paraneters that we devel oped and the
anal ysis we devel oped was ours.

Q So, no one from PSNH asked you to do a NYMEX
option in terns of the scenarios that you
prepared. But you haven't prepared a
scenario |like this NYMEX before in another
report.

A (Dr. Harrison) | don't think | said that.

Q Ckay. Let's try again then.

You' ve used NYMEX prices, as far as they
go, before in reports like -- for the nunber
of years that they're avail abl e?

A (Dr. Harrison) | don't recall -- I'"msure --
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as | said before, |I renenber we've used NYMEX
prices to do our analysis, in terns of the
range of years that they' re available, in
several studies.

So, "for the years they're available,” you're
tal ki ng about, you know, projecting six or
seven years out?

(Dr. Harrison) That's correct.

And have you ever used a 2.5 percent

escal ator after those years to further
predi ct natural gas prices?

(Dr. Harrison) | don't recall the specifics
of what we did. But oftentines when we're
doi ng these ki nds of anal yses, we have nodel
estimates that we devel op. So we've
sonetines used -- for this, what we wanted to
do was get a range of possible natural gas
prices and electricity prices. And for that,
this seened |i ke an appropriate net hodol ogy.

| understand your testinony to be that you
weren't asked to anal yze what PSNH di d. But
did you know what PSNH di d? Were you
famliar with the studies that they

perf or ned?
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A (Dr. Harrison) They had perforned the study,
but not with all the details of what they

actual ly had done, no.

Q ' mgoing to ask you to ook at a data
request that you provided -- two of them
actually, back-to-back. Again, I"'mtrying to

save tine here by doing everything in one
swoop. This is TG 6-149 and TC 6-167 SPOL.
And | have a really sinple question for you,
and it's the only question |I'm going to ask
about this, which is: Are these -- do you
recogni ze these data responses, and are these
t he ones you provided?
(Wtness revi ews docunent.)
A (Dr. Harrison) Yes, this |ooks |ike what we
pr ovi ded.
Q Great. Thank you.
M5. GOLDWASSER: |'d ask that
this be marked as exhibit --
CVSR. HONI GBERG Be 130. And
I would just note for the record that it is

one page, two-sided.

(The docunment, as described, was herewith

mar ked as Exhi bit 130 for
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identification.)
I have a coupl e questi ons about the natural
gas plant option that you consi dered.
You assuned that the gas plant woul d be

sited in Bow, New Hanpshire; is that right?

(Dr. Harrison) | don't think our anal ysis was
specific to a location. It was -- as we
tal ked about yesterday, | think it was a

generic natural gas plant that woul d be
devel oped, provi de repl acenent power for
Merrimack Station.

I n our NYMEX scenari o, you used a
transportati on adder that PSNH provi ded. So
| assuned fromthat, that the plant would be
built in New Hanpshire or at the Merrimack
Station site. Is that incorrect? |Is that an
i ncorrect assunption to nake based on that
transportati on adder?

(Dr. Harrison) That's right. So we were

t hi nki ng of sonething that woul d be rel evant
to the Merrimack power.

And do you have any sense of whet her
transportation adders would be lower if a

pl ant were built in sonme other part of
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| SO New Engl and?

(Dr. Harrison) | don't know the details of
the transportation adders in different

| ocati ons, no.

Ckay. And you're famliar, generally
famliar, wth the I SO New Engl and

mar ket pl ace for power, | presune, based on
your wor k?

(Dr. Harrison) Yes.

And you know in states other than Vernont, in
| SO New Engl and, conpetition has been

enpl oyed. The utilities aren't vertically
integrated; right?

That's correct.

And the other states, and even sonme of the
utilities here in New Hanpshire, when a
utility is going out to get -- to neet its
default service obligations, it goes out to
bid periodically, is that right, to get that
default service net?

(Dr. Harrison) That's correct.

And they go to conpanies |like Constellation
t hat provide delivery of that electricity to

the default service custoners; is that right?
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(Dr. Harrison) Yes, that's correct.

Do those utilities enter into long-term
contracts with natural gas conbi ned-cycl e
plants? O nore specifically, during the
2008 and 2009 frane, are you aware of
utilities that required electricity to neet
their default service needs entering into

| ong-termcontracts with conbi ned-cycl e

pl ant s?

(Dr. Harrison) Well, | don't recall the
specifics. But again, just to be clear about
what we did, we were |ooking at -- in our
natural gas plant scenario, we were | ooking
at the possibility that you woul d get

repl acement power froma natural gas unit

| ocat ed somewhere in New Engl and. And our

specific assunptions were | ocated at the

sane -- providing the sane power as
Merri mack.
R ght. But when we're looking at it froma

PSNH r at epayer perspective, | think yesterday
it was established that -- and M. Frantz
testified to this last week -- that New

Hampshire | aw wouldn't permt PSNH to build a
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conbi ned-cycle plant. You heard that. |
know you said you weren't sure you knew t hat
before. But you know that now, right?

(Dr. Harrison) That's correct. | wasn't here
for M. Frantz's testinony on that point.

So the option woul d be sonebody el se buil di ng
a conbi ned-cycl e plant and either feeding
that power into the marketplace, into the
conpetitive marketpl ace sonehow, or | think
the alternative option that you | think
descri bed yesterday was sone sort of contract

with the utility for the power fromthe

plant. | guess the right termof art woul d
be a "bilateral contract”; is that right?
(Dr. Harrison) Not exactly. | think what --

just to be very clear, what our analysis was,
was | ooking at the possibility of replacing
the power at Merrimack with a natural gas
conbi ned-cycle. This is sort of a very
comon ki nd of analysis that one does when
one is | ooking at a | arge anount of
generation capacity. It would be an
alternative to a | arge anount of generation

capacity. So, what you do is you want to
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| ook at | ong-term circunstances.

So, in the context of the long term you
say, well, what are the |likely additional
resources that would be put in place to neet
addi ti onal demand over the long ternf? And in
the long term you can't necessarily rely on
the facilities that happen to be around at
the tine. So you want to | ook at the next
addi ti onal capacity. And over this period,
and frankly, right now as well, that
addi ti onal capacity is provided by natural
gas conbi ned-cycle plants. So, that's really
the context of our analysis. It wasn't
t hi nki ng that there were sone concrete,
speci fic assunpti ons about who was going to
do that plant, but that this natural gas
conbi ned-cycl e plant was a reasonabl e
alternative for providing additiona
generation capacity in New Engl and over this
| ong-term peri od.

But your testinony doesn't give us any facts
about whether, if a gas plant were built, who
woul d be sort of paying for that plant,

whet her it would be fed into the | SO New
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A

Engl and mar ket and the cost distributed anong
a lot of people, or if PSNH ratepayers would
pay for it via a PPA or sonething |like that.
Is that fair? Your analysis doesn't answer
t hat questi on.
(Dr. Harrison) | think there's a series of
questions in that question. But just to be
very clear, we're |looking at |l ong-term costs
of different plausible alternatives for
provi di ng the anount of generation and
capacity that's provided by Merrinmack
St ati on.
You' ve answered a coupl e questi ons about
capacity factor, and | want to follow up on a
coupl e t hings.

So, | SO New Engl and di spat ches
generating facilities; is that right?
(Dr. Harrison) That's correct.
And it's based on an economc grid. |If
you' re | ess expensive, you get dispatched; if
you' re nbre expensive, you're over the
margi nal line, you don't get dispatched; is
that right?

(Dr. Harrison) That's a general way of
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descri bing the narket.

Q Well, keep things sinple for ne, okay. |
don't think we need to get nore detail ed than
t hat .

And when natural gas prices drop -- |
think M. Frantz or Attorney Am don asked you
sone questions -- when natural gas prices
drop, a facility is less likely -- a coal
facility is less likely to be dispatched; is
that right?

A (Dr. Harrison) In any given tine period,
correct.

Q And you' ve already said, at |east the
short-term expectation in the spring of 2009
was that natural gas prices were dropping in
conparison with other years; is that right?

I think your testinony says that.

A (Dr. Harrison) | think what our testinony
does is describes the projections that we
devel oped for natural gas prices.

Q And the other question | had is, if there's a
carbon cap, if a cap-and-trade program was
put into effect, you would al so expect coal

to be | ess econom ¢ because coal woul d be
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nore expensive than the alternatives in the
| SO New Engl and stack, setting aside free
al l owances. | don't want to make this nore
conplicated than it needs to be. But in
general , coal would be nore expensive and

| ess economc than the alternatives wwth a

cap-and-trade progrant is that right?

A (Dr. Harrison) Well, that's correct. And

t hose concepts and that analysis is what's
behi nd the ElI A forecasts.

Q And you al so, | think, quote sonebody
I mportant, the head of the | M-, on Page 10 of
your testinony, that the financial system was
"teetering on the brink of systemc
mel tdown, " and there was a | ot of economc
uncertainty during the tine franme at issue
here. Whuld that al so inpact denand and
potentially al so i npact how many facilities
are di spatched or who gets di spatched?

A (Dr. Harrison) Well, certainly the -- | nean,
we described the fact that those conditions
at the tinme did have an effect on electricity
demand and ot her denmands.

Q I*"mgoing to ask you -- do you have Exhi bit
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82 up there? 1'll bring you m ne because
don't want to hold this up.

(Ms. ol dwasser hands docunent to

W t ness.)

Q I'"msorry to stand over you like this, but I
think this is the only way that the court
reporter isn't going to --

MR. NEEDLEMNMAN: Rachel , what
are you | ooking at?
M5. GOLDWASSER: Exhi bit 82.
MR. NEEDLEMAN: Which is what?
M5. GOLDWASSER: It's the
Annual GCeneration and Capacity Factor chart
t hat you handed out | ast week.
Thank you, Chairnan.

BY M. GOLDWASSER:

Q So you're looking at a chart that shows
percent ages, capacity factors and historic, |
t hi nk, negawatt - hour production for Merrinmck
Station from 2004 to 2008; is that right?

A (Dr. Harrison) That's right.

Q And | think the blue line is supposed to be
t he percentage capacity factor; is that

ri ght?
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(Wtness revi ews docunent.)
(Dr. Harrison) That's what it says, yes.
And that blue line hovers under... a little
under 82 percent in all years but 2008; is
that right?
(Wtness revi ews docunent.)

(Dr. Harrison) That's right.
And the capacity factor that you used in your
report is 83 percent?
(Dr. Harrison) That's correct.
And you used the capacity factor of 83
percent for all of the years going out from
2012 on; is that right -- or 2009 on?
(Dr. Harrison) 2013.
2013 on. Is that right?
(Dr. Harrison) That's correct.
Did you adjust your capacity factor in your
scenari os that assuned a cap-and-trade
pr ogr anf
(Dr. Harrison) No.
You answered a coupl e questions about SO2
prices, and ' mgoing to ask you to turn to
what ' s hand- nunbered spreadsheet "3."

CVMSR. HONI GBERG  This is on
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Exhi bit 129, the four pages you handed out a
few m nutes ago?
M5. GOLDWASSER:  Yes.

(Wtness revi ews docunent.)

BY M. GOLDWASSER

Q

Am | correct, if |I |look on the |eft-hand side
of the page, it says "Coal Em ssions Cost"
and then says "Category.” And then, if you

| ook a few lines down, it says, "2008 Price
(Nom nal Dollars Per Ton)." Do you see what
" m | ooking at?

(Dr. Harrison) Let's see. Now, just to be
clear, you're looking at the SO2? |Is this on
the SC2 --

Yes.

Yes. | see SOx -- or the SO2 em ssions price
and then nom nal dollars per ton, yes.

Ckay. And the SO2 price that you applied for
your sunmer 2008 anal ysis was 1947

(Dr. Harrison) Well, | think the 194 was
2012. That wasn't actually a nunber that we
used in our analysis.

Ckay. But that's the nunber you started at,

and then you increased going out fromthere
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at a percentage; is that right?

A (Dr. Harrison) That's right.

Q Do you renenber what percentage you used?

A. (Dr. Kaufman) It's constant in real terns.

So we just increased it at the assuned rate
of inflation.

Q Geat. And if you turn to the next page and
you |l ook in the sane general vicinity, the
price that you assuned in the spring of 2009
or winter of 2009 is a little over $50 for
2013; is that right?

A (Dr. Harrison) That's correct.

Q Now, your testinony is fromthe vantage point
of what a reasonable utility could have known
at the tinme that decisions nmght have been
made; is that right?

A (Dr. Harrison) Well, just to be clear, we
were -- you said we were | ooking at two tine
peri ods, m d-2008 and what we referred to as
"early 2009."

Q Right. So, for the sumrer 2008 anal ysis, you
| ooked at what a reasonable utility m ght
have known in the sumer of 2008 wi thout any

knowl edge of the future -- not any specific
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know edge of the future; right?

(Dr. Harrison) That's correct.

And you provide sone information about what
happened wi th carbon regul ati on since 2009 in
your testinony, sort of in parentheticals.
And that's not really relevant to the
analysis, is it?

(Dr. Harrison) | don't renenber that, but --
specifically what you're referring to.

(Dr. Kaufman) | think it's relevant in the
sense that, if you say what has happened was
or was not predictable as of 2009, then it
coul d be rel evant.

Ckay. I'ma little bit confused. If we're
doing this analysis based on what we think a
conpany could or should have reasonably known
in 2008, it can't know what we know now i n
2014; is that right?

(Dr. Kaufman) No. I'msorry if that was
confusing. The exanple | had m nd was SQ2
prices. So you could say -- | think the
poi nt we make in our testinony specifically
is that one of the scenarios we consider are

the RGE price forecasts. And the point we
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make is that a utility -- that is really the
scenari o that kind of resenbles the cost of
SA2 that PSNH woul d have actually faced to
date. And ny point was just that, that was
sonewhat predictable as of 2009, that a
federal cap-and-trade bill m ght not pass.
And | think yesterday Attorney Frignoca asked
you sone questions about the study that was
performed in the sumer of 2009 that you used
to draw concl usi ons about CO2 prices in the
w nter of 2009; is that right? Do you
remenber that?

(Dr. Harrison) Yes, | do.

And the information that you used woul d not
have been available to PSNH even as | ate as
April 2009.

(Dr. Harrison) Well, yes and no. As | think
we nentioned, this had to do wth the
so-call ed "Waxnman-Markey Bill." And the
Waxman- Markey Bill was very simlar to the
Li eberman-Warner Bill, in terns of its
objectives and its predicted CO2 prices. In
fact, | think we nentioned that, in February

of 2009, Representatives Waxman and Markey
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asked EIA to do a forecast of what the |ikely
effects of their bill would be. And in April
of 2009, EPA estinmated what those likely
prices were, and they were in the sane range
as the Li eberman-Warner prices, about $13,

$17 per ton.

So, there was a |lot of -- anong people
who were following it at the tine -- this is
in 2009 -- there was a |lot of information

t hat was avail abl e about this particul ar
proposal and its simlarities between that --
and this was in the House. So at the sane
time, there was this Lieberman-Warner Bill

t hat was goi ng through the Senate process.

So I think that utilities at the tine,
in early 2009, woul d have been aware of the
Waxman- Mar key | egi sl ation. They would
probabl y have been aware of the likely prices
that were likely to be established under
Waxman- Mar key as being simlar to
Li eber man- Warner prices. And again, as |
said, there was sone analysis in April that
confirnmed that EPA analysis, in April of

2009, that confirned that.
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In April. But not in March, but in April. |
just want to make sure | got ny tinme |line

her e.

(Dr. Harrison) Well, yes. But as | said, in
February, you know -- this had been

di scussed, actually, before they made the
formal request in February. There was a | ot
of di scussi on about what the paraneters of

t hose bills would be and what the likely --
what the inplications would be for CO2
prices.

I*'mgoing to ask you to turn to Attachnent 15
to your testinony, which is at Bates Page
405.

So, for your low, your |ow case, you
assune for dollars going out as the straight
dark line at the bottomright above the X
axis; is that right?

(Dr. Harrison) Well, no. Just to be clear,
these are prices in nomnal dollars. So it's
hard to see, but that price actually

i ncreases in nom nal dollars over the period.
And those prices -- as | think Dr. Kaufman

poi nted out yesterday, those prices are based
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on the RGE forecasted prices.

Ckay. So, basically, it's in whatever year
you're in here, it's for dollars in that
year's prices, but it would go up over tine
as a result of economc forces that I
probably don't understand; is that right?
(Dr. Harrison) Well, no. This particular
case is quite sinple. These are assuned to
go up at the rate of inflation.

Ckay. And your NERA high CO2 price -- and
that's the price you apply in your

scenarios -- is the squares -- the line wth
the squares in it, the dark line with the
squares in it that starts at, | don't know,
$10 or $127?

(Dr. Harrison) Well, just to be absolutely
clear, this is |abeled "NERA H gh CO2 Price"
and i n parent heses "national cap-and-trade,
net of free allowances.” So this is -- this
takes into account the price that was
estimated in this particular case for the
Waxman- Mar key | egislation, and then it
accounts for the fact that a | arge portion of

the all owances were distributed for free in
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the early periods. And so it reflects the
high CO2 price -- | guess the way we | ook at
it is, thisis the price in the high
envi ronnental conpliance case.

CVMSR. HONI GBERG  Dr. Harri son,

I think we renenber that testinony from

yesterday. | think all M. ol dwasser's
trying to get you tois to that |ine.
Ri ght ?

M5. GOLDWASSER R ght.
(Dr. Harrison) Ckay. Right.

M5. GOLDWASSER: And that's
okay, because actually he's leading ne into
what probably will be the next area of

questi ons.

BY Ms. GOLDWASSER

Q

And the assunption you nmade, | think you said
yesterday, is that you assuned 50- percent
free all owances at the beginning of the tine
frame in question, and you ended up around
25-percent free allowances at the end; is
that right?

(Dr. Harrison) Well, | just would -- the only

thing I would change in that is we didn't
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assune it. That was part of the analysis we
di d.

Q Ckay. Well, that's an assunption that played
arole in where that line is on the page.

A (Dr. Harrison) That's correct.

Q Right. And is that linear? So, should I
assune, then -- say that's $12 where that
first square is in 2013. |If | assune that
t here would be no free all owances, would the
hi gh price then be $24 per allowance in this

anal ysi s?

A (Dr. Kaufrman) It's not exactly -- | nean,
50 percent, | think, is a ballpark estimate,
but --

A. (Dr. Harrison) Approximtely.

Q Yeah. |If we assune that it's 50-percent free
al l owmances and -- in your high, but we -- and
then say we create another case, and that
other case is zero-percent free all owances,
under the pricing scenario that you've
nodel ed, the price of conpliance would then
be $24 per all owance?

A. (Dr. Harrison) That's correct.

Q Ckay. | just wanted to nake sure |
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under st ood t hat .

You also include in this chart a
"reference case.”" Does that reference case
get used anywhere in your anal ysis?

(Dr. Harrison) Yes, it does.
Ckay. And where is that?
(Dr. Harrison) It's used when we commented on
Dr. Stanton's anal ysis.
But it's not applied to the nodels that you
present ?
(Dr. Harrison) No. As | said, we had our two
cases, our high environnental conpliance case
and our | ow environnental conpliance case.
(Ms. ol dwasser approaches chart on
easel .)
Ckay. And this is the chart we're tal king
about; right?
(Dr. Harrison) That's correct.
Ckay. Arts and crafts.
(Ms. ol dwasser drawi ng on chart.)
So this line that |'"mpointing at here is
your RGE no-all owances price; right? The
dar ker straight --

(Dr. Harrison) The RG3 no-all owances --
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The RGE, no federal statute case; right? 1In
bl ue.

(Dr. Harrison) That's correct.

Is that right? Ckay.

And your high case that you apply in
your nodel is this one here with the squares
and the dark |ine?

(Dr. Harrison) That's correct.
Ckay. And Dr. Stanton | ow case the dashed
i ne without any squares or circles in it?
(Dr. Harrison) Those were the prices from her
t esti nony.
Ckay. And her high price is the squares, and
her mddle price is the circles wwth the
dashed | ines?
(Dr. Harrison) That's correct.
Ckay. |I'mgoing to highlight those in pink.
MS. GOLDWASSER: And |' m goi ng
to ask that we mark this poster. |'m going
sonewhere. | prom se.
CVMBR. HONI GBERG Fi ne.
M5. GOLDWASSER: Do we have a
nunber ?

CVMSR. HONI GBERG  It's 131.
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MS. GOLDWASSER: Thank you.
(The docunent, as described, was herew th
mar ked as Exhi bit 131 for
identification.)
Q | have here a report that was authored by
NERA in March 2009 for Nevada Power Conpany.
M. Harrison, you do a lot of work with
Nevada Power Conpany, don't you?
A. (Dr. Harrison) That's right.
CMSR. HONI GBERG  Are you
mar ki ng t hi s?
MS. GOLDWASSER: Yes, please.
CVSR. HONI GBERG.  132.
(The docunent, as described, was herew th
mar ked as Exhi bit 132 for
identification.)
BY Ms. GOLDWASSER
Q And do you recall submtting prefiled
testinony in March 2009 on behal f of Nevada
Power Conpany?
A (Dr. Harrison) Yes, | do.
Q And do you recognize this report that you
submitted with that prefiled testinony?

A (Dr. Harrison) | haven't seen it yet. But if
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it's the one I'"m expecting to have, | do
recogni ze it.

Q Ch, ny apologies. 1'Il bring a copy for M.
Kauf man as wel | .

(Ms. ol dwasser hands docunent to
W t nesses.)

Q M. Harrison, you do a lot of work with a
nunber of power-industry conpanies, |ike
Nevada Power Conpany, Entergy, AES, Dynegy,
all those kinds of conpanies; is that right?

A. (Dr. Harrison) Yes, anpng other clients.

Q If you | ook on the inside cover of this
report, you're the | ead author; is that
ri ght?

A. (Dr. Harrison) That's correct.

Q And this report would be contenporaneous wth
t he early 2009 anal ysis that you perforned
for PSNH in this docket?

A (Dr. Harrison) Yes.

Q And Nevada Power Conpany is a public utility
in Nevada; is that right?

A. (Dr. Harrison) Yes, it is.

Q This report assesses the environnental costs

and econom c benefits associated with certain
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expendi tures that Nevada Power Conmpany was
considering in their | RP?

(Dr. Harrison) | guess | would say it
slightly differently. It was designed to
eval uate the environnental costs associ ated
Wi th various resource plans.

And i n assessing those resource plans, you
devel oped a carbon pricing analysis in this
report; is that right?

(Dr. Harrison) That's correct.

Ckay. |I'mgoing to ask you to turn to

Page 11. Can you read to us the first full
sentence under where it says "b. CO2
Regul ati on"?

(Dr. Harrison) Yes. It says, "Most

comment ators expect the federal government to
devel op a cap-and-trade program for

gr eenhouse gas (GHG) em ssions in the 111th
Congress, although there are, of course,
uncertainties regarding any prediction of
potential future legislation."

And do you recall which federal statutes you
used to develop this analysis that we're

| ooking at -- I'"'msorry, not which federal

75

{DE 11-250} {DAY 7/ MORNI NG Sessi on ONLY] {10-23-14}




© 00 ~N oo o b~ w N P

NN NN R R R R R R R R R R
A W N P O © 0 ~N O O M W N B O

[WITNESS PANEL: HARRISON|KAUFMAN]

76

statute -- which federal bills you used to
develop this analysis? Let ne try it a
di fferent way.
(Dr. Harrison) | don't -- | would guess that
this was Li eberman-Warner, although | woul d
have to check.
Ckay. So, in March 2009, subject to check
the report that you did for a public utility
i n Nevada was anal yzi ng Li eber man- War ner .
CVMSR. HONIGBERG | note at the
top of Page 12 there's a reference to
" Li eber man- War ner . "
MS5. GOLDWASSER: | was,
actually, Your Honor, just going to ask M.
Harrison to read the | ast two sentences of
this section on CO2 Regul ati on, which are at
the top of Page 12, beginning with the, "The
nost recent..."
(Dr. Harrison) "The nost recent version of
Li eber man- WVar ner woul d have di stri buted
al | owances to Nevada Power and Sierra, both
as fossil fuel generators and as | oad-serving
entities. Another proposal in the House of

Representati ves woul d provide no free
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al | owances to covered entities and woul d
auction all allowances instead."

And so, as a result, you did -- of this
report, you did an analysis of the various
options that -- the proposals that Nevada
Power was setting forward; is that right?
(Dr. Harrison) That's correct. |In this, what
Nevada Power asked us to do was develop a
w de range of alternatives, in ternms of
potential price projectories, and al so
potential allowance all ocations.

Ckay. Well, let's start with the all owance
allocations. |If you turn to Page 59 of the
report, which is their Bates Page 425, that
wi de range of free allocations that this
report considers for fossil fuel generators
i's between zero percent and what | ooks |i ke
maybe 30 percent, at nost; is that right?
(Dr. Harrison) That's correct.

And it goes down -- Iif we're trying to be in
the sane tine frane to 2027, from between
zero-percent free allocations and maybe
20-percent free all ocations?

(Dr. Harrison) Yes. And just to be clear,
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this is for fossil fuel generators. There's
al so another allocation for electricity

di stributi on conpani es.

And to be clear, what we're tal ki ng about
here is a utility-owned fossil fuel
generation analysis; right? So, would you be
| ooking at the allocations for electricity

di stribution conpanies in considering the
Merrimack Station investment?

(Dr. Harrison) If they were also a

di stributor, yes. |In other words, when we
did this for Nevada Power, what we did is we
added together the all owances that they would
get as a generator and also as a distributor,
because in a regulated utility they woul d be
getting both those revenue streans.

And if you apply that to PSNH in this
situation, would PSNH get the electricity

di stribution all owances whet her or not it
owned Merrinmack Station?

(Dr. Harrison) | believe, yes, they woul d.

In the way in which these bills allocated
free all owances, they woul d.

So, the only chart we need to worry about for
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t he purposes of the analysis we're doing
today is Figure B-4 on Page 59.

(Dr. Harrison) No. | think what we would

|l ook at is the full set of allocations that
the electric utility would get as a result of
Its activities in the state. And so, in the
case of Nevada, we used -- we added both what
t hey woul d get as a generator and what they
woul d get as a distribution conpany. And we
woul d do the sanme thing in the analysis for
New Hanpshi re.

I"'ma little bit confused | think, because
for the purposes of considering the Scrubber
as an alternative to anot her generation
facility, why does it matter what all owances
they would get as a result of the fact that
they're an electricity distribution conpany?
(Dr. Harrison) Well, the idea is that you'd
be | ooking at the total anpbunt of electricity
t hat woul d be both generated and di stri buted.
So, in the context of that, they woul d be
getting the all owances for the distribution
as well as the generation.

| see. So the all owances that are
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attributable to electricity distribution
conpani es under these scenarios are a result
of where the underlying power cones from is
that right?

(Dr. Harrison) Well, in this particul ar case,
the allocation -- and we did it as we did it
here for Nevada -- we | ooked at the anount of
generation -- in this particular case, fossi
fuel /coal generation -- and we used that as
the basis for determning the allocations

t hat they got, both as a generator and as a
distributor. And that's what was expected in
those | egi sl ative proposal s.

Ckay. So, tell ne sonething. Wat

percent age range -- what's the highest
percent age range that would apply fromthis
report, in terns of free allowances, to
consider the Merrimack Station scenario? |Is
it not around 30 percent?

(Dr. Kaufman) Can | just point out that these
aren't conparable to the percentages that we
were giving earlier? This is not the sane,
at all, netric.

Ckay. And why is that?
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(Dr. Kaufrman) Well, what we had descri bed
before were the percentage of Merrimck' s CO2
em ssions that would be covered by free
al l owances. This is the percentage of the
total cap, it says at least, that would go to
fossil fuel generators.

So, | nean, what we did was we took the
total cap. W figured out how nmany
al | owmances would be applied to fossil fuel
generators. W decided, okay, we're going to
| ook at Merrinmack's portion of those that are
given to fossil fuel generators. And then
t he percentages that we've been quoting to
you are just the percentages of Merrinack's
em ssions that receive free all owances. That
is in no way conparable to these nunbers.
(Dr. Harrison) Yes, and just to be clear,
when you're | ooking at these percentages, the
reason that these percentages are relevant is
because you're | ooking at a national bill and
figuring out how you're going to allocate
al | owances to individual categories in the
national bill. So as Dr. Kaufman said, these

are the building blocks for the anal ysis of
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allocations to individual entities, but --
and | thought maybe that's where you were
goi ng -- but these percentages are not, as he
said, conparable to the percentages we're

t al ki ng about of a given utility's em ssions.
Well, the scenarios that you consi dered

i ncl uded a zero-percent free all owance
scenario; is that right? 1In this report.

(Dr. Harrison) Yes. Nevada Power asked us to
provide -- just let nme provide quick

backgr ound.

They asked us to provide a very w de
range of possible costs to them And the
reason that they wanted that w de range is
that they were considering -- they wanted to
know whet her the assunptions on CO2 costs had
an effect on which of these vari ous pl ans,
whi ch one of the various resource plans they
deci ded upon. So what they asked us to do
was provide a w de range of price forecasts,
provide a wi de range of allocation
alternatives, so we can see whet her the
results of the individual generation plants

are sensitive to that case. And so that's
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exactly what we did. And what we found and
t hey used was, when we | ooked at these w dely
di fferent assunpti ons about prices and
al l ocations, that it didn't influence the
choi ce of resource plan.

So, it's inportant to recogni ze the
pur pose of the analysis. It was not done in
a vacuum It was done with a specific aimin
m nd, which is providing a very w de range of
al ternati ves and seei ng whet her that
parti cul ar decision, the decision on the
resource plan that they woul d nmake goi ng
forward, was sensitive to both the |evel of
CO2 prices and the allocations. So that's
why they asked us to | ook at a w de range of
prices and a wi de range of allocations. They
did not ask us to | ook at what our
i kelihood -- what our best guess woul d be of
the likely allocation or the range of prices.
Let's |l ook at the prices that you consi dered
in your wi de-ranging analysis. That's on
Page 57; is that right?
(Dr. Harrison) Yes, it is.

And this report considered a zero-percent or
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a free -- you know, zero-percent free
al  owances. So, in the first instance, let's
just get these nunbers off fromour chart.

So, the top graph -- the top line in
Figure B-2 is your high estimate. Can you
give nme a sense of what you think the number
Is for 20127

A (Dr. Harrison) I would say it's about, just
j udgi ng, $30, $35.

Q Ckay. And this isn't -- | think it says
somewhere that this is in netric tons. And
that's slightly less than in regul ar tons.

A (Dr. Harrison) This is actually short tons.

Q Short tons. So we would increase a little
bit on our graph; right? But we don't need
to do that. It's a one point -- it's a $1.10
conver si on?

A (Dr. Harrison) Well, I think these are al so
short tons, as our analysis was in short
t ons.

Q Ch, great. Ckay. So, 35, sonething like
t hat .

A. (Dr. Harrison) Hmm hmm

Q And then, if you go out to 2027, where would
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that |Iine end up?
(Dr. Harrison) Oh, about 57.
| was thinking nore |ike 70?
(Dr. Harrison) Did you say 20277
Ch, I'msorry. Yeah, | was thinking around
60. Sorry. M apologies. So, 57, 60,
sonething like that. This is ny
not-very-scientific line draw ng.

And your m d-case fromthe Nevada Power
starts at $25 and goes to $40-ish?
(Dr. Harrison) That | ooks about right.
Sonething |ike that.

And your | ow case probably goes I|ike
12.50 to 24, 23; is that right?
(Dr. Harrison) That | ooks about right.
See if | can do this.

And |'ve drawn those lines in orange,
give or take, on the chart; right?
(Dr. Harrison) That's right. There's -- in
terms of these prices. There's one nore
price that would be relevant to the analysis
t hat was done, and that is -- when these
prices were used in their analysis, they al so

used a price of -- a zero price -- that is,
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they have -- they asked us to predict what
the prices would be under different CO2 price
alternatives. Wen they actually did the
anal ysi s, including both these costs and
their resource costs, they included a zero --
a no-carbon price.

Q Ckay.

A (Dr. Harrison) So, the range of prices that
were actually used in the analysis would
i ncl ude zero.

Q Ckay. And you used sonething called "NEMs,"
N-E-MS, to construct this analysis; is that
ri ght?

A (Dr. Harrison) That's right.

Q You didn't use NEMS to construct the analysis
that you did in the report that you did for
PSNH;, right?

A (Dr. Harrison) No, no. W used -- no, it is
the sane nodel, actually. The EIA forecasts
that we used are actually based on the NEMS
nodel .

Q And we've had a little bit of a conversation
about how to allocate free all owances. But

In the zero-percent analysis, your high case
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is probably closer to Dr. Stanton's reference
case than any of the other options; right?
(Dr. Harrison) That's what it shows on the
graph, yes.

And even if you decreased the price linearly
with a 50-percent free all owance, your high
case that you considered for Nevada Power
Conpany is still higher than the high case

t hat you considered for PSNH, isn't that

ri ght?

(Dr. Harrison) So you're asking ne to
conpare -- again, the equival ent case would
be for what we call the high -- our "high
envi ronnental conpliance case" is equival ent
to what there is described as the "m d-case."
What |'m asking is, even if you cal cul at ed
the free all owances that you used in your
hi gh case, which was 50-percent free

al | onances for PSNH in your PSNH hi gh case at
t he begi nning, the high case from Nevada
Power woul d still be higher than your high
case that you perforned for PSNH

(Dr. Harrison) I"'mnot -- I"mnot sure |I'm

under st andi ng the question. Are you saying
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if we took the case that's |isted there as
"high price,"” and then we adjusted that to

reflect the possibility of free all owances --

Q Ri ght.

A (Dr. Harrison) Is that --

Q R ght.

A (Dr. Harrison) | can't do the arithnetic
exactly. | can't see that very well from
here. But is it roughly 50 percent? Yes.

(Ms. ol dwasser shows chart to w tness.)

Q I'"mtrying to |l et everybody see, but | don't

know i f that's possi bl e.

A (Dr. Harrison) So you're |looking at this
price. And you're saying, suppose -- roughly
along that line right there (indicating).

Q It would be along the line of the Stanton | ow
CQ2 Price, give or take, if you gave out free
al | onances under the Nevada Power Conpany?

A (Dr. Harrison) | can't be sure, but that
| ooks about right.

Q Ckay. Regardless, the prices that you
nodel ed for Nevada Power Conpany are higher,
as shown on that graph, than the prices that

you nodel ed for PSNH
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A (Dr. Harrison) No, | don't think so. As I
said, the equivalent -- if we | ook at those
prices, what we were nodeling for this
anal ysis was what the prices mght be if
there was a cap-and-trade programthat was
established. And so that is roughly
equi valent to the md-case in our analysis
that we did for PSNH -- or looking at it from
t he perspective of PSNH going forward in
20009.

Q But you didn't apply the m d-case to your
scenari os.

A (Dr. Kaufrman) If | could just clarify? What
he neant was our high environnmental cost case
for our PSNH anal ysis is conceptually
equi valent to the md-case in Dr. Harrison's
Nevada anal ysi s.

Q Ckay. But it's not conceptually equival ent
to the high case that Dr. Harrison prepared
f or Nevada Power Conpany. Your high costs
for PSNH are not conceptually equivalent to
your high costs for Nevada Power Conpany.

A. (Dr. Harrison) That's correct.

Q Ckay.
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CVSR. HONI GBERG Ms.
Gol dwasser, how nuch nore do you think you
have?

MS5. GOLDWASSER: Maybe two nore
questi ons.

CVBR. HONI GBERG  CQut st andi ng.

MS. GOLDWASSER: Trying to keep
t he Chair happy.

CVMSR. HONI GBERG ' m nore

worried about the court reporter right now

BY Ms. GOLDWASSER

Q

Would you mnd turning to Attachnent 12,

pl ease, on Page 400. Are you there?

(Dr. Harrison) Yes.

Thanks. I n the Spring 2009 anal ysis that you
did for market purchases, the only two
scenari os that would be a net benefit to
ratepayers is -- are the ones that presune no
cap-and-trade and | ow environnental costs; is
that right?

(Dr. Harrison) That's correct.

And the four scenarios that show that benefit
to ratepayers if the Scrubber is not

installed all consider your high
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envi ronnent al cost anal ysis, except for the
futures, the futures one; is that right?

A. (Dr. Harrison) Well, | think your -- well, of
course, yes, the futures one does show a
net -- a small net | oss.

M5. GOLDWASSER: | have no
further questions.
CVMSR. HONI GBERG ~ Commi ssi oner
| acopi no.
SP. CVSR | ACOPI NO Thank
you.

| NTERROGATORI ES BY SP. CMSBR. | ACOPI NO

Q Good nor ni ng.

A (Dr. Harrison) Good norning.

Q |'"mjust going to go -- | just want to go
over sone things | heard that | need
clarification on for nyself.

Yest erday, you were asked by Ms.
Fri gnoca about the fact that you only used
the cooling tower costs in your high case.
Can you expl ain why?

A. (Dr. Harrison) Well, yes. The high
envi ronnental case was designed to | ook at

what the situati on would be, what the cost
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would be for the plant if a variety of
regul ati ons canme to pass, or environnental
conpl i ance took various scenarios. And so
one of those scenarios is 316(b).

So, what we decided was that there was a
possibility that cooling towers would be
required; so we wanted to include that in the
anal ysis. But there was al so significant
| i kel'i hood that cooling towers would not be
requi red at Merrimack, and so that was our
other case. | think if you |l ook at the
hi story of what's happened wth 316(b) -- and
we' ve done a nunber of projects related to
316(b) -- I think that's a reasonabl e range
of possibilities.

How do you, in putting together your nodel,
determ ne -- how do you neasure |ikelihood?
(Dr. Harrison) We didn't. That's why we
really did these two cases. So we don't
really assess the |ikelihood of any
particul ar case. That's why we really

t hought that it was inportant to have these
12 scenarios. And we don't really rank which

one is nore likely or not.
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Q If | understand the purpose that your study
shoul d be used for, it would be inproper,
then, to stick that $57- to $67 mllion
cooling tower into each of the scenarios; is
that correct? That would be an i nproper use
of your study?

A (Dr. Harrison) That's right, because in the
high case it did include a cost for the
cool i ng towers.

Q Ms. ol dwasser asked you earlier today about
where you got some of your infornmation. [|I'm
going to ask the question directly. D d
Public Service tell you to use NYMEX futures
I n your anal ysis?

A. No, not at all.

Q At any point in tim, did you go to Public
Service and say, "Can you give us sone good
I dea on where we shoul d get our cost-of-gas
figures?”

A (Dr. Harrison) Certainly not.

Q Ckay. Same question with the 2.5-percent
inflation. It appears to be that's the rate
t hat you used. W' ve also heard that used

froma prior wtness from Public Service.
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Did they tell you to use that figure?

A (Dr. Harrison) Not at all.

Q Wiere did you determne that figure fronf

A. (Dr. Kaufman) That is -- | think that's one
of the nunbers that, you know, we wanted
consi stency across the analysis. |t doesn't
particularly affect the anal ysis one way or
the other if we assune 1.5 percent, 2.5
percent, 3 percent, because it affects all
t he scenarios. But that's one of the handful
of assunptions that | don't think we asked
PSNH for, but we did use it because they used
It thensel ves.

Q So you did use it because they had used it in
their initial --

A (Dr. Kaufrman) | think that's right.

Q So it wasn't based on that is the actua
inflation rate.

A (Dr. Harrison) No. But the predicted
inflation rates | think were in that ball park
at that tine.

Q Ckay. Now, | understand that you've
qualified your testinony by saying that

you're not here to determ ne | egal prudence.
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That's not your area. But if | understand
correctly, froman econom cs standpoint, you
say that your study leads to the inplication
t hat buil ding the Scrubber was a reasonabl e
econom ¢ choice. And I know you've been
asked a | ot about all the inputs into your
study and the nake-up of it. But how do

you -- how do you cone to the concl usion that
the inplication to drawis that it was a
reasonabl e econom c choi ce?

(Dr. Harrison) Yeah, | think what we said was
that, if you | ooked across the -- we said it
was inportant to | ook at uncertainties. And
so this was a lot -- there was a | ot of
uncertainty at the tine; so it wasn't really
significant to focus on one particul ar

result. And so what we really concluded was,
we saw sone of those scenarios where the
Scrubber option was the | east-cost option and
others where it was not. And so what we said
was, it was reasonable to conclude that the
Scrubber option would be the | ow cost option,
not that it certainly, with a 100-percent

probability would be the | ow cost option.
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But it would be a | owcost option. It was
reasonabl e to make that conclusion, in |ight
of the uncertainty that was relevant at the
tine.
And the uncertainty is represented by the
range of your scenarios; is that correct?
That's correct.
But did you -- when you determned that it
woul d be reasonabl e, were you giving nore
wei ght to any particul ar scenarios or -- |
guess |'mtrying to get to the nmechanics of
how -- | understand what the study shows.
This question is terrible.

| understand what the study shows. In
sonme cases it would be the economc thing to
do, and in other cases it would not be. But
did you tell us to draw the inplication that
It was a reasonabl e econom c choi ce because
nore of them came up to be | ow cost or what?
I mean, I"'mtrying to get to what the
reasoning and the inplication is, especially
if there's not any particul ar hi gher wei ght
given to one versus the other, one scenario

versus the other scenario.
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A (Dr. Harrison) No, it really was | ooking at
the full range and saying that that's sort of
the inference that one would draw, that there
was a lot of uncertainty, but that it was
reasonable to | ook at that uncertainty and
| ook at the various options and concl ude,
yes, it would have been possible to concl ude
that the Scrubber Project was a | ow cost
alternative for PSNH r at epayers.

Q Sort of like a Gestalt thing.

A. (Dr. Harrison) Yeah, yeah, that's right.
mean, one could -- | suppose one could | ook
at sone of the specific results and then ask
t he question, you know, anong the different
scenari os, which one mght be nore |ikely.

W didn't get into that assessnent.

Q And if you were actually doing this at the

time, you probably could not.

A (Dr. Harrison) That's right. Be very

difficult.
Q | just have one other question about free
al l owances. If | understood correctly, the

free all owance situati on cones out of the

Waxman- Mar key scenario only; is that correct?
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O are there free all owances in the other,
when you consi dered the other potential bills
t hat were pendi ng?

(Dr. Harrison) No, the free all owances in the
Li eber man- Warner were very simlar.

Ckay.

(Dr. Kaufman) Really, in all of what we call
"prom nent proposals” at the tinme that had a
realistic chance of passing through Congress,
t hey had free all owances.

(Dr. Harrison) Yes. And just to that point,
it's true that there were a | ot of proposals,
sone of which did not have any free

al | owances, but none of the ones that were
actually introduced as fornmal |egislative
proposals. And you could sort of see that
because the ElI A was asked to eval uate, and
they really only eval uated a Bi ngaman- Spect er
earlier law, MCain earlier proposal, and

t hen the Lieberman-Warner and Waxnman- Mar key
proposals. The others were not fornally
eval uat ed.

| think it was during Dr. Stanton's

testi nony, she referenced a Markey bill
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w t hout the Waxman, and | was told when |
asked her, that was not the Waxman- Mar key
bill, that was a different bill. Is that a
bill that you believe should have been
consi der ed?

(Dr. Harrison) No, that was an early -- it's
interesting to ook at the history. That's
right. Congressman Waxman and Congressnan
Mar key both had i ndependent bills. It was
interesting. | think that one of them had no
free all owances. And what's interesting is,
once they put together a conbined bill, the
Waxman- Markey Bill, actually fornmally put it
forth, it had the sane free all owance
allocations. And this really followed a | ot
of discussion that had taken place on the
cap-and-trade programin the EU that had been
devel oped. And we actually were involved in
that. And that devel oped free all ocations.
So that was sort of the context that a | ot of
these bills had, is that they recognized
that, in order for these bills to be

pl ausi bl e, they needed to provide free

allocation as a way of -- as a transition
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mechani sm
SP. CVBR | ACORPI NO I don't

have any further questions, M. Chairnan.
| NTERROGATORI ES BY CVSR. HONI GBERG
Q Good norni ng, gentl enen.
A Good nor ni ng.
Q A lot of materials that | m ght have asked
you about has been covered. But would you
pul | up the Nevada Power Conpany report that
you did, please. Do you have it?
(Dr. Harrison) This is our testinony --
Wll, it's--
(Dr. Harrison) Oh, the Nevada Power Conpany.
The Nevada Power Conpany report, Exhibit 132.
(Dr. Harrison) Yes.

o >» O >» O P

There's two different graphs | want you to

| ook at: One that Ms. Col dwasser was asking
you about on Page 57 of the report, and the
other one's earlier in the docunent, on

Page 23.

A (Dr. Harrison) Yes.

Q They're | abeled simlarly, and the sl opes

| ook al nost identical, but there are sone

di fferences in the words around t hem Can
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you tell me what the difference i s between
t hese two graphs?

A. (Dr. Harrison) | think that the only
difference is the X axis goes for nore years.
So it's -- the one on Page 23 goes out to
2039, and the one on Page 57 goes to 2030. |
think that they're the sane... let ne just
check that. | think they're the sane graphs,
just different years.

Q The question running through ny mnd is why
are they both in here. But it's not really
that significant.

[ Laught er]

A (Dr. Harrison) Yeah, let ne clarify that.

One i s an appendi x. So the appendi x that
descri bes the nethodol ogy we used, and then
the other is in the report with the results
of the anal ysis.

Q Fair enough. | don't think I have anything
el se.

CVMBR. HONI GBERG M.
Needl eman, do you have any redirect?
MR. NEEDLEMAN: | do.

Wondering if we could take a break so | can
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trimny |ist down?

CVMSR. HONIl GBBERG  Fine wth ne.
So we'll conme back in 15 m nutes, at 10
m nutes to 11.

(Wher eupon a recess was taken at 10: 34

a.m, and the hearing resuned at 10: 55

a.m)

CVSR. HONI GBBERG M. Needl| eman.
MR. NEEDLEMAN:  Thank you.
REDI RECT EXAM NATI ON
BY MR NEEDLENAN:
Q Actual ly, just a coupl e quick questions.

Dr. Harrison and Dr. Kaufman, several
times while you were questioned, you were
asked about this hypothetical gas plant that
you created and then conpared in ternms of
prices in your nodel. Do you recall that?

A (Dr. Harrison) Yes.

Q And you were asked at times about whet her you
understood that it would not necessarily have
been I egal for PSNH to construct or own a
plant. Do you recall that?

A (Dr. Harrison) Yes.

Q Does the fact that PSNH m ght have
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A

hypot hetically been the owner, or any ot her
entity m ght have been the owner, in any way
af fect your anal ysis?

(Dr. Harrison) No, it does not.

Ckay. Could you turn to Exhibit 128, please,
whi ch you were asked about this norning by
M. Frantz. Looking at Page 9, the third
par agr aph - -

(Dr. Harrison) Yes.

-- you were asked the question about the gas
prices listed in that paragraph. Do you
recall that, whether the prices were
reasonable for PSNH to consider at the tine,
sonething like that? |'m paraphrasing. |
may not be getting it exactly right. Do you
recall that?

(Dr. Harrison) Yes, | do.

I want to ask you about those prices. Aml
correct that the prices listed there are the
price to produce that gas at that tinme?

(Dr. Harrison) That's right.

Those prices don't reflect adders, for
exanpl e, for transportation; is that correct?

(Dr. Harrison) That's correct.
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Q They don't reflect any increase that the
producers or others mght add on for profit;
Is that correct?

A. (Dr. Harrison) That's correct.

Q And these are not forecasts. They are actual
spot prices at the tine; is that correct?

A (Dr. Harrison) That's right. These are
br eak-even prices at the tine.

Q Ckay. A few minutes ago we spent yet nore
time on these charts. And | just want to ask

you one nore thing about this.

First of all, when we | ook at this
chart -- and that nowis, | think, Exhibit
132 -- 131 -- am |l correct that the pink

li nes and the orange |lines on that chart do
not in any way account for free all owances?

A. (Dr. Harrison) That's correct.

Q And you, | think, explained a nonent ago, but
| wanted to be clear, with respect to the
orange lines on that chart, which of those
woul d you say is the one that is nost
conparable to the analysis that you did here.
I'"mtrying to make this an appl es-to-appl es

conpari son.
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(Dr. Harrison) Yes, as | think |I nentioned,
the one that's relevant to this would be what
we referred to in the Nevada case as the
"m d- Nevada case" the m d-price case.
So that's the mddle of the three orange
lines on that chart; is that right?
(Dr. Harrison) That's correct.
I*"mgoing to ask you to pop up for a mnute
and come over here. |'m handing you a red
mar ker, and |I'm going to ask you to draw on
t hat chart. Focusing on the m ddl e orange
line, I would like you to adjust that for the
al l ocation of free all owances and then
i ndicate with that red |ine how that woul d
t hen appear on this chart.

(Wtness draw ng.)
(Dr. Harrison) Ckay. So what -- I'mgoing to
start with this curve, and that's the curve
going up. And we said that the allocations
were about 50 percent for the early years,
going to 25 percent in the later years. So
['"ll just go down here. This is the m ddle.
So I'll go down here about hal fway. And then

I*"mgoing to. ..
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MR. GLAHN: You can see Dr.
Harri son becane an econom st because his art
tal ents were | acking.
[ Laught er]
W TNESS HARRI SON:  Yes, |'11
pl ead guilty.

BY MR NEEDLENAN:

Q So that red |ine represents what now?

A (Dr. Harrison) So this would be "md."

Q So, is that red line now, in your best
appr oxi mati on, an appl es-to-appl es conpari son
bet ween the Nevada report that we di scussed
earlier and the prefiled testinony report
that you did here?

A (Dr. Harrison) Yes. And just to be clear,
so, again, the red line is -- goes up like
this. The "md" is the one with the squares.
So it goes up. But for technical reasons,
these goes up at different slopes, which I
could explain. But this would be the one
t hat woul d be nobst conparable. So, the one
with the red squares woul d be conparable with
t he all owance all ocation. So, what I|I've

really done is taken the m d- Nevada case,
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which is only prices, and adjusted it for the
al l ocati on that was expected under the
Li eber man- War ner or Waxman- Mar key and creat ed
sonet hing that woul d be the cost to PSNH and
drawn that line. So that's, | would say,
simlar; higher, lower at different parts,
but simlar to what we had for our high
conpl i ance case.
Thank you. Just one nore set of questions
and |'m be done. You can sit down. Thanks.
So I'mgoing to ask you when you return
to your chair to turn to Page 9 of your
t esti nony.
(Dr. Kaufman) Ckay.
And |I'm | ooking at Question 13. And you were
asked if you had the information necessary to
fully evaluate M. Hachey's testinony, and
you said "No."
MS. GOLDWASSER: (bj ecti on.
CVMSR. HONI GBERG  Yes.
M5. GOLDWASSER: This isn't in

t he scope of what was crossed.

MR. NEEDLEMAN:. It's absolutely

In the scope. Questions were specifically
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asked about M. Hachey's gas price forecast,
and that's where |I' m goi ng.

M5. GOLDWASSER: | just asked
if they | ooked at the other forecasts. |
didn't get into this.

MR. NEEDLEMAN: She asked what
he | ooked. She ran through all of the
forecasts that M. Hachey produced.

M5. GOLDWASSER: | just asked
t hem whet her they | ooked at them | didn't
get into the substance of their --

CVMSR. HONIl GBERG | don't know
what the question is yet.

MS. GOLDWASSER: | f Attorney
Needl eman wants to get into this, fine, then I
may have a question on redirect -- on recross.

CVMBR. HONI GBERG ' m not sure
you have a right to do that. But | don't
yet -- | want to nmake sure | understand what
t he question is.

Can you repeat the question, M.

Needl eman? |' m sorry.
MR. NEEDLEMAN: | started by
asking if they -- the question was: "D d you
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[WITNESS PANEL: HARRISON|KAUFMAN]

have all the information necessary to fully
eval uate M. Hachey's testinony?" And they

i ndicated they did not. And then | was goi ng
to point to the last portion of the last line,
whi ch said that it would -- that if they had
the additional information that was requested,
it would have been significant in eval uating
M. Hachey's testinony.

And what | will junp to is
that they were specifically, during their
exam by Ms. Col dwasser, questi oned about the
chart, which is Exhibit 17, on Bates Page
407, the report, and that's where |' m goi ng.

CVBR. HONI GBERG Wl |, | don't
t hink you need himto repeat his direct
testi nony, which I think you' ve got.

MR. NEEDLEMAN:. Ckay. Well,
then 1'lIl skip ahead and sinply note there are
two other places in their direct testinony --
and I won't ask -- but on Pages 34 and then
Page 37, Footnote 15, where in all three
pl aces they indicate that it would have been
hel pful to themto have that infornmation.

BY MR NEEDLEMAN:
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So ny question to you, |ooking at your chart
on Page 17, is -- I'"'msorry -- Exhibit 17,
Page 407, having in mnd that you were asked
questions earlier about the price bounds on
this chart and the reasonabl eness of those
bounds, | want you to assune a hypotheti cal.
Assune that TransCanada has in its
possessi on docunments which are directly
contrary to the three curves here that show
M. Hachey's price curves, and in fact, those
docunents woul d be nore akin to the bl ack
| i ne show ng the NERA high forecast. |If
t hose docunments existed and you had t hem
woul d that affect your analysis here?
(Dr. Kaufman) GCh, yes. | nean, we were
trying to get a sense for what the
expectations and forecasts were at that tinme.
This would be m d-2008. So you can see
Hachey's three forecasts in the colored |ines
here, which is sort of a narrow band that
i ncreases over tinme. The |lines outside of
t hat show the range that we used. So |
think, if I'munderstandi ng your

hypothetical, if we had informati on show ng
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[WITNESS PANEL: HARRISON|KAUFMAN]

addi tional forecasts near the high end of our
range, it would certainly have hel ped to
rei nforce our conclusion that such a range
was reasonabl e to consider.

MR. NEEDLEMAN. And with that,
M. Chairman, |'mgoing to ask that adverse
I nference be drawn that that infornmation
exists, and, as a result, it would support the
anal ysis as Dr. Kaufman just indicated.

CVSR. HONI GBERG W under st and
t he request.

MR. NEEDLEMAN: | have not hi ng
further.

MS. GOLDWASSER: | have very
i mted questions on recross.

MR. NEEDLEMAN: | object.

CVSR. HONI GBERG | under st and
why you woul d obj ect.

What is it you would like to
ask these wi tnesses, Ms. Col dwasser?

M5. GOLDWASSER: | have one
question about the appl es-to-appl es conpari son
t hat Attorney Needl eman just had M. -- or Dr.

Harri son performon the graph, just to --
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CVMSR. HONI GBERG  And what
woul d that question be?

M5. GOLDWASSER: The question
is whether the free all owances that they
depict on their chart include both the free
al | onances to distribution conpanies and the
free all owances to generating facilities, the
ones that -- the lines that are represented
that were already in their testinony. So,
whet her the lines that are net of free
al | ownances that they presented in their
testinony include free all owances to both
di stribution conpani es and to generation
conpanies. It's just a factual question.

CVBR. HONI GBERG Wait, wait,
wait, M. -- | nmean Dr. Harrison.

Yes, M. Needl eman.

MR. NEEDLEMAN: Before we go
there, there are two issues: No. 1, there
have been any nunber of occasions where |
t hi nk menbers of our team would have |iked
addi ti onal redirect and have not requested it
because we understood that was the end of the

questioning; and No. 2, | believe under the
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Conmmi ssion rules, as the party with the burden
of proof, we are entitled to go last. And so,

for those reasons | object to any additi onal

questi ons.

M5. GOLDWASSER: Fine with ne
I f they have additional questions. |It's just
a factual question. | just want to nake sure

I understand what they are saying.

CVSR. HONI GBERG M. Needl eman
is correct.

Not wi t hst andi ng t he soundness
of the objection, Dr. Harrison, do you
under stand the question Ms. ol dwasser woul d
l'i ke to ask?

W TNESS HARRI SON:  Yes, | do.
I'd be glad to answer it.

CMSR. HONI GBERG Pl ease answer

W TNESS HARRI SON:  Yes. |
believe the allocation only relates to the
generation. | believe | may have m sspoken
earlier. | believe that the allocation that
we calculated in the context of Merrinack

Station only includes the allocation that

{DE 11-250} {DAY 7/ MORNI NG Sessi on ONLY] {10-23-14}




© 00 ~N oo o b~ w N P

NN NN R R R R R R R R R R
A W N P O © 0 ~N O O M W N B O

[WITNESS PANEL: HARRISON|KAUFMAN]

114

woul d have been provided to Merrinmack as a
gener at or .

M5. GOLDWASSER: Ckay. Wwell,
t hat opens the door to questions about the
testi nony that was provided when | was
crossing Dr. Harrison with respect to the
percentages in the Nevada Power report --

CVSR. HONI GBERG | don't
t hi nk --

(Court Reporter interrupts.)

CVMBR. HONI GBERG Ms.
Gol dwasser, there was anot her expl anation for
the problemyou identified with those charts,
and Dr. Kaufman gave it to you. You, at that
poi nt, you could have followed up with Dr.
Kauf man as to the problemyou had identified
and what your -- what the assunption was. |

think that, to the extent Dr. Harri son has

clarified something he said earlier, | think
that the tinme's passed for that. [If you
wanted to -- |I'Il allow you to nake an offer

of proof as to what you would ask himto
clarify at this point.

M5. GOLDWASSER: ' m sorry. I
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don't have ny report in front of ne.

CMSR. HONI GBERG You want ny
copy?

M5. GOLDWASSER: The offer of
proof is nmerely that the appl es-to-apples
conpari son would be to the allocation to
fossil fuel generators that's depicted in
Fi gure B-4 on Page 59 of the Nevada Power
report and not to the allocations scenari os
t hat depict both fossil fuel generators and
el ectricity distribution conpani es.

MR. NEEDLEMAN: |1'mgoing to
obj ect because | sinmply don't understand that.

CVSR. HONI GBERG  Yeah, | don't
ei t her.

M5. GOLDWASSER: | can try
again. This is a |lawer tal king econom cs.

My apol ogi es.

CVMBR. HONI GBERG At this
poi nt, you're probably not going to be all owed
to ask these questions, but I want to nake
sure you have an opportunity to make the
record as to what you would ask. So | think

you need to think quickly here as to what
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t hose questions would be. Do you want a few
m nutes to consider that?

M5. GOLDWASSER:  No, | can
reframe ny questions.

CVBR. HONI GBERG  Gkay. o
ahead.

M5. GOLDWASSER: In ny
conversation with Dr. Harrison during
Cross-exam nati on, he indicated that the free
al | ownances that would apply to the Project in
t he anal ysis of the Merrimack Station case
woul d be the free all owances that woul d be
given to a fossil fuel generation facility and
to a distribution conpany.

CVMBR. HONI GBERG I think we
all recall that. W all recall that.

MS. GOLDWASSER: My
under st andi ng of what he just said is that the
free all owances that would apply are the ones
that woul d apply to generation facilities
only.

CVMBR. HONI GBERG  That i s what
he said, yes.

MS. GOLDWASSER: And | just
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want to assure nyself that | know which chart
of free all owances in the Nevada Power Conpany
scenario is the one that would apply in an
appl es-to- appl es conpari son of the Merri mack
Station case and the Nevada Power Conpany
case, because it sounds |ike the testinony
that he gave before is not exactly his intent.

CVMSR. HONIl GBBERG | think he
was just asked specifically that question by
M. Needl eman, and he identified which |ines
are the appl es-to-appl es conpari son.

M5. GOLDWASSER: Not in the
report. There's different percentages of free
al l onances in the report than the percentages

that Dr. Harrison applied in the Merri nmack

St ati on.

CVMBR. HONI GBERG M.
Needl eman.

MR. NEEDLEMAN:  Whol e new |ine
of questioning here. It was Ms. Col dwasser

that drew the orange lines on there. And
based on the orange lines that she drew, |
asked Dr. Harrison to nake it into an

appl es-to- appl es conparison. W are now goi ng
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in atotally different place, and | don't
think that's appropriate.
CVMBR. HONI GBERG Ms.
ol dwasser, anything el se?
M5. GOLDWASSER: No, sir.
CVBR. HONI GBERG  The
obj ecti on's sust ai ned.
MR. NEEDLEMAN:. Thank you.
CVMSR. HONI GBERG | believe
we're done with you gentlenen. Thank you very
much.
W TNESS HARRI SON:  Thank you.
(Comm ssioners conferring).
CVSR. HONI GBERG M. Reed,

cone on down.

(WHEREUPQON, JOHN J. REED was duly sworn
and cautioned by the Court Reporter.)
JOHN J. REED, SWORN
CVMSR. HONl GBBERG M. d ahn.
DI RECT EXAM NATI ON
BY MR GLAHN:
Q Good norning, M. Reed. Wuld you state your

nane for the record, please.
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Yes. M/ nane is John Janes Reed.
Just briefly for the Comm ssion, M. Reed,

descri be your background and education, et

cetera.
Yes. |'ve been in the energy utility
i ndustry for 38 years. |In that tinme frane

|'ve worked in the industry for a utility,
the nation's largest gas utility, where | was
chi ef econom st, and in consulting. Over the
course of ny consulting career, | have done
ext ensi ve work on the econonics and fi nance
of public utilities, including electric
generation. | have appeared as an expert in
civil, admnistrative and arbitration cases
on nore than 150 occasions on the issues of
public utility econom cs and fi nance.
Are those -- is the description of instances
I n which you' ve appeared before ot her boards
and comm ssions attached to your testinony in
this case?
Yes.

MR GLAHN. | would note for
the record, before M. Reed nakes is

prelimnary statenent, that there was a
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portion of M. Reed's testinony that was
struck by the Comm ssion in the copy of
Exhibit 16 -- or | believe it's Exhibit 16
that's in the record has that portion of the
testinony identified.

BY MR CGLAHN:

Q M. Reed, | understand you have a bri ef
opening statenent. |If you would go ahead and
make that at this point.

A Yes, | do.

My rebuttal testinony in response to the
testinony of Dr. Stanton and that of M.
Hachey addresses three interrel ated issues:
First, what | believe is the correct
franmework for anal yzing the prudence of
PSNH s deci sions regardi ng the Scrubber
Proj ect; second, whether using that
framework, PSNH s decision falls within a
range of reasonabl e decisions; and third,
whet her divestiture or retirenent of
Merrimack Station would have been a nore
reasonabl e and viable option for PSNH in the
time franme from m d-2008 to m d-2010.

Taki ng each of these points in sequence,
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the regul atory standard of prudence, as it
has been applied in New Hanpshire and

el sewhere, calls for the evaluation of a
utility's actions relative to a range of
reasonabl e and acceptabl e conduct. Prudence
does not require that a utility's actions
produce benefits for custoners based on how
matters turn out. And it recogni zes that, as
uncertainty increases, the range of
accept abl e behavi or al so i ncreases. There is
typically no single prudent decision in any
given circunstance. And the standard

recogni zes that reasonabl e people can and
often do differ in evaluating and choosi ng
from anong the opti ons avail abl e.

In applying this franework to PSNH s
actions, | began by recogni zing, as has the
New Hanpshire Public Uilities Conm ssion has
recogni zed, that the Scrubber installation at
Merrinmack Station does not reflect a utility
managenent choi ce anong a range of options;

i nstead, installation of Scrubber technol ogy
at the Merrimack Station is a |legislative

mandat e.
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The actions of PSNH were based on
complying with the C ean Power Act in a
cost-effective, tinely and reasonabl e manner.
The |l aw all owed for very limted
ci rcunst ances under whi ch PSNH coul d request
a variance fromthe requirenments of the | aw
A variance in schedule for or in the |evel of
the reduction requirenent. G ven that the
mandat ed schedul e and em ssions | evel were
reasonably achi evabl e, as denonstrated by the
Project, PSNH was clearly within the range of
accept abl e conduct in not seeking either of
t hese vari ances.

Whi l e PSNH coul d al so have sought
approval for a divestiture of Merrinmack
Station, thereby transferring to a new owner
t he obligation of installing the Scrubber,

t he approval of the divestiture request and
process, and the conduct of the divestiture
process itself, could not have been
acconpl i shed before m d-2010. By that tine
franme, the market for coal-fired power plants
had substantially deteriorated, and it would

have been inpossible to sell the plant on
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terms that woul d have produced a benefit for
PSNH s custoners. Such a sale would have
i ncreased the cost of capital for the plant,
i ncreased the assuned cost of conpleting the
Scrubber Project, and increased rates to
PSNH s custoners.

These concl usi ons are based on ny
per sonal experience in nmanagi ng generati on
di vestiture processes that involved nore than
75 generating units across the United States,
and representing buyers in other such
processes. The sales | have managed i ncl ude
all three of the divestiture processes that
NSTAR has undertaken and ot her such processes
i n New Engl and and New Yor k

PSNH di d not pursue the retirenent of
Merrimack Station prior to installing the
Scrubber. This was clearly within a range of
reasonabl e behavi or, given the statenents
made by the New Hanpshire Public Utilities
Commi ssion and the Legislature in the 2008
and 2009 tine frane, to the effect that
retirenment of station was not a valid neans

of conmplying with the Cean Air Project.
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Install ati on of the Scrubber had been
determ ned by the Legislature to be in the
public interest, and it is inconceivable to
nme that in order to be within a range of
reasonabl e conduct, one coul d concl ude t hat
PSNH needed to chal |l enge that determ nation
t hat had been made by the Legislature, after
the Legi sl ature had reviewed the updated cost
esti mat e and assessnment of cost inpacts in
early 2009.

Based on a regul atory standard of
prudence, ny assessnent of PSNH s actions in
bui I di ng the Scrubber have | ed ne to concl ude
that PSNH s actions were prudent. The C ean
Power Act's requirenments were clear, and the
Legi sl ature's objectives in | eaving the
requi rements of the Act in 2009 unchanged
were al so cl ear.

The testinony presented by PSNH in this
case denonstrates, through nunerous anal yses
based on known and knowabl e facts at the
time, that the installation of the Scrubber
was carefully assessed, that the conduct of

the Project was capably managed, and that the
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costs of this Project have been prudently
I ncurred.

I recognize that, with the benefit of
hi ndsi ght, this action nay not have produced
all of the econonmic benefits for PSNH s
customers that woul d have been produced if
natural gas prices had renmai ned hi gh
however, the prudent standard prohibits the
use of hindsight. And the Clean Air Act was
based on the pursuit of nunerous benefits
t hat went beyond sinply securing the | owest
price to consuners, including electric
reliability, environnental stewardship and
j obs.

In addition, it is unknowable at this
time whether gas prices will once again rise
to previous |evels and that Merrinmack Station
W Il produce even greater benefits than are
currently envi si oned.

The fundanental question before the
Commi ssion is this: Wre PSNH s deci sions
out si de the range of what reasonabl e nanagers
woul d have done at the time? A fair and

conpl ete review of these actions and the
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ci rcunmst ances under which they were nade does
not provide any support for the positions of
Dr. Stanton and M. Hachey that PSNH s
deci sions were outside of this reasonable
range, or that these costs were inprudently
occurr ed.
That concl udes ny openi ng statenment.
MR, GLAHN: M. Reed is
avai | abl e for cross-exam nation.
CVMSR. HONl GBBERG M. Sheehan.
MR. SHEEHAN: Thank you.
CRGCSS- EXAM NATI ON

BY MR SHEEHAN:

Q

A

Good afternoon -- norning, still. M nanme's
M ke Sheehan. |1'm Staff counsel here.

Are you aware of some of the Conm ssion
orders that have followed not just your
rebuttal testinony, but others, concerning
the role that non-lawer |legal testinony wll
play in this docket?

Yes, | am
So, understanding you're not a |lawer -- is
that correct --

That's correct.
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-- | amgoing to be asking you questions
about prudence because that's, in effect,
what your testinony is. And | understand
what we are getting fromyou is the opinion
of not a | awer, but soneone who's been in
the industry and revi ewed and nmade t hese
deci sions over the years. |Is that fair?

I would say soneone who's been accepted as an
expert on the prudent standard in nmany
jurisdictions across North Aneri ca.

Ckay. The first question | want to ask you
Is: As you recognize, there is a statute in
this case, the Scrubber Law, that certainly
PSNH has characterized as a "l egal nmandate.™
I want you to assune for a nonment that PSNH s
under standi ng of the law is wong and that,
for whatever reason, the Conm ssion were to
decide it is not a legal mandate. |In that
case, would it ever be prudent for a conpany
to, in effect, msinterpret the | aw and go
down what we now decide is the wong path?
O stated differently, a reasonable

m sinterpretation of the law. Could that be

prudent? O does the fact that the | aw was
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Q

decided a different way cl ose the door to any
further prudence evaluation? Do you foll ow
nme?

I think I do. As | understand your question,
is an interpretation of the law that's
contrary to the interpretation placed on it
by the ultimate finder of fact, or finder of

| aw, nmean that you were inprudent in reaching
t hat perspective at the tine?

You said it nmuch better than ne. Thank you.

I don't think that's the case. | think that
t he question one needs to ask is: |Is the
interpretation that, in this case, the

Conpany placed on that legislation at the

ti me based upon facts and circunstances at
the time within a range of what a reasonabl e
person woul d have done? So if the act is
capabl e of being msinterpreted by a
reasonabl e person, and if a reasonabl e person
could have cone to the sane concl usion that
PSNH di d i n your exanple, then that conduct
woul d be within a range of reasonable and
prudent behavi or.

A slightly different topic. Managers are

128

{DE 11-250} {DAY 7/ MORNI NG Sessi on ONLY] {10-23-14}




© 00 ~N oo o b~ w N P

NN NN R R R R R R R R R R
A W N P O © 0 ~N O O M W N B O

[WITNESS: REED]

confronted, as you say, with a range of
options for any particul ar decision -- and
certainly here they were. And let's put
aside the statute. Let's assune we've gotten
past the statutory question, and the

Conmm ssion is evaluating the econom c

deci sion of whether to go forward with the
Scrubber or not. And | assune -- |
understand there are a | ot of assunptions
that get us there that you and the Conmpany
may di sagree wth.

So, assune the statute doesn't exist.
Assunme they're facing the econom c deci sion
of do we go forward or not. And placed in
front of PSNH were five or six or seven
scenari os of what may happen in the future
Wi th various prices -- gas prices,
construction prices, et cetera. And usually,
as | understand it, when you do anal yses and
do lots of scenarios, there will be an
outlier on each end and a clunp of results
sonewhat in the mddle, sort of a bell curve
of analyses. |Is that a fair statenent?

A. Yes.
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If the utility were to choose one of the

outliers -- again, assum ng we can agree that
this is an outlier -- would that be a prudent
decision? And again, | understand it's a

very broad questi on.

Again, it is a broad question. As I
understand it, you're asking ne if they had
chosen one of the outliers -- neaning the
upper limt of the distribution of those
prices or whatever we're |looking at in this
question -- and relied exclusively on that --
Correct.

-- woul d that have been inprudent? That's
difficult to say. Certainly, | think best
practice requires the consideration of
uncertainty and a range of outcones, not a
single outcone. But | think in your

question, you probably have the answer, which
Is: You've told ne that others produced this
range of forecasts, and the estinmate that the
Conpany relied on was wthin that range, even
t hough it's an upper end of that range. |

t hink that speaks to the fact that the

assunpti on made by the Conpany was within the
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range of what others would have done. So,

unl ess one coul d concl ude that that outer
limt or that upper end of the forecast range
was produced by somebody i n an unreasonabl e
fashi on or by an unreasonabl e person, then
adopting that figure would have been a
reasonabl e result.

Q A different way of asking that question: |Is
there sone obligation to be conservative on
the part of the utility managers, so that
maybe, again, as a general rule, you should
shy away fromthose, what | call "outliers"?

A Well, in fact, being conservative nay nmean
enbraci ng those outliers. Wen you're
t al ki ng about needing to maintain the
reliability and security and integrity of the
el ectric system and ensuring that you can
nmeet demand under a wi de range of
assunptions, including extraordi nary peaks,

I ncludi ng peaks in pricing, it may nean, in
fact, that you do need to consider that type
of extrene event or outlier in order to be
conservative. | would not want to equate

bui l ding a resource plan around an assunpti on
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of an extrenme event as being anythi ng ot her
t han conservative. That's the nature of
resource planning with reserve nmarkets and
wi th all owance for uncertainty.

Q Wll, let's take that decision to not a
resource plan, but a decision whether to
invest a lot of noney in a capital project.
And of the range of options in front of you,
one out of six results in an econom c
benefit. Again, assuming they're all -- you
know, that's what econom sts do: They give
you best case, give you worst case and a
couple in the mddle, and you're putting
noney at risk. 1Is it still the case that we
woul d enbrace the outlier?

A Again, it's going to depend on the specifics
of the circunstance. And it's hard to
separate that question fromthe facts we' ve
all looked at in this case.

I'mfamliar wth very recent cases,
current cases, where other utilities are
confronted with the sane exact question:
Shoul d you continue with a project where

you' ve gone from si x out of seven cases being
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favorable to two out of seven cases being
favorable in terns of econom cs al one?

I am watching a case right now in
Florida that I'mparticipating in, where
Fl ori da Power & Light is facing that exact
question with regard to pursuing a new
nucl ear plant at the south end of Florida.
Their viewis: Even though the econom cs
have shifted and are now in a situation where
the majority of the cases may not produce
econom ¢ benefits, when you | ook at
reliability of supply, when you | ook at
stability of price, when you | ook at
envi ronnental benefits, all of which are
associ ated with nucl ear over coal or natural
gas in that market, that continuing with the
proj ect makes sense. The Conm ssion, the
Fl ori da Conmm ssion, has affirned that
decision. It actually reviews that decision
each and every year, and has for the |ast six
years. And it has said, even with the
deterioration of what I'lIl call the "price

el ements of the project,” continuing with the

proj ect makes sense for other reasons. And |
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think, as |I've said here, there were other
reasons present here, too, in terns of
reliability, environnental stewardship, even
econom ¢ devel opnent. So, | don't think you
woul d make the deci si on based on price al one.

Q In the Florida case, it sounds |like the
utility was regul arly updati ng and revi ew ng
t he vari ous changes that were going on wth
that project. |Is that fair to say?

A. It was. And under the law in Florida, the
utility there has to provide an update once a
year to the Comm ssion. |'maware that there
wer e updates provided here as well. And the
Comm ssion and interested parties can
participate in that case in Florida.

Q Is it part of a utility's prudency obligation
to be candid with such updates and
presentations to the regul ator?

A Yes. | think being candid wth your
regul ator, especially when you're presenting
information in a regul atory proceeding, is
i nportant.

Q And is that also true for presentations nade

to policymakers, such as |egislators?
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A Yes, | think being candid and forthcomng is

important. I'Il leave it at that.
CVBR. HONI GBERG Wait, M.
Sheehan. Let's go off the record for just one
second.
(Di scussion off the record.)
CVBR. HONI GCBERG Let's go back
on the record.

BY MR SHEEHAN:

Q And as part of that duty of "candor," which
is ny |abel, does that include the duty to
correct what nmay be m sinformation presented
to either a Comm ssion or a | egislator?

A I n your exanple, presented by others or by
the utility?

Q By others. And | would say -- in this case,
I'll be specific. There is evidence that, at
the tine the Scrubber Law was passed,
statenments were that it would not exceed
$250 million. And PSNH s position in this
case has been, in effect, that was an
estimate, a good-faith estimate that changed
over tinme. There's letters froma state

Conmmi ssi oner that says PSNH says it is "not
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to exceed $250 million,"” which could be seen
as a m scharacterization of what PSNH
actual ly sai d.

Does PSNH, in that situation, have an

obligation to say, No, the Comm ssioner of X

was wong. It really is an estimate. It's
not -- you know, that's the basis for the
questi on.

A Agai n, you're obviously not asking for a

| egal opinion here, in ternms of a |egal
obligation or duty.

Do | think it's good regul atory practice
to keep the record as correct as possible?
Yes. |If | saw that type of statenent nade,
and | thought it was material to the matter
bei ng considered, | would seek to correct it.

Q ' mgoing to ask you a coupl e questi ons about
what you think the Conmm ssion could do upon
findi ngs of inprudence.

Let's assune for the nonent the
Comm ssion were to deci de the Conpany was
prudent in going forward with the Project and
spendi ng the noney it spent,

400- and-sone-mllion doll ars, but the
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Conmmi ssion were to find i nprudence in sone
actions taken along the way. And candor has
been one of them that has been discussed in
t hat case.

So what we have is it was a prudent
decision to go forward; they spent the noney
well; but there were instances of not being
candid or not correcting what should have
been corrected, that kind of inprudence that
is difficult to tie to a dollar anpbunt. Do
you understand the -- so the question is:
What options would the Comm ssion have in an
ultinmate order of, on the one hand they were
prudent in spending noney, on the other hand,
there were actions that were not prudent?

MR. GLAHN. This is asked as a
pure hypot hetical; correct?
MR. SHEEHAN: Correct.

A I'"mgoing to answer it, actually, not as a
hypot hetical, but in the case of a very
specific exanple that | was involved in.

As the independent prudence auditor for
t he nucl ear projects in Florida, that issue

cane before nme directly, where | felt that
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the conpany -- in that case, Florida Power &
Li ght -- had not been candid and forthcom ng
with the Florida Comm ssion with regard to a
cost estimate. M report to the Conm ssion
made that statenment that | thought the
conpany had not been fully honest and candid
and forthcomng wth that information, and I
basically chastised the conpany for that. |
indicated that | felt that that action had no
i npact on the prudence of the costs that had
been incurred for the project. It didn't
cause the project to be nore expensive than
It otherwi se would have been. But | felt
that their conduct had been unaccept abl e.

The Conmm ssion approved all of the cost
recovery in that case after having heard ny
evi dence and ny report, despite the fact that
I ntervenors had asked for a maj or

di sal | owance on the grounds of what they were
| abeling as "perjury.” The Comm ssion did
grant full recovery, did reprimnd the
conpany for not having been fully forthcom ng
Wth its cost estimates and said don't let it

happen again. And that what was the end of
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it, at least the end it for the tinme being.
It's the kind of issue that can al ways

come back when the conpany wants to eval uate
the quality of managenent in establishing a
return-on-equity allowance in a rate case or
sonething like that. Many states | ook to
managenent perfornance as an elenent in
determ ning what is the appropriate return to
be granted. But |'ve not seen a case in
whi ch that type of position led to a
di sal | owance on the grounds of prudence. And
in the case | was involved in, where | nade
the recomendati on to pass the cost through,
but to note the deficiency, that is what the
Comm ssion in Florida did.

Q So you're not aware of a situation where this
ki nd of inprudence resulted in a
di sal | owance.

MR. GLAHN. bjection. | don't
think there's -- his question wasn't -- |
don't understand what he neans by "this type
[sic] of inprudence.” |If his questionis, is
a |l ack of candor, per se, inprudence, well,

then he can ask that question.
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CVMSR. HONI GBERG | don't think
he was even close to that question.

Do you want to clarify your
question, though, M. Sheehan?

MR, SHEEHAN:  Sure.

BY MR SHEEHAN:

Q

You just gave an exanpl e of where you
reconmended a finding of inprudence based on
what you said was "perjury” in that case and
what may have been considered | ack of candor
of the facts, sone version of the facts in
this case. So that was what | say as "this
ki nd of i nprudence."”

My question was: Are you aware of
whet her there has been -- of a situation
where a Conmmi ssi on has nmade a di sal | owance
based on i nprudence of that nature?
The short answer is no. But since this is a
public record, | have to clarify that | did
not | abel the action as "perjury."
Under st ood.
And | did not label it as "inprudent." |
| abeled it as a "lack of being forthcom ng

and being candid.”™ But | am not aware of a
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situation simlar to that where a Public
Uilities Comm ssion disallowed an i nvestnent
or disallowed the recovery of an expense on
t he grounds of a failure to be candid or a
failure to provide the nost current
I nfor mati on.
Are you aware of other steps, other than an
adnmoni tion, that a Conm ssion have taken in
t hose ki nds of situations, such as reducing
the rate of recovery or the Iike?
' mnot aware of anyone who has di sal | owed
costs or reduced the rate of recovery. |
have seen nanagenent performance, i ncl uding
staying on top of changes in costs and things
i ke that, as being an el enent of
establishing the allowed return on equity as
a managenent natter in rate cases. That's
rare, and it takes a pretty major issue to
cone before a Conm ssion before they' re going
toreflect that on a return on equity.

MR. SHEEHAN. That's all the
questions | had. Thank you.

CVSR. HONI GBERG  Who' s goi ng
next? M. Chanberlin.
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MS. CHAMBERLI N:  Yeah. Thank
you.
CROSS- EXAM NATI ON

BY Ms. CHAMBERLI N:

Q M. Reed, |I'm Susan Chanberlin for the
Consuner Advocate for the residenti al
rat epayers. Good norni ng.

A Good nor ni ng.

Q Now, you just went over the Florida case.

Did you nake a recomrendati on of a
prudence- based di sal |l owance in that case?

A | nmade a recommendati on that there not be a
prudence di sall owance on the grounds that the
conduct of the conpany that | questioned did
not |lead to any higher costs or any inprudent
acti on.

Q Goi ng t hrough your past experiences which are
listed in JJRL, can you recall a tinme when
you nade a financial disall owance
reconmendati on?

A. Yes. The | argest prudence case ever
conducted in the United States was in Texas,
which is called "Docket No. 9300." That was

a case in which approxinmately $16 billion of
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costs were being reviewed for prudence by the
Texas Public Uilities Comm ssion. | was one
of two auditors hired by the Comm ssion in
t hat case to conduct the prudence review.
One side was on nucl ear constructi on costs;
the other side was on gas purchase costs. 1In
that case, which is, | think 1989 naybe --
actually, alittle bit later, but many years
ago -- | recommended a di sall owance i n excess
of $400 mllion to the Commi ssi on, based upon
t he conduct of what was call ed Texas
Utilities Fuel Conpany, which was actually,
at that tinme, the | argest gas purchaser in
North America. So | worked for the
Comm ssion -- or for the Conmmi ssion Staff and
Ceneral Counsel, recomended a
nmul ti-hundred-ml1lion-dollar disall owance.
The Conmm ssion did disallow about half of
t hat anount on the gas side.

Q And do you recall what behavior led you to
conclude that it was due a disall owance?

A. Yes. They had nade very gross errors in
contract practices, in contract nmanagenent.

They had negl ected to nmanage contracts in a
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timely manner. This includes, for exanple --
contracts in those days had what were
referred to as "market out-clauses,"”
fi xed-price gas contracts where you coul d
unil aterally say the nmarket has changed and
go back and seek to inpose a new cost. |
remenber vividly one $30 nmillion contract
where, literally, the contract -- they were
still using paper contracts and paper
contract managenent systens -- the contract
had fallen behind the filing cabinet. And
they forgot to exercise their market out,
| eading to nore than $15 mllion of higher
costs for custoners by a clerical om ssion
That was the kind of thing I thought was
clearly inprudent.

Q In your testinony -- it's Bates 239 -- Lines
23 and 24, you state that PSNH - -

A I'msorry. Wat page reference are we on?

Q Bat es 239.

A Coul d you give ne the --

CVMBR. HONI GBERG It's Page 21

of your testinony.

THE W TNESS: Thank you
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MR, GLAHN: M. Reed, it's
probabl e that the copy you have there has
Bat es nunbers in the bottomri ght-hand corner
as well, if that hel ps.

THE W TNESS: It says 000023.

MR. GLAHN. That's right.
It's --

(Court Reporter interrupts.)

THE WTNESS: And the | ast
digit is cut off, unfortunately.

MR. GLAHN. So, again, what's
t he Bat es nunber, Susan?

MS. CHAMBERLI N: It's 239.

MR, GLAHN: It's Page 21 of
your testinony.

THE W TNESS: Yes, | have that.

BY Ms. CHAMBERLI N:

Q At the bottom of the page, you state that
PSNH concl uded that Merrimack woul d conti nue
to be a cost-effective base-|oad resource; is
t hat correct?

A. Well, specifically, | said that PSNH
concl uded that pursuit of the Scrubber woul d

allow Merrinmack to conti nue to be a
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cost-effective base-| oad resource.

Q And in that instance, "cost-effective" neans
revenues received are greater than the cost
to operate?

A No, not necessarily. That woul d be
equi valent to saying it's going to be a
| east-cost resource. Cost-effective neans
that the price you're paying fairly reflects
t he value you're receiving. So, value can be
fuel diversity; it can be energy reliability,
instability; it can be price. So, in ny
m nd, cost effective nmeans just what | said,
that the value fairly reflects the benefits
or attributes you're receiving.

Q So you don't believe that revenues greater
t han operating costs is the nost inportant
element. O do you believe that it's an
el enent, but not the nobst inportant one?

A A conmpari son of revenues and cost is an

elenment, and | think it's an inportant

elenment. It is certainly not the only
el enment .

Q Ckay. You concluded that -- you've used the
phrase "base-load resource.” And a
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reasonabl e estimate for a capacity factor for
a base-load plant would be about 70 percent?
Is that a fair estimate?

Wl |, maybe even 60. But sonething north of
60.

And on Bates Page 248, that's where you

di scuss divestiture.

This is paper Page 307?

Yes. And are you stating that Merrinmack

pl ant was a "weak-perform ng" or "high-risk"
pl ant ?

Do you have a reference to a specific line
nunber on that page?

Yes. You're tal king about PPAs. | have it
ri ght here. Hold on.

If I could help? You' re probably on Line 8
of Page 2387

Yes, that's exactly right.

And nmy opinionis, in this tinme franme, which
Is referenced, actually, on the bottom of the
prior page -- that is, the 2010 tine frane --
I woul d describe Merrinmack at | east as being
a "high-risk"™ plant, with regard to

environnental regulation and with regard to
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fuel costs. "Wak-performing"” is a relative
term | would have said at that tine it was
a unit that was "economically chall enged” by
t he significant downturn in gas prices that
had occurred in the outl ook forecast prices,
as well as environnental regulation. But
this is -- we're tal king about 2010, maybe

m d- 2010.

And you believe that that characterization
was different, say a year earlier, in 20097
Yes, very definitely different at the tine of
the | egislature's consideration of the
alternatives bills and in 2008.

So, in 2009, there was not a high risk of
envi ronnental conpliance costs?

I think that continued to evolve as the

nati on consi dered new approaches to carbon
regul ation, as well as to haze and

particul ates, but -- so | would say it

i ncreased. To nme, the greatest change,

t hough, was not in environmental regulation;
it was in the outlook for fuel prices, and,

t herefore, power prices.

M5. CHAMBERLIN. Ckay. Thank
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you. That's all | have.
MR. PATCH. No questi ons.
CVMBR. HONI GBERG M. lrwn.
MR IRANN Yes. Thank you.
CROSS- EXAM NATI ON

BY MR I RWN:

Q M. Reed, ny nane is Tomlrwin. | represent
t he Conservation Law Foundati on. Good
nor ni ng.

A. Good nor ni ng.

Q If I could please direct your attention to
Page 12 of your testinony. That's Bates 230,
Li ne 5.

A | have that.

Q Ckay. So you say in your testinony,
"Prudence deci si ons cannot be eval uated based
on whet her they were expected to, or in fact
did, provide a 'benefit to ratepayers.'
First, whether a project or decision produces
"benefits' to ratepayers can only be
determ ned after the fact.” D d | read that
correctly?

A Yes.

Q Is it your opinion that it's inpossible to
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prospectively assess a project's foreseeabl e
costs or benefits?

A No.

Q So you woul d agree that a prudent nanager can
prospectively take into account potenti al
costs, such as regular -- future regulatory

costs in assessing the value of an

I nvest nent .
A You asked can a prudent nmnager take
consi deration of potential costs. In that

case, yes, it can.

Q So, a prospective analysis can and shoul d be
done; correct?

A For what purpose?

Q A prospective analysis of the benefits and
costs of an investnent in a major capital
i nfrastructure.

A Yes, | believe it's reasonabl e and i nportant
to conduct an analysis of potential future
costs and benefits when assessing the
appropri ateness of a nmjor capital
expendi t ure.

Q Ckay. Thank you. Mving on, down at -- |I'm

sorry -- Line 11 on the sane page of your
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testi nony, you state, "The existence of
"benefits' may be a subjective matter that is
not capabl e of bei ng exam ned based on a
factual inquiry limted to information that
was available at the tinme for the decision
maker." Did | read that correctly
(Wtness revi ews docunent.)

A Yes.

Q And then you go on to provide an exanpl e.
You say, "For exanple: Uilities 'choose' to
pay federal incone taxes because the | aw
requires that they do so. The decision to
conply with this |aw nay not be one that
sone, oOr even nost ratepayers believe
pr oduces 'benefits' for them" Dd | read
that correctly?

A Yes.

Q Now, did you -- do you interpret Dr.
Stanton's testinony to be calling for a
subj ecti ve anal ysis of what ratepayers may or
may not believe to be beneficial to thenf

A Her position calls for an analysis of
benefits determ ned after the fact. Wether

that's objective or subjective depends on the
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anal ysi s being done. But the statenent in
her evidence is that prudence requires a
utility manager to restrict capital expenses
for which he or she plans to seek recovery
fromratepayers to those projects that are
beneficial to ratepayers. So that was the
portion of her evidence that | was objecting
to. That is the analysis, | believe, her
evi dence calls for.

Q And you woul d agree, however, that Dr.
St ant on has conducted a cash-fl ow anal ysi s
taking into account reasonably foreseeable
factors, such as future regulatory costs and,
as you indicated a few nonents ago, the very

I mportant issue of fuel costs, natural gas

costs.

A If we can take the word "reasonabl e" out of
the question, | think I can probably agree
with you. |I'mnot offering an opinion on the

reasonabl eness of her assunptions with regard
to environnental costs or fuel costs. |
agree that she has conducted a cash flow --
or specifically, a discounted cash-fl ow

anal ysis of the project.
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Q If you could please turn to Page 23 of your
t esti nony.
A. | have that.

Q So, on Page 23, starting on Line 15, you
i ndi cate that the "nost reasonable tinme frane
in which the Legislature could have revi ewed
its decision to require installation of the
Scrubber woul d have been in the
2008/ early 2009 tine frane."

M. Reed, if you would assume for
pur poses of this question that a utility
manager in the position of PSNH at that tine
had a responsibility to assess the prudency
of making the investnent -- so we're setting
aside opinions related to whether there's a
mandate -- would you agree that that
2008/ early 2009 tine frane was a criti cal
time frane for purposes of such a review?

A Let ne make sure | understand your questi on.
You're asking ne to assune away any nandate
or law that woul d conpel a decision or
undertaking with regard to the capital
expendi ture, and you ask is this tine frane

of the second half of 2008, the first
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quarter, perhaps, of 2009, an inportant tine
frame for evaluating that decision because of
t he degree of uncertainty that was occurring.
| agree with that. | accept that.

There was a | arge degree, a very |l arge
degree of uncertainty with regard to natural
gas prices. W saw, of course, there was
al so a change in the capital cost estimte
for the project. Both of those contribute to
uncertainty. So, | think it is appropriate
and i nportant to conduct anal yses that
capture that. | think the Conpany did do
that. But you' ve al so asked ne to assune
sone counterfactual elenents in your question
that | think are just that, counterfactual

Q Thank you. Turning to Page 19 of your
t esti nony, pl ease.
A | have that.
Q And in particular, the entry on this table
dated 12/ 31/2008.
MR G_AHN: l'm sorry, Tom
What page are you on?
MR IRANN [|I'msorry. This is
Page 19, Bates 237.
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MR. GLAHN. Thank you.
BY MR | RWN:
Q The entry dated 12/ 31/ 2008 states, "PSNH

executes nore than $225 mllion of the $340
mllion in contracts for the Scrubber
Project."

Now, you did not, prior to the
preparation of this report, reviewthe

contracts at issue; correct?

A. The actual construction agreenments? That's
correct.
Q Ckay. In fact, that entry was based on

i nformation provided to you by M. Snagul a of
PSNH?

A It was, | believe, devel oped by M. Snagul a.
It was provided by counsel to ne.

Q So | assune it's fair to say, having not
revi ewed the agreenents, that you had not
reviewed or didn't have i ndependent know edge
of term nation clauses that nay have been
present in such agreenents.

A. It's fair to say | relied on the information
request/response that was submtted in this

case by PSNH, | think devel oped by
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M. Snmagul a, which spoke to the different
categories of commtted costs.
Q If I could turn your attention to Page 34 of

your testinony, Bates 252.

A. | have that.

Q Starting at Line 10, you state, "First, while
Dr. Stanton acknow edges that PSNH had
incurred $23 mllion" --

(Court Reporter interrupts.)

Q "First, while Dr. Stanton acknow edges t hat
PSNH had i ncurred $23 nmillion in engineering
and pl anni ng expenses by March of 2009, she
fails to recogni ze that PSNH had al ready
contractually conmmtted to $225 mllion of
the $340 mllion in contracts for the
Scrubber Project by the end of 2008."

So, agai n, those nunbers are not based
on any i ndependent anal ysis by you of
contracts at issue.

A That's correct. It's based on ny review of
the informati on request/response subnmtted by
t he Conpany.

MR GLAHN:. And I'd just note

that the sentence that M. Irwn read has a
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sem -col on, and the sentence goes on, if you
want to read it. But it goes on fromthere.

CVMSR. HONl GBBERG  The record is
clear it's his testinony. People can read the
rest of the sentence at their |eisure.

M. lrwn.

BY MR I RWN:

Q M. Reed, when were you retained to assess
t he prudence of PSNH s investnment in the
construction of the Merrinmack Station
Scr ubber ?

MR. GLAHN. bjection. |'m not
sure that that's exactly what he said he was
retained to do. |It's clear in his report, and
he tal ks about prudence of --

CVMSR. HONI GBERG  The real
question is, "Wien were you retained?" R ght?

MR ITRWN Yes. Strike that.

BY MR I RWN:

Q "Il just ask -- you weren't retained to
assi st in the nmanagenent decisions as they
were being made by PSNH with respect to the
Scrubber; correct?

A That is correct.
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Q So you were retained after the fact to
provi de opinions retrospectively on the
prudency of PSNH s acti ons.
A. That's correct.
MR ITRWN Thank you. | have
no further questions.
CVBR. HONI GBERG  Thank you.
M. Fabi sh.
MR. FABI SH. Just a couple
questi ons.
CROSS- EXAM NATI ON
BY MR FABI SH:
Q My nane is Zach Fabish. |I'man attorney with
the Sierra C ub.

W thout getting into -- strike that.

So, your testinony tal ks about, in part,
sone options that nmay or may not have been
avail able to PSNH as it concerns the
devel opnent of the Scrubber Project; correct?

A It does, yes.

Q Are you famliar with the rebuttal testinony
filed by PSNH from Bi |l Smagul a?

A Yes, | am

Q Are you famliar wth Page 29 of that
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testi nony?
A | don't have that document up here with ne.
(M. Sheehan hands docunent to w tness.)
MR. GLAHN. Zach, what's the
nunber? Is it 29?
MR. FABI SH. Yeah, 29.
MR. GLAHN. Do you have a Bates

nunber for it?

MR, FABI SH: Bates No. 000029.
MR. GLAHN:. Bunch of zeros and
29.
A Just to be clear -- I'msorry. |Is this the

direct or the rebuttal ?
BY MR FABI SH:
Q This is the rebuttal.
A Ckay. Let ne find that docunent. G ve ne
just a noment.
CVBR. HONI GCBERG Let's go off
the record for a m nute.
(Di scussion off the record)
CVMBR. HONI GBERG Let's go back
on the record.
BY MR FABI SH:

Q So, do you have that in front of you?
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A | do.
Q Geat. Could you take a | ook down around
Li nes 20 through 22. Do you see where the
testinony indicates that there was testing of
acti vated carbon injection at Merrinmck that
achi eved nercury reduction, wth peak
reduction levels of 50 to 60 percent? Do you
see that?
A. | see testinony that | believe was stricken
to that effect.
Q Ch, was it? M/ apol ogi es.
MR. GLAHN. That's what ny
not ebook shows as wel|.
BY MR FABI SH:
Q Ckay. Well, then, as a hypothetical --
CVSR.  HONI GBERG ' msorry.
What's the hypot hetical then? Assune for a
nmonent what ?
MR. FABI SH: Assune for a
nmonent that PSNH tested activated carbon
i njection technology at Merrimack Station and
was abl e to achi eve sonme | evel of nercury
reducti on.

CVMSR HONI GBERG Ckay. That's
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the assunption. Wiat's the question?

BY MR FABI SH:

Q Did you consider as one of the alternatives
in your testinony, reducing sone of the
mercury in conjunction with the Scrubber
t hrough ACI technol ogy?

MR GLAHN: | nean, | think
we're at a point now where, if they want to
ask this stuff -- they noved to strike it out.

MR FABI SH: | didn't --

MR GLAHN: [|If they want to
open this door, it seens to ne it cones back
I n.

CVBR. HONIl GBERG Well, | think
others m ght want to weigh in on this.

M. Fabish is asking a
hypot heti cal question that is based on
testinony that was struck at the request of
anot her party. So, M. Chanberlin, do you
want to weigh in on this at all?

M5. CHAMBERLI N Yes. I
certainly don't believe it brings the
testi nony back in. The Conmm ssion has rul ed

that it's stricken, and it's stricken. I f he
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wants to argue that it's irrelevant, the
question is relevant or inproper, that's fine,
but it does not open the door to bring the
t esti nony back in.
CMSR. HONI GBERG  Does anyone
el se want to weigh in?
(No verbal response)
CVSR. HONI GBERG M. Fabi sh, |
t hi nk you can ask the hypothetical.
MR. FABI SH: Should | reask
or --
BY MR FABI SH:
Q M. Reed, do you --
CVSR. HONI GBERG Do you have

t he question, M. Reed?

THE W TNESS: | need the
questi on agai n.
BY MR FABI SH:
Q Ckay. Did you evaluate as part of your

testinony an option in which PSNH, in
conjunction with the Scrubber, reduced sone
of the nercury reduction prescribed by the
Legi sl ature through the use of activated

carbon injection?
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A I'"mglad | had the question read back because
there's no nention of a "hypothetical"” in
that question. So I'lIl answer it the way you
asked it.

| was aware of that. | did not consider
one of the alternatives that was avail able to
t he Conpany after the passage of the d ean
Power Act to be the use of a technol ogy ot her
than a wet scrubber. From ny perspective, |
vi ewed that as being one of the mandates of
t he Act and not being subject to substitution
by the Conpany on its own.

Q So, for purposes of your testinony, your
under st andi ng of the C ean Power Act was that
the only perm ssible way to reduce nercury at
the affected units was through the use of a

wet scrubber?

A Again, I'mnot going to offer a | egal
opinion. It is ny viewthat the Act called
for that technology. And I'Il just leave it
at that.

Q Ckay. Can you take a | ook at your testinony
at Page 18, which would al so be Bates 000236.
A. | have that.
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Q Ckay. Just | ooking at the question and
answer at Lines 9 through 10, | just want to
clarify that's what you neant with your
answer to the precedi ng question.

(Wtness revi ews docunent.)

A It's the sane Act, if that's what you nean.

Q No, that's not what | nean. That's fine,

t hough. Let ne nove on to the next question.
So, consistent with your testinony, your

understanding is that the only thing the

Cl ean Power Act allowed for reduction of

mercury was construction of a wet scrubber

A Yes, that is ny understandi ng.

Q Ckay. So, hypothetically speaking, using
coal -- in addition to building a wet
scrubber, using a coal that contained |ess
mercury and thereby achi eving sone | evel of
mercury reduction by burning a slightly
cl eaner bl ended fuel, that was not an
al | owabl e alternati ve under the d ean Power
Act ?

A W need to go back to the begi nning of that
question. | thought you said, "in addition

to using a wet scrubber” --
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Correct.

-- which neans you woul d suppl enent the use
of a wet scrubber with fuel substitution to a
different quality or tech spec for coal ?
Correct.

I think that probably woul d have been a
possi bl e action. It doesn't relieve the need
to build the Scrubber. But |I think you coul d
suppl enent the Scrubber with a fuel

substi tution.

Ckay. Could you supplenent the Scrubber wth
activated carbon injection?

That goes beyond ny experti se.

Ckay.

MR, FABISH. Al right. I
think that's all the questions | have. Thank
you very nuch.

CVMSR. HONI GBERG ~ Conmi ssi oner

| acopi no.

| NTERROGATORI ES BY SP. CMSR. | ACOPI NO.

Q

M. Reed, | believe | heard you testify in
your openi ng statenent that, as the range of
uncertainty increases, the range of

reasonabl e responses increases. |Is that
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correct?
A Yes, that is ny statenent. | think that's an
I mportant point and one very relevant to the

ci rcunst ances of 2008 and 2009.

Q Wel |, have you ever heard the phrase, "the
devil you know..."?

A | have.

Q And generally, | nmean, that stands for the

proposition that in tinmes of uncertainty, you
woul d stick with what you have and not | ook
at a broad range of things; isn't that
correct?

A No, | don't accept that.

Q Wll, tell nme why.

A. | think that the nature of uncertainty -- if
you're seeking to nmaxim ze wel fare or achi eve
a desired result, what that suggests to ne is
that the "devil you know' or the "status
quo, " which may have been accept abl e and
satisfactory in terns of the results it
produced before, may no | onger produce
sati sfactory results because the environnent
is changing. And fromny 38 years in utility

pl anni ng, when you have created uncertainty,
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whether it's inflation -- | remenber days
when inflation was 16 and 17 percent -- or
whet her it's uncertainty about natural gas
prices or equi pnent prices, that is when
reasonabl e people tend to differ nost with
regard to the response they want to nmake. It
Is that range of what reasonabl e peopl e do
t hat define the acceptabl e range of prudent
or reasonabl e conduct. So, because
everyone -- when you have a dramatic change
i n circumstances, everyone perceives those
circunstances differently. They perceive
changes differently. They perceive the
li kely path forward differently. So, at
| east in nmy experience, under those
ci rcunst ances, the responses that people make
and the choices they nake tend to diverge
froma sort of central or normal tendency.
That's why | say the range of reasonabl e
behavi or expands as the degree of uncertainty
expands.

SP. CVMSR |1 ACOPINO | have no
ot her questi ons.

CMSR. HONI GBERG | have no
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questi ons.
M. d ahn, do you have any
redirect?
MR GLAHN: | do.
REDI RECT EXAM NATI ON

BY MR CGLAHN:

Q

M. Reed, let ne first go back to M.

Fabi sh's questions. All the questions he
asked you, | think, assuned that the Scrubber
woul d al so be installed along with activated
car bon.

Were you aware that in 2005 and 2006,
PSNH eval uated the use of activated carbon at
Merrimack Station?

Yes, | am awar e.
MS. CHAMBERLI N: Your Honor, |
object. That's the stricken testi nony.

CMSR. HONI GBERG Sust ai ned.

BY MR CGLAHN:

Q

Ckay. Let's go back to square one, which is,
both the Staff and M. Irwin asked you to
assunme that the law didn't exist. Do you
think that a prudent utility making the

deci sions that PSNH nmade in constructing the
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Scrubber was entitled to assune the | aw
didn't exist?

A. No. | don't think any manager has the
ability to assune away existence of a |l aw.

Q And | think you were asked by the Staff to
make a conclusion or to -- you were asked
whet her a -- what woul d happen to a utility
t hat nade a reasonable m sinterpretation of
the law. Do you recall that?

A Yes.

Q | want you now to assunme sonmething a little
bit different.

On the issue of installation of the

Scrubber, do you think a prudent utility
coul d assune that the Scrubber need not be
install ed when the body responsible for
regulating the utility indicated that the
Legi sl ature had passed a |l aw that did not
establish an alternative to installing the
technol ogy? |In other words, sane assunpti on,
but now the utility has to interpret the | aw
But the body responsible for regul ating the
utility at the time that they're naking the

deci sion says there's no alternative to
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installing it.

A | think that type of statenent by a utility's
regulator is the type of statenent that the
utility could reasonably rely upon.

Cbviously, if soneone were to determ ne | ater
that that interpretation was incorrect, it

m ght represent detrinmental reliance. But it
iIs the type of statenent | believe a utility
manager is properly able to rely upon.

Q And if it also was the case that the
regul ator's decision went to the Suprene
Court in the state in which the regul ator
sat, and the Suprene Court refused to review
the regulator's decision, would that, in your
view, influence the prudence of the utility's
acti on?

A. Yes. | think it would strengthen the ability
torely quite heavily on that type of a
st at enent .

Q Now, you were asked a questi on about | ack of
candor and i nprudence. Do you recall that?

A | do.

Q Ckay. To your know edge, based on what

anyone has told you in this case, is there

{DE 11-250} {DAY 7/ MORNI NG Sessi on ONLY] {10-23-14}




© 00 ~N oo o b~ w N P

NN NN R R R R R R R R R R
A W N P O © 0 ~N O O M W N B O

[WITNESS: REED]

any evidence in this case that there was a
| ack of candor on the part of this utility,
in this situation?

A Well, ny answer actually goes beyond what
peopl e have told ne. But what | have seen
nyself with regard to the docunents and the
evidence in front of the Comm ssion on this
case, | have seen no | ack of candor by PSNH.

Q Ckay. Now | want you to assune that you are
sitting as a prudent auditor, in effect, as
you said you' ve done down in Texas, okay.
And | want you to assune sonething el se:

That one of the issues of whether the utility
was prudent was whether the utility actually

expl ained to the -- told the regul ator what

t he break-even point between gas and coal --

t he spread between gas and coal was, okay.

Do you have that in m nd?

A | do.
Q Now | want you to assune that the utility --
that the staff of the utility -- or the staff

of the regulating body said there was no | ack
of candor, okay. Take that into account as

wel | .
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A Ckay.

Q And that the gas assunption and the coa
assunpti on had been given to the staff of the
regul ator and to the regulator, and that the
utility told the staff that their nodel was
hi ghly sensitive to the gas/coal price
spread. And there's a dispute actually as to
whet her the spread -- just assune those
facts, okay.

A. | have that.

Q Now, in that situation, as a prudence
auditor, would you say that there had been a

| ack of candor?

A Certainly not on those points, no.
Q Now let's talk a little further about |ack of
candor. | want you to assune that there was

a lack of candor, but that there were
proceedi ngs before the regulatory body in
which there was an ability to ask the utility
any questions the regul ators wanted, about
anyt hi ng they wanted. Wuld that influence
your decision as to whether the conduct of
the utility was inprudent, even if there was

a | ack of candor?
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A As | understand your question, you asked ne
to assune that there was a | ack of candor?

Q Assune there was a | ack of candor, but then
t here were proceedi ngs in which the decision
around whi ch the | ack of candor was
addr essed, was subject to review by both the
regul ator -- start with the regul ator.

A Ckay. | have that in mnd. And your
question i s how does that influence ny
j udgnent on whether the utility was prudent

or i nprudent?

Q Yes.
A Agai n, | define "prudence" as bei ng conduct
within a range of reasonable behavior. |If a

reasonabl e person under those circunstances
coul d expect and understand that the

i nformati on was going to cone into the record
t hrough ot hers, through intervenors, through
cross-exam ners, through either an

adm ni strative body or |egislative body
aski ng questions, then | don't see that
conduct as being very problematic. Beyond

t hat, though, there's also the question of

causati on. You know, is the failure to

173

{DE 11-250} {DAY 7/ MORNI NG Sessi on ONLY] {10-23-14}




© 00 ~N oo o b~ w N P

NN NN R R R R R R R R R R
A W N P O © 0 ~N O O M W N B O

[WITNESS: REED]
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di sclose that information going to lead to
any type of inprudent cost being incurred or
any, again, detrinental effect? It's not
enough to sinply say soneone failed to
di scl ose information. You al so have to | ook
at what's the effect of that disclosure, if
any. As | said, in Florida, | was quite
critical of the conpany's failure to
di scl ose; yet, |, as the independent expert
in that case, did not conclude that there
were any cost consequences of that. And
that's frequently the case. You don't see an
expenditure or a resource plan decision
typically turn on one piece of information.
Q Speaki ng of "one piece of information," |
want you to nake anot her assunption for the

nonent, and that is, that a utility bases its

fuel price projections -- let's take the case
of natural gas fuel price projections -- on
just one price. | just want to you assune

that's the assunption for the noment.
CMSR. HONIl GBBERG M. d ahn
did anybody cross the witness on this topic?

MR. GLAHN. | think they asked
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[WITNESS: REED]

hi m about prices and whether there were
expected -- and specifics of relying on one
deci si on.

CMSR. HONI GBERG Go ahead.

A | have that in m nd.
BY GLAHN:
Q Assum ng that were true, would that be, per

se, inprudent?

A No.

Q For exanple: Wuld reliance on NYMEX futures
prices, even if that were the sole basis for
t he deci sion, be, per se, inprudent?

A No, not at all. NYMEX futures prices are
actually very reliable infornmation, and
information that many utilities do rely on.

Q Do you know, for exanple, whether TransCanada
relies on those prices?

MS. CHAMBERLI N:  Your Honor, |
object. This really wasn't gone into on
direct.

CVBSR. HONI GBERG  Sust ai ned.

BY MR GLAHN:

Q To go back to Conmm ssioner |acopino's

question about the "devil you know," there

175
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[WITNESS: REED]
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was a great deal of uncertainty in the

mar ket pl ace in the fall of 2008 and the early
part of 2009; is that correct? | think we' ve
all agreed to that.

A Yes.

Q Have you seen anything in this case that
woul d cause you to believe that PSNH was --
acted inmprudently in going forward to
construct the Scrubber, notw thstandi ng the
uncertainties in the nmarket, based on what it
knew or could have known in the fall or
spring of 20087

A No. To the contrary, ny investigation and
analysis led nme to conclude the contrary,

t hat the Conpany was prudent.

Q I want you to make anot her assunpti on about
prudent behavi or and the | aw.

If you were advising a utility in the

fall of 2008, and the law that exists in this

case existed -- now |l want to assune the real
case -- that, in fact, a utility was acting
under the -- whether it's a mandate, whet her

it's a constraint, doesn't nmatter what we

call it; the lawis there. The utility cones
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[WITNESS: REED]

to you and says, "lI'mconsidering retiring
the plant.” What advice would you give that
utility?

A. I would have said that | don't think that
option is available to you. | would have
said, even wthout the law, retirenent of a
unit in New England is sonet hing that
requires | SO New Engl and' s approval. And
that's a long and often bitterly fought
proposition. But beyond that, | see the | aw
as requiring the installation of this
Scrubber. So | don't see that retiring the
unit is a valid neans of conplying with the
law. It certainly, to ne, seens to thwart
t he Legislature's intent or -- | won't say

"intent," but the Legislature's statenents
with regard to the Scrubber being in the
public interest.

MR I RWN  Your Honor, |
obj ect and nove to strike on the grounds that
this was not the subject of cross-exam nation
and that the witness is getting into issues

regarding interpretation of the law. The

Comm ssion has made clear that it wll address

177
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[WITNESS: REED]

those | egal issues w thout benefit of w tness
t esti nony.

CVMBR. HONI GBERG M. d ahn

MR. GLAHN: This w tness has
been asked a whol e series of questions to
assune that certain facts that in fact do
exist, didn't exist. | think it's fair to ask

the witness, given what did exist, what in his
vi ew should a prudent utility have done.

CVMBR. HONI GBERG And that is
t he subj ect of his testinony. | think we've
got the subject of testinony. And asking him
to repeat the direct testinony that he's given
isn't particularly useful. People were -- |
t hink other parties, intervenors, Staff, were
probi ng, "well, assune certain other things,
how woul d that change.” | think the w tness
has answered those questions thoroughly. If
all you're doing is asking himto go back to
his direct testinony, we don't need to do
t hat .

So, is there sonething beyond
t hat you want to do that was the subject of

Cr oss-exam nati on?
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[WITNESS: REED]

MR. GLAHN: Let ne take one
m nut e.
(PSNH Counsel confer.)
MR, GLAHN. | withdraw ny
question, and we're all done.
CVBR. HONI GCBERG  Thank you
very much. Thank you, M. Reed.
| think that's all we're going
to do for now W'Ill break until... let's
cone back at quarter to two. That's an hour
and twenty mnutes fromnow. W'I|l go off
t he record.
(Wher eupon the MORNI NG Session of Day 7
recessed at 12:24 p.m The AFTERNOON
Session of Day 7 is contai ned under

separate cover so designated.)
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