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Ms. Debra A. Rowland
Executive Director
New Hampshire Public Utilities Commission
2 1 Fruit Street, Suite 10
Concord, NH 03301

Re: Public Service Company ofNew Hampshire d/h/a Eversource Energy
Auction of Electric Generation Facilities
I)ocketNo. DE 16-817

Dear Director Howland:

Enclosed for filing in the above noted docket, pursuant to Puc 203.02, is an original and six
copies ofthe additional written comments ofJ.P. Morgan (JPM), the auction advisor to the
Commission, concerning the auction design and process for the sale ofthe Eversource generation
facilities. This document is intended to explain the overall principles and criteria for an effective
auction design for the sale ofthe Eversource generation facilities.

These documents will also be transmitted electronically to you and to the service list in the above
noted docket, pursuant to Puc 203 .03 and 203 . I 1 . If you have any questions please do not
hesitate to contact me at 271-6005.

Very truly yours,

F. Anne Ross, Esq.
General Counsel

Enclosure
cc: Service List



NOVEMBER 3, 2016

NEW HAMPSHIRE PUBLIC UTILITIES COMMISSION

J.P. Morgan comments on Auction principles and specific process criteria

JPMorgan
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Disclaimer

This presentation was prepared exclusively for the benefit and internal use of the J.P. Morgan
client to whom it is directly addressed and delivered (including such client’s affiliates, the Clienr)
in order to assist the Client in evaluating, on a preliminary basis, the feasibility of possible
transactions referenced herein. The materials have been provided to the Client for informational
purposes only and may not be relied upon by the Client in evaluating the merits of pursuing
transactions described herein. No assurance can be given that any transaction mentioned herein
could in fact be executed.

Information has been obtained from sources believed to be reliable but J.P. Morgan does not
warrant its completeness or accuracy. Opinions and estimates constitute our judgment as of the
date of this material and are subject to change without notice. Past performance is not indicative
of future results. Any financial products discussed may fluctuate in price or value. This
presentation does not constitute a commitment by any J.P. Morgan entity to underwrite,
subscribe for or place any securities or to extend or arrange credit or to provide any other
services.

This communication shall not constitute an offer to sell or the solicitation of an offer to buy, nor
shall there be any sale of the securities in any state or jurisdiction in which such an offer,
solicitation or sate would be unlawful prior to registration or qualification under the securities laws
of any such state or jurisdiction.

This material is not a product of the Research Departments of J.P. Morgan Securities LLC
(“JPMS”) and is not a research report. Unless otherwise specifically stated, any views or
opinions expressed herein are solely those of the authors listed, and may differ from the views
and opinions expressed by JPMS’s Research Departments or other departments or divisions of
JPMS and its affiliates. Research reports and notes produced by the Research Departments of
JPMS are available from your Registered Representative or at http://www.morganmarkets.com.

o JPMS’s policies prohibit employees from offering, directly or indirectly, a favorable research
— rating or specific price target, or offering to change a rating or price target, to a subject Client as

U, consideration or inducement for the receipt of business or for compensation. JPMS also
— prohibits its research analysts from being compensated for involvement in investment banking

transactions except to the extent that such participation is intended to benefit investors.

o J.P. Morgan makes no representations as to the legal, tax, credit or accounting treatment of any
o transactions mentioned herein, or any other effects such transactions may have on you and your
U) affiliates or any other parties to such transactions and their respective affiliates. You should

consult with your own advisors as to such matters.

JPMorgan Chase & Co. and its affiliates do not provide tax, legal or accounting advice. This
material has been prepared for informational purposes only, and is not intended to provide, and

H should not be relied on as the basis for making an investment decision nor as tax, legal or
D accounting advice. You should consult your own advisors in respect of any tax, legal or
O accounting matter

J.P. Morgan is the marketing name for the investment banking activities of JPMorgan Chase
Bank, NA., J.P. Morgan Securities LLC (member, NYSE), J.P. Morgan Securities plc

fl (authorized by the FSA and member, LSE) and their investment banking affiliates.
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1. J.P. Morgan comments on Auction principles and specific
process criteria

A. High-level principles for a successful Auction
Each process must reflect the unique circumstances of the assets, the market, and the Potential
Bidders. In this divestiture, per Order 25,920, the primary goal of the Auction is to maximize the
net Total Transaction Value (“liv”) which reflects all of the cash and noncash elements of the
transaction, including limitation of liabilities to current PSNH stakeholders.

A key aspect of any sale process involving assets as complex as power plants is that it takes
Potential Bidders a significant amount of time, energy and money to reach a point where they
are comfortable entering into a binding purchase and sale agreement to acquire the assets. In
addition to their own time, Potential Bidders typically hire outside advisors (including legal,
financial, engineering, commercial, environmental, power market, HR & benefits) to assist them
in conducting due diligence, evaluating the transaction / assets, and negotiating the purchase
and sale agreement. Potential Bidders can spend potentially millions of dollars evaluating a
transaction without knowing for certain they will be the successful bidder.

Given that fact, Potential Bidders are reluctant to participate seriously in processes where there
is tremendous uncertainty around the process by which a winning party is selected. The more
uncertainty there is surrounding a process, the less likely it is Potential Bidders will be willing to
spend the money required to participate effectively.

With this as background, in J.P. Morgan’s experience, the successful objectives and guiding
principles of such value-maximizing transactions are as follows:

• Competition: A key driver of value maximization is the perception of competition among
bidders. Key to creating this perception is having a process where the steps/ stages are clear
and are followed. Where the process as laid out is not followed, it typically suggests to buyers

O there is weakness in the process (i.e., less competition). Buyers need to be made to feel there
are other parties looking seriously at the assets and who have made higher value proposals.
As part of this, as parties are moved forward in the process, they are informed only whether
they are moving forward in the process but not given specifics around their value relative to
others. In this regard, the goal is for each buyer to bid the maximum value they are willing to

0 pay for the plan. Where they sense there is less competition or where they feel uncertainty in
the process, they are less likely to bid their maximum value.

• Transparency: The rules and procedures of processes need to be reasonable and clearly
defined for bidders. Processes viewed as transparent by potential bidders will yield greater

— Auction participation and higher bid prices for assets. A process in which the rules are unclear
results in confusion and uncertainty for potential bidders. This confusion or uncertainty

I— typically either results in bidders choosing not to participate or can impact their view of value.
Transparency is critical not only in due diligence and disclosure, but also in providing process

o expectations for bidders.

• Industry-standard process: While every sale process is unique, there are general
parameters that processes in the industry typically follow. Potential bidders are more likely to
participate in the Auction if they are accustomed to the timing, requirements, and selection

w criteria for the process, and if the Auction is run in a standard manner with limited atypical
features. Where processes diverge from these general parameters, if at all, there needs to be

z a very clear reason, but even if a clear reason is given, buyers may still choose to forego
participating because of the atypical nature of the process.

• Fairness among bidders: Potential bidders expect to be treated fairly within a process. In
other words, they expect that no other party is getting access to information or access to the

w
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process that they are not receiving. This is for obvious reasons — they would rightly feel they
cannot compete effectively if others are given a leg up” over them. Disproportionate
treatment of certain participants in the process would significantly depress interest in the
overall Auction. Bidders will be less likely to participate if they perceive certain bias or process
leniency towards specific bidder(s) occurring in the Auction. Here, given the Commission
order, municipalities are given some advantage in terms of access to information and timin9,
but ultimately, municipalities are being required to follow the same rules of the road” as other
Potential Bidders in terms of their final, binding proposals, so we would expect Potential
Bidders to get comfortable with this non-standard feature of the process.

• Availability of data provided to bidders: Bidders will expect their access to data, due
diligence, and other important materials, to be fair and consistent with that of other bidders
within the same round.

• Process continuity: Limited changes and disruption to the process, included but not limited
to the following, will encourage bidder participation and value maximization:

• Appropriate pace of process: Pre-determined calendar and timeline and standard time
allotted between rounds and deliverables will enhance bidder participation and value
maximization. A pace too quick for bidders does not allow enough time for proper due
diligence; a pace too slow often leads to greater bidder attrition within a process.

B. Timing of Auction
Based on our experience in managing similar processes, it is our view that absolute timing and
timeline certainty is a crucial factor for bidder participation in the Auction. Not only should a clear
timeline be followed, but the process should be launched into a market that is generally
supportive of maximizing value. Currently, the market is supportive. There is a strong pool of

z parties looking to acquire merchant power assets who have access to both equity and debt
0 financing.

Macroeconomic market uncertainty, including the power pricing markets, the fuel supply markets,
— the equity capital markets (both private and public) and the debt capital markets, can materially

impact processes. If these markets are less favorable, it can mean that the buyers are not able
to obtain financing or, if they are, the financing is at such cost as to materially impact the price

o they can pay.

Other key factors impacted by timing are the number of other assets for sale and the number of
parties that are in the market looking to secure merchant power assets.

It is J.P. Morgan’s view that the above factors are currently supportive of the process and the
timeline as proposed attempts to take advantage of that fact. Further delays in the process

F- (either upfront or throughout) increasingly risk these favorable conditions falling away, which
could materially hurt the ability of the process to maximize value for the assets.

0

C. Criteria for bidders to move from Round Ito Round 2
In selecting parties for the second round of the process, J.P. Morgan recommends using a

w combination of the below criteria to try to ensure that parties participating in round 2 are willing to
pay the highest value and ultimately would be able to consummate a transaction:

• Bid price I value relative to other bidders: We would typically select a group of potential
bidders that have offered the highest potential value for the portfolio and / or subset of assets.

• Assets included in bid: We would expect to select parties that are interested in purchasing
broader groups of assets, and would most likely not select bidders who bid on single assets

Z 4 .J.PMorgan



(with the exception of the municipalities). In the case of the portfolio, it is likely that certain
buyers may be interested in only the thermal assets while others may only be interested in the
hydro assets. Moreover, if there are enough buyers for the whole portfolio at attractive values,
it may not be practical or optimal to select parties bidding on less than the whole portfolio for
the second round.

• Demonstrated ability to finance: Buyers will have to demonstrate as part of entering the
process via the RFQ and as part of their bid that they have the ability to finance the
transaction they are proposing.

• Demonstrated commitment to the transaction: While the best indicator of a buyer’s
commitment to a transaction is their engagement of advisors and consultants (i.e., spending
money), other data points can be helpful. Other examples include whether the individuals at
the buyer engaged in the process are senior within their organization, whether the buyer has
vetted their bid internally with the appropriate decision-makers, what level of approval the bid
received within the buyer’s organization, or whether the buyer has appeared engaged during
the first round (asking questions, seeking information, maintaining contact with J.P. Morgan).

• Reputation of the buyer in the market: i.P. Morgan would also lake into account its
perception of buyer behavior in the marketplace, in particular, past behavior in auction
processes. For example, if a buyer is known to often “bid high” in an attempt to be selected
for the second round but then does not typically submit a final proposal, this would be taken
into account and weighed against such buyer. Likewise, if a buyer typically holds their bid
from the first to the second round, this would be taken into account and weigh in its favor.

• Ability to support Round 2 due diligence: The number of parties selected in general will be
limited to a number that J.P. Morgan, in consultation with Eversource, believes can be
supported in detailed due diligence within the timeframe targeted for the second round, This
number is typically a maximum of 10 parties, but that number can vary up or down depending
on the resources available and the due diligence demands of the buyers selected into the

o second round.

U)

U)

0. Round 2 bids

At the conclusion of the second round, parties will be asked to submit final, binding bids,

o including markups of the relevant transaction agreements / documents and including any
documentation related to third party financing they will require to finance the transaction. The
proposal / documents must be in a form where the buyer is willing to transact with no further
changes. in particular, the documentation related to financing must provide for binding financing

— commitments.

These proposals have to be binding because the seller will need to go through final negotiations
D with the winning party, once that party is selected. The seller needs to know (and have a

documented commitment) from the buyer that their proposal is final, not subject to further due
— diligence and thus will not change materially. In other words, the seller needs to know what deal

they are getting from the buyer.

The contingencies in a final bid are typically limited to successfully negotiating a transaction
agreement. The transaction agreement itself will contain some measure of conditionality (e.g.,
regulatory approval) but there will be very specific, delineated limits! requirements around those

— conditions, which wilt be clearly laid out in the transaction agreement.
I
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E. Proposed “third round” structure
J.P. Morgan would not recommend a subsequent round (so-called “third round” or “Round 3”)
once a bidder with a binding) fully-financed offer has been chosen as winning bidder. Doing so
could have several negative impacts to the process, each of which would likely lead to either
depressed value indications or bidders simply choosing not to participate as buyers would need
to be alerted to such “third round” at the outset of the process:

• Creation of uncertainty: The concept of a Round 3” is not commercially standard, and
would therefore confuse bidders and cause substantial uncertainty around the process — even
after submitting a “final binding proposal,” a bidder would not yet know whether they’ve won.
As stated previously, process uncertainty would be a key component of bidder hesitation to
participate or bid in the process

• Higher cost of due diligence and participation: Bidders participating in the process will be
spending significant time and money to participate in the Auction, including but not limited to
the risk of potential “broken deal fees” — i.e., costs borne by the buyers who are unsuccessful.
Bidders will be much less likely to participate in a process where there is a perceived higher
risk of broken deal fees and higher probability of sunk due diligence and deal cosls due to
upfront uncertainty, even as a potential winning bidder

• Suppressed appetite in the Auction: Based on our experience in managing similar
processes, as well as our understanding of the Potential Bidder universe and interest in the
Portfolio, we would expect that the disproportionate treatment of Round 3 participants would
significantly depress interest in and challenge the validity of the overall Auction. Similar to
other auctions where specific bidders are allowed “last looks,” a proposed Round 3 would
deler participants from bidding given the uncertainty created. lithe best bidder is chosen as
the winning bidder (per the criteria above), but may be challenged through an atypical Round
3, the overall bidder pool will lose confidence in the fairness and certainty of the Auction.

z
0

F. Auction Process Accommodations to Municipal Bidders
J.P. Morgan has made specific changes to help accommodate the Municipalities’ participation
despite the fact that such changes are nonstandard for similar value-maximizing processes.

o These changes include early access ahead of other buyers to confidential data and analysis to
o enable Municipalities to complete detailed due diligence early enough to decide to bid in round 2

and to obtain requisite approval for round 2 bids. Additionally, municipalities will not be required
W to submit a preliminary, non-binding indication of interest and therefore will not be subject to the

criteria used to move all other bidders from round 1 to round 2. While such changes could
potentially impact the process negatively, J.P. Morgan does not view such changes as likely to
have a substantial impact on the process’s ability to maximize value for the assets. Further, to
the extent such disparate treatment of Municipal bidders may cause negative impacts to the
bidding process, J.P. Morgan believes those impacts could be minimized and managed

— effectively
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J.P. MORGAN SECURITiES LLC

22aJ %tzc
Date: November 3,2016 By:

Name: Paul Dabbar

Title: Managing Director
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SERVICE LIST - EMAIL ADDRESSES- I)OCKFT RELATED

Pursuant to N.H. Admin Rule Puc 203.11 (a) (1): Serve an electronic copy on each person identified
on the service list.

Exec utive . D irectorpuc nh .gov

alexander. speidel@,puc nh . gov

arnanda.merrilnh.gov

amanda.noonanpuc.nh.gov

cbo1dtdtc1awyers.com

christine . vaughaneversource.corn

Christopher.asIindoj .nh.gov

christopher.gou1dingeversource. corn

david.shulockpuc.nh.gov

dhartfordc1f.org

donald.kreisoca.nh.gov

egreenc1f.org

elizabeth.tillotson@nu.com

cr1 c. chungeversource corn

f.anne.rosspuc.nh.gov

j ae@rn itchelirnunigroup.corn

jamesbrennanoca.nh.gov

jay.dud1eypuc.nh.gov

j kennedyconcordnh.gov

kristi davie@eversource.corn

laura.rnaynard@doj .nh.gov

leszek. stachowpuc.nh.gov

linda.landis@psnh.com

Ii sa. carneron@braffle. corn

Docket #: 16-817-1 Printed: Novernber 04, 2016

FILING INSTRUCTIONS:

neil.e.davids@j prnorgan.corn

nhlcalibewl37.org

oca1itigationoca.nh.gov

peter.a.kellyjprnorgan.com

pradip.chattopadhyayoca.nh.gov

richard.chagnonpuc .nh.gov

rick.wh ite@eversource .
corn

robertbersak@eversource .
corn

stanguaytownandcity1aw.corn

tara.j .desaijprnorgan.corn

terrance.1argenu.corn

tirwinc1f org

torn.frantzpuc.nh.gov

wi1liarn.srnagulanu.com

zachary.fabishsierraclub.org

a) Pursuant to N.H. Admin Rule Puc 203.02 (a), with the exception of Discovery, file 7 copies, as well as an
electronic copy, of all documents including cover letter with: DEBRAA HOWLAND

EXEC DIRECTOR
NHPUC
21 S. FRUIT ST, SUITE 10
CONCORD NH 03301-2429

b) Serve an electronic copy with each person identified on the Commission’s service list and with the Office
of Consumer Advocate.

c) Serve a written copy on each person on the service list not able to receive electronic mail.


