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 1 P R O C E E D I N G 

 2 CHAIRMAN GETZ:  Okay.  Good morning,

 3 everyone.  We're back on the record in Docket DE 10-160,

 4 Public Service Company of New Hampshire, investig ation

 5 into the effect of customer migration on Energy S ervice

 6 rates.  And, before we turn to Mr. Hachey, is the re

 7 anything that we need to address this morning?

 8 MS. AMIDON:  We've yet again changed the

 9 order of witnesses, and would like to have Mr. Tr aum be

10 the first witness today.

11 CHAIRMAN GETZ:  Okay.  Then, let's

12 proceed.

13 MS. AMIDON:  And, that's it.  Thank you.

14 MS. HATFIELD:  The OCA calls Ken Traum.

15 (Whereupon Kenneth E. Traum was duly 

16 sworn and cautioned by the Court 

17 Reporter.) 

18 KENNETH E. TRAUM, SWORN 

19  DIRECT EXAMINATION 

20 BY MS. HATFIELD: 

21 Q. Good morning.  Would you please state your name  for the

22 record.

23 A. Kenneth E. Traum.

24 Q. And, by whom are you employed?
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 1 A. The Office of Consumer Advocate.

 2 Q. And, have you testified for the OCA previously before

 3 the Commission?

 4 A. I certainly have.

 5 Q. Did you file testimony in this docket?

 6 A. Yes, I did.

 7 Q. And, do you have your testimony before you?

 8 A. Yes, I do.

 9 Q. Does it have a cover letter dated?  July 30th, 2010"?

10 A. Yes, it does.

11 Q. Was this testimony prepared by you or under you r

12 direction?

13 A. Yes, it was.

14 Q. Do you have any corrections to your testimony t oday?

15 A. No, I do not.

16 MS. HATFIELD:  Mr. Chairman, I'd like to

17 have this marked as I believe "Exhibit 13".

18 CHAIRMAN GETZ:  So marked.

19 (The document, as described, was 

20 herewith marked as Exhibit 13 for 

21 identification.) 

22 BY MS. HATFIELD: 

23 Q. Mr. Traum, would you please very briefly provid e an

24 overview of your testimony.
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 1 A. Certainly.  My testimony was based on informati on from

 2 Public Service of New Hampshire that the migratio n of

 3 large customers to competitive suppliers, while m ost

 4 appropriate from the perspective of those custome rs and

 5 consistent with the goals of restructuring, is no w

 6 negatively impacting PSNH's captive customers.

 7 MS. HATFIELD:  Mr. Traum, why don't you

 8 just pause for a moment.  I think your microphone  is not

 9 --

10 (Brief off-the-record discussion 

11 ensued.) 

12 CHAIRMAN GETZ:  Okay, let's try again.

13 BY THE WITNESS: 

14 A. My testimony is based on information from Publi c

15 Service of New Hampshire that the migration of la rge

16 customers to competitive suppliers, while most

17 appropriate from the perspective of those custome rs and

18 consistent with the goals of restructuring, is no w

19 negatively impacting PSNH's captive customers, wh o are

20 largely residential or small businesses customers .

21 According to PSNH, the impact in 2010 alone was t hat

22 $28 million in costs for PSNH be prepared to prov ide

23 default service to all of its customers was paid by

24 captive Energy Service customers, meaning basical ly the
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 1 residential and small business customers.  Accord ing to

 2 PSNH, this represented about a 5 percent increase  in

 3 Energy Service bills to those captive customers.  This

 4 cost shifting is unfair, and we believe that it

 5 violates the requirements of the restructuring la w, RSA

 6 374-F:3, VI, which requires, and I'll quote,

 7 "Restructuring of the electric utility industry s hould

 8 be implemented in a manner --

 9 (Short pause regarding the microphones.) 

10 CHAIRMAN GETZ:  We may have it.  Go

11 ahead.

12 BY THE WITNESS: 

13 A. "Restructuring of the electric utility industry  should

14 be implemented in a manner that benefits all cons umers

15 equitably and does not benefit one customer class  to

16 the detriment of another.  Costs should not be sh ifted

17 unfairly among customers."  We also believe that PSNH

18 bears the burden of implementing changes in order  to

19 stop this cost shifting immediately.  

20 My testimony went on to offer some ideas

21 for discussion.  I note that I provided a range o f

22 options on Page 8 and 9 of my testimony, as we be lieve

23 that, in this investigation docket, it was import ant to

24 thoroughly review and put out all potential optio ns,
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 1 both short and long term.  In the interest of tim e, I

 2 will not repeat those options here.

 3 BY MS. HATFIELD: 

 4 Q. Mr. Traum, do you have any updates to your test imony?

 5 A. Yes, I do have a couple.  On Page 5, Line 7 thr ough 12

 6 of my testimony, I discuss the fact that PSNH sta ted

 7 that the cost shifting to Energy Service due to

 8 migration was about 5 percent higher than it woul d have

 9 been absent migration.  As we heard yesterday, an d as

10 shown in Exhibit 7 as provided yesterday, that nu mber

11 is now up to approximately 8 percent.  Also, in m y

12 prefiled testimony, Attachment 5 was a report sho wing

13 the status of Unitil Electric System's migration as of

14 April 2010, and it showed that migration rate to be

15 roughly 31.4 percent.  And, just for updating pur poses,

16 the most recent information they have filed with the

17 Commission shows that that 31.4 percent has grown  to

18 34.1 percent as of June 2010.

19 Q. And, what docket was that information filed in?

20 A. It was -- give me a second.  It was filed in DE  10-028,

21 as part of the Direct Testimony of Robert Furino,  dated

22 September 17th, 2010, it's in his Schedule RSF-3.

23 Q. Thank you.  Have you reviewed the testimony fil ed by

24 the other parties in the case, the intervenors, t hat
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 1 was filed on September 15th on issues related to

 2 procurement?

 3 A. Yes, I have.

 4 Q. Do you have any comments on that testimony?

 5 A. Yes, I do.  In Mr. Allegretti's testimony, on b ehalf of

 6 Constellation and the Retail Energy Services

 7 Association, RESA, Mr. Allegretti listed some act ions

 8 that the Commission could require PSNH to underta ke in

 9 order to enhance the competitive retail energy ma rket

10 in New Hampshire for small customers.  He include d

11 items such as the purchase of receivables and cus tomer

12 referral programs.  The OCA is supportive of thes e

13 types of initiatives as a way to jump-start resid ential

14 choice, as well as to provide a jump-start of cho ice to

15 other small customers.  Based on testimony yester day,

16 Exhibit 6 was marked for identification, which sh ows

17 some of the similar activities undertaken by PSNH 's

18 sister companies, CL&P and WMECO, along this line ,

19 where they provide quarterly inserts to customers  with

20 supplier information, customer referral programs,  and

21 some forms of purchase of receivables program.  T hese

22 types of items in Connecticut have resulted in ov er

23 27 percent of CL&P's residential customers migrat ing to

24 competitive choice as of July 2010.  As we look f or
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 1 ways to get competitive choice moving for small

 2 customers in New Hampshire, we see these as certa inly

 3 areas where improvements can be made that may hel p

 4 jump-start that competition.

 5 Moving on, as was recommended by the

 6 witnesses for TransCanada, Constellation, RESA, a nd the

 7 New England Power Generators, the OCA would also

 8 support requiring PSNH to put out RFPs for any

 9 supplemental power needs that they have for Energ y

10 Service, even though we recognize that, as migrat ion

11 grows, the need for such supplemental power decli nes,

12 and it has declined significantly in recent years ,

13 which makes this a greater challenge to manage.

14 As I stated in my direct testimony, the

15 OCA supports a stay-out provision, similar to a

16 stay-out provision that exists today in the natur al gas

17 industry in New Hampshire.  I believe TransCanada  has

18 also supported that concept.  So that, if a custo mer

19 leaves Default Energy Service, and wishes to retu rn

20 within 12 months, they have to pay a premium over  the

21 existing default rate.  We consider this approach  as

22 comparable with the -- comparable and maybe the - - with

23 the stay-out concept in the Retail Energy Service s

24 Program, which PSNH raised in their rebuttal prog ram
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 1 [testimony? ], which was offered back in I believe 2005.  

 2 We also continue to support exploring

 3 the idea of allocating the costs and output from PSNH's

 4 owned generation and entitlements to separate cla sses

 5 and then setting separate Energy Service rates.  Again,

 6 it's our understanding from the testimonies of

 7 TransCanada and Constellation and RESA they also

 8 support this approach.  We recognize that this wo uld be

 9 complicated and we believe that, if the Commissio n

10 directs the parties to explore this approach, tha t a

11 method could be derived in a fairly short time fr ame,

12 within 6 to 12 months, given Commission direction  to do

13 it.

14 Mr. Allegretti also testified in support

15 of a Full Requirements Support structure, as oppo sed to

16 PSNH's current Managed Portfolio Approach.  We be lieve

17 that this is consistent with the OCA's suggestion  in my

18 direct testimony that PSNH be required, at a mini mum,

19 to utilize RFPs for its market purchase needs.

20 And, finally, Ms. Hennequin, for the New

21 England Power Generators Association, proposed th at all

22 related dockets to this one be delayed until this  one

23 is resolved.  While we agree that many of the iss ues

24 she raises are related, we don't believe it's pra ctical
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 1 for the Commission to put those dockets on hold.

 2 Instead, we think that the Commission should reco gnize

 3 all of the corresponding issues being addressed i n

 4 these -- in such dockets, as PSNH Laidlaw docket,  the

 5 2011 Energy Service docket, PSNH's IRP, and its 2 009

 6 Energy Service Reconciliation docket, and should ensure

 7 that the decision that comes out of this docket i s

 8 incorporated into the thinking and decisions as

 9 appropriate in those other dockets.  We also beli eve

10 that the pendency of these other dockets, combine d with

11 the fact that the 2011 Energy Service impact of

12 migration is projected to be higher, means that t he

13 Commission should act on this issue as quickly as

14 possible.

15 Q. Mr. Traum, do you have anything else to add?

16 A. Yes.  And, just very briefly now.  I again urge  the

17 Commission to act as quickly as possible to reduc e the

18 cost shifting that is currently occurring as a re sult

19 of PSNH's procurement strategies and the current

20 migration levels.  It's not fair to residential a nd

21 other captive customers, who have no real competi tive

22 choice yet, to have to pay the additional costs

23 incurred by PSNH in order to manage their migrati on.

24 We tried in this docket to put some ideas forward , and
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 1 we are hopeful the Commission will take action to  help

 2 address these issues as quickly as possible.

 3 MS. HATFIELD:  Thank you.  Mr. Traum is

 4 available for cross-examination.

 5 CHAIRMAN GETZ:  Thank you.  Mr. Patch.

 6 MR. PATCH:  Thank you.  Good morning,

 7 Mr. Traum.

 8 WITNESS TRAUM:  Good morning.

 9 CROSS-EXAMINATION 

10 BY MR. PATCH: 

11 Q. In your prefiled testimony, you were asked what

12 guidance the Legislature has provided on the issu es in

13 this docket, and you cited to the language in RSA

14 374-F:1, about harnessing the power of competitiv e

15 markets.  Is it fair to say that you think that's  one

16 of the guiding principles the Commission should f ollow

17 in deciding the issues in this docket?

18 A. Yes.  I would agree that that is certainly one of the

19 issues.  And, another very significant issue is t he --

20 there should not be an unfair cost shifting among

21 customers.

22 Q. On Page 6 of your prefiled testimony, you said that "in

23 crafting potential approaches to remedy the cost

24 shifting that is occurring, we must be mindful th at
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 1 competitive choice is the goal of State policy."  Is

 2 that fair to say?

 3 A. That's fair to say.  And, when I say it, I view  it as

 4 it's the objective to develop competitive choice for

 5 all customers, not just large customers.

 6 Q. On Page 6, Lines 11 and 12, you went on to say that

 7 "migration therefore is not "the problem" in and of

 8 itself.  In fact, some would view high migration as [a]

 9 success."  Is it fair to say that high levels of

10 migration is an indication that state policy is

11 working?  Though, I recognize your position that the

12 negligible amount of migration in the residential  and

13 small C&I classes is an issue.  But is that fair to

14 say?

15 A. It's fair to say that I believe migration is wo rking

16 for the large customers.  We have to fix it for t he

17 small customers.

18 Q. Could you explain your statement on Page 7 of y our

19 prefiled testimony that, "because Unitil and Nati onal

20 Grid utilize RFPs to procure their customers' nee ds for

21 Default Service, their rates more closely reflect

22 current market rates than do PSNH's Default Servi ce

23 rates"?

24 A. Sure.  And, I'll just use National Grid as an e xample.
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 1 That there they will put out an RFP for their sma ll

 2 customer load on six month intervals for 100 perc ent of

 3 their power.  When they're putting out that RFP, a

 4 competitive bidder would know it's for the next s ix

 5 months, and they would be bearing in mind what th eir

 6 expectations of the market price of power will be  over

 7 the next six months.

 8 Q. Could you explain your statement on that same p age,

 9 Page 7, that "migration does not have the same ne gative

10 impacts on customers of National Grid and Unitil as it

11 does for PSNH's customers"?

12 A. There, certainly, in large part, where the RFPs  by

13 Unitil or Grid are, there's a RFP for small custo mers,

14 separate for large customers.  And, the competiti ve

15 bidders essentially do not have to be concerned w ith

16 migration with regards to small customers.  They can

17 tailor their bids with that in mind, recognizing that,

18 if market prices go down significantly during the  six

19 month period, those small customers, at this poin t in

20 time anyway, do not have the option of leaving th e

21 Energy Service rate.  Whereas, for a large custom er,

22 they'd have the opportunity to migrate, and thus the

23 competitive bidder would build that migration ris k into

24 whatever they would bid for providing the energy
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 1 service.

 2 Q. You made reference to this in your summary this

 3 morning, but the PSNH response to the OCA's Data

 4 Request Number 006, which has been marked as Exhi bit 6.

 5 In that response, PSNH had indicated that, in

 6 Connecticut, approximately 27.4 percent of reside ntial

 7 customers have migrated to competitive suppliers.   And,

 8 I believe that was as of 07/31/2010, is that corr ect?

 9 A. It's correct.  I think the number -- I believe the

10 number is "27.4 percent", I think you said "27.6" .

11 Q. In that same data request, you had asked whethe r there

12 were any programs or policies in place that suppo rt or

13 encourage residential small customer migration fo r

14 PSNH's affiliates in Connecticut and Massachusett s.

15 And, again, I think you made reference to this at  least

16 generally in your summary.  But could you maybe p rovide

17 a little bit more detail about how they answered that

18 portion of the question?

19 A. Certainly.  And, I'm referring to Exhibit 6 now .  For

20 CL&P, they provide a list of customers, including

21 names, service address, mailing address, phone nu mber

22 (if available), and rate code is available for a fee.

23 Quarterly inserts containing supplier contact

24 information and supplier prices are sent to custo mers.
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 1 A customer referral program is available.  And, a

 2 purchase of receivables program was implemented.  I

 3 won't go into WMECO, because I believe it's compa rable.

 4 And, what we heard yesterday from PSNH is at leas t

 5 PSNH's witnesses were unaware that PSNH provides

 6 similar information, at least for small customers .

 7 And, that's -- these are the kind of activities t hat

 8 the OCA feels would be beneficial and may help

 9 jump-start competition for small customers.

10 Q. So, you think those programs or similar ones ar e

11 policies here would make sense for New Hampshire then,

12 is that fair to say?

13 A. That's correct.

14 MR. PATCH:  Okay.  Thank you.  No

15 further questions.

16 CHAIRMAN GETZ:  Mr. Donovan.

17 MR. DONOVAN:  Good morning, Mr. Traum.

18 BY MR. DONOVAN: 

19 Q. Very quickly, I want to go over the -- 

20 MR. DONOVAN:  I think my microphone may

21 have been the -- hopefully, that won't cause any more

22 distractions.

23 BY MR. DONOVAN: 

24 Q. I want to go over briefly the last question tha t
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 1 Mr. Patch had for you.  And, I think I understood  you

 2 to say that, for small customers in PSNH's territ ory,

 3 there are certain programs in place now where

 4 information is shared about competitive suppliers ?

 5 A. If that's what I said, I did not mean to say th at.

 6 Q. Okay.

 7 A. From what I heard yesterday, in testimony by th e PSNH's

 8 witnesses, it sounded like that kind of informati on is

 9 not available currently.

10 Q. Okay.  Great.  Thank you.  In your opening stat ement

11 this morning, I believe you recommended the Commi ssion

12 adopt certain proposals that intervenors have mad e in

13 this proceeding.  Mr. Patch got into some of thos e.  If

14 the Commission were to adopt the purchase of rece ivable

15 program and the sharing of supplier information a nd

16 electronic interchange information that Mr. Alleg retti

17 proposed in his testimony, would that enhance the

18 competitive landscape for small customers in PSNH 's

19 territory?

20 A. I would hope it would.  I would love to see the

21 suppliers guarantee that, with those steps, they would

22 enter the residential market in New Hampshire.  I  don't

23 have that guarantee, but I would hope that those steps

24 would push us along that way.
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 1 Q. In your opinion, why is it that there are not t he

 2 volume of small customers, residential and small

 3 commercial customers migrating that there are in the

 4 large classes?

 5 A. To some extent, I would think that your own wit ness

 6 would be better able to answer that question than  I am.

 7 Q. Is it possible that the market structure for th e small

 8 commercial class is not set up so that it enhance s --

 9 it entices suppliers to come in to serve the

10 residential class?

11 A. That's certainly possible.  And, that's why I'm  making

12 the recommendations that I am.

13 Q. Okay.  Great.  Is there a legal prohibition for  a

14 residential customer right now to switch to a sup plier?

15 A. Certainly not that I'm aware of.

16 Q. Okay.

17 A. I should add, I'm not an attorney.

18 MR. DONOVAN:  Understood.  Wouldn't wish

19 that on anyone.  I think that's it, Mr. Chairman.   Thank

20 you.

21 CHAIRMAN GETZ:  Thank you.  Mr. Peress.

22 MR. PERESS:  Just a couple of questions.

23 BY MR. PERESS: 

24 Q. In your testimony, you have provided some analy sis of
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 1 the levels of migration that are being experience d by

 2 Unitil and by National Grid.  And, I guess my fir st

 3 question is, can you provide a little bit more de tail

 4 as to why you think PSNH is experiencing a higher  rate

 5 of migration than Unitil or National Grid?

 6 A. Sure.  And, I'll start by indicating that, in a ll three

 7 companies, the migration is basically with the la rge

 8 customers.  It's not with the small customers.  W ith

 9 regards to PSNH, as compared to the other two

10 utilities' migration levels for large customers, the

11 structures for Unitil and Grid are such that thei r

12 energy service rates are basically reflecting mar ket

13 prices.  Whereas, as we heard yesterday, PSNH's E nergy

14 Service rates are reflecting a number of items, b ut

15 it's the cost of their own generation and entitle ments,

16 their purchased power decisions.  You know, so th ere

17 are a number of other issues that come into play,  which

18 have pushed their Energy Service rates that a lar ge

19 customer or any customer would pay to higher leve ls

20 than what are currently the case for Grid or Unit il's

21 energy service rates.

22 Q. Is it fair to say that the cost of the output f rom

23 PSNH's owned generation assets is substantially h igher

24 than the power available in the market today?

               {DE 10-160} [Day 2] {12-01-10}



                      [WITNESS:  Traum]
    22

 1 A. It's my understanding that the all-in cost is, that's

 2 correct.  And, there was an -- or, is an Exhibit 8, it

 3 was marked as "Exhibit 8" yesterday, which, basic ally,

 4 the way I would summarize it, indicates that the

 5 forecast for 2011 would mean that the cost, the a ll-in

 6 cost for PSNH's owned units is roughly $100 milli on in

 7 excess of what the market price for power that wo uld

 8 have -- that PSNH could acquire on the open marke t.

 9 Q. So, what you're suggesting is that, at least in  the

10 near term, on a forward-looking basis, the cost o f

11 PSNH's owned generation is expected to be -- to r emain

12 and become more expensive in comparison to the

13 wholesale market, in comparison to the wholesale market

14 power?

15 A. I'm saying, for 2011, based on their own number s, it

16 would be in excess of the market.  I would expect  that,

17 as the scrubber costs go into rates, that might b e

18 exacerbated.

19 Q. You testified that both Unitil and Grid are als o

20 experiencing higher rates of migration.  Can you

21 address your testimony that relates to cost shift ing

22 that results from migration, and explain why addi tional

23 migration or increased migration at Unitil and Gr id do

24 not result in cost shifting, unlike is the case w ith

               {DE 10-160} [Day 2] {12-01-10}



                      [WITNESS:  Traum]
    23

 1 PSNH?

 2 A. Neither Grid nor Unitil have any owned generati on, any

 3 embedded costs that they have to recover through energy

 4 service.  One hundred percent of the costs and th e

 5 risks related to the provision of energy service fall

 6 to the competitive suppliers and the winning bidd ers

 7 for the RFPs.  And, because there are separate bi ds for

 8 large versus small customer classes, there's no c ost

 9 shifting among classes.

10 Q. So, in effect, the customers on Grid and Unitil 's

11 Default Energy Services -- Default Energy Service  are

12 not impacted by migration, is that correct?

13 A. I'd say that's correct.

14 Q. And, therefore, for Unitil and Grid, there are no costs

15 to shift to those remaining customers as a result  of

16 migration, is that correct?

17 A. Correct.

18 MR. PERESS:  Thank you.

19 CHAIRMAN GETZ:  Ms. Amidon.

20 MS. AMIDON:  Thank you.  Good morning.

21 WITNESS TRAUM:  Good morning.

22 BY MS. AMIDON: 

23 Q. As you indicated, you have four options in your

24 testimony to address the impacts of customer migr ation
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 1 of the large customers of PSNH.  Have you conside red,

 2 and it sounds like you have considered, whether a ny of

 3 these options could be implemented in the near te rm of

 4 the long term -- or the long term.  And, would yo u

 5 summarize for me what you consider could be

 6 accomplished in the near term?

 7 A. Okay.

 8 Q. Let's say the next six months.

 9 A. Well, certainly, the issue of divestiture is a longer

10 term issue, and would probably require a separate

11 proceeding before the Commission to look at and a nalyze

12 that.  The other part of my first proposal,

13 alternative, let's say, would be for PSNH to sell  its

14 output into the wholesale market, and then utiliz e an

15 RFP to provide Energy Service.  Whether that woul d be

16 done with regards to all of their output or just any

17 supplemental needs through an RFP, I would think those

18 kind of options, you know, could be addressed in the

19 near term.

20 My second suggestion to look at will be

21 to allocate or assign all costs and outputs relat ed to

22 PSNH's units and entitlements to two general grou ps of

23 customers, we'll call them "residential" or "smal l" and

24 "non-residential" or "large", then treat each gro up
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 1 separately for power purchasing and sales decisio ns, as

 2 well as to develop separate Energy Service rates.   I

 3 don't know if this could be accomplished in a six -month

 4 period.  I would say, yes, it could be accomplish ed in

 5 a short-term period.  You know, there, certainly,  the

 6 devil's in the details, how to determine the allo cation

 7 process and things like that.

 8 Q. But, certainly, that could be accomplished more  quickly

 9 than say a decision on divestiture, which really would

10 require an economic evaluation of whether that's in the

11 best interest of the customers and would involve a far

12 more lengthy proceeding, wouldn't you agree?

13 A. I would certainly hope so.  My third approach w ould

14 impose a charge similar I'll call it to a strande d cost

15 charge on migrating customers, to cover at least some

16 of the costs they impose on Energy Service for th e

17 provision of the provider of last resort service

18 provided to them.  Again, I'd say, you know, depe nding

19 on how the wording is done, this is a provision t hat

20 could be implemented in a shorter term process.

21 Q. With respect to that recommendation, how would this be

22 any different from the non-bypassable charge that 's

23 proposed by PSNH?

24 A. It might not be.  Remember, we've just, in my o riginal
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 1 testimony, we just put out options, you know, tho ughts

 2 for people to consider.  We don't feel as though the

 3 OCA has the burden of proof here.  We're just try ing to

 4 facilitate it, let's say.

 5 Q. No, I understand that.  And, I did observe that , when

 6 you summarized your proposals this morning, you d idn't

 7 include that one as one of the things that you we re

 8 recommending to the Commission.  And, that's the reason

 9 I asked that question.

10 A. Okay.

11 Q. And, so, your fourth one is the stay-out provis ion?

12 A. Sure.  And, there, I think it could be implemen ted in a

13 fairly short-term basis.  Where, if a customer we re to

14 want to return to Energy Service within the stay- out

15 period, yes, they would be entitled to, but it wo uld be

16 at some kind of a premium rate.  And, what that p remium

17 would be would again be something that would have  to be

18 addressed.  But I would think it would be a premi um

19 over the existing Energy Service rate.  And, wher eas

20 PSNH talked about a premium over marginal cost, I  think

21 it would have to be -- the premium would have to be

22 such that it would be over whichever is higher, t he

23 Energy Service or the marginal cost.

24 Q. Mr. Traum, do you think that the implementation  of a
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 1 near term or more immediate measure forecloses th e

 2 needs for a longer term solution?

 3 A. No.  I think that we still need a long-term sol ution to

 4 this.

 5 Q. Okay.  Thank you.

 6 A. I feel like the world is changing, in terms of energy

 7 and fuel sources and things like that.  And, that  this

 8 kind of a problem will persist.

 9 Q. And, that's one of the reasons why you're askin g the

10 Commission to take action as soon as possible?

11 A. Well, we're looking at a cost shifting of $30 m illion,

12 give or take 10 million.  That's something that h as to

13 be addressed.

14 MS. AMIDON:  Okay.  Thank you.

15 CHAIRMAN GETZ:  Mr. Eaton.

16 MR. EATON:  Thank you.

17 BY MR. EATON: 

18 Q. Mr. Traum, do you check the Commission's list o f

19 licensed competitive electric suppliers from time  to

20 time?

21 A. I will occasionally.  It's not a thing I do on a

22 regular basis.  Because, as far as I'm aware, the re are

23 not any competitive suppliers promoting residenti al

24 choice.
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 1 Q. In your testimony at Page 7, you state that "mi gration

 2 risks are assumed by competitive suppliers, and

 3 therefore recognized in the prices that those

 4 suppliers' bids" -- excuse me, "suppliers' bid to

 5 provide Default Energy Service for those utilitie s'

 6 customers."  Are migration risks the only risks t hat

 7 are assumed in the price that competitive supplie rs

 8 bid?

 9 A. In terms of risks that a competitive supplier w ould

10 have to address, and, again, the witnesses for th e

11 competitive suppliers would be better able to ans wer

12 this than I would, but I would think one thing th ey

13 would have to do is decide do they lock in power now

14 for what they anticipate the load-following need will

15 be for that energy service load, or do they gambl e on

16 what's going to come in the market.

17 Q. So, there's load risk?  If all customers stay, let's

18 forget about migration, but for the suppliers ser ving

19 Unitil or National Grid, there's load risk?

20 A. Okay.  Let's just address the energy service fo r Unitil

21 or Grid for small customers, where there is not a  real

22 migration risk.  The bidders on the RFP for that energy

23 service load would have to make their own determi nation

24 of what the load will be, what the weather will b e, and
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 1 how they would meet that need.

 2 Q. And, the risk is on the customers or the risk i s on the

 3 competitive supplier?

 4 A. It's on the competitive supplier.  The competit ive

 5 supplier says "this is the price."  There's no

 6 reconciliation down the road, anything like that.

 7 Q. So, that risk is reflected in the price that th e

 8 competitive supplier bids into the RFP?

 9 A. The risk or benefits, depending on how you want  to look

10 at it.

11 Q. That's an interesting thing, which has not -- h as not

12 been brought up yet.  Usually, with the word "ris k",

13 there's another used.  And, what is a common word  used

14 with "risk"?

15 A. I assume you're getting at "is there a cost?"

16 Q. No, I'm using the word "reward".

17 A. Okay.

18 Q. Assuming the competitive supplier makes all the  right

19 choices on the date that the bid is due, and thin gs

20 turn out much better than the market was predicte d to

21 be.  Do the customers get the benefit of that imp roved

22 condition, from what happened on the date when th e --

23 what was anticipated on the date that the bids we re due

24 or does the competitive supplier get that?
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 1 A. Assuming that there's no ability to migrate, th e rate

 2 to the customer is locked in, they have to pay it .  But

 3 one of the benefits of the RFP process is you've got a

 4 number of competitive suppliers bidding, and mayb e one

 5 them is going to say "Well, I think the market's going

 6 down, and I'm going to base my bid on that."  So,  they

 7 come in lower.

 8 Q. But my hypothesis is that everybody's wrong, an d the

 9 market goes down.

10 A. Everybody wrong as --

11 Q. All the bidders have miscalculated the market, and the

12 actual prices turn out to be better than what all  the

13 bidders thought they would be when they prepared their

14 bids.  Do the -- does the competitive supplier wh o won

15 that bid reap the reward or do the customers reap  the

16 reward?

17 A. In that instance, the competitive supplier woul d reap

18 the reward.  What I would point out is that, unde r the

19 current scenario with PSNH, you make the purchase  power

20 decisions on behalf of your customers.  And, as w e've

21 seen, I believe it's in response to Staff 002, wh ich is

22 the last page of Mr. Hachey's testimony, your

23 decisions, and I'm not saying they were prudent o r

24 imprudent, resulted in hundreds of millions dolla rs in
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 1 excess of market.  The customers have to pay for that.

 2 Q. And, there's a -- some of these purchases invol ve

 3 purchases in 2009?

 4 A. I believe they covered a number of years, when

 5 purchases were made in the periods that you relat ed to.

 6 Q. Do they include power that was supplied under P SNH's

 7 Default Service in 2009?

 8 A. Yes.

 9 Q. And, is there currently a docket open that is

10 evaluating the prudency of PSNH's Energy Service supply

11 in 2009?

12 A. Yes, there is.  And, to short circuit where you 're

13 going, as I indicated, I'm not taking the positio n that

14 your purchasing decisions were imprudent.  I'm ju st

15 saying that your Energy Service customers have to  pay

16 for those.  If you had a competitive supply with a

17 winning bidder, had made the same assumptions and  won

18 the bid, then the same thing would occur.  The

19 customers would have to pay for it.  That's the w orst

20 case.

21 Q. How would your recommendation concerning an RFP  for

22 supplemental supply improve the cost shifting tha t's

23 taking place?

24 A. It may -- my proposal may reduce the over-marke t
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 1 dollars that are going into Energy Service.  Let me

 2 just add at this point that, to the extent that t here's

 3 been a lot of focus on an RFP for your supplement al

 4 purchases, because of migration, it's my understa nding

 5 that now your supplemental purchases result in le ss

 6 than 10 percent of your Energy Service needs.  So ,

 7 we're looking at that's -- if we focus there, tha t's

 8 just a small part of the much greater problem.

 9 Q. Do you -- was your testimony earlier today that  you

10 support customers paying market prices?

11 A. The OCA, consistent with the legislation, suppo rts

12 competitive choices.  If that's the same as marke t

13 prices, then, yes.

14 Q. Did the OCA take the same position during the f irst

15 several years of Energy Service, when PSNH's cost s were

16 below market?

17 A. Just like PSNH, at that time migration was not an issue

18 that we addressed.  We did, I don't know if it wa s

19 formally in testimony or was informally, back eve n in

20 those early years had looked at whether or not th ere

21 should be allocations of generation, the costs an d

22 output to the different classes.

23 Q. You did.  And, my memory could be it was either

24 informally or it was on the record, but the OCA
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 1 definitely did make that suggestion.

 2 A. Thank you.

 3 Q. In Exhibit 6, the response to OCA Set 01, Q-OCA -006, do

 4 you know what the difference is between the equiv alent

 5 of energy service price in the different franchis es,

 6 CL&P and WMECO, the difference between their equi valent

 7 to energy service and the market price offered by

 8 competitive suppliers?

 9 A. I do not know what the rates are being offered in CL&P

10 and WMECO.  They're different load pockets, they' re

11 different, as far as ISO is concerned.  If you wa nted

12 to compare energy service rates, I would think a more

13 comparable thing would be to look at what Unitil and

14 Grid's rates are, compare those to PSNH.  They ar e

15 considerably lower.

16 Q. And, those companies have not experienced a hig h level

17 of migration in the residential class, is that co rrect?

18 Is that your testimony, Unitil and Grid?

19 A. That is correct.  But they have taken advantage  of the

20 competitive market through the RFP process.  So, on a

21 wholesale basis, they have taken advantage of the

22 competitive market.

23 MR. EATON:  Thank you.  I have no

24 further questions.
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 1 CHAIRMAN GETZ:  Thank you.  Commissioner

 2 Below.

 3 CMSR. BELOW:  Thank you.  Good morning.

 4 WITNESS TRAUM:  Good morning.

 5 BY CMSR. BELOW: 

 6 Q. What's your understanding of PSNH's overall cur rent

 7 migration rate?  Or, maybe not current, but most recent

 8 in the record?

 9 A. I believe it's in the 31, 32 percent range.

10 Q. And, do you consider that higher or lower than Unitil

11 and National Grid's overall migration rates, comp arable

12 time frame?

13 A. As I said, Unitil is around 34 percent.  So, I' d

14 certainly say that's the same neighborhood.

15 Q. And, I think your Attachment 4 to your testimon y, the

16 low right corner would indicate that, at the end of

17 June, it's about 35 percent, overall load for Nat ional

18 Grid?

19 A. That's correct, Commissioner.

20 Q. So, overall, PSNH's migration rate is similar t o, but

21 even perhaps less than, a little bit less than Un itil

22 and National Grid for the period ending June 2010 ?

23 A. That's certainly correct.  And, as can be seen clearly

24 in my Attachment 4, for Grid, the G-1 and the G-2
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 1 customer classes are where the -- pretty much whe re the

 2 migration is coming from.  It's not coming -- it' s not,

 3 on a retail basis, it's not coming from the small

 4 customer classes.

 5 Q. Have you thought about whether the idea of a pu rchase

 6 of receivables program should be in general or sp ecific

 7 to residential or residential and small business

 8 customers?  How do you think that might work?

 9 A. Well, many times I slip back into saying "resid ential",

10 but I should say "small customers".  To the exten t that

11 small C&I customers don't have any options either , I

12 think they should -- could be theoretically lumpe d in

13 with residential customers.  And, yes, looking at  the

14 Purchase of Receivables concept for those two sma ll

15 customer groups should be considered.

16 Q. Okay.  And, on Page 8 of your testimony, at Lin e --

17 starting at Line 9, you, in terms of one of the i deas

18 that you think are worthy of further consideratio n, say

19 "A second approach would be to allocate...costs, as

20 well as outputs from PSNH's units and commitments  to

21 two general groups of customers.  One group would  be

22 comprised of residential customers...the second w ould

23 include large commercial and industrial customers ."

24 Where would you place small -- the smallest comme rcial
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 1 accounts?

 2 A. Probably with the residential.

 3 CMSR. BELOW:  Okay.  Thank you.  I think

 4 that's all.  Thanks.

 5 CHAIRMAN GETZ:  Thank you.  Commissioner

 6 Ignatius.

 7 CMSR. IGNATIUS:  Thank you.  Good

 8 morning.

 9 WITNESS TRAUM:  Good morning.

10 BY CMSR. IGNATIUS: 

11 Q. When you heard the testimony yesterday from PSN H that

12 they "recognized a value to PSNH customers who mi grate,

13 a value in the ability to return to PSNH that was

14 different than the value that Unitil and National  Grid

15 customers who have migrated would have experience d."

16 Do you recall that discussion?

17 A. Yes.

18 Q. And, I think their testimony was that "it's not  just

19 that there's someone to come back to, if need be,  if

20 the market becomes too volatile.  But that, by co ming

21 back to PSNH, they come back to a stable generati on

22 supply."  Correct?

23 A. I believe that's what they said.

24 Q. Have you thought about that?  Do you have a vie w that
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 1 that sounds -- makes sense or doesn't make sense?

 2 A. There is a value in being the provider -- havin g the

 3 provider of last resort.  It's that, how is that paid

 4 for?  And, right now, it's being paid for by the

 5 captive customers that, you know, that's really w hy

 6 we're here today.  And, why we have thrown out, y ou

 7 know, some different thoughts on ways to address this

 8 issue.  Certainly, part of one we talked about wa s

 9 recognizing there is a benefit of that, that thos e

10 migrating customers are not paying for during the

11 period when they migrated.  If they come back, ma ybe

12 they should pay a premium to start making up for some

13 of that past time.

14 Q. And, you know from yesterday, in the prefiled

15 testimony, that PSNH kind of took a stab at numbe rs

16 that they felt were appropriate to put into a

17 non-bypassable charge, but acknowledged that you could

18 put more nuanced thinking into all of that.  But,  of

19 the categories that they have selected, property tax,

20 depreciation, debt service component, do you thin k

21 those are appropriate figures to look to for shif ting,

22 "shifting" is the wrong word, for putting into a

23 non-bypassable charge?

24 A. Well, certainly, if the Commission were to say to the
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 1 parties "get back together and try to develop wha t a

 2 non-bypassable charge is", those are certainly co sts

 3 that should be looked at, considered.  After all,  you

 4 know, if we look at these generating units, PSNH first

 5 got into them at a time before choice.  So, they got

 6 into -- made those commitments when they were ass uming

 7 that everybody was going to be staying with them.   So,

 8 I think that's fair.

 9 There are other problems, though, like

10 as was raised yesterday, as the costs of the scru bbers

11 come into play, can that or is that prohibited fr om

12 going into a non-bypassable charge or will just E nergy

13 Service customers pay for that?  The cost of that  is

14 greater, I believe, or at least equal to the cost s that

15 PSNH was talking about through depreciation, prop erty

16 taxes, etcetera, and putting it into a non-bypassable

17 charge.  And, that's kind of a problem.

18 Q. Well, the issue of what's allowed and not allow ed under

19 the current statute is one that has been testifie d to

20 and spoken in your testimony as well.  I want to ask

21 you, on Page 9 of your testimony, Exhibit 13, you  had

22 said that a premium on those who have left and co me

23 back during a stay-out could be crafted so it wou ldn't

24 violate the prohibition against exit and entry fe es.
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 1 Is that correct?

 2 A. Yes.

 3 Q. Can you explain a little further, if you though t about

 4 how that might be done, how you might craft it so  that

 5 it wouldn't run afoul of that statute?

 6 A. I guess I would look at an exit or an entry fee , an

 7 "exit fee" means that you have to pay something t o

 8 leave, an "entry fee" means you have to pay somet hing

 9 to come back.  And, what I'm just viewing it as i s

10 there would be, when or if you come back, you're paying

11 a slightly higher or premium rate.

12 Q. There would, in your thought about a stay-out, it

13 wouldn't be a charge to return if you're out for longer

14 than 12 months, but only if during that 12 month period

15 you returned, you would have a premium charged?

16 A. If you stayed out longer than 12 months, I gues s I

17 hadn't thought about whether you would pay a prem ium

18 rate.  You know, if it should be any customer who

19 migrates and returns pays a premium or if it's ju st

20 within the 12 months.

21 Q. There was also a reference in that same Page 9,  Line --

22 starting at Line 15, that says a premium charged for

23 those who come back during the stay-out period, a nd,

24 you're right, you never talked about "12 months",  I
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 1 think that's just kind of crept in through the co urse

 2 of the testimony yesterday, that having a stay-ou t with

 3 a set period of time would, you said "reduce any

 4 opportunity to game the system by migrating month ly to

 5 the detriment of non-migrating customers."  Do yo u know

 6 what the experience has been on customers who mig rate,

 7 whether they come in and out very quickly?

 8 A. No, we do not have that information.  The way P SNH

 9 reports, migrating customers is just a net number  each

10 month.  So, we don't know if there are customers

11 jumping back and forth.  The concern is, if marke t

12 prices jump in August, because it's an extremely,  you

13 know, anticipated to be an extremely hot month,

14 migrating customers will return to Energy Service .

15 And, then, when market prices decline again in

16 September, they will exit again, and they will ta ke

17 advantage of the Energy Service rate during that

18 one-month period.

19 Q. You had said that the type of stay-out provisio n you

20 were thinking about in your fourth approach was

21 consistent with something that's in place for the

22 natural gas industry.  Do you know if that stay-o ut

23 requirement has had an impact on the number of

24 customers who choose to migrate in the gas indust ry?
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 1 A. It's my understanding from discussions with you r gas

 2 people, that migration among the C&I class has

 3 certainly been very high, even with capacity

 4 assignment, and there has not been any return of those

 5 customers to CGA.

 6 Q. So, in that case, what you've heard is, once th ey're

 7 gone, they have pretty much stayed out?

 8 A. Correct.

 9 CMSR. IGNATIUS:  I think those are my

10 questions.  Thank you.

11 CHAIRMAN GETZ:  Thank you.  Good

12 morning, Mr. Traum.

13 WITNESS TRAUM:  Good morning.

14 CHAIRMAN GETZ:  I have a few questions.

15 BY CHAIRMAN GETZ: 

16 Q. One, I take it from your testimony that you agr ee with

17 PSNH about the underlying proposition here that t here's

18 this effect that's occurring, that there's greate r

19 fixed costs spread among a smaller group of custo mers

20 because of migration, and that something needs to  be

21 done, whether you call it the, you know, the "fai rness

22 issue" or the "cost-shifting issue", that there's  --

23 that action needs to taken to address that effect .  Is

24 that correct?
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 1 A. Yes.

 2 Q. Okay.  And, you've put forth some ideas about h ow to

 3 address the issue.  But I take it that the number ing

 4 doesn't indicate any order of preference or prior ity,

 5 and is that fair to say?

 6 A. That's certainly correct.  I mean, these were j ust

 7 approaches that we wanted to put on the table for

 8 people to think about, to discuss.  We viewed thi s

 9 proceeding as an investigation.  And, that we wer en't

10 supporting one over the other or anything like th at.

11 We were just putting these ideas on the table.

12 Q. And, what I don't see in here, and I didn't see  that

13 you expressly support or oppose the recommendatio n from

14 PSNH.  But, I think, in the exchange with Ms. Ami don,

15 it sounded like you were saying that the PSNH pro posal

16 may be like one way of your third -- of implement ing

17 your third idea, is that fair?

18 A. The third approach being some sort of a non-byp assable

19 charge concept, yes, that's something that we thi nk

20 should certainly be further addressed.  But how - - what

21 items fall in it, and you want to develop it in s uch a

22 way that you do not stifle competition at the sam e

23 time.  So, there's two sides to it.

24 Q. And, then -- well, let me shift gears a little bit.  I
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 1 want to understand what I should take away from t he

 2 exchange you had with Mr. Patch about your testim ony on

 3 Page 7.  And, I think the focus was on the first

 4 question, Lines 1 through 10, in your conversatio n with

 5 Mr. Patch.  And, it would seem to focus on the

 6 difference between PSNH and Grid and Unitil is th at

 7 Grid and Unitil use RFPs and PSNH doesn't.  And, I also

 8 thought you later said that, you know, basically,  PSNH

 9 is only acquiring 10 percent of its power through

10 supplemental resources.  Is that correct?

11 A. The 10 percent was an estimate I calculated for  2011,

12 based upon their Energy Service filing for 2011.

13 Whereas, I guess you could look at it as Unitil o r Grid

14 are acquiring through the RFP process 100 percent .

15 Q. But, I guess where I'm getting to is, in Lines 3 and 4,

16 you said -- you say "As I stated above, Grid and UES

17 bid out the full requirements of their default ES

18 customers to third party competitive suppliers, b ecause

19 they divested all of their energy assets and

20 commitments during Restructuring."  I guess it ju st

21 seems to me, the essential difference between PSN H, and

22 whether its Grid, Unitil, CL&P, or WMECO, is that  PSNH

23 owns assets that basically cost-of-service ratema king

24 applies to and the others don't.  And, that the R FP
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 1 difference is really not the essential difference .  Is

 2 that fair for me to look at it that way?

 3 A. I think that's fair.  It's where PSNH is under the

 4 "hybrid model" and the other companies you mentio ned

 5 are fully restructured.

 6 Q. Well, the last issue I wanted to ask you about goes

 7 back to I think the final questions I was asking to Mr.

 8 Hall, and this -- when I invoked your idea number  one

 9 about the divestiture.  And, as I -- if I underst and

10 PSNH's position correctly, what they're saying is ,

11 "we've got this effect, this symptom, we need to treat

12 it.  And, it's premature to look at divestiture u ntil

13 we have several years of evidence that market rat es are

14 going to be persistently below the Energy Service

15 rate."  And, I want to get your take on, you know , when

16 is it that we know that it's appropriate to pursu e a

17 remedy like divestiture?  When is it that we know  that

18 this is something more than, you know, an intermi ttent

19 symptom that we can deal with or it's something m ore

20 grave?

21 A. Well, as I believe I indicated, we think the Co mmission

22 should open a separate proceeding on the divestit ure

23 issue and examine all of the pros and cons of

24 divestiture.  I think I also referred to, I thoug ht
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 1 that the energy market has changed, because of th e

 2 Marcellus shale gas and the great availability of

 3 natural gas to the Northeast, and what the projec tions

 4 are for natural gas prices in the longer term rig ht

 5 now, and that impact on the energy or the electri city

 6 rates.  And, compare it to what are PSNH's genera ting

 7 units now, they're coal, there's oil, that you ha ve to

 8 look at is the mix going to be outdated as we pro ceed

 9 in the future.  And, those kind of issues, you kn ow,

10 have to be looked at in a divestiture proceeding.   I

11 mean, we're look at continuing evaluation of Newi ngton

12 in the IRP, and that may be expanded or should be

13 expanded to other proceedings.  I think we just h ave to

14 look at, "is it in the public interest to retain or

15 retire PSNH's generating units?"  I'm not saying "yes"

16 or "no".  I'm just saying "it should be looked at ."

17 CHAIRMAN GETZ:  Okay.  Thank you.

18 Commissioner Below.

19 CMSR. BELOW:  Thank you.  One of your

20 questions reminded me of another one I had.

21 BY CMSR. BELOW: 

22 Q. Have you given any thought to the difference be tween

23 Grid and Unitil with regard to a full requirement

24 service RFP and a potential PSNH RFP for their
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 1 supplemental load requirement relative to the loa d and

 2 migration risk that the bidders would experience,

 3 taking in, for instance, your observation that, f or

 4 next year, roughly only 10 percent of their Defau lt

 5 Service load is supplemental?  If there -- it wou ld

 6 seem that, if somebody won the bid for that 10 pe rcent

 7 of the total load, and 10 percent of the load wen t away

 8 or migrated, they might end up selling zero elect ricity

 9 under their winning bid, versus Grid or Unitil, w here

10 they would lose 10 percent of their sales, becaus e they

11 still have 90 percent, if there was a similar

12 10 percent migration or loss of load?

13 A. Yes, I've thought about it.  If the winning bid der for

14 that 10 percent, you know, bid a bit higher than market

15 prices because of the risk of migration, and they

16 didn't -- PSNH did not need any of that supplemen tal

17 power, they would pay zero for it.  And, thus, th e

18 Energy Service -- they wouldn't have to recover a ny of

19 that through the Energy Service rate.  However, u nder

20 the current scenario, if PSNH forecasted that the y were

21 going to need 10 percent more supplemental power,  and

22 went out and bought it, and it wasn't necessary a nd

23 they turned around and sold it, you know, whether  they

24 sell it at a gain or a loss, in past history woul d
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 1 indicate that they're selling it or they're -- at  a

 2 loss, as far as Energy Service customers are conc erned,

 3 Energy Service customers would have to pick all o f that

 4 up.

 5 Q. And, do you have a view on that approach versus  them

 6 just meeting their supplemental needs through the

 7 day-ahead or same day market and just conveying t hat

 8 risk of volatility to consumers, but also potenti ally

 9 conveying the lower prices that historically seem  to

10 have occurred just by buying in the spot market v ersus

11 a hedge product?

12 A. Well, looking historically, Energy Service cust omers

13 would have been better off to the tune of several

14 hundred million dollars had they just bought on t he

15 day-ahead market.  I think that that's certainly a

16 reasonable approach.

17 Q. And, do you have a view on, with regard to your  sort of

18 stay-out concept of, at least for the largest cus tomers

19 that have interval metering, possibly doing somet hing

20 along the lines, which is that the marginal cost or

21 Default Service, with a premium, whichever is gre ater,

22 and making that, for those customers with the int erval

23 meter, potentially based on a marginal cost that would

24 be the spot market price, so there isn't potentia l
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 1 deferrals accumulated to meet those customers tha t

 2 migrate back or just to serve those largest custo mers

 3 in general?

 4 A. If those largest customers were to migrate, wan t to

 5 migrate back to Energy Service, I would assume it 's

 6 because the market price has gone up to a higher level

 7 than the Energy Service rate.  At that point, I'd  say

 8 "okay, your concept of charging them based upon a

 9 time-of-use market price, plus a premium, would m ake

10 sense."  And, it would be above the Energy Servic e

11 rate.

12 CMSR. BELOW:  Okay.  Thank you.

13 CHAIRMAN GETZ:  Any redirect, Ms.

14 Hatfield?

15 MS. HATFIELD:  No thank you.

16 CHAIRMAN GETZ:  Then, you're excused.

17 Thank you, Mr. Traum.  Mr. Patch.

18 MR. PATCH:  Yes.

19 (Whereupon Michael E. Hachey was duly 

20 sworn and cautioned by the Court 

21 Reporter.) 

22 MICHAEL E. HACHEY, SWORN 

23  DIRECT EXAMINATION 

24 BY MR. PATCH: 
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 1 Q. Could you please state your name for the record .

 2 A. My name is Michael E. Hachey.

 3 Q. And, by whom are you employed and in what capac ity?

 4 A. I'm employed by TransCanada Power in the capaci ty of

 5 Director of Eastern Commercial.

 6 Q. And, could you tell the Commission a little bit  about

 7 your background.

 8 A. Sure.  My background was, I began my career yea r with

 9 about 20 years with New England Electric System,

10 specifically, the New England Power Company.  Upo n the

11 divestiture of their generation units, I went to work

12 for TransCanada.  In the capacity -- in my capaci ty at

13 TransCanada, I undertook to begin what has now be come a

14 fairly sizable retail marketing program, as well as

15 being responsible for government relations and

16 regulatory affairs.

17 Q. And, you're the same Michael Hachey who submitt ed

18 prefiled testimony in this docket?

19 A. I am.

20 Q. That's dated "September 15th, 2010".  Is this a  copy of

21 that testimony?

22 A. Yes, it is.

23 MR. PATCH:  Mr. Chairman, I'd ask that

24 this be marked as the next exhibit.
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 1 CHAIRMAN GETZ:  It will be marked for

 2 identification as "Exhibit Number 14".

 3 (The document, as described, was 

 4 herewith marked as Exhibit 14 for 

 5 identification.) 

 6 BY MR. PATCH: 

 7 Q. Do you have any corrections or any updates to t he

 8 prefiled testimony that you'd like to provide to the

 9 Commission?

10 A. Yes.  I have one relatively minor correction.  Some

11 past testimony simply carried through.  And, that 's on

12 Page 8 of 12, and it's responding to the question  on

13 Line 15.  And, what I would do there is to scratc h the

14 word "no", and insert the words "Other than three  daily

15 sales and one year-long off-peak sale in 2002."  I'll

16 repeat that.  "Other than three daily sales and o ne

17 year-long off-peak sale in 2002."  And, then,

18 continuing with the words that are there, "TransC anada

19 personnel have no record or memory of having been

20 solicited for wholesale power purchases by PSNH",  I

21 would insert the words "since retail access."  Th at's

22 the correction.  And, it's the same correction I had to

23 make in prior testimony.  Sorry that it carried

24 through.
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 1 Q. With those corrections that you just described,  if you

 2 were asked the same questions today, would your a nswers

 3 be the same?

 4 A. Yes.

 5 Q. Could you provide the Commission with a brief s ummary

 6 of TransCanada's position in this docket?

 7 A. Yes.  Basically, we take issue with the content ions

 8 made by PSNH that, because of restructuring, we a re

 9 where we are, where they need to take costs and

10 effectively put them on the wires.  We think ther e's a

11 number of problems with that.  And, I think we've  made

12 that clear in this testimony, as well as in a pri or

13 docket.  I'll discuss it in a second, but I think  I'm a

14 little bit more optimistic that there isn't some

15 agreement on some possible solutions here than pe rhaps

16 Mr. Baumann was.  And, I'll go with that.  But th at's a

17 little bit above and beyond the testimony, and mo re on

18 looking at some of the rebuttal arguments.

19 Q. So, you've had an opportunity to review the reb uttal

20 testimony that PSNH submitted since your prefiled

21 testimony was submitted here?

22 A. Yes, I have.

23 Q. And, do you wish to provide any comments on tha t

24 rebuttal testimony?
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 1 A. Just a couple.  The first is, I was a little

 2 disappointed to hear that Mr. Baumann was disappo inted

 3 that there wasn't more commonality or that the

 4 suppliers hadn't offered anything of value to sol ve the

 5 issue, because I thought -- I thought that we had , and

 6 I thought it actually lined up pretty well with

 7 certainly testimony of the OCA, as well as of Mr.

 8 Baumann himself.  And, on that issue, I'd simply refer

 9 to my testimony, Page 10 of 12, in our comments o n

10 "Alternative 2".  I think we were very clear, bet ween

11 Lines 11 and 18 on Page 10 of 12, that look -- "P SNH's

12 larger customers have numerous options available to

13 them in the market.  They don't need to rely on P SNH to

14 reserve supply on their behalf."  And, other cust omers

15 should not have to pay for the maintenance of a f ree

16 option for those customers.  Options are expensiv e.

17 And, there's a mispricing going on here.  I reall y

18 don't intend to get into whether it's fair or unf air.

19 But just there's something wrong, it needs to be

20 addressed.  And, I thought that there was some

21 commonality here.  And, in fact, I took a lot of heart,

22 when I saw in Mr. Baumann's testimony, and I beli eve

23 that was on Page -- at least my note says on Page  6 of

24 his rebuttal, where he talks about allocating cos ts
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 1 differently to different classes of customers.  A nd,

 2 that seemed to make a lot of sense.  That, to the

 3 extent that larger customers are trying to mainta in --

 4 well, are offered, are provided a free option, th e cost

 5 of that option being borne by other customers is a

 6 mispricing.  And, I think that there's a lot to b e said

 7 for looking at, whether it be a stay-out or wheth er it

 8 be a repricing of the service for those larger

 9 customers who then return, I think that there's a  lot

10 to be said for looking at those issues.  And, I t hink

11 that's where we have a lot of common ground.

12 The other thought that I've had here is,

13 I know that the PSNH witnesses have maintained th at

14 there's an awful lot of value to having that back up

15 supply, and offer that as a product.  That, to th e

16 extent that a customer, on the other hand, wants to

17 maintain that option, wants to maintain that free

18 option of coming back, well, it's not a free opti on,

19 it's going to come at a cost.  And, to the extent  that

20 they value having that backup supply, rather than

21 simply taking it on the PSNH testimony that it ha s

22 value, let's see if the customers think it has va lue.

23 So, describe that backup supply, offer it to cust omers

24 as a product, and see if they want it.
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 1 So, I think that there's -- we've got

 2 something to work with here is the point.  I init ially

 3 came into this docket thinking it was a little,

 4 particularly given the technical session, that we  were

 5 hopelessly divided, but I think not now.

 6 The other point I'd like to make, and

 7 this isn't as significant as the other point, but  it

 8 certainly goes to an ongoing recommendation that we've

 9 had, is on RFPs.  I think there's been a lot of

10 confusion that somehow an RFP is tied to a

11 load-following product.  Nothing is farther from my

12 mind.  An RFP is for whatever the RFP is for.  I think,

13 if you look at, in 2010, PSNH has bought well ove r

14 $100 million worth of power in the market.  And, what

15 our point is, is survey the market openly, in a

16 transparent process, using an RFP, for whatever t hose

17 products are.  If it's a 50-megawatt on-peak stri p for

18 calendar '10, put it out to the market.  What pos sible

19 harm is there in that?  I can't envision.  I'm no t

20 aware of any reason why the price that one would get

21 would be worse than simply calling up a broker.  In

22 fact, guarantied, you're going to save the broker  fee,

23 number one.  Number two, a wide solicitation is

24 inevitably going to bring in more competition.  A nd, I
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 1 think, as a competitive supplier, competition is good.  

 2 I'll spare you a chicken soup example.

 3 But I will bring you a very near hand example, wh ere

 4 I'm looking at buying my son a kayak for the holi days.

 5 Well, I surveyed the heck out of the market to ge t the

 6 lowest price on that kayak.  What's wrong with th at?

 7 And, in fact, because of special circumstances

 8 suppliers may be in or Black Friday or what have you, I

 9 was surprised how many discounts I was able to fi nd on

10 that kayak.  What's wrong with that?  And, I just  don't

11 understand, and particularly given, if these prod ucts

12 -- if these products that PSNH were purchasing we re on

13 their account, then, hey, do whatever you want to  do.

14 But they're not.  They're on the customers' accou nt.

15 And, that's why I think an open, transparent RFP,  I

16 just can't see any reason why not to be proceedin g on

17 that basis.  

18 I'm not down to the incidental, "we need

19 power for tomorrow, 10 megawatts on-peak."  No, I 'm not

20 thinking about that.  But we're talking about wel l in

21 excess of $100 million in purchases.  I think it' s owed

22 to the public to be done on a broader, more trans parent

23 basis.  So, that's all I have.

24 MR. PATCH:  Okay.  The witness is
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 1 available for cross-examination.

 2 CHAIRMAN GETZ:  Mr. Donovan?

 3 MR. DONOVAN:  Mr. Chairman, I have no

 4 questions.  Thank you.

 5 CHAIRMAN GETZ:  Mr. Peress?

 6 MR. PERESS:  No questions.  Thank you.

 7 CHAIRMAN GETZ:  Ms. Hatfield?  

 8 MS. HATFIELD:  Thank you, Mr. Chairman.

 9 Good morning, Mr. Hachey.

10 WITNESS HACHEY:  Good morning.

11 CROSS-EXAMINATION 

12 BY MS. HATFIELD: 

13 Q. Looking at your testimony on Page 4, between Li nes 6

14 and 13, there's a discussion where you refer to s ome

15 PSNH testimony where they characterize the issue that

16 we face as the "current short-term unprecedented market

17 decline".  Do you see that?

18 A. Yes.

19 Q. Do you agree that this is just a "current short -term"

20 issue?

21 A. No.  I think that there's, as we've discussed h ere and

22 elsewhere, I think that there's been some fundame ntal

23 changes in the natural gas market, which, of cour se,

24 drives electric prices in New England.  And, that
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 1 change is something, and it relates to the

 2 unconventional gases, whether it be shale gas, co albed

 3 methane, other finds and other methodologies of

 4 extracting that gas.  I think that's led to, in t he

 5 view of many, an increased supply in this country  and

 6 in Canada, and conceivably in other nations as we ll.

 7 Q. Turning to Page 5 of your testimony, beginning down on

 8 Line 17, you make reference to whether or not PSN H's

 9 power purchases "have been reasonable or prudent" .  Do

10 you see that?

11 A. Yes.

12 Q. And, do you recall yesterday, I believe it was Mr.

13 Hall, on behalf of PSNH, referenced testimony tha t you

14 recently filed in Docket DE 10-121, which is the 2009

15 reconciliation case.  Do you recall that?

16 A. Yes.

17 Q. And, I think what he was referring to is that, in that

18 testimony, TransCanada successfully gained access  to

19 some information about PSNH's market purchases fo r

20 2009, is that right?

21 A. Yes.

22 Q. And, in your testimony in that case, you said t hat you

23 "could not find anything to suggest that the pric ing of

24 those particular purchases was out of line with m arket
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 1 pricing at the time the purchases were made."  Do es

 2 that sound correct?

 3 A. That's what I said in that docket, yes.

 4 Q. How do you square that with your testimony in t his

 5 docket, where, on Line 21 of your testimony here,  you

 6 say "it appears that many of the purchases may ha ve

 7 been made at or near the point of peak energy pri cing"?

 8 A. Well, there's nothing inconsistent.  Effectivel y, in

 9 the latest testimony, all I was saying is, we loo ked

10 back at the market on the days that those purchas es

11 were made and found that the pricing that we unde rstood

12 was available in the market was relatively consis tent

13 with the pricing in the PSNH -- that PSNH had rec eived

14 on those days.  And, there's probably no particul ar

15 surprise there, because, as we've learned through  this

16 docket, we probably share one of the same brokers .  So,

17 we're essentially looking at prices that were dev eloped

18 by, you know, the same market mechanism, if you w ill.

19 Q. So, your testimony in the other docket, it real ly has

20 to do with the fact that the pricing on those day s

21 looks consistent with what was available in the m arket

22 on those days?

23 A. That's correct.

24 Q. And, does that really go to an issue that Mr.
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 1 Allegretti raised in his testimony about the extr eme

 2 difficulty of conducting these reconciliations an d

 3 looking back on what was the right decision made at a

 4 particular time?

 5 A. Maybe, but I don't know, because I don't have a  good

 6 recollection of his testimony in that regard.

 7 Q. Well, I think one of the things he was talking about

 8 is, and I think the Commission has recognized thi s in

 9 prior dockets, that it is so hard to try to put

10 yourself back in the shoes of someone who's makin g a

11 pricing decision and a purchase decision.  Do you  --

12 does that resonate with you?

13 A. Well, I think you have to look at, you know, th e

14 framework under which they make these purchases.  And,

15 do they have an established framework for how the y're

16 going to do this?  And, if they deviate from it, why?

17 And, you have to ask yourself that.  And, was tha t a

18 wise decision?  So, yes, I'm not a fan of Monday

19 morning quarterbacking.  But I think you've got t o have

20 a sound basis for why you're doing what you're do ing.

21 Q. And, in the case of National Grid and Unitil, t hat bid

22 out all their requirements, there is no Monday mo rning

23 quarterbacking at the Commission, is that right?

24 A. No.  They have gone in with a pre-approved plan  and
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 1 methodology.  And, to the extent they want to dev iate

 2 from that, they go back to the Commission and exp lain

 3 why.  And, I can think, in one instance recently,  and,

 4 you know, it's a little bit consistent with thing s that

 5 we tell retail customers or have told retail cust omers.

 6 And, we said "well, look, we don't market time, w e

 7 don't advise market timing."  However, when the m arket

 8 is at the peak of the peaks, and in the last numb er of

 9 years you can look back, probably a good time to go

10 short on a purchase.  And, if it's at the floor o f the

11 floors, probably not a bad time to go long with a

12 purchase.  And, I think National Grid did that re cently

13 in Rhode Island, where they saw that, you know, m arket

14 pricing was at very, very low levels.  And, they went

15 back to the Commission and they said "well, we wo uld

16 like to deviate from our schedule a little bit."  And,

17 I don't remember the details, I remember the prin ciples

18 here.  And, I believe they did.  And, they went o ut and

19 bought a little bit larger supply than their fixe d

20 schedule otherwise would have called for.

21 Q. And, if, hypothetically, TransCanada won a bid for

22 providing, say, that National Grid Energy Service  in

23 New Hampshire for some period of time, and you we re the

24 person who had developed the bid, the winning bid , and
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 1 you were hundreds of millions of dollars off, wha t

 2 would happen?  Would you have someone to go to to

 3 collect that money?

 4 A. I'm thinking personally at this point.  It woul dn't be

 5 a good day.  No, we wouldn't.

 6 Q. So, if we look at the attachment to your testim ony,

 7 which is the response to Staff 01, Set 01, Questi on 002

 8 in this docket showing the above-market costs, if  this

 9 was information from a competitive supplier, it r eally

10 wouldn't be relevant to ratepayers, because ratep ayers

11 wouldn't have to pick up those costs, is that rig ht?

12 A. That is correct.

13 Q. In discussing the common ground that you think exists a

14 few moments ago, I think I heard you suggest the idea

15 that, "if PSNH believes that they have a product that

16 provides value to customers, that perhaps they sh ould

17 price it and see if anyone takes it."  Did I hear  you

18 correctly?

19 A. Yes.  It's actually something that occurred to me

20 listening to the testimony through the day yester day.

21 And, it strikes me, you know, I think it's only f air,

22 if you're so convinced, then see, see what the ma rket

23 says.  I think that's fairly logical.  Maybe some body

24 else agrees.  And, I don't know.
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 1 Q. So, it sounded like, along that line, you were thinking

 2 that perhaps that value of the backup service cou ld be

 3 an optional product that migrating customers coul d

 4 choose to pay for?

 5 A. Yes.  If -- I think it's just a companion to th e other

 6 piece, which says, to the extent that, you know,

 7 migrating customers want to come back, and they d on't

 8 want to come back to a spot pricing, they, in fac t,

 9 want the pricing which presumably now is below ma rket

10 at PSNH, then, if they want that as an option, we ll

11 that's got value, and, therefore, price it out.  So,

12 they would have the two choices.  They can come b ack

13 and go to spot, or they can have paid for that ba ckup

14 service under the PSNH system, and then would be

15 entitled to ride right through any other constrai nts,

16 because they will have been paying for that servi ce

17 right along.

18 Q. But you just said something that I think is key , and

19 that is that it would be "presumably below market ", is

20 that correct?

21 A. Well, that's why I would imagine the customer w ants to

22 go back.  He wants the free option to go back to PSNH,

23 because they have a below-market service now.  So , to

24 preserve that option, it's only fair that that ca me at
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 1 a cost.  Because, otherwise, it's coming at the c ost to

 2 the smaller customers, who haven't, let's say, ha d the

 3 full opportunity of leaving.

 4 Q. But, if it's optional, and no one takes it, bec ause

 5 it's above market, then aren't we back in the sam e

 6 situation that brought us to this docket?

 7 A. Well, we're certainly -- we will have constrain ed the

 8 ability of all the customers to preserve the free

 9 option.  I think, in my testimony, what I've said  is,

10 PSNH shouldn't preserve their service for their l arger

11 customers.  They have a full variety of options i n the

12 marketplace.  So, they shouldn't be maintaining a  power

13 supply for those customers.  That's, I believe, o ne of

14 the reasons we're here today in this docket, beca use

15 they have been trying to preserve a power supply for

16 people that don't really need it.  You know, when

17 customers are choosing the competitive marketplac e,

18 they're choosing a market that will offer contrac ts up

19 to five years, fixed pricing, locked in, from

20 creditworthy suppliers, for up to five years.  I

21 haven't seen many longer than that.  And, various

22 pricing options in that.  But the point is, it's not

23 subject to reconciliation, it's not subject to ch ange,

24 it's not subject to adders along the way.  It can  be,
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 1 well, fixed pricing for quite a long period of ti me.  

 2 One of the strategies we've seen a lot

 3 of, it was probably introduced by suppliers, but a lot

 4 of customers are employing is they may have a con tract,

 5 for example, for five years today, and -- let's s ay

 6 three years.  And, while they're not at the end o f that

 7 contract, they're looking at pricing out to the f uture

 8 that seems to be still very attractive, given the  state

 9 of the market, and they want to lock that in.  So , they

10 do such things as, which have become fairly commo n,

11 blend and extend.  So, they actually extend the

12 contract and lock in that lower pricing.

13 The point is is that, in the competitive

14 marketplace, there's a wide variety of alternativ es to

15 consumers.  And, I don't see the need for PSNH to

16 maintain a supply for those customers, which I th ink

17 goes a long way towards some of the problems that  we

18 have.

19 Q. In your testimony, you go through each of the o ptions

20 that Mr. Traum laid out in his testimony, is that

21 correct?

22 A. Yes.

23 Q. And, on Page 11, starting at Line 9, is your di scussion

24 of the fourth suggestion.  Do you see that?
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 1 A. Yes.

 2 Q. And, this is a suggestion about a stay-out prov ision,

 3 and then with some type of rate for those who wis h to

 4 return that's more reflective of market purchases .  Is

 5 that your understanding?

 6 A. Yes.

 7 Q. And, just so I'm clear, does TransCanada think that

 8 that is a viable option that the Commission shoul d

 9 consider?

10 A. Well, I think, you know, I'd rather see it pric ed.

11 But, if it's, upon examination, too difficult to get

12 there, then a stay-out I guess is a crude way to do it.

13 But I think I'd rather see these various options,  if a

14 customer leaves, then it shouldn't have a free op tion

15 to return.  And, in fact, it would be better, as I

16 think Mr. Baumann pointed out, that come back at

17 incremental cost, plus an adder.  Well, maybe it' s just

18 incremental cost, because that's, in fact, what t he

19 cost of that service.  I don't know.  That's a

20 possibility.  But the stay-out I think is just a little

21 on the crude side, and it would be better if it w ere

22 priced.  But that's just a thought.

23 Q. So, you're saying that, if -- if we had, you kn ow,

24 Default Service 1, that everybody is on right now , and
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 1 then we develop a Default Service 2, that maybe c hanges

 2 often to reflect market prices, that you actually  don't

 3 need a stay-out period, because that Default Serv ice 2

 4 recovers PSNH's costs of serving those customers.   Is

 5 that what you're saying?

 6 A. Yes.  It's a "not harm, no foul".  In other wor ds, the

 7 customer is trying to do what I tried to do when I

 8 bought the kayak.  What's the best deal?  It's no t up

 9 to me to figure out whether the price offered by LL

10 Bean is fair to LL Bean.  They offered it.  I ass ume

11 they figured that out.  So, I can't -- that's why  I'm

12 hesitant to start using the word "fairness".  I'm  just

13 saying "get the pricing right".  And, then, you'l l all

14 be in good shape, I think.

15 MS. HATFIELD:  Thank you.  I have

16 nothing further.

17 CHAIRMAN GETZ:  Thank you.  Ms. Amidon?

18 MS. AMIDON:  Thank you.  Mr. Mullen will

19 cross-examine Mr. Hachey.

20 MR. MULLEN:  Good morning.  

21 WITNESS HACHEY:  Good morning.

22 MR. MULLEN:  Just a couple of questions.

23 BY MR. MULLEN: 

24 Q. I want to follow up on something you said earli er
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 1 regarding RFPs.  And, I believe you said there wa s some

 2 confusion that it was -- somehow had to be tied t o a

 3 load-following product?

 4 A. That was what I took away, having sat here yest erday.

 5 Yes.  I don't know why there was that confusion, but

 6 there certainly was that confusion.  Yes.

 7 Q. I believe you offered as an example, say, for i nstance,

 8 PSNH had a need for 50 megawatts.  They could put  out

 9 an RFP for a calendar year purchase for 50 megawa tts,

10 see what kind of bids they get.  Is that correct?

11 A. That's correct.

12 Q. Now, in that instance, say, that during that pe riod

13 PSNH's actual needs were in excess of 50 megawatt s.

14 How would you suggest they fill in that differenc e?  As

15 they currently do now, or I suppose it would depe nd on

16 the magnitude, but --

17 A. Well, you know, I'm back to looking at their Le ast Cost

18 Plan, which said that, you know, as an example, t hat

19 what they do is they buy beginning in May and

20 continuing on through the period.  So, I'm just i magine

21 that -- I'm imagining that kind of an approach, w here

22 they kind of the staged purchases, to the extent they

23 have any.  And, you know, I'm at one stage.  So, at

24 Stage 1, "well, I'm going to go out and buy, you know,
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 1 an on-peak product, 50 megawatts, cal '10."  Fine .  I

 2 know I need more, but I'll stage it over that per iod of

 3 time.  So, I -- that's where I'm having a little

 4 trouble with your question.  They may well know t hat

 5 they need more.  But, as a staging, 50 megawatts all

 6 year long is a very expensive purchase.  So, that 's a

 7 valid Stage 1, down the road towards satisfying a ll

 8 their requirements.  You know, if you're then dow n the

 9 road, and looking at "gee, maybe I didn't have th at

10 much load", because of attrition or something els e,

11 then, you know, maybe I don't make those late

12 purchases.  I mean, it's just -- it's a strategy.   It's

13 a way of doing it.

14 Q. So, if I could summarize, your point's basicall y, right

15 now, if they know they have a need, they're not g oing

16 out for an RFP.  And, you're suggesting that, if they

17 know they have a need for at least a certain amou nt,

18 why not put it out to an RFP?

19 A. That's right.  

20 Q. Okay.

21 A. Right.  I'm not advocating that they go out for  power

22 that they don't need, no.

23 Q. I wasn't suggesting that.  The other question I  have

24 is, over the last couple of days we've heard a lo t of
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 1 potential near-term solutions or longer-term solu tions.

 2 Do you think that, if any near-term solutions are

 3 pursued that that forecloses the need to look at

 4 longer-term solutions?

 5 A. No.  As I think I said during the technical ses sion,

 6 though, whatever near-term solution is chosen, yo u

 7 should have in mind perhaps if there's a longer t erm in

 8 mind.  In other words, just to pick one, if it's longer

 9 term in divestiture, I don't think you would want  to do

10 anything inconsistent with divestiture.  Just to pick

11 one.  Not that I'm sitting here today as the advo cate

12 for divestiture.  But you wouldn't want to do som ething

13 today that's inconsistent.  It's not a profound p oint,

14 just I think a sensible point.

15 MR. MULLEN:  Okay.  Thank you.  I have

16 nothing further.

17 CHAIRMAN GETZ:  Commissioner Below.  Oh,

18 excuse me.  Mr. Eaton.

19 MR. EATON:  Thank you.

20 BY MR. EATON: 

21 Q. Ms. Hatfield asked you a question about your te stimony

22 in the reconciliation docket, DE 10-121.  Did you

23 recommend a disallowance in that testimony that t he

24 costs of PSNH's purchased power should be disallo wed?
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 1 A. In that testimony?

 2 Q. Yes.

 3 A. I don't believe so.

 4 Q. So, --

 5 A. I didn't make a recommendation one way or the o ther,

 6 whether it should be allowed or disallowed.

 7 Q. So, your statement at Page 5 of your testimony that the

 8 purchases were not prudent, you did not -- I'm lo oking

 9 at Page 22 of your -- I'm sorry, not "page", but Line

10 22 of Page 5, you said "This suggests a lack of

11 prudence on their part."  But, after you've seen the

12 prices, you're not recommending a prudence disall owance

13 in your testimony?

14 A. Okay.  You're -- I think you're mixing me up he re, and

15 I'm not sure.  Can we start -- let's start with t he

16 most recent testimony.

17 Q. Yes.

18 A. Okay.

19 Q. In that testimony, --

20 A. Could we have -- I thought I had a copy, but ma ybe you

21 better give me a copy.

22 Q. I'm sorry, I don't have a copy.

23 MS. HATFIELD:  I have an extra copy.

24 (Atty. Hatfield handing document to the 
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 1 witness.) 

 2 WITNESS HACHEY:  Okay.  Is this what you

 3 -- okay, I'm all set.  I found it.  Okay.  Let's start

 4 there.

 5 MR. EATON:  All right.

 6 CHAIRMAN GETZ:  Thank you, Ms. Hatfield.

 7 MS. HATFIELD:  Absolutely.

 8 BY MR. EATON: 

 9 Q. On Page 5 of 12 of your testimony in this proce eding,

10 at Line --

11 A. Okay.  Now, we're back to the other testimony?

12 Q. Yes.

13 A. In this?  Okay.  That's where I'm having troubl e.

14 Q. At Line 22, --

15 A. Excuse me, which page?

16 CHAIRMAN GETZ:  One person can talk at a

17 time or Mr. Patnaude is not going to get this.  L et's

18 start with the citation, Mr. Eaton.

19 BY MR. EATON: 

20 Q. In your testimony in this docket, Exhibit 14, P age 5 of

21 12, on Line 22 to 23, you state in the passage

22 following what Ms. Hatfield read to you, "This su ggests

23 a lack of prudence on their part."

24 A. I read that.
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 1 Q. Okay.  In your testimony that was recently file d in

 2 docket DE 10-257, did you recommend that there be  a

 3 prudence disallowance for PSNH's purchases?

 4 A. The confusion I'm having is, in DE 10-121, we w ere

 5 dealing with 2009, right?

 6 Q. Yes.

 7 A. And, in this docket, I'm talking about 2010.

 8 Q. Wasn't the contract in question that was so muc h

 9 litigated in the previous docket, 09-180, for pur chases

10 that were used in 2009 and 2010?

11 A. As I tried to say earlier, what we did was we l ooked at

12 the market pricing on the days identified by PSNH  that

13 they made purchases on.  And, we found that, yes,  in

14 fact, that the pricing in those purchases was

15 consistent with what the market was.  That's real ly the

16 only thing I've attempted to say in DE 10-121.  A nd, we

17 thought we owed that as a -- after, you know, hav ing

18 struggled to get to look at that, we thought we w ere

19 obligated to provide what our conclusion was.  Th at's

20 what the sum and substance of DE -- my testimony in DE

21 10-121 was.

22 Q. And, with that summary of that testimony, am I correct

23 in stating that you do not recommend a disallowan ce for

24 2009 purchases in your testimony?
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 1 MR. PATCH:  Mr. Chairman, I'm going to

 2 object.  I think that's a question really for tha t other

 3 docket.  I don't know why that's relevant here.  I mean,

 4 that's the reconciliation docket.

 5 MR. EATON:  Well, it's relevant --

 6 CHAIRMAN GETZ:  Well, I'm going to allow

 7 the question, because it seems relevant to try to

 8 understand what the witness is saying on Line 22 and 23,

 9 which I'm having some difficulty following as wel l.

10 WITNESS HACHEY:  Could you re-ask the

11 question?

12 MR. EATON:  Yes.  

13 BY MR. EATON: 

14 Q. And, I'd like you to look at that whole answer to the

15 question that starts at Line 17, because you use both

16 years, 2009 and 2010.  And, you state that, on Li ne 22

17 to 23, "This suggests a lack of prudence on their

18 part."  Now, all I'm asking you to say is that yo ur

19 testimony that you recently filed in the prudence

20 docket, for 2009, does not include a recommendati on for

21 a disallowance for an imprudent purchase by PSNH?

22 A. That's correct.  My testimony in DE 10-121 does n't

23 include a recommendation for a disallowance.

24 Q. Thank you.  Could you turn for Page 8 of 12.  A re you
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 1 -- and, I'm looking at the first full answer that  comes

 2 across from Page 7.  You stated, "Yes.  I believe  that

 3 PSNH should use an open and competitive RFP proce ss,

 4 procedurally similar to what Unitil and National Grid

 5 use, to obtain the power it needs to supplement t he

 6 power that it obtains from its own generating ass ets in

 7 order to meet default service customer demand."  Did I

 8 read that correctly?

 9 A. Yes, you did.

10 Q. Is the process, the "RFP process, procedurally similar

11 to what Unitil and National Grid use", is that a full

12 requirements process?

13 A. Unitil and National Grid go out for full requir ement

14 service.  

15 Q. And, so, --

16 A. But what I've recommended is, following a simil ar

17 procedure, when you're buying 100 -- in excess of

18 $100 million, use an RFP process.  I understand t he

19 difference between load-following service and str ips.

20 And, what I'm saying is that, when you're buying in

21 excess of $100 million of a product, I think you owe it

22 to your customers to have a open and transparent

23 process.  Very simple.

24 Q. So, the confusion that you described in your te stimony
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 1 this morning, is it unreasonable to have looked a t that

 2 answer and not thought that it was a full require ments

 3 supplemental power purchase that you were describ ing in

 4 that answer on Page 8, and not just an RFP for st rips

 5 of power?

 6 A. Well, I think I repeated a very similar recomme ndation

 7 on Page 12, which I hoped would have remedied any

 8 confusion.  "Follow an" -- and, I'll read it, "fo llow

 9 an open and transparent RFP process like what Uni til

10 and National Grid must follow for the purchase of

11 power, modified as necessary to account for PSNH' s

12 present status as a generator."  It would be a

13 confusing thing to have a full requirements RFP w hen --

14 mixed in with your generation, unless you subdivi ded

15 your load in some fashion.  Which is why I think I've

16 always been clear, that we're looking for an open  RFP

17 and -- or advocating for an open RFP, open and

18 transparent RFP for the products needed to provid e that

19 supplemental power.

20 Q. Thank you.  That's a lot -- that clarification is

21 helpful.  Now, I'm going to use the term "TransCa nada",

22 and what I'm looking for is the name of the Trans Canada

23 company that participates in the RFP process in N ew

24 England, not the retail supplier, but the one tha t
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 1 provides wholesale supply to companies like Uniti l or

 2 WMECO or CL&P.  So, that's the TransCanada compan y I'm

 3 thinking about.  Is that clear?

 4 A. That's clear.  I believe they're one in the sam e, but

 5 --

 6 Q. All right.  Does TransCanada own generation?

 7 A. Yes.

 8 Q. Is part of that the former New England Power pl ants on

 9 the Connecticut River?

10 A. Yes.

11 Q. Does TransCanada own other generation in New En gland --

12 A. Yes.

13 Q. -- or that's connected to New England?

14 A. Yes.

15 Q. Do your bids into these RFPs, are they based so lely

16 upon your own generation?

17 A. No.

18 Q. And, do you use bilaterals to serve, bilateral

19 purchases to serve some of that load?

20 A. Yes.

21 Q. I think you mentioned earlier that you, meaning

22 TransCanada, and PSNH use the same broker at some  time?

23 A. Well, I learned that in discovery, yes.

24 Q. So, you use brokers?
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 1 A. Yes.

 2 Q. And, do you use RFPs to purchase bilaterals?

 3 A. No, not typically.  And, I think I gave the rea son for

 4 that in answer to discovery.

 5 Q. And, could you provide that answer now?

 6 A. Sure.  We, when we enter into an obligation, we

 7 backstop that obligation immediately.  So, there' s not

 8 time to conduct a multi-day or multi-week RFP in that

 9 regard.

10 MR. EATON:  Thank you.  I have nothing

11 further.

12 CHAIRMAN GETZ:  Commissioner Below.

13 BY CMSR. BELOW: 

14 Q. Does TransCanada Power Marketing sell directly to

15 retail customers?

16 A. Yes.

17 Q. In New Hampshire?

18 A. Yes.

19 Q. And, is that primarily larger

20 commercial/industrial/institutional type customer s?

21 A. Well, we serve typically larger customers.  It happens

22 that three of our larger customer groups are

23 municipalities, the municipal facilities, not mun icipal

24 utilities, but it would be the schools and the hi ghway
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 1 bonds, sewer plant, and all of that sort of thing ,

 2 hospitals and colleges and universities.  So, I j ust

 3 want to give that caveat to give a little better

 4 understanding.  As well as, obviously, large

 5 industrials and other large commercials.

 6 Q. And, is your parent company, is its primary bus iness

 7 related to natural gas?

 8 A. No.  TransCanada began as a large pipeline comp any.

 9 But the power side of the business is now, well, I

10 couldn't give you an exact proportion, but it's v ery

11 large as well.

12 Q. Okay.  

13 A. As well as natural gas storage, so -- and, just  to

14 finish off, as more thoughts come to me, we're al so

15 engaged in a very large oil pipeline from the Alb erta

16 oil sands to the Midwest and the Gulf Coast as we ll.

17 Q. Do you follow the gas markets fairly closely?

18 A. TransCanada collectively does.  I do the best I  can to

19 follow along, yes.

20 Q. You may have heard some testimony about PSNH's

21 projection for default service rates.  I think ne ar

22 term, over the next couple years, they're around 9

23 cents, then, in the mid term, three to five years  out,

24 around 10 cents.  Do you have a view as to whethe r you
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 1 think that's more likely than not or less likely than

 2 not as to whether that is likely to be above mark et or

 3 below market for average load profile in the near  term

 4 and that mid term?

 5 A. When I used to price retail myself, I'd have a much

 6 better idea than I do today.  But my reconciliati on is

 7 that there's a little bit of lean upward in the f orward

 8 pricing of gas, but I don't think it's that bad.  So, I

 9 think that their pricing, as I would see the mark et

10 today, as I would see the market, maybe somebody more

11 sophisticated would have a better view, but, as I  would

12 see the market, or somebody closer to the pricing  than

13 I am today, might have a somewhat different view.   But

14 I think it's above market, yes.

15 Q. So, you're saying, you think more likely than n ot, that

16 will prove to be above market over that next five

17 years?

18 A. Well, as we sit here today and thinking about t he

19 market forwards, I believe it is, yes.  Because I

20 think, you know, in the retail business, the pric ing,

21 you know, I've been seeing is in the 7-8 cent ran ge

22 currently.  And, I don't think it's that extreme.   And,

23 that would be for like the next year.  I don't th ink

24 it's going to get to those levels, certainly, as in
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 1 that exhibit that I saw that got up to over 11 ce nts.

 2 All of that is subject to check, because I just h aven't

 3 been currently pricing out myself, but --

 4 CMSR. BELOW:  Okay.  Okay.  Thank you.

 5 CHAIRMAN GETZ:  Commissioner Ignatius.

 6 CMSR. IGNATIUS:  Thank you.  Good

 7 morning, Mr. Hachey.

 8 WITNESS HACHEY:  Good morning.

 9 BY CMSR. IGNATIUS: 

10 Q. You had said that what's most important is to g et the

11 pricing right, and to consider developing a produ ct

12 that would assign a value for that ability to com e back

13 to PSNH's generating supply.

14 A. Yes.  I really had it kind of as the sidecar, i f you

15 will, to the primary product, which is "No, you c an't

16 come back.  You don't have a free option anymore.   If

17 you're coming back, then you're going onto, you k now,

18 incremental cost or market pricing or something t o that

19 effect."  If, however, you want to preserve that

20 option, and this has occurred to me listening to the

21 testimony, and you think that you agree with PSNH  that

22 that backstop service of PSNH is valuable, well,

23 there's another amount that you could pay to pres erve

24 that option, if you would.

               {DE 10-160} [Day 2] {12-01-10}



                      [WITNESS:  Hachey]
    81

 1 Q. Can you help flesh out what that might look lik e?

 2 Either based on products that you've seen others out

 3 there in the market selling or just thinking it

 4 through, and I realize this is maybe kind of off the

 5 top of your head and not that refined, but an exa mple

 6 of what might a utility in PSNH's situation might  be

 7 able to offer, in terms of timing, offering somet hing

 8 today that allows a customer to return later, or a

 9 product that would be offered only upon return, t hat

10 they would then have to buy to be able to get bac k into

11 the system?  Just a little bit mechanically what you

12 think how -- how those things might work?

13 A. Well, to the extent that they're actually maint aining a

14 power supply for that customer to come back, then  I'd

15 say "what's the cost of maintaining that power su pply?"

16 Another way of doing it is to say, "well, what is  that

17 actually worth in the marketplace?"  So, you know ,

18 thinking through their power supply, stripped dow n,

19 there's an awful lot of Merrimack, better than

20 50 percent of their power supply, a smaller amoun t of

21 hydro, you know, some wood, and, you know, a lot of

22 fixed price non-utility contracts, I believe.  An d, so,

23 that's -- that creates a price, and how does the market

24 value that?  You know, that kind of an option, to  get

               {DE 10-160} [Day 2] {12-01-10}



                      [WITNESS:  Hachey]
    82

 1 back to that kind of price, so you could think th rough,

 2 you know, how would the market price that out?  A nd,

 3 that's a market-based approach.  This is very muc h on

 4 the fly.  But how would the market price that out , and,

 5 therefore, you know, we'll charge the customers t hat.

 6 And, to the extent that people take that service,  and

 7 then it winds up that it's, you know, above and b eyond

 8 the costs, then the remaining customers could wel l bear

 9 the benefit of that.

10 Q. Are you imagining that you might -- a utility l ike PSNH

11 might offer both an option for one who wants to l eave

12 today, but pay monthly for the right to come back ?

13 A. Uh-huh.

14 Q. Or, as well as a product that would be for one who says

15 "I don't think I'm likely to come back, I'm not g oing

16 to pay that sort of option price to come back."  But,

17 if things change down the road and they do want t o come

18 back, they would then pay a higher amount that wo uld

19 reflect the costs they're imposing or is your vie w

20 that, once you're gone, there is no cost on the p art of

21 PSNH to be reimbursed, because -- or to be recove red,

22 because they're no longer maintaining any sort of

23 supply for that person, so there really isn't any  cost

24 for the customer to come back again?
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 1 A. Yes.  Certainly, it's easiest to think about as  a

 2 one-time thing.  But, if you've got to do it on a

 3 continuing basis, then, you know, what I would sa y is

 4 somebody -- in a theoretical sense, then the minu te

 5 somebody gives me notice that they want that serv ice,

 6 I'm going to start reserving a power supply for t hem.

 7 So, that's another way to do it.

 8 Q. In your experience in the competitive supply ma rket, do

 9 customers tend to come and go in and out into the  third

10 party supply market and then back to the regulate d

11 utility, or do they pretty consistently stay out once

12 they've left?

13 A. I think, in the early days, we saw a lot, in fa ct, we

14 saw a lot of people, customers that would always keep

15 an idea on the utility price and be ready to jump .

16 And, in fact, personally, I remember a number of

17 instances where I said "Well, the pocket has move d

18 above the utility backstop rate.  So, I've got no thing

19 to offer you.  You should go back to the utility.   I

20 think that, as the utility offerings have evolved , you

21 know, they're shorter term, three and six months.   And,

22 a lot of customers have gotten, I think, pretty g ood

23 advice, you know, from the retail brokers about " look,

24 these prices are really good, and now is the time  to,
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 1 you know, this price level of the market, now is the

 2 time to lock in longer term", and they have been doing

 3 that.  So, I think where I'm going is that I don' t -- I

 4 think, as the market has evolved, the customers j ust

 5 aren't looking back anymore.

 6 Q. Do you know of any utilities that are in the si milar

 7 situation, where they own generation and they're

 8 grappling with the same difficulties, with migrat ion

 9 and loss of customers and fixed costs that still need

10 to be recovered?

11 A. I think a lot of them have -- continue to have PPAs of

12 some sort.  And, I know that, up in Maine, some o f the

13 utilities up there put the entitlements that they  have

14 to the marketers, who want to supply wholesale se rvice.

15 I'm also thinking of the offshoot where, you know , the

16 Hydro-Quebec interconnection credits are availabl e to a

17 lot of the utilities.  They have maintained those

18 credits, they have value.  And, best I know, they

19 simply extract the capacity value for those credi ts and

20 provide it to the customers.  So, there's a lot o f

21 utilities, and I know that for the longest time a  lot

22 of them continued to have a lot of non-utility ty pe of

23 contract, legacy contracts.  I couldn't be sure t oday.

24 I haven't really tried to follow that.
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 1 Q. And, this may be the same answer, I'm not sure,  a

 2 slightly different way of asking it.  Are you awa re of

 3 any utilities that are in the situation PSNH is i n,

 4 where they own some generation and are using an R FP

 5 process for some portion of their supplemental lo ad?

 6 A. Well, that would be the -- it kind of is -- I'l l take

 7 it as the same question.  The Maine utilities, I

 8 believe, do that very formally, and they put the supply

 9 contracts, at least they had been doing that, the y put

10 the supply contracts to the supplier.

11 Q. And, I think it was your testimony, but let me confirm.

12 The process that you know of that Unitil and Nati onal

13 Grid follow for Default Service is one that you t hink

14 could be adapted for PSNH to put out for a fixed amount

15 of supplemental power?

16 A. Sure.  I think, you know, I think what I've rec ommended

17 is nothing more or less than what I used to see,

18 certainly, when I was at New England Power, and a

19 number of municipal utilities would periodically go out

20 for strips up power.  They might go out for servi ce for

21 the entire municipality.  But, often, they'd simp ly go

22 out for a strip of power.  I mean, there's nothin g new

23 there.  It's been done many, many times.  And, it 's

24 really not something a market participant with a fixed

               {DE 10-160} [Day 2] {12-01-10}



                      [WITNESS:  Hachey]
    86

 1 obligation will often do, and for the reason that  I

 2 gave, because, typically, you're trying to lock d own

 3 that obligation or a fixed obligation, and you're

 4 trying to lock down your costs on that obligation

 5 immediately, so that you get that behind you.  So me

 6 suppliers may occasionally skate and not try to l ock it

 7 down.  But good luck to them on that.  Because, y ou

 8 know, what looked like a good day today, tomorrow  can,

 9 because of the thin margins involved, not look so  good.

10 CMSR. IGNATIUS:  All right.  Thank you

11 very much.

12 BY CMSR. BELOW: 

13 Q. You market to retail customers in Connecticut a s well?

14 A. Yes.

15 Q. Do you have a view on whether a purchase of rec eivable

16 program makes a difference in Connecticut to who you

17 market to or would it make a difference in New

18 Hampshire?

19 A. I don't really have a view.  I should, because I knew

20 that was a topic here and I didn't -- we deal wit h, you

21 know, default risk a little differently.  We have  an

22 insurer, which, of course, doesn't work so well w hen

23 you're down in the very small customers.  So, I m ean,

24 the only thought that I've had on that issue is, you
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 1 know, customers are a lot more likely, when you'r e down

 2 at the small customer level, the residential cust omer

 3 level, the customers are a lot more likely to pay  the

 4 bill of the party that can pull the meter.  So, y ou

 5 know, from that angle, the best party to mitigate  that

 6 risk, unless I've missed something, is the utilit y

 7 itself.

 8 In other words, following on the theory

 9 of "Who do you put the risk on?"  The party that can

10 best manage it, strikes me, from just kind of a c rude

11 common sense point of view, that the utility is i n the

12 best place to manage that.  But I defer to Mr.

13 Allegretti or others from RESA as to really what the

14 key issues are there.

15 CMSR. BELOW:  Okay.  Thank you.

16 CHAIRMAN GETZ:  Okay.  Good morning, Mr.

17 Hachey.

18 WITNESS HACHEY:  Good morning.

19 BY CHAIRMAN GETZ: 

20 Q. I'd like to talk about the question and answer in your

21 testimony, it's at the bottom of Page 4 and top o f

22 Page 5.

23 A. Yes.

24 Q. And, it seems to me there's a couple of things going on
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 1 here, and I just want to try and sort them out.  So, on

 2 Line 21, on Page 4, you start by saying "I do not  agree

 3 that the increase in costs that Mr. Baumann is

 4 referring to is an unintended result of restructu ring."

 5 And, there's a couple of pieces here.  And, one, the

 6 first thing you say, "that the increase in costs that

 7 Mr. Baumann is referring to", and I was interpret ing

 8 what he was talking about is not an increase in c osts,

 9 but an increase in the rate, because there are th ese

10 fixed costs that are now being, as a result of

11 migration, are now being borne by a smaller unive rse of

12 customers than they were previously.  Is that fai r for

13 me to conclude that?

14 A. Well, as I was listening to testimony earlier, it kind

15 of comes down to "what do you mean by "fixed cost s"?" 

16 Because, where I came in on this issue is that, y ou

17 know, a number of purchases were undertaken in 20 08

18 that wound up being very high cost.  So, without -- are

19 those now fixed costs or are those --

20 Q. Well, that's why I'm trying to separate out the  issues

21 in my mind.  

22 A. Yes.

23 Q. Because it seems like there's -- you tried to d o your

24 best earlier to clear up some confusion about RPS
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 1 processes and products, and I want to try and

 2 understand.  To me, there seems like there may be

 3 different things going on here.  And, because you  also

 4 refer to an "unintended result of restructuring" in

 5 that sentence, and seems to me the operative word  is

 6 "unintended" there.  And, I'm trying to understan d, if

 7 you dispute the effect that Mr. Baumann identifie s or

 8 you accept that this effect is occurring, that fe wer

 9 customers are -- have to pay the cost of -- some level

10 of fixed costs, or you're just saying that's a na tural

11 consequence of migration in a restructuring situa tion,

12 and it shouldn't be something that we should be

13 addressing.  Do you understand?

14 A. Well, I understand.  Let me take another crack at it.

15 I got involved, interested in this docket, when I  saw

16 those words.  That this is really a problem with

17 restructuring, and now we need to put, my words, but

18 put costs on the wires.  In other words, take a s egment

19 of our power supply costs and put them on all

20 customers.  And, at that stage, I started looking  at

21 "what was going on here?"  It was my view that wh at

22 happened was, in fact, that a lot of very expensi ve

23 power was bought, and is now well out of the mark et.

24 Q. Well, that's what I'm trying to understand, if these
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 1 are separable issues that -- 

 2 A. Well, there may be a second issue.  And, so, we

 3 certainly have that issue, that a lot of power

 4 purchases were entered into at a time when the ma rket

 5 was very high, the market fell.  And, now, it loo ks

 6 like, you know, had it been done in what I'll say  is my

 7 view of their Least Cost Plan, those purchases ha d been

 8 made in accordance with what I saw as the plain

 9 language of the Least Cost Plan, there was about a

10 $30 million savings that could have been achieved .  So,

11 that's one thing.  Right.

12 Q. Right.  That your position, as I take it from t he

13 latter part of this question and answer, is, if P SNH

14 issued an RFP for its supplemental power, it's en ergy

15 service rate would have been lower?

16 A. I think, if --

17 Q. And that benefits customers?

18 A. It's a little different than that.  I think we would

19 advocate the RFP anyway.  But, if the purchases h ad

20 been made closer to the time that the power was g oing

21 to be used, and which I would still contend is in

22 accordance with the Least Cost Plan, that is in 2 009,

23 we wouldn't have had the $30 million problem.

24 I think, in addition to that now, what
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 1 we're seeing is just, you know, a lot of attritio n

 2 having taken place, where now it's creating a pro blem,

 3 to the extent that PSNH continues to try to maint ain a

 4 power supply.  So, I think we're going from one p roblem

 5 into a bigger problem.  And, I tried to allude to  that.

 6 Because, you know, I think it was in the first

 7 discovery question, where I said "well, look, to the

 8 extent that PSNH continues to incur a lot of fixe d

 9 costs for customers that aren't coming back, we'v e got

10 another problem coming on.  So, we're going from one

11 problem into another problem.  Or, maybe it's a

12 combination of the two.  So, as more and more cus tomers

13 leave, now the -- we're losing, and certainly, af ter

14 2010, I think, I'm not quite sure about what purc hases

15 were made in 2011, we shouldn't have that other p roblem

16 of the way-above-market purchases.  And, now, I g uess

17 we're back to the problem of too few, too little load

18 for too much fixed costs.  So, now, they're going  above

19 market on that.  And, my advice there was "stop t rying

20 to maintain a power supply for customers that don 't

21 need you anymore."  That they have a full panoply  of

22 options available to themselves -- available to t hem in

23 the market.  So, that's part of the solution.  

24 Now, to the extent that they just have a
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 1 high cost power supply, even -- even reduced to t he

 2 level of what they need, I don't know.  I don't h ave

 3 any ideas there.  I mean, they just -- they've go t a

 4 problem.  In other words, after you reduce your p ower

 5 supply to the remaining customers, and to the ext ent

 6 that that the pricing of that power supply still

 7 remains well above market, and continues on into the

 8 future, then that's a really large problem.  And,  I

 9 really haven't -- at that point, I think you've g ot to

10 look at all options on the table.

11 CHAIRMAN GETZ:  Okay.  Thank you.  Any

12 redirect?  Oh, I'm sorry.  Commissioner Ignatius.

13 CMSR. IGNATIUS:  Well, I wanted to make

14 a record request, following up on Mr. Hachey's th ought

15 that, in Maine, there may be some mechanism in pl ace that

16 might be interesting for us to look at.  My reque st would

17 be for the Commission Staff to make an inquiry of  the

18 Maine PUC Staff on whether there are mechanisms i n place

19 for supplemental power being put out to bid, and,  if so,

20 either a short write-up of those or citations to any

21 provisions that spell that out.  Not asking for o ur Staff

22 to take a position on whether it's a good idea or  not, but

23 just to put into the record if there is a current

24 mechanism in Maine that would be informative for this
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 1 discussion.  And, I would appreciate that.

 2 WITNESS HACHEY:  I will offer that I

 3 will go to work on trying to get ahold of some of  the RFPs

 4 that will have detailed that out.

 5 CMSR. IGNATIUS:  Yes.  I hesitate, I

 6 don't want to turn this into a larger record and everyone

 7 needing to come back and cross-examine each other  on all

 8 of these documents.  But, if something can be neu tral, and

 9 not in an advocacy sense for or against, but just  simply

10 some information gathering.

11 CHAIRMAN GETZ:  One alternative may be

12 to ask the parties to brief that issue of whether  there

13 are useful mechanisms in Maine that could apply h ere,

14 rather than a record request.  

15 CMSR. IGNATIUS:  Certainly.

16 WITNESS HACHEY:  In Maine, the RFP is

17 run by the Commission.

18 (Chairman and Commissioners conferring.) 

19 CHAIRMAN GETZ:  All right.  We are

20 retrenching.  Did you have something?

21 MR. EATON:  Yes.  I really have a

22 preference for what Commissioner Ignatius suggest ed, that

23 the Staff --

24 CHAIRMAN GETZ:  So do my colleagues.
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 1 MR. EATON:  Therefore, you can go ahead.

 2 CHAIRMAN GETZ:  So, let's reserve

 3 Exhibit 15.  And, Staff would provide citations t o how

 4 RFPs are conducted in Maine.  I guess we don't re ally need

 5 the -- all of the documents necessarily, but at l east some

 6 citations.  And, if there are RFPs, perhaps, that  aren't

 7 generally available through the Maine website.  S o, I

 8 guess we'll just leave Staff some flexibility in how they

 9 put that document together.

10 MR. MULLEN:  Could I just make sure that

11 we clarify this.  This is for supplemental requir ements,

12 not for full requirements, if I heard Commissione r

13 Ignatius correctly?

14 CMSR. IGNATIUS:  That's what I was

15 asking about.

16 MR. MULLEN:  Okay.

17 CMSR. IGNATIUS:  Others may want more

18 than that, Commissioner Below, or --

19 CMSR. BELOW:  Well, or if they only do a

20 full requirement, just to report that and perhaps  provide

21 that citation as well, but --

22 MR. MULLEN:  Okay.

23 CMSR. IGNATIUS:  Thank you.

24 (Exhibit 15 reserved) 
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 1 CHAIRMAN GETZ:  Okay.  Any redirect?

 2 MR. PATCH:  Could I have just a minute

 3 with the witness.

 4 (Atty. Patch conferring with the 

 5 witness.) 

 6 MR. PATCH:  We have no redirect.  Thank

 7 you.

 8 CHAIRMAN GETZ:  Okay.  Thank you.  Then,

 9 the witness is excused.

10 WITNESS HACHEY:  Thank you.

11 CHAIRMAN GETZ:  Okay.  Let's go off the

12 record for a second.

13 (Brief off-the-record discussion 

14 ensued.) 

15 CHAIRMAN GETZ:  Let's just take the

16 lunch recess.  We'll come back at 12:30. 

17 (Whereupon the lunch recess was taken at 

18 11:30 a.m. and the hearing reconvened at 

19 12:33 p.m.) 

20 CHAIRMAN GETZ:  Okay.  We're back on the

21 record.  And, turning to the Constellation witnes s, Mr.

22 Allegretti.

23 MR. DONOVAN:  Mr. Chairman,

24 Constellation and I suppose RESA would call Danie l
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 1 Allegretti.

 2 (Whereupon Daniel W. Allegretti was duly 

 3 sworn and cautioned by the Court 

 4 Reporter.) 

 5 MR. DONOVAN:  Mr. Allegretti, can you

 6 hear me okay?

 7 WITNESS ALLEGRETTI:  Yes.  Thank you.

 8 DANIEL W. ALLEGRETTI, SWORN 

 9  DIRECT EXAMINATION 

10 BY MR. DONOVAN: 

11 Q. Can you please state your name and employer for  the

12 record?

13 A. Daniel W. Allegretti.  I work for Constellation  Energy.

14 Q. And, what's your work address?

15 A. One Essex Drive, Bow, New Hampshire. 

16 Q. And, your title at the company?

17 A. Vice President - Energy Policy.

18 Q. Excellent.  Do you have a copy of your prefiled

19 testimony with you?

20 A. Yes, I do.

21 Q. I'm going to hand you a copy of your prefiled

22 testimony, and ask you to identify that as accura te as

23 to what was filed in this proceeding?

24 A. Yes, it is.
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 1 Q. And, this prefiled testimony consists of

 2 Constellation/RESA Exhibit 1.0, with Attachments 1.1,

 3 1.2, and 1.3?

 4 A. Yes, it does.

 5 MR. DONOVAN:  All right.  Tender that in

 6 for a copy.

 7 BY MR. DONOVAN: 

 8 Q. Mr. Allegretti, do you have any corrections tha t you

 9 need to make to your prefiled testimony today?

10 A. Yes, I do.

11 Q. Can you please walk us through those?

12 A. Yes.  Turning to Page 10 of my prefiled testimo ny, Line

13 Number 13, the last word appearing at the end of the

14 line is the word "outside".  I would like to remo ve

15 that word.

16 Q. Remove it.  You want to strike the word and not  replace

17 it, is that correct?

18 A. Yes.

19 Q. Okay.  So, it would now read "PSNH needs to ret ain or

20 hire individual experts"?

21 A. Yes, it does.

22 Q. All right.  Are there any other corrections?

23 A. Yes, there are.  On Page 14, Line Number 17, it  reads

24 "Under the FRS model, a customer has an all-in fi xed
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 1 price rate against to which it can compare", I wo uld

 2 strike the word "to", it's redundant.

 3 Q. So, that would now read "price rate against whi ch it

 4 can compare"?

 5 A. Yes.

 6 Q. All right.  Any other changes?

 7 A. No.

 8 Q. Can you please summarize your testimony?

 9 A. Yes.  In my testimony, I point out a central is sue in

10 this case, which I think is an area of agreement

11 between Mr. Baumann and myself, although we might

12 describe it differently.  And, that is that there  is

13 upward pressure on the Energy Service rate that i s the

14 result of the allocation of certain fixed costs o f

15 generation and power purchases that are allocated

16 across a shrinking customer base as customers mig rate

17 to third party supply.  I offer a suggestion in m y

18 testimony as to what I believe is the optimal mea ns for

19 addressing the upward pressure issue and the issu e of

20 customer migration and its effect on rates.  And,  that

21 is for PSNH to embrace the use of a competitive

22 solicitation for full requirements load-following

23 service, similar to what is done for Unitil, Gran ite

24 State, Connecticut Light & Power, and Western
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 1 Massachusetts Electric Company.  I highlight that  one

 2 of the virtues of moving to full requirements is that

 3 all of the costs and risks associated with custom er

 4 migration and quantity uncertainty are shifted to  a

 5 third party supplier, rather than borne by the

 6 incumbent utility.  This, of course, begs the que stion

 7 "what is the cost of having a third party assume that,

 8 those risks and obligations?"  And, in my testimo ny, I

 9 append and describe a study that was conducted by  the

10 NorthBridge Group, which I came across in connect ion

11 with testimony I gave in the State of Rhode Islan d

12 earlier this year.  And, in that study, NorthBrid ge

13 reaches what I think are some fairly compelling

14 conclusions with regard to the comparison of all- in

15 costs for Spot Market Service, a Managed Portfoli o

16 Service, and a Full Requirements Service.

17 It indicates that, according to their

18 conclusions, the difference in cost between a Man aged

19 Portfolio approach and Full Requirements Service is, on

20 average, approximately 72 cents a megawatt-hour.  And,

21 it is certainly my opinion that the price protect ion

22 afforded by Full Requirements Service is very muc h a

23 bargain at that price, and I describe that in my

24 testimony.
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 1 I also acknowledge that transitioning to

 2 the use of Full Requirements Service by Public Se rvice

 3 of New Hampshire is somewhat complicated by the

 4 ownership of generation that they have.  And, I d o

 5 suggest that consideration of retirement and

 6 divestiture at this juncture would appear to be

 7 appropriate, and would be the optimal means for

 8 transitioning to the use of Full Requirements Ser vice.  

 9 I also outline in my testimony a second

10 option for getting to Full Requirements Service,

11 involving the use of certain tolling agreements, that

12 would allow PSNH to continue to open and operate the

13 assets, but would also address the Energy Service  rate

14 issues within the case.  

15 Alternately, I note that it would

16 certainly be possible for the Commission to allow

17 Public Service Company of New Hampshire to increa se the

18 Energy Service rate.  And, should that happen, I offer

19 some suggestions in my testimony on how the Commi ssion

20 could also promote competition for retail, partic ularly

21 residential customers, to allow them to take adva ntage

22 of lower cost options in the marketplace, and avo id the

23 effects of the cost increase on the Energy Servic e

24 rate.
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 1 I realize these are somewhat large

 2 changes that I've suggested here in my recommenda tions.

 3 Divestiture, retirement, use of full requirements ,

 4 advancing retail migration, but none of these are

 5 things that are untested or uncontemplated.  They 're

 6 things that we have experience with other utiliti es

 7 here in New Hampshire, with other utilities withi n the

 8 NU family, and, certainly, with other utilities

 9 throughout the restructured states in the Northea st.

10 And, I think that's important to bear in mind.

11 I also want to comment briefly on the

12 notion that Mr. Baumann raises of "fairness".  He  talks

13 extensively in his testimony about the need to ad dress

14 a "fairness issue".  And, I think it was Commissi oner

15 Ignatius yesterday who really put her finger on t he

16 fact that "fairness" is often a matter of perspec tive.

17 And, if you look at what seems fair from the stan dpoint

18 of a customer remaining on the Energy Service rat e, as

19 other customers migrate away, and the upward pres sure

20 results in an increase in the Energy Service rate , it

21 may seem unfair.  But, from the perspective of th e

22 customer who has left, taking their energy supply  into

23 their own hands, chosen what type of rate design they

24 want, who they want to buy their power from, what  kind
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 1 of green certificates or supply they want, for th em to

 2 be tagged with the ongoing investments, expenditu res,

 3 and costs associated with a portfolio that they a re not

 4 availing themselves of, seems unfair as well.

 5 And, so, I would strongly urge the

 6 Commission to consider the recommendations in my

 7 testimony.  Thank you.

 8 Q. Thank you, Mr. Allegretti.  Subject to the two changes

 9 you made orally on the record today, if I were to  ask

10 you the questions contained in your prefiled test imony

11 today on the record, would your responses be the same?

12 A. Yes, they would.  

13 Q. So, they would remain true and accurate to the best of

14 your knowledge?

15 A. Yes.

16 MR. DONOVAN:  Mr. Chairman, with that, I

17 would offer for submission as I think we're on Ex hibit 16?

18 CHAIRMAN GETZ:  Yes.

19 MR. DONOVAN:  Mr. Allegretti's prefiled

20 testimony and its three attachments.  And, subjec t him to

21 cross-examination then.

22 CHAIRMAN GETZ:  Okay.  The exhibit will

23 be marked for identification as number "16".  

24 (The document, as described, was 
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 1 herewith marked as Exhibit 16 for 

 2 identification.) 

 3 CHAIRMAN GETZ:  And, we'll turn to

 4 Mr. Patch?

 5 MR. PATCH:  I have no questions.  Thank

 6 you.

 7 CHAIRMAN GETZ:  Mr. Peress?

 8 MR. PERESS:  No questions.  Thank you.

 9 CHAIRMAN GETZ:  Ms. Hatfield?  

10 MS. HATFIELD:  Thank you.  Good

11 afternoon, Mr. Allegretti.

12 WITNESS ALLEGRETTI:  Good afternoon.

13 CROSS-EXAMINATION 

14 BY MS. HATFIELD: 

15 Q. Do you agree with testimony that PSNH has provi ded that

16 the "current low market prices and resulting migr ation

17 are a short-term issue"?

18 A. No.  I would agree with the testimony that Mr. Hachey

19 gave.  I believe that we're likely to see modest

20 increases in the price of natural gas going forwa rd,

21 but that the substantial discovery of reserves

22 associated with the Barnett and Marcellus shale h ave

23 generally led to a consensus view within the indu stry,

24 or at least a prevailing view, that energy prices  in
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 1 the coming decades are likely to remain relativel y flat

 2 to where they are today.

 3 Q. And, have you seen forecasts yourself that show  that?

 4 A. I've certainly seen forward prices that would i ndicate

 5 that that's the case.

 6 Q. And, would you say that we've -- we are now see ing

 7 fundamental changes in energy markets?

 8 A. I think, certainly, in retail energy markets, w e're

 9 seeing a pretty fundamental shift.  For a number of

10 years, we've seen a situation here in the Northea st

11 where small customers predominantly remain with u tility

12 service.  And, it was really just large commercia l and

13 industrial customers that migrated to third party

14 supply.  We're now at a point where states like

15 Massachusetts and Connecticut have seen more than  half

16 of the load migrated to third party supply.  And,  we're

17 seeing migration rates in the residential sector in

18 those jurisdictions on the neighborhood of 30 per cent.

19 So, in my opinion, that's a fairly fundamental sh ift

20 that we're starting to see within this region.

21 Q. Do you recall yesterday Mr. Baumann making a st atement,

22 I'm going to try to paraphrase, where I think he said

23 something like "it is hard to refute that PSNH's

24 generation safety net is a benefit to all custome rs."
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 1 Do you recall something like that?

 2 A. I do.

 3 Q. Do you agree?  Do you think it's hard to refute  or

 4 could you refute that?

 5 A. I stand behind the statement in my prefiled tes timony,

 6 that I don't believe that there is any value to

 7 customers associated with the PSNH portfolio.  Th at's

 8 not to say that I don't believe that there's valu e

 9 associated with having an Energy Service tariff, with

10 the concept that there is a universal service to which

11 customers can return at any time.  The portfolio that

12 stands behind that is a different issue.  And, I think

13 there's value in having that universal service, e ven if

14 it's priced at the spot market, certainly, if it' s

15 priced based on some type of full requirements se rvice

16 forward procurement.  But, certainly, as I sit he re

17 today, to the extent that the portfolio represent s a

18 cost that is above market, I don't see the value in

19 that for customers.  There's, I suppose, a theore tical

20 value that some day, in the future, prices could be

21 higher relative to that portfolio.  But that seem s to

22 me pretty hypothetical.  I own stock options on E nron

23 at $90 a share, but I'm not really expecting to

24 exercise them soon.
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 1 Q. Did you hear Mr. Hachey talk about the idea of perhaps

 2 putting a price or a value on that option for cus tomers

 3 to return?  Do you recall that?

 4 A. I do.

 5 Q. What do you think of that idea?

 6 A. I think it's difficult to make decisions on beh alf of

 7 customers, because they're not all the same.  And , I

 8 think the best -- the best outcome is one in whic h

 9 customers make their own decisions, as to whether  they

10 want price stability, as to whether they're willi ng to

11 accept the risk of price volatility and manage it  by

12 managing their consumption.  I think that having a

13 universal service that is out there and available  is

14 certainly something that is in the public interes t.

15 But, in terms of asking customers, "do they want to buy

16 an option to return?"  I don't think it's necessa ry.  I

17 think all of the various alternatives for managin g

18 their price risk are out there and available to

19 customers in the marketplace.

20 Q. So, what should we do with the costs that are a t issue

21 in this investigation?  If, under Mr. Hachey's

22 approach, we make -- we say to customers "Hey, do  you

23 want to pay for this option to come back?"  And, they

24 all say "no thank you."  Then, you know, what do you

               {DE 10-160} [Day 2] {12-01-10}



                   [WITNESS:  Allegretti]
   107

 1 suggest that we do with those costs?

 2 A. Well, certainly, the ideal end state is one in which

 3 there is a tariff behind which there is a Full

 4 Requirements Service that offers a relatively sta ble

 5 price, that doesn't require the imposition of any

 6 additional non-bypassable charges or fees or cost s to

 7 return that is universally available, something s imilar

 8 to what Unitil and Granite State provide today.  I

 9 think the real dilemma is how to address the fixe d

10 costs of generation and power purchases that are

11 contained in the portfolio that PSNH uses to supp ly the

12 Energy Service.  And, my recommendation there is that

13 the optimal outcome would be retirement and/or

14 divestiture of the generating assets, so that the re are

15 no longer fixed costs associated with supplying a

16 universal service, but instead a full requirement s

17 product that varies the quantity and manages the

18 quantity uncertainty.

19 Q. And, do you recall that there's been some discu ssion in

20 the last day and a half about the Commission

21 considering short-term changes versus longer-term

22 changes?

23 A. Yes.

24 Q. And, if we -- would you agree that divestiture and a
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 1 Full Requirements Service approach might be a lon ger

 2 term, more than a year, approach?

 3 A. I would agree that it may certainly take longer  to

 4 accomplish.  But I think it's, if I can use an an alogy,

 5 it's a bit like a boat that's taking on water.  Y ou

 6 need to start bailing right away, but it doesn't mean

 7 you should put off fixing the hole in the bottom.

 8 Q. So, if we are to start bailing right away, have  you

 9 looked and considered some of the other things th at Mr.

10 Traum suggested the Commission could look at in h is

11 testimony?

12 A. I have reviewed his testimony.

13 Q. And, what we're calling the "fourth option", th e idea

14 of a stay-out, with perhaps a higher Default Serv ice

15 rate for returning customers, what do you think a bout

16 that for a short-term approach?

17 A. It's something that's been done.  I think they did it

18 in Rhode Island at one point, creating a separate  last

19 report service that was distinct from the Standar d

20 Offer Service, that was priced differently for

21 customers that did return.  And, it proved to be not

22 very popular, but viable at least, and certainly

23 something that could be a solution.

24 Q. So, if it isn't popular, it helps us address on e
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 1 problem, and that is the issue of customers retur ning

 2 and us wanting to ensure that PSNH covers the cos t of

 3 serving them, right?

 4 A. Yes, I would agree.

 5 Q. But it doesn't resolve the other problem, it do esn't

 6 seem, that is the over-market generation, is that

 7 right?

 8 A. It doesn't provide a solution for the allocatio n of

 9 fixed costs across a shrinking customer base.

10 Q. Have you reviewed what's been marked as "Exhibi t 2",

11 which is PSNH's rebuttal testimony?

12 A. Yes, I have.

13 Q. Have you noticed that throughout the testimony they

14 often raise the issue about the motives of compet itive

15 suppliers, their financial interest, and the fact  that

16 they are in it for a profit?

17 A. Yes.  That did not escape my attention.

18 Q. Do you think that that is something the Commiss ion

19 should take into consideration?

20 A. I guess, from my perspective, I certainly am he re on

21 behalf of for-profit companies that are looking f or the

22 opportunity to compete to provide business.  And,  those

23 opportunities are certainly disciplined by the

24 competition amongst ourselves and against each ot her.
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 1 I don't -- I don't hide away from that fact.  At the

 2 same time, I'm not here simply to tell the Commis sion

 3 to do things because they're in the interest of

 4 profit-seeking companies.  The Commission needs t o hear

 5 compelling public policy reasons to adopt the

 6 recommendations that I've made.  And, I've certai nly

 7 endeavored in my testimony to describe the policy

 8 benefits associated with the recommendations and try

 9 and help the Commission see solutions to the dile mma it

10 faces of an increasing Energy Service rate.

11 Q. As you stated a few minutes ago when you were

12 summarizing your testimony, your main recommendat ion is

13 for the Commission to adopt the Full Requirements

14 Service structure, is that right?

15 A. Yes.

16 Q. And, I think what you said was that divestiture  is a

17 requirement to do that, is that right?

18 A. I indicate in my testimony that the optimal mea ns to

19 transition to it would be through retirement and/ or

20 divestiture.  But I also lay out a second alterna tive,

21 which I described as "less than optimal".

22 Q. You also just referenced that in your testimony  you

23 refer to and discuss something called the "NorthB ridge

24 Study", is that correct?

               {DE 10-160} [Day 2] {12-01-10}



                   [WITNESS:  Allegretti]
   111

 1 A. Yes, it is.

 2 Q. And, that's attached to your testimony?

 3 A. Yes, it is.  Exhibit 1.3.

 4 Q. And, PSNH criticizes that study in their rebutt al, is

 5 that right?

 6 A. I believe so.  

 7 Q. And, did you find their criticisms to be valid?

 8 A. I did not find criticisms to be compelling.  I noted

 9 that at one point they cited the testimony of Ric hard

10 Hahn before the Rhode Island Public Utilities

11 Commission.  Mr. Scott Fischer and I also both ap peared

12 in that case, on the opposite side of the issue a s

13 Mr. Hahn.  And, after hearing Mr. Hahn's testimon y, my

14 own, as well as that of Mr. Fischer, the Rhode Is land

15 Public Utilities Commission issued their order so metime

16 shortly after my testimony was filed in this case , and

17 they adopted the recommendation of National Grid that

18 they move forward with full requirements solicita tions,

19 and declined to adopt the recommendations of Mr. Hahn,

20 that they adopt a Managed Portfolio approach.  An d, the

21 Rhode Island Commission found the conclusions of the

22 NorthBridge Study to be fairly compelling, that t he

23 value to Rhode Island consumers associated with t he

24 reduction in risks associated with the full
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 1 requirements solicitation was in the public's bes t

 2 interest.

 3 Q. Does National Grid in Rhode Island own any gene ration

 4 or have significant entitlements or that sort of thing?

 5 A. No.

 6 Q. But is it your position that, despite the diffe rences

 7 between that company in Rhode Island and PSNH, th at we

 8 should still implement that approach here?

 9 A. Yes.  It's my position that the optimal means f or

10 addressing the problem of allocating fixed costs over a

11 shrinking customer base is to get away from provi ding

12 service to that customer base through a Managed

13 Portfolio of generation and fixed quantity power

14 contracts, and to move instead on a going forward  basis

15 to the procurement of full requirement load-follo wing

16 service.  And, I believe that -- I fully agree wi th the

17 statement that Mr. Baumann made yesterday, when h e said

18 that "PSNH is not a fully restructured company."  But I

19 think we're now at a turning point where customer

20 migration is reaching a level and retail competit ion is

21 reaching a level that this Commission needs to

22 seriously consider and this company needs to seri ously

23 consider whether it's time for PSNH to become a f ully

24 restructured company.  And, I think that retireme nt
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 1 and/or divestiture, adoption of Full Requirements

 2 Service, and implementation of my recommendations  to

 3 enhance retail competition are all appropriate in  order

 4 to move New Hampshire to becoming a fully restruc tured

 5 state, like its neighbors to the south.

 6 Q. So, it sounds like your answer to Commissioner Below's

 7 question posed to an earlier witness about "shoul d we

 8 wait and see for some more time or should we act now?",

 9 would be that we should act now?

10 A. I would be very concerned about further delay, as the

11 customer base associated with the ES service will

12 continue to erode as customers migrate to third p arty

13 supply, and decisions will have to be made on a g oing

14 forward basis about additional fixed quantity pow er

15 procurements between now and whenever the Commiss ion

16 makes a longer-term decision.  I think it's impor tant

17 for the Commission to give some thought to this a nd to

18 make a decision with regard to the policy directi on

19 that it wants to take at this juncture.  And, I'm

20 strongly recommending that they move forward with

21 restructuring.

22 Q. Does Constellation serve residential customers as a

23 competitive supplier?

24 A. It does, in two states.

               {DE 10-160} [Day 2] {12-01-10}



                   [WITNESS:  Allegretti]
   114

 1 Q. Which states?

 2 A. In the State of Maryland and the State of New J ersey.

 3 Q. In your testimony, on Page 24, starting right o n Line

 4 1, you have a description of a "Purchase of Recei vables

 5 Program", or "POR", do you see that?

 6 A. Yes, I do.

 7 Q. And, do you recall that, in PSNH's rebuttal, th ey

 8 criticize the POR?

 9 A. Yes, I do.

10 Q. But, then, do you recall yesterday, that when a sked

11 about the POR, the PSNH witnesses said that they don't

12 know how it works?

13 A. I do recall some confusion with regard to the

14 implementation of the POR on behalf of the witnes ses

15 that appeared yesterday.

16 Q. But is it your understanding that it currently exists

17 in Connecticut and will be implemented in

18 Massachusetts?

19 A. Yes.  It is a feature of the retail market in

20 Connecticut.  And, it is a requirement in Massach usetts

21 under the Green Communities Act, that the state's

22 utilities implement a Purchase of Receivables Pro gram.

23 There's currently a docket at the Massachusetts D PU,

24 where a settlement between suppliers and utilitie s on a
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 1 set of recommendations for implementing a POR is

 2 currently pending before that Commission.

 3 Q. And, at the bottom of Page 23 of your testimony , you

 4 are saying that you recommend that the Commission

 5 investigate and implement a POR and other tools, is

 6 that right?

 7 A. Yes, those are my recommendations.

 8 Q. And, if they did, do you think that that would be a

 9 step toward increasing the possibility for small

10 customers to migrate?

11 A. I do.  I know from my own experience that, as

12 Constellation looks at on a state-by-state basis at

13 retail markets and makes decisions about whether or not

14 to begin to serve small businesses and residentia l

15 customers, one of the important criteria that we look

16 for is the existence of a purchase of receivables

17 program.  The other recommendations that I make f or

18 referral programs and electronic interfacing are also

19 factors that we look for.  And, it has also been my

20 experience, in working with other retailers, thro ugh

21 the Retail Energy Supply Association, that those same

22 elements are also high priorities for other mass market

23 retailers in deciding which markets to enter for small

24 and residential customers.
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 1 Q. And, why is Constellation not serving residenti al

 2 customers, if the POR is in place in Connecticut?

 3 A. We have only recently begun serving residential

 4 customers at all.  And, we've taken a state-by-st ate

 5 approach, in which we started with our home state  of

 6 Maryland, and we're taking states on one at a tim e, so

 7 that our back office, our implementation, our rol l out

 8 doesn't get too far ahead of our capabilities.  B ut we

 9 are continually evaluating states to expand our

10 residential offerings.  And, we are certainly loo king

11 most closely at states like Connecticut that have

12 purchase of receivables programs.

13 Q. In PSNH's rebuttal when they raise some issues with the

14 POR, they -- I think the way that they're describ ing it

15 is that it requires the utility to accept a large ,

16 these are their words on Line 19, of Page 13, "ac cept a

17 large risk of the" -- "a large share of the risk

18 associated with serving customers who have migrat ed."

19 And, they -- I think what they're saying is, you know,

20 "why should the utility and its customers accept the

21 risk, if the competitive suppliers are now servin g

22 those customers?"  And, what's your response to t hat?

23 A. You know, a properly designed purchase of recei vables

24 program is really intended to allow suppliers and
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 1 customers to syndicate the risk of nonpayment or

 2 default across all customers.  And, the distribut ion

 3 company, because it is itself billing and collect ing

 4 for distribution services from all of those same

 5 customers, is a very convenient entity to impleme nt

 6 that kind of risk syndication.  Ideally, the prog rams

 7 are structured in such a way that the administrat ive

 8 costs and the bad debt costs are fully covered by  the

 9 program and are not absorbed by the utility.  So,  by

10 way of example, the retail suppliers would effect ively

11 be short paid by approximately one percent.  Fund s

12 would be retained and used to offset the program costs,

13 including the costs of bad debt.  To the extent t hat

14 this retention percentage proves over time to be

15 inaccurate, and that some type of loss is incurre d or

16 gain is occurring, it's reconciled on a going for ward

17 basis.  In this way, the programs benefit, becaus e,

18 when we deal with large customers,

19 commercial/industrial customers, the transaction costs

20 associated with pulling credit reports, evaluatin g

21 credit, negotiating credit terms, are certainly

22 justified by the size of the transactions.  For v ery

23 small customers, such as residentials, the transa ction

24 costs associated with evaluating default risk can  be
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 1 very costly relative to the transaction itself.  By

 2 syndicating the risk, through the use of a purcha se of

 3 receivables program, it's possible to eliminate t hose

 4 transaction costs or at least to bound them to th e

 5 retention associated with the bad debt of the pro gram

 6 itself.  And, in this way, it facilitates retail

 7 competition.  But, again, I would emphasize that it is

 8 ideally designed in such a way that the utility c ompany

 9 is made whole for its administration of the progr am,

10 both in terms of bad debt loss and in terms of

11 administrative expense.

12 Q. And, just to be clear, a POR Program doesn't ad dress

13 the fundamental problems that we're talking about  here.

14 It is more intended to help spur competition for small

15 customers?

16 A. Yes.  That was the intent of my recommendations  on

17 Pages 24 and 25 of my testimony.

18 MS. HATFIELD:  One moment please.

19 BY MS. HATFIELD: 

20 Q. Mr. Allegretti, do you have in front of you the

21 exhibits that have been marked in this case?  And , I

22 specifically want to ask you a question about wha t's

23 been marked as "Exhibit 3".

24 A. I don't have all the exhibits.  Can you refer m e to
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 1 which document that is?

 2 Q. Sure.  This is, in this docket, it's a data res ponse,

 3 and it's Data Request TC, for TransCanada, Set 01 , and

 4 it's Question 026.  And, I have a copy, if you wo uld

 5 like to review it.

 6 A. Oh, that would be helpful.

 7 (Atty. Hatfield handing document to the 

 8 witness. 

 9 WITNESS ALLEGRETTI:  Yes, I now have the

10 response.

11 BY MS. HATFIELD: 

12 Q. And, this question asks a few things.  But the key

13 thing that I wanted to ask you about is the secon d

14 sentence in the question says "Please describe al l

15 efforts undertaken by PSNH to minimize price risk  to

16 customers, in particular those customers that hav e less

17 of an opportunity to choose a lower cost electric

18 supplier, due to the option PSNH customers have s ince

19 deregulation to choose an alternate supplier."  D o you

20 see that?

21 A. Yes, I do.

22 Q. And, then, in response to that, the PSNH witnes ses talk

23 about "price risk [having] been minimized for [PS NH]

24 default service customers by having default servi ce
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 1 prices set only twice annually."  Do you see that ?

 2 A. I do.

 3 Q. And, then, in the next sentence, they say "Furt her,

 4 default service price risk has also been minimize d

 5 through managing over/under recoveries."  Do you see

 6 that?

 7 A. I do.  

 8 Q. And, do you recall yesterday a discussion that I

 9 believe Mr. Baumann had with one of the parties a bout

10 the issue of risk and how PSNH manages it?

11 A. I do recall the discussion.

12 Q. And, my question for you is, this response seem s as

13 though it is really talking about "price stabilit y", is

14 that right?

15 A. I would agree with that.  I think, where it sta tes

16 "Further, default service price risk has also bee n

17 minimized through managing over [and] under

18 recoveries", and where it says that it's been

19 minimizing the number of times per year customers

20 needed to react to price signals, they seem to go , to

21 me, to the question of price volatility, the freq uency

22 with which prices changed, as opposed to the unde rlying

23 cost of the portfolio of resources that supply th at

24 service and whose cost has to be recovered throug h the
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 1 rate.

 2 Q. So, it almost goes more to PSNH's risk of not

 3 recovering those costs than it does to a customer 's

 4 risk of having to pay over market costs?

 5 A. Yes.  I think it goes more to ratemaking than i t does

 6 to cost.

 7 Q. And, yesterday, the testimony, it struck me tha t the

 8 focus of the Company is really on that idea of ke eping

 9 the rate level and very carefully trying to manag e over

10 and under recoveries, but not necessarily trying to get

11 the lowest cost at all times.  Did it strike you that

12 way?

13 A. I would certainly say that, when we provide Ful l

14 Requirements Service, we have a market incentive that

15 drives us to squeeze every dime we can out of the

16 underlying cost, because we need to come in at th e

17 lowest price to win the bid.  And, any savings be yond

18 that, by driving costs down even further, go to o ur

19 bottom line.  One of the challenges that I've

20 encountered with a Managed Portfolio approach lik e that

21 of PSNH is that, however admirable their goals ar e,

22 they don't have the same kind of market-imposed

23 incentives, they don't have necessarily the same drive

24 that a for-profit entity does in that business to  have
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 1 to compete with others, and, therefore, have to d rive

 2 costs down to the very lowest levels.  And, I thi nk

 3 that's one of the interesting conclusions that fa lls

 4 out of the NorthBridge Study.  Which is that, eve n

 5 though third party suppliers earn a return for

 6 providing a product that manages all of this risk , that

 7 the cost to the consumer of getting the full

 8 requirements product is minimally more than the M anaged

 9 Portfolio.  And, the reason for that is, because third

10 party suppliers have really powerful incentives t o

11 wring all of the costs out, to achieve economies of

12 scale, to find ways of being more efficient and m ore

13 cost-effective in providing that service.  So, I think

14 it's the natural incentive, for a regulated entit y, is

15 to be able to obtain recovery associated with its

16 costs.  And, while I certainly don't disparage th eir

17 goal of minimizing costs, I don't think they have  the

18 proper incentives to be as effective as the marke t.

19 Q. Do you recall earlier today the testimony of Mr .

20 Hachey, when he was asked to explain the differen ce

21 between his testimony in PSNH's reconciliation do cket

22 with his testimony in this case?

23 A. Yes, I was here.

24 Q. And, I asked him a question as well about some issues
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 1 that you raised in your testimony relating to the

 2 "difficulty of a prudence review".  Do you recall  that?

 3 A. I do.

 4 Q. And, would you agree that determining prudence requires

 5 more than simply checking math or checking to see  that

 6 a market price that was paid on a particular day was

 7 actually the market price on that day?

 8 A. I think it depends on how the power is procured .  In

 9 the case of a full requirements solicitation, whe re

10 it's simply a matter of taking qualified offers, and

11 comparing them on an apples-to-apples basis and

12 selecting the lowest bid, the review of prudency in

13 that case is really that simple, because the Comp any

14 has very few decisions to make and the informatio n is

15 all clear.

16 In the case of a Managed Portfolio, a

17 portfolio manager needs to make decisions on whet her to

18 buy, whether to sell, and how much, every hour.  And,

19 those decisions impact the overall cost of the

20 portfolio.  So, where the portfolio costs are bei ng

21 passed through, how PSNH bids its units in to the  ISO

22 New England market, when they're dispatched on, w hen

23 they're dispatched off, how they procure their fu el,

24 when they procure their fuel, who they procure th eir
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 1 fuel from, when they decide to sell to mitigate c osts,

 2 when they decide to make supplemental purchases, what

 3 kinds of purchases they make, whether they decide  to

 4 enter into swaps or derivatives contracts, whethe r they

 5 decide not to enter into swaps or derivatives

 6 contracts, those are all decisions that have an e ffect

 7 on the underlying cost of the portfolio.  And, if  you

 8 were really going to do a thorough job of asking the

 9 question "were all of their decisions prudent?"  I

10 think you'd have to review all of those decisions .  I

11 don't know how a Commission really even begins to

12 undertake that task.  

13 One of the great virtues of the full

14 requirement solicitation is that it doesn't have to.

15 Questions there become "Was the process open?  Wa s it

16 competitive?  Was there sufficient participation in the

17 process?  Were the bidders qualified?"  And, fina lly,

18 and most importantly, "did they select the lowest  cost

19 bid?"  So, I think the prudency review exercise v aries

20 greatly, whether you go with a Managed Portfolio of

21 generation and purchases or whether you go with t he

22 full requirements solicitation process.  And, tha t's

23 one of the reasons that I recommend full requirem ents.

24 Q. I think that Mr. Hachey testified that, if the
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 1 Commission didn't move in the direction of Full

 2 Requirements Service, that he would like to see R FPs

 3 used by the Company just as a matter of policy, e ven if

 4 it wasn't for Full Requirements Service.  Do you agree

 5 with that?

 6 A. I think it's probably a useful suggestion, not a second

 7 best solution.  Certainly, when you're dealing wi th a

 8 company like TransCanada, making purchases for it s own

 9 portfolio, it's accountable to its shareholders a nd to

10 its customers, but it's not accountable for the

11 prudency of those purchases.  So, I think, when y ou're

12 dealing with a regulated entity that's purchasing  for

13 the benefit of its customers, you need more

14 transparency.  And, an open, competitive solicita tion

15 process affords that.  It certainly would assist the

16 Commission in determining whether purchases were

17 prudent.

18 Q. Excuse me.  Mr. Allegretti, are you familiar wi th the

19 fact, it's been testified to in this proceeding, that

20 both Grid and Unitil provide that sort of safety net

21 backup service that PSNH provides to its customer s?

22 A. Yes, I am familiar.

23 Q. And, if that, and I think you agree that that b ackup

24 service has a value to customers, to have someone  to go
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 1 back to, if you decide to leave the market, is th at

 2 right?

 3 A. Yes, and I so stated.

 4 Q. But would you agree that for Grid and Unitil cu stomers,

 5 there's no cost for having that backup supply?

 6 A. There is a -- there is a cost to the Full Requi rements

 7 Service supplier to provide that Full Requirement s

 8 Service that serves as backup supply.  But there are no

 9 separate charges, there are no non-bypassable cha rges

10 to customers that leave and come back, there are no

11 exit or re-entry fees associated with the use of that

12 service on the part of customers.  So, I would ag ree

13 that there are no additional charges for that.

14 MS. HATFIELD:  Thank you.  I have

15 nothing further.

16 CHAIRMAN GETZ:  Thank you.  Ms. Amidon?  

17 MS. AMIDON:  Thank you.  Mr. Mullen will

18 cross-examine Mr. Allegretti.

19 MR. MULLEN:  Good afternoon.

20 WITNESS ALLEGRETTI:  Good afternoon.

21 BY MR. MULLEN: 

22 Q. Under questioning from Ms. Hatfield a few minut es ago,

23 she asked you about some testimony that Mr. Hache y had

24 said earlier about some RFPs for -- even if it wa s just
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 1 for pieces of the supplemental purchases? 

 2 A. Yes.

 3 Q. And, you said that that would be basically mayb e a

 4 "second best solution"?

 5 A. Yes. 

 6 Q. So, you think, basically, a Full Requirements S ervice

 7 is the way to go?

 8 A. I do.  I think, if the problem that we're seeki ng to

 9 address is how to allocate fixed costs across a

10 shrinking customer base, procuring standard block

11 products, that is to say fixed quantity products,

12 simply adds to the fixed costs and simply adds to  the

13 risk that it may have to be allocated over an eve r

14 shrinking customer base.  When you procure full

15 requirements, you don't incur a fixed cost.  You

16 procure a product that varies in quantity dependi ng on

17 the size of the customer base.

18 Q. Now, what about the issue of load-following ser vice for

19 just the supplemental purchases?

20 A. Load-following, so, you could purchase -- let m e be

21 clear, because the terminology can be confusing.  When

22 I talk of full requirements, I'm speaking of ener gy,

23 capacity, ancillary services, on a load-following  basis

24 for the requirements.  One could purchase just en ergy
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 1 on a load-following requirement basis for the ene rgy

 2 requirement, or one could also purchase a fixed l oad

 3 shape, a shaped product, that would be a fixed

 4 quantity, and, therefore, contain some of the fix ed

 5 cost risk that I alluded to that would be somewha t

 6 different.  So, that would be sort of the univers e of

 7 possibilities.  For supplemental purchases, purch asing

 8 a load-following product that is energy only or t hat is

 9 energy and ancillaries and capacity would be my

10 recommendations.  Purchasing a fixed quantity loa d

11 shape would not be, because, again, it carries th e risk

12 that you're stuck with a fixed quantity purchase and

13 allocating it over a shrinking customer base.

14 Q. I believe also in relation to the Full Requirem ents

15 Service, you said "the optimal way to get there i s

16 either through divestiture or retirement of the P SNH

17 generation units", is that right?

18 A. Yes.

19 Q. Do you think the Commission would have to under take any

20 additional investigation to conclude that going t o an

21 FRS model is the way to go?

22 A. I think the Commission could certainly conclude , in

23 this proceeding, that an FRS model is the optimal

24 result.  I think it -- I'm not an expert as to wh at the
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 1 legal authority is to direct divestiture.  I cert ainly

 2 think the Commission should encourage the Company  to

 3 consider it, and should certainly offer them opti ons

 4 under which it's perhaps the most attractive resu lt.

 5 But I think that the policy decision that the end  state

 6 to arrive at is one in which remaining utility

 7 customers are served through the procurement of f ull

 8 requirement load-following default services is a

 9 determination that I would hope that the Commissi on

10 would make in this proceeding.

11 Q. So, if one of the optimal ways to get there is,  say,

12 divestiture, would it be correct to say that part  of

13 the divestiture analysis would be to look at what

14 prices PSNH could get for its generation units an d what

15 the resulting stranded costs, if any, would be?  And,

16 would you then have to weigh it against the situa tion

17 that's existing now, where the Energy Service rat e is

18 above market?

19 A. I think it would make sense to look at those fa cts.

20 Q. So that that in and of itself would require som e

21 additional investigation, would it not?

22 A. It probably would.

23 MR. MULLEN:  Thank you.  I have nothing

24 further.
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 1 CHAIRMAN GETZ:  And, Mr. Eaton.

 2 MR. EATON:  Thank you.

 3 BY MR. EATON: 

 4 Q. Mr. Allegretti, did Constellation prepare the

 5 NorthBridge Study?

 6 A. No, Constellation did not.

 7 Q. And, that was prepared on behalf of National Gr id?

 8 A. Yes, it was.

 9 Q. And, did it come out of the docket in 2000 -- l et me

10 phrase that more carefully.  Was there a docket i n 2009

11 in Rhode Island on National Grid's 2010 Standard Offer

12 Supply procurement?

13 A. Yes.

14 Q. And, you testified in that docket?

15 A. Yes.

16 Q. And, as a result of that docket, they asked, "t hey"

17 meaning the Rhode Island Commission, asked Nation al

18 Grid to supply something that turned out to be th e

19 NorthBridge Study, correct? 

20 A. To be precise, there were two proceedings in Rh ode

21 Island.  In docket 4041, which was a 2009 proceed ing,

22 there was testimony and discussion over whether t o

23 proceed with Managed Portfolio or Full Requiremen ts

24 solicitation.  In that proceeding, National Grid
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 1 indicated that they had not taken a position, tha t they

 2 wanted to do a thorough analysis of the question,

 3 decide what was in the best interest of their

 4 customers, prepare a report and submit it to the

 5 Commission, which they did in early 2010.  That

 6 resulted in the opening of docket 4149, in which there

 7 was testimony from NorthBridge, on behalf of Nati onal

 8 Grid, from Constellation, and from the Division o f

 9 Public Utility Carriers, who engaged Mr. Richard Hahn

10 to testify.  And, it was in the 4149 proceeding, which

11 I also testified, that the Commission issued an o rder

12 in September, I believe September, which adopts t he

13 recommendation of National Grid that they move fo rward

14 with Full Requirements Service.

15 Q. And, the Rhode Island Commission concluded that  the

16 difference in price between a Full Requirements

17 Portfolio and a Managed Portfolio were somewhere in

18 between the 72 cents in the NorthBridge Study and  the

19 3.92 -- $3.92 per megawatt-hour that Mr. Fischer had --

20 I'm sorry, that Mr. Hahn had advocated, correct?

21 MR. DONOVAN:  Mr. Chairman, if I could?

22 If there's a citation to an order that counsel is  reading

23 from, that would be helpful.

24 MR. EATON:  Yes.  This is Rhode Island
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 1 Docket Number 4149.  It's an order dated "August 5th,

 2 2010".  I'm struggling to find the order number.

 3 MR. DONOVAN:  It would be helpful if you

 4 could maybe lay some foundation with the witness on that.

 5 BY MR. EATON: 

 6 Q. You testified that the NorthBridge Study came t o a

 7 conclusion that it was only 72 cents more to go t o a

 8 Full Requirements approach as a Managed Portfolio ,

 9 correct?

10 A. Yes, I did.

11 Q. And, that Mr. -- was it correct that Mr. Hahn's

12 testimony was that it cost $3.92 per megawatt-hou r?

13 A. $3.93, yes.

14 Q. Yes.  And that, eventually, and I'm reading fro m the

15 Commission's findings, and this is at Page, and I  can

16 show it to you, Page 18 to 19.

17 CHAIRMAN GETZ:  Do you have that order,

18 Mr. Allegretti?

19 WITNESS ALLEGRETTI:  I do have it.

20 BY MR. EATON: 

21 Q. That "the evidence in this docket leads the Com mission

22 to conclude the actual level of residual compensa tion

23 is likely closer to Mr. Fischer's number, 72 cent s,

24 than Mr. Hahn's", but they found that it's in bet ween
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 1 those two numbers, correct?

 2 A. The Commission states "The evidence in this doc ket

 3 leads the Commission to conclude that the actual level

 4 of residual compensation is likely closer to

 5 Mr. Fischer's number of 72 cents a megawatt-hour than

 6 Mr. Hahn's $3.93."

 7 Q. But, earlier, on Page 18, they say it's "in bet ween

 8 Mr. Hahn's and Mr. Fischer's estimates", correct?

 9 MR. DONOVAN:  I'm just objecting.  The

10 order speaks for itself.  It's a publicly availab le

11 document.

12 BY MR. EATON: 

13 Q. In the earlier docket, Number 4041, do you have  that

14 order with you?

15 A. I do not.

16 (Atty. Eaton distributing documents.) 

17 BY MR. EATON: 

18 Q. You testified in this proceeding?

19 A. I did.

20 Q. Could you turn to Page 14 of the order.  And, P age 14,

21 right in the middle of the page, says "Mr. Allegr etti

22 also agreed that "the university" -- I'm sorry,

23 "universe of entities that would be qualified to bid is

24 probably larger" for block products than for FRS. "  Is
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 1 that --

 2 A. Yes, I see that.  I recall my testimony in that  docket.

 3 Q. And, did the Commission correctly summarize you r

 4 testimony on that issue?

 5 A. No, I think, I haven't had a chance to read the  whole

 6 order since you handed it to me, but my recollect ion of

 7 the testimony was that I testified that, in the c ase of

 8 both open solicitations for block products and fo r Full

 9 Requirements Service, that there is enough intere st and

10 enough experience in both types of solicitations that

11 there are adequate number of bidders and that pri ces

12 are bid down to highly competitive levels.  But t hat,

13 in the case of block products, the universe of

14 potential bidders is larger.  That's the recollec tion I

15 have of my testimony in 4041.

16 Q. And, if the Commission were to decide to go in the less

17 optimal approach of retain PSNH's generation, but  have

18 a full requirements solicitation for the suppleme ntal

19 power, you think there would be an adequate numbe r of

20 bidders for that amount of power, given how much

21 migration has taken place?

22 A. I think, if the solicitation is properly constr ucted

23 and properly conducted, it should be well subscri bed.

24 There is certainly significant interest across th is
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 1 region in response to all the various full requir ements

 2 solicitations, whether they are for 100 percent o f the

 3 requirements of a company or some slice or percen tage

 4 thereof, or in addition to or above certain

 5 entitlements.  I do describe in my testimony some

 6 recommendations that I have for some of the chall enges

 7 associated with the uncertainty around the quanti ty of

 8 output for the PSNH generation fleet that would h ave to

 9 be managed to wrap Full Requirement Service on to p of

10 that.  And, I recommend the use of tolling agreem ents

11 as a means of addressing that uncertainty.

12 Q. Could you look at Page 15 of the order.

13 A. This is the order in docket 4041 in Rhode Islan d?

14 Q. Yes, the one I handed out.  The third line down , I'll

15 read, "Mr. Allegretti also indicated that there a re

16 times when a Managed Portfolio approach may be mo re

17 reasonable than an FRS approach, "to the extent t hat a

18 company has the resources and capabilities to

19 effectively manage a portfolio on the same basis as

20 full requirements supply bidders."  Both approach es,

21 Mr. Allegretti noted, could be equally effective. "

22 Have I read that correctly?  

23 A. Yes.

24 Q. And, has the Rhode Island Commission correctly
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 1 summarized your testimony?

 2 A. Well, as far as it goes.  But I think the criti cal

 3 point that's missing here is, of course, that it has to

 4 be on the same basis, which would be on a fixed p rice

 5 basis.

 6 MR. EATON:  Mr. Chairman, do we need to

 7 mark these -- this as an exhibit?

 8 CHAIRMAN GETZ:  Well, I don't think

 9 that's entirely necessary.  But, for completeness  of the

10 record, if you had -- if you could submit copies of both

11 of the Rhode Island orders, that might prove usef ul.  And,

12 we'll mark them as Exhibits -- well, put them tog ether as

13 "Exhibit 17".

14 (The documents, as described, were 

15 herewith marked as Exhibit 17 for 

16 identification.) 

17 MR. EATON:  Thank you.  I will provide

18 copies of the other order.

19 BY MR. EATON: 

20 Q. Mr. Allegretti, have you or Constellation parti cipated

21 in a PSNH reconciliation proceeding, where the pr udence

22 of PSNH's power supply operations for their gener ating

23 plants and their fuel -- I'm sorry, their purchas ed

24 power choices has been analyzed by the Commission ?
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 1 A. I don't recall any specifically.  Do you have a  time

 2 frame in mind?

 3 Q. Since restructuring.

 4 A. It's possible.  I don't have any specific recol lection.

 5 Q. So, you don't know the level of examination tha t the

 6 Commission goes through in analyzing PSNH's opera tion

 7 of its plants or its fuel -- I'm sorry, its power

 8 supply decisions?

 9 A. I certainly am familiar with the issues that th e

10 Commission would need to address in any such

11 proceeding.  But I have no specific knowledge of those

12 proceedings.

13 Q. Are we at the -- have we fully recovered from t he

14 economic conditions that have been described as t he

15 "recession" that happened in 2008/2009, "we" mean ing

16 the New England or U.S. economy?

17 A. Well, that's certainly a matter of opinion.  I' ve read

18 in the Wall Street Journal  that it is the consensus of

19 professional economists that, in fact, we have.  But, I

20 think, if you ask the man on the street, he will have a

21 very different opinion.  Certainly, we're in a pe riod

22 that is characterized by very high unemployment a nd a

23 significant degree of uncertainty about the futur e.

24 Q. If the economy were to improve, would that have  an

               {DE 10-160} [Day 2] {12-01-10}



                   [WITNESS:  Allegretti]
   138

 1 impact on gas markets?

 2 A. One of the factors that can certainly determine  the

 3 demand for both natural gas and for electricity i s the

 4 general health of the economy.  So, that's certai nly

 5 one factor that could affect demand, and therefor e

 6 affect prices.

 7 Q. And, would you agree there are environmental qu estions

 8 surrounding shale gas in the New York/Pennsylvani a

 9 area, the Marcellus --

10 A. Would I agree that there are environmental ques tions?

11 Well, you know, I think that, certainly, based on  my

12 knowledge and what I've read, and folks in the ga s

13 industry that I talk to, I think there's a very h igh

14 degree of confidence that the substantial reserve s can

15 be captured and removed safely.  And, I certainly  think

16 it's the view of the market that we're likely to see

17 the benefit of those reserves in the years to com e.  

18 Could there be an environmental issue?

19 Could there be an incident that might cause a

20 disruption in the gas markets?  Always a possibil ity.

21 We certainly recommend to our retail customers th at

22 they hedge their power supply, because there are always

23 unknowns like that.

24 Q. Does Constellation Commodities Group supply Sta ndard
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 1 Offer Service for distribution utilities?

 2 A. Yes, it does.

 3 Q. And, does Constellation own generation?

 4 A. Constellation Energy Commodities Group does not ;

 5 Constellation affiliates do.

 6 Q. And, is Constellation -- is any Constellation a ffiliate

 7 planning to or in the process of acquiring genera tion

 8 assets in New England?

 9 A. Yes.

10 Q. Does that affiliate make those generation asset s

11 available to the Commodities Group in fashioning their

12 bids for Standard Offer Service?

13 A. Not as we sit here today.

14 Q. But will they, when those assets are acquired?  

15 A. They may.  It depends.

16 Q. Do they -- are the generation assets made avail able

17 after the bids are awarded?  In other words, you may

18 not count on the generation assets in fashioning a bid.

19 But, once the bid is won, do you use it to actual ly

20 supply the power?

21 A. In some cases, yes, and, in some cases, no.  Ce rtainly,

22 our experience in other regions, such as PJM and New

23 York, at times owning generation assets allows us  to

24 keep prices open and use the assets to help manag e our
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 1 portfolio risks.  In other cases, we find that it 's

 2 simply more cost-effective to manage them through  other

 3 opportunities, products available in the marketpl ace.

 4 Our portfolio managers and our generation asset

 5 managers will both look to do what's in the Compa ny's

 6 best interest in terms of offering the best produ ct.

 7 So, it varies.

 8 Q. And, do you use purchases of blocks of power to  build a

 9 portfolio for these Standard Offer Services?

10 MR. DONOVAN:  Can we clarify, when you

11 use the word "you", what entity you're referring to?

12 MR. EATON:  The Commodities Group.

13 BY THE WITNESS: 

14 A. Sure.  So, Commodities Group manages a portfoli o of

15 load-serving obligations.  And, that includes our

16 residential -- or, our retail load-serving obliga tions,

17 as well as our wholesale load-serving obligations .

18 And, it manages that portfolio on a fairly consol idated

19 basis.  And, Constellation will certainly enter i nto a

20 variety of different purchases and contracts as w ays of

21 hedging the risks and costs associated with manag ing

22 that portfolio.  Block products are one of the ty pes of

23 hedges that that portfolio may include.

24 Q. And, do you use RFPs to purchase those block pr oducts?
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 1 A. Usually not.

 2 (Atty. Eaton distributing documents.) 

 3 BY MR. EATON: 

 4 Q. Could you identify the document that I just --

 5 A. Yes.  It appears to be Constellation's response  to Data

 6 Request PSNH-12, which I am the responding witnes s.

 7 CHAIRMAN GETZ:  We'll mark this for

 8 identification as "Exhibit Number 18".

 9 (The document, as described, was 

10 herewith marked as Exhibit 18 for 

11 identification.) 

12 BY MR. EATON: 

13 Q. Does this response stand for the proposition th at you

14 include the costs and related risks in the cost o f the

15 product that you bid?

16 A. Yes, I think, generally.

17 Q. And, your profit's included in the bid that you  submit?

18 A. When we submit a bid, we certainly hope to earn  a

19 profit.  Whether we do, in fact, earn a profit or  what

20 the profit is, will depend on how effectively we manage

21 the portfolio over the term of the contract.  But  it's

22 -- certainly, the bid is prepared with the expect ation

23 of earning a competitive return.

24 (Atty. Eaton distributing documents.) 
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 1 BY MR. EATON: 

 2 Q. Do you recognize that document?

 3 A. Yes.  It appears to be Constellation's response  to PSNH

 4 Data Request Number 6, to which I am the respondi ng

 5 witness.

 6 CHAIRMAN GETZ:  We'll mark this for

 7 identification as "Exhibit Number 19".

 8 (The document, as described, was 

 9 herewith marked as Exhibit 19 for 

10 identification.) 

11 BY MR. EATON: 

12 Q. Constellation objected to this request?

13 A. Yes.  I see the objection there.

14 Q. And, did Constellation also file just a general

15 objection to most, if not all, of PSNH's data req uests?

16 A. It may have.  I'd have to go back and look.

17 Q. Would you agree, subject to check, that they di d?

18 A. Sure.

19 MR. EATON:  Thank you.  I have no other

20 questions.

21 CHAIRMAN GETZ:  Thank you.  Commissioner

22 Below.

23 CMSR. BELOW:  Thank you.  Good

24 afternoon.
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 1 WITNESS ALLEGRETTI:  Good afternoon,

 2 Commissioner.

 3 BY CMSR. BELOW: 

 4 Q. Turning to Page 24 of your prefiled testimony.

 5 A. I am there.

 6 Q. I note that the Purchase of Receivables Program  exists

 7 in New Jersey, which is one of the two states whe re you

 8 indicated you market to retail customers.

 9 A. Residential customers.

10 Q. Residential customers.  Is that POR Program pri marily

11 for residential customers, small business, or all

12 customers?  And, do you have a view as to what wo uld be

13 appropriate in New Hampshire?

14 A. You know, I'm not certain with regard to the Ne w Jersey

15 program, whether it's limited to small customers or

16 not.  I think it's open to all customers, but I'm  not

17 certain.  But I can certainly tell you that the

18 presence of a Purchase of Receivables Program wou ld be

19 a major factor in making a decision to enter the

20 residential market in New Hampshire for Constella tion.

21 Q. Do you currently market to larger customers in New

22 Hampshire?

23 A. Yes, we do.

24 Q. And, how far would you say that this goes to, i n terms
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 1 of commercial accounts?  Is it the largest class,  some

 2 in the middle class, some in the smaller class?

 3 A. You know, it's often driven by a couple of fact ors, one

 4 of which often has to do with the licensing

 5 requirements.  There are often consumer protectio n

 6 provisions contained in the Commission rules that  cut

 7 off at a certain size of customer.  And, so, we

 8 generally are comfortable marketing down to the l imits

 9 permitted under our license.  And, I think we're

10 currently in the process of evaluating license

11 modifications in a number of states, including Ne w

12 Hampshire, that would allow us to market to small

13 businesses.

14 Q. The electronic interfacing that you described, do you

15 know what states that operates in?

16 A. I don't have a good list, but I could provide y ou with

17 one.  I think, if there were one complaint that I  often

18 here from, both our wholesale load serving folks,  as

19 well as the retailers, it is the cost, timeliness , and

20 quality of customer load data.  Particularly as w e move

21 toward the implementation of SmartGrids and Smart

22 Meters, it becomes increasingly frustrating to ha ve to

23 have spreadsheets e-mailed to us and not to be ab le to

24 access data quickly in a consistent electronic fo rmat,
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 1 certainly will be valuable in enabling us to get prices

 2 out the door more quickly and more effectively to  both

 3 wholesale and retail customers.

 4 Q. In your testimony, you refer to "key customer u sage and

 5 account data", and talk about, on the top of Page  25,

 6 "customer-specific data".

 7 A. Yes.

 8 Q. Do you mean customers of the distribution utili ty,

 9 customers of the competitive supplier, or prospec tive

10 customers of the competitive supplier?

11 A. Really, prospective customers.  This is data th at would

12 be used in order to develop a price for the custo mer.

13 Q. And, how -- do you know how other states deal w ith the

14 privacy issues?  How would you -- do you have any

15 thoughts of that, in terms of your recommendation ?  In

16 terms of, is it something that competitive suppli ers

17 can just access on a speculative basis?  Do they get

18 permission from prospective customers?  

19 A. In general, only aggregated data is available w ithout

20 customer consent.  So, to the extent that we're b idding

21 to provide Full Requirements Service to a distrib ution

22 company, we're generally able to obtain aggregate d data

23 from the utility.  For individual retail customer s, I

24 think every state requires customer consent befor e that
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 1 data, on an account-specific/customer-specific ba sis

 2 can be provided.  But the way in which they requi re it

 3 varies considerably from state to state.  Some of  the

 4 most onerous requirements are what we call a "wet

 5 signature", requiring actually ink on paper in or der to

 6 be able to access that information.  In the Inter net

 7 age, to the extent that it's as easy as getting t he

 8 customer to send an e-mail, making the experience

 9 easier for the customer to authorize the release of the

10 data makes it easier for the customer to shop, an d

11 helps to encourage customers to take advantage of

12 options in the marketplace, rather than throw the ir

13 hands up and declare "This is too much trouble, i t

14 isn't worth it."

15 Q. On Line 6, 7, and 8, there's a reference to "86 7".  Do

16 you know what that means, out of curiosity?

17 A. Yes.  These are references to the EDI systems t hat were

18 given to me by the folks within our operations

19 organization, as a way of specifying the particul ar

20 data that they were looking for.

21 Q. Okay.  You've recommended that we consider dive stiture

22 or retirement of PSNH's generation assets.  Do yo u have

23 a view as to how the cost of such divestiture or such

24 retirement would be recovered?
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 1 A. Well, I would certainly think that the first pl ace to

 2 recover the costs from, in context of the divesti ture,

 3 would be the sale proceeds.  To the extent that t he

 4 plants are sold at a loss, and there is a shortfa ll,

 5 then I think it certainly is appropriate for Publ ic

 6 Service Company of New Hampshire to apply to this

 7 Commission for stranded cost recovery.  I think w hat

 8 distinguishes that situation from the proposal fo r a

 9 non-bypassable charge that Mr. Baumann made yeste rday

10 is that, in the case of divestiture or retirement , the

11 non-bypassable charge is a transitional mechanism .  It

12 gets us to a fully restructured state, in which

13 customer choice is uninhibited.  

14 In the case of a non-bypassable charge

15 that seeks to recover ongoing investments, ongoin g

16 purchases, costs that are incurred sort of beyond  the

17 implementation of choice on an ongoing basis, tho se

18 costs follow around customers that are attempting  to

19 exercise choice, and, in that sense, I think are

20 fundamentally different than the recovery of a st randed

21 cost in the context of a divestiture or a retirem ent.

22 Q. Even if it were to be called something other th an a

23 "stranded cost", since, by law, stranded costs do n't

24 exist after the enactment of RSA 374-F?
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 1 A. I would refer to it as a "stranded cost", littl e "s"

 2 little "c", in the common understanding of the te rm.

 3 To the extent that it's a legal term of art in Ne w

 4 Hampshire, I have no opinion as to whether it is or

 5 isn't.

 6 Q. Okay.  In light of your comments earlier about how you

 7 view the energy markets, and particularly the nat ural

 8 gas futures market, what would be your opinion as  to

 9 the likelihood of whether PSNH's Energy Service r ate

10 over the midterm, say, after five years, based on  its

11 sort of embedded cost of generation, is likely to  be

12 greater than or less than retail market prices fo r

13 comparable energy service?

14 A. I don't have a specific price forecast.  But I would

15 certainly observe that I think the cost of the PS NH

16 fleet has gone up.  There have been additional ca pital

17 investments.  And, so, they're maybe not as

18 cost-effective as they used to be.  Certainly, we 're in

19 a situation where the New England region is in ex cess

20 capacity, and is predicted to be so for quite som e

21 time.  That contributes to a depressing of heat r ates.

22 So, it's not just natural gas prices, but heat ra tes as

23 well.  I think, over the five year period, are li kely

24 to remain relatively inexpensive.  And, so, I thi nk the
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 1 likelihood that we will see a significant increas e in

 2 the regional cost of power is unlikely in the nex t five

 3 years.  And, I can't really see a reason why I wo uld

 4 think that the cost of output for the PSNH fleet would

 5 be likely to decrease in that time period.  So, i t

 6 would be my expectation that it would remain abov e

 7 market.  But I have no specific market forecast i n mind

 8 in offering that opinion.

 9 Q. Okay.

10 A. I guess, just to add to that, too.  I think tha t the

11 response to Staff Data Request Number 002, which

12 indicates the cost of PSNH's supplemental purchas es

13 relative to the spot market would also lead me to

14 wonder whether PSNH would be able to procure in t he

15 market on a more advantageous basis going forward  than

16 it has historically.  And, so, that would be anot her

17 reason I would expect the energy service cost to remain

18 above market.

19 Q. I think the NorthBridge report that you attache d to

20 your testimony indicated that, in a couple of sta tes

21 where you do business, at least New Jersey, Maryl and,

22 that the largest commercial/industrial customer i s

23 somewhere on the order of 500 to 1,000 kW of dema nd,

24 their Default Service or Standard Offer Service c omes
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 1 from spot market purchases.  And, I was just wond ering

 2 if you had a opinion on that, with regard to PSNH ,

 3 whether that might be appropriate for their large st

 4 industrial customers?

 5 A. Sure.  The reference would be Page 6 in the Nor thBridge

 6 report.  It's represented graphically.  And, I ca n

 7 update you on New Jersey.  They have lowered the

 8 threshold from 1,000 to 750.  I think that's effe ctive

 9 this July.  You know, certainly, to the extent th at you

10 are free of the fixed costs associated with gener ation

11 and fixed quantity purchase portfolio, you're fre e to

12 do a lot of interesting things, in terms of defau lt

13 service rate designs.  And, certainly moving to a  spot

14 pass-through for larger customers is one option t hat a

15 lot of states have adopted.  Because, in those cu stomer

16 segments, most of those customers have migrated t o

17 third party supply anyway.  And, so, they figured  out

18 what works best for them and taken advantage of c hoices

19 in the marketplace.  And, to the extent that they  do

20 rely on Default Service, it's very often just

21 transitional in nature.  And, so, it makes a lot of

22 sense to put those larger customers on some type of a

23 spot market price, and a lot of states have moved  in

24 that direction.
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 1 I think -- I think, to some degree, I do

 2 agree with Mr. Baumann.  That, at least for small er

 3 customers, they tend to prefer a little bit more rate

 4 stability, in terms of the service offerings that  they

 5 select, whether it's a Default Service or a third  party

 6 supply.  And, so, I would tend to recommend the u se of

 7 a fixed price full requirements Default Service f or

 8 much smaller customers.

 9 CMSR. BELOW:  That's all.

10 CHAIRMAN GETZ:  Commissioner Ignatius.

11 CMSR. IGNATIUS:  Thank you.  Good

12 afternoon, Mr. Allegretti.

13 WITNESS ALLEGRETTI:  Good afternoon,

14 Commissioner.

15 BY CMSR. IGNATIUS: 

16 Q. Do you have -- how would it work if you had a s ituation

17 in which PSNH were not divested, either on a

18 transitional basis or permanently, if that was

19 underway, and yet we had gone to a full requireme nts

20 process?  Would PSNH bid in its own power somehow ?

21 A. Well, I can tell you how some other utilities h ave done

22 it.  And, I've kind of drawn on an example in my

23 testimony from Massachusetts that NSTAR -- Nation al

24 Grid actually quite recently adopted in connectio n with
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 1 the purchases from Cape Wind Associates.  Under t hat

 2 arrangement, it's a little bit complex, but here' s what

 3 happens:  The output from the Cape Wind facility is

 4 sold to National Grid, who turns around and immed iately

 5 sells it to the Full Requirements Service provide rs for

 6 its Default Service load.  Those Full Requirement s

 7 Service providers provide full requirements,

 8 load-following service for those customers at fix ed

 9 prices that they bid.  They then pay National Gri d the

10 hourly spot price, the day-ahead price for the Ca pe

11 Wind generation.  

12 It is economically equivalent to what

13 would happen if National Grid had sold the power

14 directly into the spot market.  But, because they  are

15 subject to British accounting rules, they need to

16 instead supply that power to the Full Requirement s

17 Service customer who serves their Default Service  load.  

18 Something similar could be done with

19 Public Service New Hampshire that would allow for  the

20 value of the output to be monetized in the market place

21 through delivery to the Full Requirements Service

22 supplier.  The electricity would technically be u sed to

23 serve Energy Service customers by the Full Requir ements

24 Service provider.  And, so, it would, I think, co mply
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 1 with at least the letter of the statutory require ments,

 2 or at least arguably.  And, under this mechanism could

 3 work, the customers would then face a price for F ull

 4 Requirements Service that's reflective of the mar ket.

 5 They would be able to shed the sort of migration risk,

 6 that would then be the responsibility of the full

 7 requirements supplier.  And, then, the real quest ion

 8 is, "should the plants be operated or not, based on

 9 what conditions are in the marketplace?"  And, if  the

10 fixed costs and the revenues associated with the

11 marketplace are such that the plants appear to be

12 year-over-year uneconomic, probably means they ne ed to

13 be retired.  Is that helpful?

14 Q. It's helpful in raising about 20 more questions , and

15 probably things that are beyond the scope of this

16 docket, but, yes.  Thank you.

17 A. We have a half an hour.

18 Q. A moment ago you had said in a response to a qu estion

19 from Mr. Eaton that, for certain purchases of blo cks of

20 power, Constellation doesn't use RFPs.  And, can you

21 explain why you don't?

22 A. Sure.  When we make purchases for our portfolio , that's

23 not regulated.  So, there's no need for those pur chases

24 to be reviewed for prudency.  It's simply an ongo ing
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 1 business cost.  We make a decision, "do we want t o buy

 2 or not?"  So, the need for transparency is differ ent

 3 for an entity that's not rate-regulated.  And, in  that

 4 case, we're really just accountable to the shareh older

 5 and to the customer, as I said.  The traders that  would

 6 make block purchases are generally subject to a n umber

 7 of controls.  They have a value at risk limit tha t

 8 they're allowed to purchase.  Every day their pos ition

 9 has to be reported.  And, the overall position of  the

10 Company and the position of the portfolio go up t o

11 senior management.  Everything is booked out at t he end

12 of the day.  Each day their value at risk positio n is

13 adjusted.  So, we've got some significant control s on

14 what a portfolio trader can do on a daily basis.  And,

15 they generally have a host of information feeding  into

16 them constantly.  They're getting verbal offers o ver

17 the broker box from the broker market.  They're a ble to

18 see what the spot prices are, in a variety of

19 interconnected RTOs.  They're able to see what th e fuel

20 prices are and what the weather conditions are, a nd

21 make their decisions hour-by-hour on which produc ts to

22 buy, blocks, spots, swaps, what have you.  So, we  give

23 them a range within which to trade and make adjus tments

24 to the portfolio.  And, we rely on their experien ce in
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 1 assessing competitive offers.  And, then, we revi ew

 2 their power position and the market positions dai ly.

 3 Q. Yesterday, PSNH's witnesses said that they were  --

 4 "found it ironic", I'm not sure that was quite th e

 5 right wording, that, "in the context of the POR, you

 6 were suggesting that the utilities manage that ri sk

 7 when otherwise you were testifying that you thoug ht the

 8 competitive suppliers were far better at managing  risk

 9 and should be the ones that hold risk as to energ y

10 supply."  Do you have a reaction to that?

11 A. Sure.  I don't think the utility so much manage  the

12 risk as they facilitate the syndication of that r isk

13 across the market.  As I indicate in response to

14 questioning from the OCA, the utility would be ma de

15 whole.  They're not actually shouldering the risk , but

16 they are helping to administer a program that all ows

17 for the risk to be syndicated and liquidated, if you

18 will.

19 In the context of larger customers,

20 managing that risk is something we do very well.  The

21 problem for residential and small customers is th at the

22 transaction costs of pulling credit reports and

23 evaluating the credit profile of individual custo mers

24 overwhelm the size of the transaction pretty quic kly.
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 1 And, so, finding a different way to manage that r isk by

 2 syndicating it across the pool, when we price pro ducts

 3 up, we don't have to look at an individual custom er and

 4 say "what's their credit profile?"  We can instea d say,

 5 "okay, we're going to get paid 99 cents on the do llar.

 6 We can price it out that way."  And, figure out h ow to

 7 make a competitive offer to that customer, at a

 8 reasonable price.

 9 So, it's really a syndication mechanism.

10 It's a way of all load-serving entities to common ly

11 share the bad debt risk syndicated amongst each o ther

12 and to be able to deal with the uncertainty of it .

13 Q. And, if, as you say, there's a mechanism you ca n impose

14 that allows for recovery of the true costs, both

15 administration and bad debt, why not have that re covery

16 go to you and have you manage that?  What is it, and

17 since the cost isn't the issue apparently, then w hat's

18 the reason that it should be on the utility side?

19 A. Right.  So, any number of entities could theore tically

20 act as the syndication agent, billing and collect ion

21 agent on behalf of all retail suppliers that woul d

22 syndicate and manage the bad debt risk.  It just seems

23 to make a lot of sense, in other jurisdictions at  least

24 have found it makes sense to look to the distribu tion
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 1 company, because they are looking to bill and col lect

 2 based on kilowatt-hour usage on a monthly basis f rom

 3 exactly that group of customers for their transmi ssion

 4 and distribution services.  And, so, they're almo st

 5 ideally positioned to act as the risk syndication

 6 manager, because they're already looking to bill and to

 7 collect with regard to those very same customers.   So,

 8 theoretically, it's not something that is unique to

 9 them.  But, yet, they're uniquely situated to be and

10 probably the most logical position to act as that

11 syndicator.

12 CMSR. IGNATIUS:  Thank you.

13 BY CMSR. BELOW: 

14 Q. As follow up to that, on Page 24 of your testim ony, at

15 Line 12, 11 or 12, you state that "As a transitio nal

16 tool to an end state where the supplier will prov ide

17 the consolidated billing service, POR attracts

18 suppliers to a service territory that offers this

19 service."  And, that particular point, as you may

20 recall, was criticized in PSNH's rebuttal testimo ny.

21 Is there any reason why POR needs to be looked at  as a

22 transitional tool versus what you just said, that  maybe

23 the distribution company is in the best position to

24 manage that syndication of risk, particularly as the
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 1 entity that has the authority to pull the meter u nder

 2 the present metering regime?

 3 A. Certainly not from a Constellation perspective.   I'm

 4 testifying as well on behalf of RESA, there's pro bably

 5 a divergence of opinion on that.  But I think it' s safe

 6 to say that, whether you intend to go all the way  to

 7 supplier consolidated billing or not, a POR progr am for

 8 utility consolidated billing makes eminent sense either

 9 way.

10 CMSR. BELOW:  Okay.  Thank you.

11 CHAIRMAN GETZ:  Good afternoon, Mr.

12 Allegretti.

13 WITNESS ALLEGRETTI:  Good afternoon, Mr.

14 Chairman.

15 BY CHAIRMAN GETZ: 

16 Q. Yes, I want to revisit some of the discussion I  think

17 primarily that you've had with Ms. Hatfield about  the

18 value of the safety net, to make sure I understan d the

19 position.

20 A. Sure.

21 Q. And, I think you had said, as a general proposi tion,

22 you agree that there is a value to the safety net

23 offered by the PSNH Energy Service rate.  Is that  fair

24 as a general matter?
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 1 A. To be precise, there is value to the availabili ty of a

 2 tariff that provides universal service as the saf ety

 3 net, separate and apart from what type of hedge o r

 4 power supply may be behind that service.  The mer e

 5 availability of a universal service has value.

 6 Q. But, in terms of PSNH's particular proposal to have

 7 this non-bypassable charge that addresses the iss ue of

 8 the fixed costs being recovered over a shrinking base,

 9 you took -- seemed to take the position that, in

10 referring to what Commissioner Ignatius pointed o ut,

11 that there's a corresponding fairness issue to th e

12 customers who have migrated away.

13 A. Yes.

14 Q. And, I take it there that your focus on whether  it's

15 fair or not to impose that charge comes down to s ome

16 kind of conclusion about whether, and these are t wo

17 intertwined factual potentialities, either the En ergy

18 Service rate ends up going below the market rate at

19 some point or that the customers who migrated are

20 likely to come back or not.  So, I'm taking that you're

21 saying neither of those things are likely, so the re's

22 no value to those customers who have migrated awa y.  Is

23 that a fair statement?

24 A. I think that's fair to say.  That customers don 't see
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 1 value in an option -- customers see value in the

 2 ability to return at some price, but they don't s ee

 3 value in having an above-market price available t o

 4 them.

 5 Q. So, given your view of what will play out in te rms of

 6 energy rates, and what large customers are likely  or

 7 unlikely to do, you are opposed to this non-bypas sable

 8 rate?

 9 A. Yes, I am.  You know, we talk to customers a lo t.  And,

10 I think, if we ask customers, "so, would you like  us --

11 would it be valuable to you to know that any time  you

12 want, expiration of your contract, you leave this

13 contract, someone will offer you energy at a pric e that

14 reflects the market at that time?"  Customers act ually

15 see value in that.  It's great to know that there 's at

16 least someone there willing to offer a market-bas ed

17 price at any time.  If I asked them "would you be

18 willing to pay us a monthly fee to know that ther e's an

19 option to buy electricity at this price, which is

20 currently above market, and which could change ov er

21 time?"  We'd have a really hard time selling that

22 product.  I don't think we'd have any takers for it.  I

23 don't think that's something that customers want,  to

24 pick up a fixed charge, a monthly charge, to have
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 1 available to them a price that's currently above market

 2 and is probably going to change over time, and no

 3 guarantee or expectation that it will ever be low er.

 4 Q. And, Ms. Hatfield also asked you about the valu e of the

 5 safety net in respect to the National Grid and Un itil

 6 --

 7 A. Yes.

 8 Q. -- basically full requirements situation.  And,  I think

 9 what -- in response to her, I think you said "the re are

10 no additional charges that are imposed for a cust omer

11 who re-enters."  But would it be fair for me to

12 conclude that, whoever wins those bids and provid ing

13 service to Grid or Unitil, has incorporated a cos t of

14 the possibility of a sizable re-entry in their bi d?

15 A. Yes, it would be fair.  And, your next question  is

16 going to be "how much is that?"  And, I would aga in

17 point you to the NorthBridge Study, where they ca me up

18 with an average cost of 72 cents per megawatt-hou r.

19 CHAIRMAN GETZ:  Okay.  Thank you.

20 Redirect?

21 MR. DONOVAN:  Could I have a moment with

22 the witness?

23 CHAIRMAN GETZ:  Certainly.

24 MR. DONOVAN:  Thanks.
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 1 (Atty. Donovan conferring with the 

 2 witness.) 

 3 CHAIRMAN GETZ:  Mr. Donovan.

 4 MR. DONOVAN:  Mr. Chairman, I have just

 5 a couple of quick questions for the witness.

 6 REDIRECT EXAMINATION 

 7 BY MR. DONOVAN: 

 8 Q. Mr. Allegretti, if you could please pull up Exh ibit 18

 9 that counsel from PSNH handed you.  

10 A. Which is?

11 Q. That is the response to Request Number PSNH-12.

12 A. Yes, I have it here.

13 Q. And, in the response, the question asked about and the

14 question from counsel asked about the migration r isk

15 and whether or not we were -- whether or not

16 Constellation incorporates those migration risk c osts

17 into the bid prices --

18 A. Yes.

19 Q. -- that we submit in response to an RFP or othe r sorts

20 of solicitations.  In the event that Constellatio n is

21 inaccurate in its migration risk projections, who  bears

22 that risk?

23 A. Oh, we do.  We bear it 100 percent.

24 Q. That risk is not ported onto the default custom ers?
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 1 A. No.  There is no contractual price adjustment m echanism

 2 to flow it through.  The prices are fixed.

 3 Q. Okay.  On Exhibit 19, which is the response to PSNH-6.

 4 A. Yes.

 5 Q. Counsel for PSNH asked you about whether or not

 6 Constellation has stated and RESA I suppose had s tated

 7 some objections in response to that request.  Do recall

 8 that line of questioning?

 9 A. Yes, I do.

10 Q. Did, in fact, Constellation and RESA provide a

11 substantive response?

12 A. Yes, it's right here.

13 Q. It's on the same document that was submitted as  Exhibit

14 19?

15 A. Yes, it is.

16 MR. DONOVAN:  All right.  Mr. Chairman,

17 I don't believe I have any further questions.

18 CHAIRMAN GETZ:  Okay.  Thank you.  Then,

19 Mr. Eaton?

20 RECROSS-EXAMINATION 

21 BY MR. EATON: 

22 Q. With respect to the question that counsel asked  you

23 about, Exhibit 18, to the extent that --

24 A. I'm sorry, Mr. Eaton.  Is that PSNH-6?  Mine do n't have
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 1 exhibit numbers.

 2 Q. I'm sorry.  Yes.  PSNH --

 3 A. Thank you.

 4 Q. PSNH-12.

 5 A. Oh, PSNH-12.  Thank you.

 6 Q. You also can achieve the reward for a miscalcul ation

 7 that goes positive?

 8 A. Yes.

 9 Q. In other words, if -- and customers don't get t hat

10 reward either?

11 A. No.  The prices are fixed.

12 MR. EATON:  Thank you.

13 CHAIRMAN GETZ:  Anything further, Mr.

14 Donovan?

15 MR. DONOVAN:  No, Mr. Chairman.  

16 CHAIRMAN GETZ:  Okay.  Then, the witness

17 is excused.  Thank you.

18 WITNESS ALLEGRETTI:  Thank you very

19 much.

20 CHAIRMAN GETZ:  Okay.  Is there any

21 objection to striking the identifications and adm itting

22 the exhibits into evidence?

23 MR. DONOVAN:  I have one clarification,

24 Mr. Chairman.  I didn't -- I seem to have some
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 1 miscalculations on my notes here.  What was the n umber for

 2 Ms. Hennequin's direct testimony?

 3 CHAIRMAN GETZ:  For whose direct

 4 testimony?

 5 MR. DONOVAN:  Ms. Hennequin.

 6 CHAIRMAN GETZ:  It's 12.

 7 MR. DONOVAN:  Okay.  Was there -- the

 8 Merrimack Scrubber Report, was that reserved for an

 9 exhibit?  That was withdrawn?

10 CHAIRMAN GETZ:  Oh, I think what we were

11 talking about there is we took official notice of  that

12 document and didn't assign it an exhibit number.  

13 MR. DONOVAN:  Great.  Thank you.

14 CHAIRMAN GETZ:  So, can I -- I take it

15 there's no objection?

16 MR. DONOVAN:  No objection from me.

17 CHAIRMAN GETZ:  Okay.  Then, all of the

18 exhibits will be admitted into evidence.

19 Well, let me address this issue.  I

20 think the parties proposed exhibits -- or, I'm so rry,

21 briefs, and I thought you gave a particular date.

22 MS. AMIDON:  Yes.  We said "January 7th,

23 2011".

24 CHAIRMAN GETZ:  And, that's a hard date,
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 1 or depending on when the transcripts are due?

 2 MS. AMIDON:  We calculated that, given

 3 the stenographer's schedule, as well as the fact that

 4 there are probably family obligations or travel t hat

 5 people have planned that time of year, so we took  that

 6 into account.

 7 CHAIRMAN GETZ:  Okay.  Well, let me

 8 maybe throw a little wrinkle into that.

 9 MS. AMIDON:  Oh, boy.

10 CHAIRMAN GETZ:  The way I read the

11 letter that was filed on November 12, that says " Parties

12 and Staff", you know, "propose to address legal i ssues

13 related to the various alternatives proposed by t he

14 Parties in this docket."  And, I guess I have at least

15 three things under consideration.  One was to for go

16 closing statements today.  And, then, to the exte nt that

17 parties would like to put in their brief their cl osing

18 statement, then that they would have the opportun ity to do

19 that.  Then, there's two other pieces to that.  O ne is,

20 the discussion of further processes or procedures , either

21 in terms of should there be additional phases to this

22 proceeding?  Should there be other proceedings, o ther

23 recommendations in that regard?  Because I think what we

24 have before us, and the most concretely what we h ave
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 1 before us is one particular proposal about one pa rticular

 2 non-bypassable charge that's not fully defined, b ut a host

 3 of other ideas or approaches that sound like they  need

 4 significantly further exposition.  So, I guess I would

 5 like to see the parties try to address those issu es of

 6 next steps, processes, procedures as a second par t of that

 7 brief.  And, the third set --

 8 MS. HATFIELD:  Mr. Chairman?

 9 CHAIRMAN GETZ:  -- I guess is the legal

10 issues.  Ms. Hatfield?

11 MS. HATFIELD:  Well, just for

12 clarification on what you're looking for, are you  looking

13 for each party to very clearly say what types of things

14 they might support and put a little more meat on the bones

15 about what they might look like?  Or, I'm just tr ying to

16 make sure we're responsive to what you're looking  for.

17 (Chairman and Commissioners conferring.) 

18 CHAIRMAN GETZ:  And, this is a part of

19 the other part, the wrinkle.  Is that I think wha t we,

20 because we don't want to try to do this, you know , wing

21 this too much, because -- and, so, I think what w e would

22 like to do is take some time and maybe issue a se cretarial

23 letter trying to give you more definition about t his.

24 And, it's about -- what I think we're looking mor e at was
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 1 process, not further definition of ideas that hav e been

 2 proposed here.  Because I don't want to -- what w e don't

 3 want to do is walk away from today with too vague  a

 4 directive.  So, we will issue something in writin g we hope

 5 will be more articulate and better informed.  

 6 And, the third step, the third piece was

 7 on these legal issues.  I assume that one of the things

 8 that you all had in mind when that letter was sub mitted

 9 was addressing the permissibility of this particu lar

10 non-bypassable charge that's being proposed.  The re's at

11 least one other issue that I would like to see ad dressed,

12 and that goes to, you know, 369-B:3-a, and what p rocesses

13 would apply to that, what's -- how the standard s hould be

14 interpreted.  You know, it says "PSNH may divest its

15 generation assets", and if I vaguely recall a dis cussion

16 at a legislative session at one point that there was an

17 argument that that could be interpreted to mean t hat they

18 "may divest", but they wouldn't have to.  So, I t hink

19 there's some issues around that.  And, you know,

20 certainly, one thing that occurs to me in looking  at that

21 statute, it focuses on the economic -- divestitur e when

22 it's in the economic interest of retail customers  of PSNH

23 to do so.  But I think there's also a correspondi ng issue

24 of, you know, should PSNH be retaining these asse ts when
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 1 it's no longer in the economic interests of retai l

 2 customers of PSNH to do so, and they may be diffe rent

 3 issues.  

 4 So, I think there's a lot in a fair

 5 interpretation of that statute, from a procedural  and a

 6 substantive perspective.  And, there may be other  legal

 7 issues that you all had in mind, and that I think  we want

 8 to take some time to consider.  So, --

 9 (Chairman and Commissioners conferring.) 

10 CHAIRMAN GETZ:  So, I think then what

11 our intention would be to try and put this in a

12 secretarial letter to give you some direction, an d then,

13 of course, that certainly means that January 7th seems

14 like an unlikely day for briefs being due.

15 MS. AMIDON:  Mr. Chairman, that's

16 exactly what I was just going to say, that we wou ld need

17 additional time.  Would you like me to canvas the  group

18 afterwards and find out what might work the best or --

19 CHAIRMAN GETZ:  Well, I think what we'll

20 try to do is put this secretarial letter together  with

21 some directive, and then make some judgment.  You  know, if

22 we were to end today and require, we're talking a bout a

23 month, over a month from now --

24 MS. AMIDON:  Right.
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 1 CHAIRMAN GETZ:  -- until when briefs

 2 would be due.  So, I would expect that we'd allow  at least

 3 a month from when we issue the secretarial letter .  

 4 So, with that, is there anything else

 5 that we need to address this afternoon?

 6 (No verbal response)  

 7 CHAIRMAN GETZ:  Okay.  Hearing nothing,

 8 then we'll close the hearing.  Thank you, everyon e.

 9 (Whereupon the hearing ended at 2:20 

10 p.m.) 
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