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STATE OF NEW HAMPSHIRE

February 8, 2011 - 9:14 a.m. DAY 5
Concord, New Hampshire MORNING SESSION ONLY
PUBLIC HEARING

B I

RE: DE 10-185 =
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Petition for Approval of Power Purchase
Agreement between PSNH and Laidlaw Berlin
Biopower, LLC.

PRESENT: Chairman Thomas B. Getz, Presiding
Commigsioner Clifton C. Below
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PROCEEDI NGS

CHAI RVAN GETZ: Gkay. Good norni ng,
everyone. We'll resune the hearings in Docket DE
10- 195 concerni ng the Lai dl aw purchase power
agreenent with Public Service Conpany of New
Hanpshire. | think we were about to hear the direct
testinmony of M. Frantz and then nobve on to
Cr oss-exam nati on.

But before we do that, are there any
i ssues we need to address this norning? | know that
at one point there was sone discussion of trying to
reach some agreenent on briefing, which we could get
on the record now or do at the end of the day. So is
there any preference anong the parties? Are there
any other issues? M. Hatfield.

MS. HATFI ELD: Thank you, M.
Chairman. It wasn't until yesterday that | was able
to reach out to the other parties to inquire about
interest in briefs, so it probably would be best if
we dealt with that at the end of the day.

CHAI RMAN GETZ: Okay. Anything el se?

MS. HATFIELD: One other thing. | had
rai sed the issue of a legislative hearing today, and

the OCA does not need to have the hearing stop for
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that period. So we'll be able to just nove forward
w th the hearing today. Thank you.

CHAl RMAN GETZ: Okay. And that
rem nds nme of one other issue.

M. Bersak, rebuttal w tnesses? |Is
there --

MR, BERSAK: W have to wait and see.

CHAI RVAN GETZ: All right. Then we
shall wait and see.

Ms. Ami don.

M5. AM DON: Thank you.

DI RECT EXAM NATI ON (cont ' d)

BY Ms. AM DON:

Q
A.

Q

Good norning, M. Frantz.

(M. Frantz) Good norning.

Wien we |ast net, we were -- | had just finished
exam ning M. MdC uskey regarding his testinony and
the rebuttal testinony that PSNH filed. And in its
rebuttal testinony, PSNH included rebuttal of Dr.
Shapiro. D d you review that rebuttal testinony?
(M. Frantz) Yes, | did.

Do you agree with Dr. Shapiro, that your testinony
contains three critically flawed assunpti ons?

(M. Frantz) No, | do not, though | do agree with Dr.

{DE 10- 195}[ DAY 5 - MORNI NG SESSI ON ONLY] {02- 08- 11}
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[WITNESS PANEL: McCLUSKEY|FRANTZ]

Shapiro that, if the net econom c inpact of the
project is positive froma ratepayer perspective,
sonet hing that would be quite different fromthe
results contained in M. MCd uskey's testinony, or
that of M. Traum ny conclusion of net econom c harm
woul d i ndeed change.

Thank you. In her rebuttal testinony, Dr. Shapiro
states that, even if the PPA results in over-narket
costs of $26 nmillion per year, the economc

devel opnent benefits of the project would still be
positive. Do you agree?

(M. Frantz) Well, her concl usions depend on a nunber
of assunptions, including that the information
provided by Laidlaw in the SEC filing i s reasonably
accurate and represents the direct effects of the
proj ect, because they formthe basis for the
constructi on and bi omass shocks that are used in the
RRMS Il nultiplier effect. To the extent those
nunbers are | ess than she nodeled, the results wll
simlarly be reduced. The nodel assunes no
substitution effects and that the output can be

i ncreased to whatever |evel's needed w t hout

af fecting other industries, such as other bionass

facilities. |If other plants can't get the wood, or

{DE 10- 195}[ DAY 5 - MORNI NG SESSI ON ONLY] {02- 08- 11}
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the prices increase to those facilities, affecting
their operations, then sone of those positive effects
that are included in her testinony and rebuttal

testi nony woul d be reduced. One should keep in m nd
that nultiplier effects work in both directions.

Her anal ysis also includes all three -- direct,
indirect and i nduced effects in the RIM5 Il nodel.
And one shoul d be very cauti ous of using induced
effects, as they depend highly on household income
and its distribution of savings and expenditures.
Thank you. D d you review the article that PSNH
provided as an exhibit, and it was in the Berlin
newspaper, about a new conpany that had tentative
agreenents to |locate with Laidlaw, or co-|ocate?
(M. Frantz) | did ook at it.

You did? Do you have any coments about that
article?

(M. Frantz) My first thought was: Good. To the
extent that that facility | ocates there and creates
new jobs, that's certainly sonething beneficial to
Berlin. But we really don't know nmuch about the
project. W don't know who owns it. W don't really
know what the agreenent is between Laidlaw and t hat

project and its developer. W don't know the effect

{DE 10- 195}[ DAY 5 - MORNI NG SESSI ON ONLY] {02- 08- 11}
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the new conpany wll have on Laidlaw s operati ons.
We don't know whether the facility would have | ocat ed
el sewhere in New Hanpshire. W don't know a | ot of
facts about that facility and its |ocation and the
relationship with Laidl aw, and those things would
have been useful in this proceeding.
And did you hear Dr. Shapiro, in her testinony from
the stand, describe what she believed to be the
econom ¢ benefits associated with this unknown
entity?
(M. Frantz) | heard her nention them yes.
And did you hear M. Sansoucy say that he saw sone of
the work papers Dr. Shapiro used to devel op her
estimates regarding the benefits associated with this
unidentified entity?
(M. Frantz) Yes.
Have you had a chance to | ook at those work papers?
(M. Frantz) | haven't seen those work papers.
Thank you.

| want to ask an additional question with
respect to the record request responses, or one of
themthat was provided by PSNH. And do you have
those in front of you?

(M. Frantz) | don't have that one in front of ne.
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If you'd like to showit to ne, |I'd be happy to --
| " mspecifically | ooking at record request, it says
HD- 02.

MS. AM DON: May | ?

CHAI RMAN CGETZ: Pl ease.

(Atty. Am don hands docunment to the

W tness. Wtness reviews docunent.)

BY Ms. AM DON

Q
A

Q

And do you see that now?

(M. Frantz) Yes, | do.

And is that a record request which | believe you
requested in connection with statenents nade about
the effect of the contract on PSNH s financi ng or
credit worthi ness?

(M. Frantz) Yes, it is.

And woul d you pl ease comment on that response.

(M. Frantz) Well, the response just states that the
vi ce-president for investor relations for Northeast
Uilities, Jeffrey Kotkin, stated that the size and
nature of Laidlaw s PPA is not significant enough to
have any adverse effect on PSNH s debt rating. It
does not state whether PSNH or M. Kotkin actually
contacted any |l enders or potential |enders and asked

for their opinions and discussed it with them or
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that we have anything in witing fromthose | enders
stating that they've reviewed the PPA and believe it
has no adverse effect on PSNH

So, can you concl ude anything from |l ooking at that
response?

(M. Frantz) Only that M. Kotkin stated that it's
not significant enough.

Ckay. Thank you.

CHAl RMAN GETZ: Ms. Am don, has that
al ready been marked as an exhi bit by PSNH?

MR. BERSAK: Exhi bit No. PSNH 14, M.
Chairman. There were two record requests on Hearing
Day 2. One was narked Record Request No. 4, which
was Exhibit 14, and one was No. 5, which was nmarked
as PSNH Exhi bit 15.

CHAl RMAN GETZ: Thank you.

M5. AM DON: May | ask, M. Chairman,
does the Conm ssion not have copies of those record
request responses?

CHAI RVAN GETZ: Well, let's see. |
believe they were handed out. |It's just a matter of
| ooki ng through the pile we've accunul at ed.

CMSR I GNATIUS: Ms. Am don or M.

Bersak, if sonmeone could just hold it up and let ne
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see what it |ooks like, then | know what |'m hunting
for. | don't recall seeing it. But it's probably ny
faul t.

M5. AM DON:. Attorney Hatfield
provided nme this copy for you to take a | ook at.

(Atty. Am don hands docunment to Cnsr.

| gnati us.)

CMSR. I GNATIUS: So these weren't
di stributed during the hearing. They were since
t hen?

M5. AM DON: They were provided by the
Company | ast Thursday or Fri day.

CHAI RVAN GETZ: Let's just go off the
record for a second.

(Di scussion off the record)

CHAI RMAN GETZ: Al right. W'Ill go
back on the record and continue with the direct.

M5. AMDON:. And that concl udes ny
di rect exam nation. Thank you, M. Chairman. The
W t nesses are available for cross.

CHAl RMAN GETZ: Thank you. In terns
of order of cross, | was contenplating Ms. Hatfield,
M. Rodier, M. Shulock, M. Boldt, M. Bersak. |Is

there any concern about that order of cross?
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12
(No verbal response)
CHAI RVAN GETZ: Okay. Ms. Hatfield.
MS. HATFI ELD: Thank you. M.
Chairman, | will have a few questions about the
record requests, but I will try to hold off on those

for a few nonents so you can have copi es before you.

CROSS- EXAM NATI ON

BY Ms. HATFI ELD:

Q

A
A.
Q

Good norni ng, gentl enen.

(M. Frantz) Good norning.

(M. Md uskey) Good norning.

M. Frantz, in your testinony that you filed, on
Page 2 you recommended that the Comm ssion take
adm ni strative notice of the Laidl aw proceedi ng at
the Site Evaluation Commttee. Do you recall that?
(M. Frantz) Yes.

And do you recall that the Comm ssion determ ned that
it was not going to take admni strative notice of

t hat proceedi ng?

(M. Frantz) | vaguely recall that.

And woul d you accept, subject to check, that in the
Commi ssion's prehearing conference order, that it
said that it would not?

(M. Frantz) Yes.
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Thank you. And M. Frantz, you just a few nonents
ago spoke about the economc benefit of the project.
Do you recall that?

(M. Frantz) Yes.

And is it true that 362-F, the RPS statute, in
Section 9, which is the PPA section, does discuss
econom ¢ benefits? 1Is that right?

(M. Frantz) That's correct.

But is it your belief that potential economc
benefits froman energy facility should be el evated
over potential costs or risks to consuners?

(M. Frantz) Well, | think it's a package. | think
there's a nunber of criteria, and that is one of
them And | think the nost inportant part of this
cost-effective project, | think, all else equal, one
shoul d then | ook at the econom c devel opnment effects.
But it's one of many criteria.

M. Md uskey, do you have a copy of PSNH s rebuttal
testinmony with you?

(M. Md uskey) Yes, | do.

| wanted to ask you a few questions related to that
testi nony.

(M. Mduskey) If you could just give ne a nonent so

| can locate it.
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(Pause i n proceedi ngs)
(M. Md uskey) Okay.
If you would turn to Page 11, pl ease.
(M. Md uskey) Ckay.
And starting on Line 27 there's a question, and it
states, "How does a conpany |i ke PSNH neet the
State's renewabl e energy goals and statute which
provides for long-termPPAs with in-state renewabl e
resources when the devel oper needs sone formof price
assurance when future market prices are not known?"
Do you see that question?
(M. Md uskey) Yes, | do.
And is one response to that question, about how PSNH
neets the State's renewabl e energy goals, that the
Conpany can buy RECs on the narket?
(M. Mduskey) Yes, it can buy in what we refer to
as the short-term REC narket.
And coul d the Conpany al so make paynments to the
renewabl e energy fund, according to the alternative
conmpl i ance paynent price?
(M. Mduskey) It could, if the REC price offers
that it received were equal to or higher than the
al ternative conpliance price, the Conpany has the

option of sinply deciding not to purchase fromthe
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mar ket and pay the alternative conpliance paynent.
And when a utility nmakes that determ nation, do they
need to factor in cost-effectiveness to custoners?
(M. Mduskey) Yes. Cdearly, it would not be
cost-effective to enter into a purchase with a REC
provider at a price greater than the ACP. The

| egi sl ature has introduced a cap on prices for that
pur pose of minim zing the cost on consuners

associ ated with the RPS.

Coul d you turn to Page 14, please, of PSNH s
rebuttal .

(M. Md uskey) okay.

And on Lines 23 through 24 there's a statenent that

says, "In M. Mduskey's world, it is apparent that
the cost to customers is nunber one." Do you see
t hat ?

(M. Md uskey) | do.

Do you think that should al so be nunmber one for PSNH?
(M. Mduskey) As M. Frantz said, there are several
criteria in the section of the RPS | aw that deal s
wth long-termcontracts. It's really up to the
Comm ssion to provide what weight it considers
appropriate to each of the criteria. | certainly

believe that these projects, whether they -- the
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purchase of RECs, whether they are acquired through
short-term market or |ong-term market, should be done
in a cost-effective way. | personally think that the
primary criteria should be cost-effectiveness, but
serious consideration given to the |ocal econonic
benefits associated wth the particul ar project.

Coul d you turn to Page 14, please.

(M. Md uskey) Yes.

Sorry. That's where we are.

Goi ng on to Page 15, PSNH tal ks about an issue
that you raised, that the curul ative reduction fund
does not accrue interest. Do you recall that?

(M. Md uskey) Yes.
And at the top of Page 15, PSNH says, "These
conpl ai nts about the lack of interest as relatively

insignificant... Do you see that?

(M. Md uskey) | do.

Is it possible that interest, just the interest, if
there was interest on all portions of the cunul ative
reduction fund, that that could anmount to a

signi ficant sunf

(M. Mduskey) Yes. The anount of the interest

obvi ously depends on what interest rate you use and

al so on the anount of the above-narket paynents. |If
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t he above-market paynents are significant, then, over
a 20-year period, potentially you can accunul ate a
significant anmount of interest on energy or on REGCs,
if it's going to be applied to RECs as wel |, and

per haps al so on the custoner. So if interest were
accunul ated, it could be significant at the end of
the 20-year term

Do you believe that accruing interest on the
cumul ati ve reducti on fund addresses the underlying
problens with the CRF?

(M. Mduskey) Not onits owmn. In ny testinony, |
addressed two, what | considered to be two probl ens
wth the -- economic problens with the cunul ative
reduction account. One was the lack of interest.

The other was the capping of the anount that
custoners could receive at the end of the 20-year
termthrough a reduction in the market -- a reduction
in the cost of purchasing the facility.

To ne, you need to have interest and the lifting
of the cap in order to ensure that custoners are
going to receive the value that they have paid to
Laidlaw in the form of above-narket paynents.

Wthout lifting the cap, it could turn out that

custoners receive very little of those above-market
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paynments, depending on the market value of the plant
at that tine. And as |I've said in ny testinony, that
wi Il depend on the conditions in the market. And

al so, the situation regarding the RPS, would it
exist? |If so, what |evel of RPS paynments would a
project of this kind receive? So there's sone

consi derabl e uncertainty as to what the value, the
mar ket value of the plant is, and how big the cap
wll be when it conmes to determ ni ng how rmuch

rat epayers should receive at the end of the day.

Do you recall hearing M. Sansoucy testify that it
had been his estimate that the plant would be worth
sonewhere around $130 million at the end of the PPA?
(M. Mduskey) Yes, | did.

And was this hearing the first tinme that you had
heard that figure?

(M. Md uskey) Yes.

And if that is an accurate estimte, does that cause
you concern that there m ght be nore than that anpunt
in the CRF?

(M. Mduskey) Yes. | think PSNH itself did an
anal ysis of what could be the balance in the CRF at
the end of 20 years, based on market prices that it

devel oped in 2009. That figure, | recall, I think it
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was $143-, $144 million. But inportantly, it was
based on market prices that are higher than if you
were to redo the analysis that PSNH di d, using nore
current NYMEX nunbers. |t would produce a | ower
forecast of narket energy prices, which woul d have
the effect of increasing the balance in the account.
Then, if you add interest onto that account, and you
al so include interest from RECs, which has been
suggested, you can inmgine that it's quite possible
that the balance in the account is significantly
above the $132 million estimte of M. Sansoucy. So
it's highly likely that we could have a situation

where a substantial sum of noney paid in by consuners

to Laidlaw will not be returned to customers through
a reduction in the value of the plant -- or reduction
in the purchase price of the plant, | should have

sai d.

And | believe you also testified that the cunul ative
reduction fund violates the used and useful principle
of rate-nmaking; is that correct?

(M. Mduskey) That's correct.

And can you just sinply explain why you believe
that's the case?

(M. Mcduskey) Yes. | think it's best to consider
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the foll owi ng hypothetical: Assune that there is no
Lai dl aw contract and PSNH i s purchasi ng energy it
needs to neet custoner denmands fromthe whol esal e
power market. Further assune that PSNH approaches
t he Conmm ssion and asks for perm ssion to charge
custoners. Not only do the narket energy prices
change at any hour, but they include in a 10-percent
prem um on those hourly market energy prices. And it
does so for a 20-year period, with the reason being
so that it can pre-fund the purchase of a renewable
energy plant in 20 years' tine.

So the question is: Wat do you think the
Comm ssion would say with regard to that question? |
believe that the Comm ssion wll say that custoners
are not in the business of pre-funding the
acqui sition of power plants because it would violate
t he used and useful principle. Used and useful
principle prohibits being included in rate base any
property that is both not in service and providing
useful service. Inportantly, the effect of the
prohibition is to prevent the utility fromreceiving
a return on and of its investnment until the plant is
in service.

I n the hypothetical, custoners would be required
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to pre-fund through rates the acquisition of a
renewabl e plant, which |I believe would violate the
used and useful principle. And this is essentially
what PSNH i s proposing to do in the PPA. But with

t he 10-percent prem um on market energy prices
replaced with the above-nmarket energy paynents, the
fund -- inportantly, the fund at the end of the
20-year termin the PPA is used to pay for the

acqui sition of the Laidlaw power plant. And we have
heard that the Conpany intends to place the plant in
generation rate base once it is acquired. The
proposal to have custoners pre-fund the purchase of
the plant through above-narket energy paynents is a
violation of the used and useful principle because
custoners will not begin to receive any useful
service fromthe asset until the termof the contract
has ended.

So we have a situation where they are | ooking to
purchase a facility in order to obtain the rights to
the services provided after the termof this contract
ends, but to have custoners partially pre-fund that
pur chase during the 20 years before -- during the 20
years of the term So, to nme, this provision in the

PPA is a violation of the used and useful principle
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or concept.

On Page 20 of PSNH s rebuttal, at Lines 22 to 23,
PSNH wites, "The CRF only adds val ue per custoners.
There is no scenario under which it will dimnish
val ue per custoners."

It sounds like, fromthe testinony you' ve just
gi ven regarding the CRF, that you disagree with that
st at enment .

(M. Mcduskey) | do disagree with it. To the extent
custoners have nade paynments over a 20-year period
and they are not likely to receive in full those
paynments, including interest, then | think that
clearly does dimnish value to custoners.

On Page 24 of PSNH s rebuttal, at Line 25, PSNH
refers to a "bad policy-nmaking choice.” Do you see

t hat ?

(M. Md uskey) Yes, | do.

And do you think that this docket is about
policy-making, or is it about the Conm ssion applying
the requirenents of the PPA section of the RPS | aw?
(M. Mduskey) It's the latter. The policy has been
establi shed through the RPS | aw. The Conpany has
made a filing consistent with that law. And we now

try to determ ne whether the filing is consistent
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wth the public interest.
On Page 25, at Line 18, PSNH states, "Financing is
t he devel oper's responsibility, not PSNH s." Do you

agree with that?

(M. Md uskey) | do, yes.

And do you recall PSNH s testinony, that the project
could not be financed if Staff's recommendations in
your testinony were adopted by the Comm ssion?

(M. Md uskey) Yes, | do.

Do you agree with that?

(M. Mduskey) No. | think the particul ar
recomrendati on that M. Long was referring to was the
recomrendati on that the energy prices be based not on
cost of service but on market prices. And | believe
he said that if that were the case, the project can
be financed. And | attenpted through cross to
denonstrate that in New York, where they have an RPS
since 2004, the structure of the solicitation in New
York is they solicit RECs, and all of the energy
capacity has to be sold into the New York 1SO.  And
so any devel oper that wins the bid in a New York
solicitation would receive, | believe, fixed REC
prices for a contract period, and they would receive

short-term energy paynents and capacity paynents from
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the New York I1SO And so that is the structure that
wor ks there. And they've devel oped many renewabl e
projects in that state. And | think that exanple
denonstrates that you don't have to have a
fixed-price contract for each conponent of the output
produced by the facility.

s the New York information that you're referring to,
is that contained in Staff Exhibit 107

(M. Mduskey) It is.

And you were just discussing the use of RFPs. And if
you | ook at PSNH s rebuttal testinony on Page 27,
starting at Line 33, they discuss the drawbacks -- or
one drawback of an RFP process. Do you see that?
(M. Md uskey) What was the |ine again?
Thirty-three.

(M. Md uskey) Yes.

Coul d the Conpany use RFPs to seek to purchase
particul ar products it needs, such as RECs or energy?
(M. Mduskey) Well, if it was -- it would certainly
have to -- the Conpany could have an RFP for any
product that it needs in order to neet custoner
demands, energy capacity or RECs.

On Page 36 of PSNH s rebuttal, at Line 23, PSNH

states that the PPA essentially prices energy at the
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day- ahead | ocati onal marginal price over a portion of
the life of the facility. Do you agree that the PPA
essentially prices energy at the day-ahead LMP?

(M. Md uskey) No. Absolutely not.

Wiy not ?

(M. Mduskey) Well, first of all, the energy's
priced at the energy prices in the PPA which are
desi gned to recover fuel costs and O%M esti nat ed
costs. So the actual price that PSNH pays and w ||
recover fromits custoners has nothing to do with the
mar ket energy prices.

So the issue is: WIIl the cunul ative reduction
account have the effect of bringing back energy
prices froma cost basis to a market basis at the end
of the 20-year ternf? And certainly we attenpted to
address this issue through cross. Because there is
no interest, and there's also the potential for
significant capping going on, | contend that the
claimis sinply not correct. There's a far greater
| i keli hood that custoners will pay above- nar ket
energy prices once the 20-year termof the contract
has ended.

There are a few places in PSNH s rebuttal where they

refer to a "Catch-22." One of those is on Page 15 at
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Line 31. And what the Conpany says, starting on

Line 29, is that the testinonies filed by you and M.
Traum woul d frustrate the | egislative goal of the RPS
| aw by creating a "Catch-22," where a PPA couldn't be
approved. Do you see that?

(M. Md uskey) Yes.

If there is a "Catch-22," do you think perhaps a

| egi sl ati ve solution m ght be required?

(M. Mduskey) I'"'mnot sure. | personally don't
agree that there is a "Catch-22". W' ve nade
recommendati ons to change the PPA which we think wll
make -- has the potential to make the project in the
public interest. | don't understand this argunent
that it's a "Catch-22." W're not trying to have the
contract not approved. W are supportive of a
renewabl e plant in the North Country devel oped
through a long-term PPA. W just feel that it has to
be based on prices which are nore in the public
interest than the Conpany's. So | don't agree there
is a "Catch-22". And I'mnot sure how invol ving the
| egi sl ature woul d resol ve that problem

Well, assuming that PSNH is correct, and if the
changes that you propose are namde, that the

Company -- the project is not financeable, is it
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possi bl e that perhaps the statute could be changed to
expressly all ow over-market PPAs, or sonething of

t hat nature?

(M. Md uskey) W actually have -- these power

pl ants typically are not econom c on a stand-al one
basis. They cannot conpete with non-renewabl e
generators. The RPS law is intended to provide an
addi ti onal revenue streamthat wll allow those
projects essentially to conpete, to be dispatched in
the | SO New Engl and power market. Al we're trying
to do is to ensure that customers are payi ng no nore
than they need to in order to acquire those products.
| ' mnot sure whether that's responsive to your
question, but...

Thank you. Do you recall PSNH s testinony about
their understanding of the Schiller agreenent that
was the subject of Docket DE 03-1667

(M. Md uskey) Yes, | do.

Do you agree that that requires that the Conpany nust
sell the RECs from Schiller wthout regard for the
price that they would receive for those RECs, and

al so without regard for the price that the Conpany is
paying to conply with New Hanpshire RPS?

(M. Mcduskey) | think there's two questions. One
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is: Does the notion submtted by the parties in that
proceedi ng require, under all circunstances, PSNH to
sell the RECs in the short-term REC market, either in
New Hanpshire or el sewhere? And ny readi ng of that
noti on and the Conm ssion's order approving it is
that that's not the case.

Now, when we get to the issue of the price of
RECs, | believe |I've said in testinony that it nakes
no econom c sense for PSNH to sell RECs in the nmarket
at a price that is less than the price that it has to
pay to Laidlaw for the RECs, when in fact they could
actually use those RECs in order to avoid the high
paynment. And | think the exanple that | gave through
cross was, if the contract price is $50 and the
mar ket price is $30, why would you want to sell the
REC in the nmarket to receive $30 when that is
required -- requires you to purchase $50 RECs from
Laidlaw? It nmakes nore sense to forego the revenues
fromthe sale and use that REC to reduce your
obligation with regard to purchases from Lai dl aw.

So, one, | don't believe the notion does require
themto sell, and | didn't see anything in the
Commi ssion's order approving the notion that said

that; and two, it nakes no econonm ¢ sense to do as
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PSNH has suggest ed.
And is that why you believe that Schiller RECs need
to be considered when trying to determ ne PSNH s need
for RECs?
(M. Md uskey) Yes.
Do you know what PSNH s npbst recent mgration
percentage is?
(M. Mduskey) Yes. The calculations that |I've done
use the 31-percent migration rate that PSNH -- |'m
not sure whether it referred to it in its testinony,
but it certainly referred to it in discovery
responses.

Yesterday we received, | believe it's a
quarterly report that PSNH is required to file with
t he Conm ssion, which showed the m gration percentage
for the nonths of Cctober, Novenber, and although it
was |isted as Septenber, | believe the report should
have said Decenber. And those -- that report shows

that mgration rate was, in the first nonth of

October, | believe it was close to 35 percent; in
Novenber, it was close to 34 percent; in Decenber, it
was close to 36 percent, | believe was the figure.

Those are rounded nunmbers. So, clearly, what is

happeni ng out there is indicating that PSNH is nore
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at risk of losing load rather than at | ess ri sk.

"Il just leave it at that.

And that would inpact their need for RECs and energy?
(M. Mduskey) Yes. It has this effect in the
calculations that | did. | was able to showthat, if
Schiller RECs were used to neet PSNH s RPS

obl i gations, that PSNH woul d not have a need for al
of the RECs produced by Laidlaw until 2023. What an
increase in the mgration rate does is to push out
that date. | haven't done -- | haven't re-cal cul ated
t he need analysis. But | suspect it's going to push
out the year that PSNH woul d need all of the RECs
fromLaidlaw to well past 2023. So it increases what
| call the excess RECs, which adds costs to
CONSUITET S.

M. MO uskey, do you have a copy of your testinony
that you filed in this docket?

(M. Md uskey) Yes, | do.

Coul d you please turn to Bates Page 65, which is your
Exhi bit GRM 12.

(M. Md uskey) Yes, |'ve got that.

The third colum fromthe left is titled "Adjusted
Mar ket Energy Price Projections.” Do you see that?

(M. Mduskey) | do.
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Can you explain what you nmean by "adjusted"?
(M. Mduskey) Okay. Earlier | was describing that
in 2009, PSNH devel oped a forecast of the narket
energy prices, which is included -- devel oped a
forecast of market energy prices, which it included
in a discovery response issued by Staff. That
forecast was based on NYMEX el ectricity price and
natural gas price data. And it was based on a | ook
at those NYMEX forwards in, | think August of 2009.
Since we've passed that date and there have been

devel opnents in the market, both for electricity in
New Engl and and al so natural gas, what | did was to
essentially use the very sanme nodel that PSNH used
and sinply updated the NYMEX electricity and natural
gas prices, and the result is as shown in this
colum. | think it m ght have been better to | abel
it "nodified" or "updated" rather than "adjusted."
But that's the intent. |It's sinply an update of the
price devel oped by PSNH, taking into account nore
current NYMEX dat a.

MS. HATFI ELD: M. Chairnan, do the
Comm ssi oners have the record requests at this point?

CHAI RMAN CGETZ:  Yes.

MS. HATFI ELD:  Thank you.
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BY Ms. HATFI ELD:

Q M. Md uskey, do you have the copy of the record
request that the Conpany filed on February 4th?

A (M. Mduskey) | just have one, the rate-inpact

anal ysis? That's the only one | have.

Q And that one is nunbered HD 02 Q RR-005?

A (M. Mduskey) That's correct.

Q And it's dated January 26th, 2011?

A (M. Mduskey) | don't have the cover page, so |
couldn't confirmthat.

Q W11l you accept that, subject to check?

A (M. Mduskey) Yes, | wll.

Q And the request that PSNH is answering is: Pl ease
provi de the assuned rate inpact for 2015, using a
range of assunptions for nmarket prices, wood prices
and REC prices; is that correct?

A (M. Mduskey) | believe that's what we asked, yeah.

Q And if we ook at Page 2 of 2, that's where PSNH
provided the analysis; is that right?

A (M. Mduskey) That's correct.

Q And if we | ook at this page, there are different
scenarios that the Conpany has utilized; is that
ri ght?

A (M. Md uskey) Correct.
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And the top line shows that in all scenarios they've
used a facility size of 67.5 negawatts; is that

ri ght?

(M. Md uskey) Correct.

And that facility size relates to PSNH s revi sed
Exhibit 9; is that right?

(M. Mduskey) Correct. Yes.

And if we |ook down in the left-hand colum, which is
| abel i ng rows, under "Avoided Costs of Products,"” the
second itemis titled "REC Market, Percentage of
ACP." Do you see that?

(M. Md uskey) Yes, | do.

Does that nmean that in all their scenarios they
utilized the PPA REC price?

(M. Mduskey) Well, under the -- if you |look at the
third colum, "Case 1lb," they've actually varied the
percentage to 100 percent. So it doesn't quite match
with the PPA

And have you had a chance to review the anal ysis that
t he Conpany has provi ded?

(M. Md uskey) Yes, | have.

If the REC price in the market is |lower than that,
woul d that nean that there would actually be a higher

nmonthly bill inpact as a result of the PPA?
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(M. Mduskey) Yes. |In fact, under the Avoi ded
Costs of Products section, we have prices for energy
RECs and capacity. |If any of those is |ower than
what's shown in this exhibit, then you woul d have a
greater inpact on custonmers as a result of the PPA
And conversely, if the prices are higher than what's
shown in this particular colum, then the inpact
woul d be | ess than what's shown.

And have you tested these scenarios by using
different figures to | ook at what the rate inpact

m ght be?

(M. Mduskey) Yes, | have. The Conpany actually
provided Staff wth the spreadsheet. So we had the
ability to change the inputs to what we considered to
be nore reasonabl e than what the Conmpany has, and
which | did. And |I've actually got two groups of
nunbers: One, what | call the Laidlaw proposed
facility, which is at a capacity of 66 negawatts, and
then | redo the anal yses under what | call the

Lai dl aw expanded facility, which is the 67.5. And
so, just focusing on the Laidlaw proposed facility of
63 negawatts, assuming it's got the capacity factor
of 87.5, what |'m describing nowis what | call base

case. And | wll vary the assunptions under the base
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case to see what happens under what could be call ed,
froma custonmer standpoint, worst-case and best-case
scenari os.

But under the base case, we started with a
63-negawatt facility, added a capacity factor that
Lai dl aw recomended to SEC. And the first change we
have is wood price, $34 a ton. W think that is the
appropriate wood price for the base case. Wy?
Because Schill er wood costs over the |ast three years
have averaged just under $34 a ton. Now, it may be
that in the future, fuel costs at Schiller are going
to change. But historically, over a recent period,
it's been very close to 34. And | suspect that's why
the Conpany used 34 in its devel opnent of the energy
prices.

So we start with a wood price of 34. The rest
of the PPA prices are as cal cul ated by the Conpany in
its exhibit. Were we differ is with regard to the
avoi ded costs of products. Now, |'mdoing this for
2014, which | assune is the first year of the
contract. And what |'ve done for energy is -- let ne
start with RECs.

The REC price is the Synapse price for 2014,

whi ch | have as just over $32 a negawatt hour
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Capacity price we're using is the capacity price that
t he Conpany uses, 2.95. So we don't have a problem
with that. The energy price is the energy price that
| calculated for 2014 using PSNH s nodel, but updated
for nmore current NYMEX nunbers. That one is $53,
roughly. Wen you insert those nunbers into the

cal culation, and the rest is as devel oped by PSNH, we
get a nonthly bill inpact of $3.50 a nonth. That is
a significant inpact in the first year of this
contract, $3.50 a nonth. That's a nmajor rate inpact.
And that's for residential custoners.

Then what | did was, | devel oped a scenari o,
what | call high fuel, |ow market, high capacity
factor. Did the sane type of analysis but varied the
energy capacity and REC prices. And that analysis
produces an inpact of al nost $5.50. And then | have
anot her scenario, which is what |I call |ow fuel, high
mar ket, | ow capacity factor, and that produces a mnmuch
smal l er inpact of 36 cents per nonth.

So we think our base case which resulted in a
rate i npact of $3.50 a nonth is a reasonabl e out cone
and significantly different fromwhat the Conpany is
getting, we think based on reasonabl e nmarket prices.

And when you say that's a reasonabl e outcone, are you
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tal ki ng about the nunbers that you used and not that
it shows that the PPA itself is reasonabl e?

(M. Mduskey) I'mtal king about the market price
inputs | think are reasonable as a base case.

If | could just add? That $3.50 inpact is based
on mgration rate of 31 percent. |If we change the
mgration rate -- | haven't done this cal cul ati on.
But if we change the mgration rate to 34, 35 and
36 percent, which has been shown in the Conpany's
recent quarterly report, then we're going to push up
that inpact significantly, because what's happeni ng
is there's a snaller energy sales base in order to
spread over the economc cost of the PPA. So the
hi gher the mgration rate, the greater the inpact on
the consuners. This $3.50 is based on 31 percent.
So, in a sense, it's a conservative nunber.

M. Md uskey, do you have a copy of M. Sansoucy's
rebuttal wth you?

(M. Mduskey) | do.

Woul d you please turn to Page 47.

(M. Md uskey) Ckay.

At Line 1, M. Sansoucy is asked the follow ng
gquestion: "On Page 45, M. Md uskey, starting at

Line 9, tal ks about the conflict with | east cost
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i ntegrated resource planning. Wat is your opinion?"
Do you see that?

(M. Md uskey) Yes.

And then at Line 4, at the beginning of his answer he

states, "Least cost planning and the devel opnment of

new Cass | RECs are nutually exclusive.” And then
at Line 7 he states, "To conpare this" -- neaning, |
believe, the PPA -- "to | east cost integrated

resource planning and then condemm the PPA with
Laidlaw i s m sl eadi ng and shoul d be ignored by the
Comm ssion.” Do you see that?

(M. Mduskey) | do.

Do you believe that the Conm ssion should ignore the
| east cost planning statute?

(M. Md uskey) Absolutely not.

And do you agree with M. Sansoucy, that | ease cost
pl anni ng and the devel opnent of new Class | RECs are
nut ual Iy excl usive?

(M. Md uskey) No.

And PSNH is conplying with the RPS Iaw right now, is
that right?

(M. MCduskey) It is. It's required to purchase a
certain quantity of RECs, and | believe it's doing

t hat .
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And woul d you believe that PSNH is trying to conply
wth the RPS law in a way that is consistent with
both the | east cost planning statute and with its own
| east cost plan?
(M. Mduskey) Well, I'mnot the anal yst that
reviews the Conpany's energy service filings. But
|'d be very surprised if the Conpany were not trying
to mnimze the cost of naking the RPS | aw by buyi ng
| east cost RECs avail able, whatever class it's
pur chased in.
And woul d you agree, in review ng the PPA under the
RPS | aw, the Conm ssion nust consider it in the
context of RSA 378, the sections that include the
| east cost planning statute?
(M. Md uskey) Yes.
Thank you. | have nothing further.

CHAl RMAN GETZ: Thank you.

M. Shul ock.

CROSS- EXAM NATI ON

BY MR SHULOCK:

Q
A.

Q

Good norning, M. Md uskey.
(M. Md uskey) Good norning.
|'"d like to direct your attention back to Record

Request No. 5 and then the analysis that you

{DE 10- 195}[ DAY 5 - MORNI NG SESSI ON ONLY] {02- 08- 11}




© o0 ~N o o b~ w N

N RN N NN R R R R R R R R R
A W N P O ©O 0O N OO OO WDN -~ O

[WITNESS PANEL: McCLUSKEY|FRANTZ]

o >» O » O »

> O >» O >

40

conduct ed.
(M. Mduskey) Gve ne that? Wich record request?
It's Record Request No. 5.
(M. Mduskey) Is that the rate inpact anal ysis?
Yes, it is.
(M. Md uskey) Yeah.
Now, PSNH devel oped a nunber of scenarios to
denmonstrate the inpacts of the PPA on energy service
rates in 2014. You subsequently revised that
anal ysi s using inputs you thought were nore
reasonabl e and cane up with higher inpacts; is that
ri ght?
(M. MO uskey) Correct. | believe the year that
PSNH was usi ng was 2015.
| stand corrected.

What, if anything, does the inpact on the energy
service rates in 2015 tell us about the
reasonabl eness of the rates in the PPA over a 20-year
peri od?
(M. Md uskey) The cost-effectiveness of the rates?
Yes.
(M. Mduskey) They don't tell us anything.
Ckay.
(M. MO uskey) Let nme retract that.
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The cost-effectiveness cannot be denonstrated
through the rate inpact anal ysis, which indicates
little inpact. The cost-effectiveness study
essentially is conparing the cost of the products
purchased with the, say the market price of those
products. W can avoid doing that if we have
conpetitive solicitation, and the bidders wll
determ ne what is the nost appropriate price for a
particul ar product. But absent that, we have to do
this kind of analysis to determ ne whether it's
cost-effective against using those standard tests.

Now, if when you do your rate inpact anal ysis
you include in -- you include in the avoi ded cost
estimates, the market energy prices that you use in
the cost-effectiveness study, | can say there's sone
connection. But the problemw th a rate inpact
analysis is that the costs -- let's assune that
it's -- that the particular project that's been
anal yzed i s above market and there's a significant
cost inpact. Wat the rate inpact analysis does is
it spreads those costs over a much |arger |oad, and
it can have the effect of reduci ng what appears to be
t he i npact of that on an economic project. So that's

the danger in using the results of a rate inpact
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anal ysis to draw concl usi ons regardi ng
cost-effectiveness.

| magi ne we have a very, very snall project, say
10 kil owatts, say a solar facility, that is shown to
be extrenely economcal. Using the rate inpact
analysis, if you spread those econom c costs over the
total custoner base of the conpany, you mght find
that there's a mniscule inpact on rates. And the
danger is that you would use that conclusion to say,
well, it's sonething -- it's a project that maybe we
shoul d go ahead, when in fact the project could be
two or three times nore costly. So, that's the
danger. | think that we should not use a rate inpact
analysis as the basis for determ ning
cost-effectiveness.
Thank you. Now I'd like to direct your attention to
| PP Exhi bit 28.
(M. Md uskey) Okay.
In Subpart B of this data request, the |IPPs asked you
to calculate interest on above-narket REC paynents
t hrough 2025; correct?
(M. Mduskey) That's correct.
And your conclusion was that there woul d be

$74 mllion in additional interest on those
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above- mar ket REC costs through 2025; is that right?
(M. Mduskey) That's what it says here.

And do you renenmber what percentage -- what interest
rate you applied in calculating that?

(M. Mduskey) | believe | used 5 percent. | think
it says in the second paragraph of the response,

5 percent per annum

And then we asked you to calculate interest on

above- nar ket REC paynents through 2033; correct?

(M. Md uskey) Correct.

And your concl usion was that, using a 5-percent
interest rate, the above-market -- or the interest on
t he above-market cost of those RECs woul d be

$211 mllion; is that correct?

(M. Mduskey) That's correct.

And then you concluded that the total above-narket
REC paynment with interest would be $399 nmillion; is
that right?

(M. Mduskey) That's correct. | want to add this

I nportant assunption here. As | said earlier, the

i nterest added to the cumul ative reduction account is
dependent not just on the interest rates but on the
assunmed market price for the product. Here |I'm using

the current price for Cass | RECs, $6.50, which is
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just that; it's the current price. And it nmay not be
the price going forward. So, to the extent that RECs
are priced above that level in the future, then the
anount of the above paynment and the associ at ed
interest fromthat paynent would actually be snmaller
than what's shown in this calculation. So | just
want to nmake it clear that this particul ar anal ysis
uses that assunption. And it's only an assunpti on.
And just for point of clarification, | believe you
said the current price that you used was $6.50. And
did you intend to say 16. 507
(M. Mcduskey) | did. 16.50. That's correct.
Ckay. Thank you.

Now I "d Iike to draw your attention to | PP 30.
(M. Md uskey) Ckay.
You're aware that in the Lenpster Wnd docket, the
Comm ssion permtted PSNH t o purchase nore RECs than
were required for PSNH to neet its New Hanpshire RPS
requi renents?
(M. Mcduskey) | believe that's the case, yes.
Wiy is it your opinion that PSNH shoul d not be
permtted to do the sane here and pass the cost of
that acquisition on to its custoners?

(M. Mcduskey) It has to do with the difference in
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prices. W believe that the prices in the PPA for
RECs are well above narket; whereas, in the Lenpster
agreenent, it's nmy understanding that they were
priced below the market. So it would actually nmake
econonmi c sense to sell RECs -- for PSNH to sell
Lenpster RECs, because they could get a higher price
fromsone third party either in New Hanmpshire or
Massachusetts. So, in that particular case, it nade
absol ute econom c sense to allow that to happen

In this particular docket, where we have a
di fferent opinion from PSNH on whet her the RECs are
above market or below, we think it doesn't make
econonm ¢ sense to sell those RECs. [It's nuch nore
econom c to use themin order to neet PSNH s RPS
obl i gati on.

MR. SHULOCK: Thank you. | have no
nor e questi ons.

CHAI RVAN GETZ: Thank you.

M. Rodi er.

MR RODIER M. Chairman, | don't
have any at this nonent. But what |1'd like to do is
to | eave the door slightly ajar, and maybe a little
| ater this norning, ask maybe -- probably not any --

but maybe a few, at nost, if that's okay.
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CHAI RVAN GETZ: Well, certainly the
petitioner gets in this case --

MR. RODIER: kay. No questions.
That's okay. Thank you.

CHAl RMAN GETZ: Okay. Thank you.

M. Edwards.

MR. EDWARDS: Your Honor, | was a
little bit late in getting here this norning, and |I'm
assum ng that M. MC uskey has had nost of the
questions. But | assume M. Frantz is also up there
to inquire of himw th any questions?

CHAI RVAN GETZ:  Yes.

MR EDWARDS: |'d like to start wth
M. Frantz.

CROSS- EXAM NATI ON

BY MR, EDWARDS:

Q Were you aware that there were a coupl e of bionass
plants in the U S. that are 100 negawatts?

A (M. Frantz) | don't have any particul ar know edge of
those facilities, no.

Q So you al so probably woul dn't be aware that those
facilities don't just use forest-derived wod, then.

A (M. Frantz) No.

Q They in fact use construction debris --
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MR. BERSAK: (bjection, M. Chairman.
(bjection. He's already testified he doesn't know.

CHAI RVAN GETZ: M. Edwards, | nean,
this is verging fromnot cross-exan nation, but into
testi nony on your part about what nmay or may not be
happeni ng el sewhere. So | think you need to direct
your questions based on cross-examning M. Frantz on
his testinony.

BY MR, EDWARDS

Q M. Frantz, would you agree that the 67.5-negawatt
Lai dl aw plant is probably the | argest forest-driven
plant in the U S., or certainly in New Engl and?

A (M. Frantz) I'maware it's the |argest proposed
facility for New Hanpshire, and certainly one of the
| argest in New England. | can't say for sure whether
it is the largest in New Engl and.

Q Woul d you agree that New Hanpshire wood supply is
t apped versus untapped -- in other words, there are
ot her users?

A (M. Frantz) There are certainly other users.

Q Wul d you agree that the 67.5-nmegawatt Lai dl aw
project, the |argest forest-derived biomass plant at
least in the state, will be located basically in the

m ddl e of this tapped forest?
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(M. Frantz) Well, | don't quite understand what you
nmean by "tapped.” But to the extent there are other

facilities, it's in an area where there are other
facilities nearby, depending how you define "near."
Were you aware that |iquidated harvesting is
significantly happening in the Berlin area?

(M. Frantz) I'mnot a forester, and ny testinony
doesn't discuss |iquidated forest practices.

Are you aware of any sweeping | egislative change that
has occurred in Maine as a result of |iquidated

har vesti ng?

(M. Frantz) No, I'"'mnot. | have a tough enough tine
keepi ng track of New Hanpshire | egislation.

Were you aware that one of these harvesters that can
no | onger operate with this practice in Miine has
purchased and |i qui dated thousands of acres in close
proximty to Berlin?

(M. Frantz) I'mnot aware of the forestry practices
i n Mai ne.

What i npacts can wood shortages and/or cost increases
have on bi omass plants al ready operating?

(M. Frantz) well, all else equal -- | am an
economst. | will say all else equal, large

I ncreases in denand have an upward pressure on price.
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| don't believe forestry practices are exenpt from
supply and demand.

Assumi ng there are six operating facilities in the
North Country, with a conbined output, let's say, of
approxi mately 120-negawatts, is it your opinion that
these plants offer nore direct and indirect jobs than
the 67.5-negawatt project would offer?

(M. Frantz) | haven't | ooked at each i ndivi dual

proj ect and don't have the data for each individual
project to know whet her or not what their direct

enpl oynent is or their indirect enploynent associ ated
w th those direct purchases of wood. To the extent
that they have simlar production technol ogi es,

i nput, uses, if they're larger, they probably have a
sonmewhat significant effect on indirect and i nduced
effects. But | did not look directly at those
facilities.

Does the conti nued exi stence of these plants
contribute to the state's goal of 25 percent by 20257
(M. Frantz) | think all the uses of renewabl e
resources that are now used in the state and outside
the state that are certified to neet the New
Hanpshire RPS requirenents are inportant.

Thank you.
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M. Md uskey, the expert for the Gty of
Berlin, Skip Sansoucy, has stated that the existing
infrastructure shoul d save consi derabl e capital
costs. Do you agree with that concept?

(M. Mduskey) Capital cost of the plant? 1Is that
what you're referring to?

The existing infrastructure should save consi derabl e

capital costs. I'mwondering if you agree with that
concept .
(M. Mduskey) Well, if he's referring to the

exi sting infrastructure which Laidl aw woul d conti nue
to use in the devel opnent of the plant, then,
potentially, yes, it could avoid the need to acquire
capital, acquire new assets. So, in theory, | can

i magi ne the nore plant that exists, the | ess that has
to be spent by the devel oper.

So, given the savings, would you agree this should

| ead to reduced debt service?

(M. Mduskey) It should result in a capital cost
that's lower than it otherw se woul d be, which woul d
have the effect of, under a certain capital

structure, would reduce the anmount of |oans that they
have to make and, hence, reduce the interest on those

| oans.
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So if the project has | ess debt service, would you
agree the project should produce cheaper power than a
G eenfield project?

(M. Md uskey) Not necessarily. There's capital
costs, just one elenment of the cost of a project.
It's possible that a Geenfield project m ght use
equi pnent that's nore efficient and, hence, reduce
the operating costs. So the net effect could be a
reduced average cost for the facility than using --
than starting with a facility with an existing
potentially inefficient power plant.

I n your opinion, have the savings in debt service
been reflected in the rate structure now bei ng
considered in this PPA?

(M. Mduskey) | cannot conmment on that. | don't
know what effect the cost of the facility would take
into the account in the devel opnent of the PPA
prices.

I n your opinion, has this project offered to sell its
wr apped-up rates for |ess than other projects, other
projects it proposed?

(M. Mduskey) Wll, I've testified to the fact that
PSNH r ecei ved unsolicited offers fromtwo alternative

bi omass projects, and PSNH s own anal ysis showed t hat
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the | evelized costs of those two unsolicited projects
was | ower than the levelized cost for the Laidl aw
pr oj ect.
And do you recall those percentages?
(M. Mduskey) | believe the CPD project was
8.5 percent |ower than the Laidlaw | evelized, and the
Concord Steam project | believe was either 12 or
12.5 percent | ower.
Thank you.

M. Frantz, as a specialist in your profession,
" m sure you understand the concepts of supply and
demand and m cro and nmacro econom cs, and deal wth
t hese concepts on a regular basis. And with your
under st andi ng of economcs, in very generic form can
you expl ain econony of scal e?
(M. Frantz) Econony of scale occurs when costs are
reduced as out put increases. Average costs are
reduced as out put increases.
So, would you agree that this 67.5-negawatt project
should cost less than a snaller facility?

(M. Frantz) Well, you know, | think in general,

wi t hout | ooking at the actual facilities -- the
boiler, the actual fuel contracts -- there are a | ot
of variables that go into that. And so I'IIl fal
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back on ny ceteris paribus, "all else equal." A
|arger facility woul d have | ower average costs than a
much smaller facility. But for any particular
project, | think you have to | ook at the actual cost
of the project.

Woul d you not agree that a 67.5-negawatt project |ike
this woul d have a significant advantage over nuch
smaller plants in its utilization of |abor?

(M. Frantz) The project stated that it would use 40
direct enployees. |'mnot aware of how nmany direct
enpl oyees are at other facilities. Again, | think
you need to know what exactly the | abor force is, how
many shifts, in general. | haven't conducted that
analysis. So, to extend what is a traditional
econony of scale or scope to an individual project |

t hi nk woul d border on reckl ess.

(M. Mduskey) If | could just add? | think your
question was going to cost. But renenber that
Laidlaw is not a rate-regulated entity. Uilities
establish their prices based on costs. This is not a
utility. Typically, the prices that they charge for
t he products that they produce are based on the
market. They're in conpetition with other providers

of the sane products. So you could well have a
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facility that has actually got a | ower average cost,
and they rightfully receive a price -- the sane price
as anyone el se because that is the way markets work.
So | just wanted to nmake clear that there's a

di stinction between cost-based pricing and

mar ket - based pricing that we are addressing --
supposed to be addressing for the Laidlaw facility.
Thank you, M. MOd uskey.

So, M. Md uskey, in your opinion, why could
smal l er plants provide rates that have been quoted
recently of 8 5 and 12.5 percent bel ow that of a
| arger plant?

(M. Mduskey) Well, I'mnot sure which plant you're
referring to. |'mnot sure where the infornmation
cones from So | really can't comment on those
prices at all.

| guess what |I'masking is, I'"'mreferring back to the
two percentages you referred to recently of 8-1/2
percent and 12-1/2 percent. You nentioned one cane
fromdC ean Power. And | guess what |I'masking is,
why could those smaller plants provide rates that
have been quoted recently of 8.5 and 12.5 percent

|l ess than a 67.5-negawatt plant?

(M. Mduskey) Sorry. | msunderstood you. | guess
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those two projects submtted bids that they felt they
could live with and make the required returns that
they need to stay in business. |If the levelized
prices that | referred to had been the result of a
conpetitive bid -- which you heard we've not got one
here -- but had they been the result of a conpetitive
bid, then the Laidlaw project would not w n out.
Presumably, they would select, after taking into
account other criteria, they would select the | east
cost bidder. And that's, |I think, the way it should
be. Regardless of the size of the project, how
efficient the equipnent is of the project, at the end
of the day, if a particul ar devel oper wants the

busi ness, they wll sharpen the pencil and attenpt to
undercut the prices that he feels other devel opers
will offer. And we think that's how it should be

done, and the | owest bidder should receive the

contract.
Thank you. When it cones to federal grant funds, |'m
alittle fuzzy. So you'll have to excuse ne if |I'm

not asking these questions entirely correctly.
Pl ease feel free to correct ne.
Just talking a little bit about federal grant

funds. Throughout the SEC process, prior to this
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process with the PUC, it's been nenti oned about
grants and that grants are avail able that anpbunt to
30 percent of the capital costs; is that correct?
(M. Md uskey) There are different federal grants.
The I TC program -- investnent tax credit, | can't
believe | forgot that. The invest tax credit does
provide a significant hel ping hand to devel opers.

And | think it is on the order of 30 percent of the
capital costs of the facility paid over the life of
the facility.

Is it true the eligibility requires construction by a
certain point?

(M. Mcduskey) | don't really know the details as to
how -- what they need to do to qualify for those
things. [It's ny understanding that the Laidl aw

proj ect does qualify for the ITC, or a version of it,
which is actually a little bit nore beneficial. And
they al so receive a grant under the new market

devel opnent sonething. So ny understanding is that
they are availing thensel ves of those two
opportunities, which I think all renewable projects
woul d attenpt to seek. So there is certainly nothing
wong with the devel oper getting the hel pi ng hand.

So they have two choices of how they're going to get
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conpensat ed.

(M. Md uskey) Say that again?

They have two different choices as to how they're
goi ng to get conpensated on these grants?

(M. Mduskey) No. They actually qualify for both,
the ITC, or a version of it. And they also receive
sone additional funds through a different federal
progr am

Ckay. So, is one of these choices to earn
protection -- production tax credit and sell it as a
revenue source?

(M. Mduskey) No. The protection tax credit is an
alternative to the ITC. | think the general feeling
is that the ITCis nore financially beneficial. So
they could use the ITC, or they could use the |ITC or
a version that cane out of the Anerican --

(M. Frantz) American Recovery Act.

(M. Md uskey) -- Anmerican Recovery Act. And I

beli eve they selected the one that gives themthe

bi ggest hel ping hand. And they've also avail ed

t hensel ves of funds through the new market

devel opnent program

So, is it one of these prograns where they get the

lion's share of their funds right up front as opposed
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to over tine?

(M. Md uskey) The nodified I TC, ny understandi ng,
that's the case, | believe, yeah. |Instead of
receiving it over a period of tine, they receive it
upfront.

Wth what you know, has the financial information
you're aware of been reflected in the pro forna of
the rates where these -- where this conpany has the
benefit of these grants?

(M. Mduskey) Well, Staff is not aware of the
detai |l ed negoti ati ons between PSNH and Lai dl aw. What
work PSNH did on these grants and how t hey wor ked
those into their determ nation of what a reasonable
set of prices are, we don't know. W can't comment
on that. The Conmm ssion issued a decision which said
that those discussions are confidenti al.

Wth your knowl edge of the project, if the Conpany
chooses to take the grant funds 60 days after
start-up, do you agree that that amount will be
sonmewhere in the range of $45- to $70 mllion?

(M. Mduskey) | don't have that figure in ny head.
Wien | did the financial nodeling using the cash flow
analysis, it was easier to nodel it using the

production tax credits. So the fact that | didn't
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use the I TC version, | don't have a figure in ny head
as to what woul d be the anount of dollars that they
woul d receive.
Wul d you agree that if the owners take that grant
after 60 days, that they no |onger are at risk for
their initial investnents?
(M. Mduskey) No. There is a capital cost
associated with the facility which will not be
covered by the federal governnment in total. And
there's always the potential for the cost of the
project to be higher than what it initially
estimated. And so there is sone risk which they are
not conpensated for through the PPA prices. Wen
say "not conpensated,"” there's no automatic
adj ust rent nmechani smthat increases the PPA prices if
the capital cost of the project rises. So, the
conpany is at risk that it could be nore costly than
it initially estinmated.
Woul d you agree that that risk would be significantly
dr opped?
MR. BERSAK: M. Chairman, | think
we' ve gone well beyond M. MC uskey's testinony.
CHAl RMAN GETZ: Actual ly, risk of

what ? Wuld you remind ne what the underlying
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question is? The risk of recovery of their
investnment? |s that what your --

MR. EDWARDS: Yeah, their initial
i nvest nent .
CHAl RVAN GETZ: M. M uskey?
A (M. Md uskey) What's the question again?
BY MR EDWARDS
Q Do you agree that their initial investnent would be

dramatically decreased, as far as the risk would be
dramati cal ly decrease?

MR. BERSAK: | don't believe, M.
Chai rman, M. Md uskey di scussed devel opnent costs,
devel opnent risks, investnent tax credit, the new
mar ket credits, or any of that in his testinony.

W' ve given M. Edwards great |atitude in asking
questions. Sounds like, to ne, he's nore testifying
t han cross-exani ni ng.

CHAI RMAN GETZ: Well, | think that
this line of questioning may in sonme respects go to
M. -- can be related to M. MdJd uskey's testinony.

But M. Edwards, it seens what it's
directed at is trying to elicit fromM. MC uskey
some judgnent about the internal returns or

assunptions of the Conpany, which he's testified to
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it is duplicative.

MR. EDWARDS: Thank you.

BY MR EDWARDS:

Q

>

61

M. Frantz, if we could turn for a nonent to tal ki ng

about loggers. |It's been said that many | oggers have

gone out of business in the state as a result of |ost

busi ness and that |loans will be nade avail able for
t hese | oggers to purchase new machi nery for their
trade; is that correct?

(M. Frantz) M testinony doesn't address |oans for
|l oggers. |If you have a particul ar question
concerning | abor force associated with it, 1'd be
happy to tal k about that.

Do you have any idea how nuch it would cost for a

| ogger to set up enough equi pnent to be able to
function as a viabl e busi ness?

(M. Frantz) Are you assumng that they either start
fromscratch or have already sold their equi pnent?
They' ve already sold their equipnent.

(M. Frantz) It's a significant investnment.

Do you believe in the definition that biomass-grade

wood i s waste wood, such as tops and branches?

(M. Frantz) Nornmally, the wood is actually the tops
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| eft over from |l oggi ng operations, or |inbs, branches
that's been used for bionass.
Wul d you agree that roundwood or pul pwood,
economnm cal |y speaking, does not fall into this
category?
(M. Frantz) By definition, roundwod and pul pwood
are different uses.
So, would you agree that the highest and best use of
roundwood whi ch can be sold to a different user for,
say 48 per ton, is not to sell it to Schiller or sonme
ot her bi omass conpany for 27 per ton?
(M. Frantz) | think you have sonme assunptions in
there that there isn't a viable alternative for those
hi gher - val ued wood products, and therefore they woul d
find their way to a | ower val ue option.
Hasn't 1.3 mllion tons described as "avail abl e due
to the closure of mlls recently"” been focusing on
roundwood, pulp, which is a waste to sell it tw ce
t he anount per ton?

MR. BERSAK: (bjection, M. Chairman.
M. Frantz already said he didn't testify regarding
wood?

CHAI RVAN GETZ: M. Edwards, any

response?
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MR. EDWARDS:. Your Honor, |'mjust
trying to point out that there's two different prices
of two different types of wood, and there's a
significant difference in price per ton. And |I'm
just trying to find out froman econom c standpoi nt
what M. Frantz's thoughts are regardi ng that.

CHAI RVAN GETZ: M. Frantz?

(M. Frantz) Well, | think that nost rational people
woul d rather sell a higher val ued product than a

| ower val ued product. And to the extent there's a
market, |'msure they'll ook for that market for the
hi gher valued product. |If it's not there, | think
that's going to affect their decision on what to do
wth that value of the product. |If they can find

ot her markets, even if it's less, they may actually
go after those narkets.

Wiat do you think the |ikelihood would be of a | ogger
pur chasi ng new equi pnent if he had no narket beyond
$27 per ton, if the whole tree were to go for this
reasonabl e purpose?

(M. Frantz) | think there's a lot that goes into
deci di ng whet her or not you're going to invest a |ot
of noney into an operation. And obviously included

in that is what kind of narkets are out there and how
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long will they be there and how nuch conpetition do |
have and what are ny financing rates. | nean,
there's a lot of areas that are there. And | think
you are nmuch better off asking soneone who's a
| ogger.

CHAl RVAN GETZ: M. Edwards, how nuch
nore do you have along this line?

MR EDWARDS: | have two nore

questi ons, Your Honor.

BY MR EDWARDS:

Q

If we were to place the entire tree into the boiler
at the Laidlaw plant, at what efficiency rate did we
achieve in burning the entire tree?

CHAI RVAN GETZ: Are you suggesting
wi t hout chipping it or what?

MR. EDWARDS: You chip it first.
(M. Frantz) If it's all chipped, it's still going to
burn at the sane levels as the tops. |It's going to
be whatever the efficiency factor is of that boiler.
And we've been told that the efficiency factor of
this plant is what?
(M. Frantz) Well, nost wood plants are in the 18, 000
to 22,000 BTUs per-kilowatt-hour basis. To the

extent this boiler is nore efficient, it mght be in
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the 14 to 15,000 BTUs per-kil owatt-hour basis.

So is that a percentage efficiency in the | ow 20s
range, 20, 22, 23 percent?

(M. Frantz) Those are what nost people would
consider fairly inefficient heat rates for an

oper ati on.

What woul d you consider to be an average?

(M. Frantz) Well, it depends on the fuel you're

t al ki ng about.

For a plant |ike this.

(M. Frantz) For burning biomass?

Hmm hnm

(M. Frantz) You can get down to 13-, 14,000 BTU per
kilowatt hour. That's a pretty good heat rate for a
bi omass facility.

What percentage would you say that is?
Twenty-five-percent efficiency?

(M. Frantz) I'll have to calculate it. |[|'d have to
check and get back to you.

| guess what I'mgetting at is, froman econonm c
perspective, does it nmake any econon c sense to use a
whol e tree at a 25-percent efficiency rating?

(M. Frantz) Well, | think | answered that when |

said it would depend a lot on if you didn't have any
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ot her better or higher value reasons to sell that
wood. If you have sawl ogs, nuch rather sell saw ogs

and then just work your way down.

Thank you.
M. MO uskey, just a hypothetical. |If
Nobl e/ Brookfield was to fill capacity in the Coos

Loop, what would Laidl aw need to do?

(M. Mduskey) Could you give ne that again?

| f the Nobl e/ Brookfield 100- megawatt project filled

t he capacity in the Coos | oop, what would Laidl aw
need to do?

(M. Mduskey) Well, | assunme the transm ssion |ine
woul d have to be expanded in order to send the output
to the low centers in New Hanpshire and el sewhere.
Wiat if the | oop wasn't expanded? Wat woul d Lai dl aw
need to do?

(M. Mduskey) If it wasn't expanded?

Yes.

(M. Mduskey) Well, I can't see how, in that

hypot heti cal, how the project would proceed.

| s that expansion a requirenent of this PPA?

(M. Md uskey) Not to ny know edge.

Thank you.

M. Frantz, in weighing out the econom c benefit
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the Lai dl aw pl ant can have for New Hanpshire, the
North Country, and Berlin, how much weight is given
to the econom c inpact such a project can have?

(M. Frantz) Well, | nentioned in nmy answers to
Attorney Hatfield that it's one factor, if you | ook
at the statute, the economc benefits. There's a
nunber of criteria, and this is one of those.

Woul d you say that the econom c benefit coul d

out wei gh the economc sensibility of a substantially
hi gher rate to the ratepayer?

(M. Frantz) | believe | answered that, stating that
cost-effectiveness, in ny opinion, certainly should
al ways be the key aspect of these criteria. | think
that when all else is close to equal, then obviously
you want to go with the econom c benefits.

Are you aware that Brookfiel d/ Noble are begi nning
their wi nd project next nonth?

Whi ch project?

Wll, I"'mreferring to it as the Brookfiel d/ Nobl e
Project. That's the 100-negawatt project in the
North Country.

(M. Frantz) |I'maware of the Noble project. |

t hought it was 99-negawatts. |'m not aware of what

stage of conpletion it's at.

{DE 10- 195}[ DAY 5 - MORNI NG SESSI ON ONLY] {02- 08- 11}




© o0 ~N o o b~ w N

N RN N NN R R R R R R R R R
A W N P O ©O 0O N OO OO WDN -~ O

[WITNESS PANEL: McCLUSKEY|FRANTZ]

Q

68

| ' ve been contacted by this conpany to find housing
for approximately 140 workers from out si de of New
Hanpshire, as well as 70 jobs frominside this area.
What i mredi ate i npact do you think that can have for
Berlin over the entire year economically?

MR. BERSAK: (bjection. Facts not in
t he record.

CHAl RMVAN GETZ: Wat's the rel evance?

MR EDWARDS: | amtrying to find out
fromM. Frantz, by sone very definite projects that
are in the works in Berlin, what kind of economc
I npact those projects can have in conparison to this
one.

CHAl RVAN GETZ: And how woul d t hat
af fect our decision in this case?

MR. EDWARDS: | understand that the
economi c | eg of your decision here is very inportant,
and | also understand that there are sone very viable
projects comng to Berlin that are -- that could be
very inportant to that deci sion.

CHAl RMAN GETZ: Well, first of all, |
nmean, you are testifying to what you know about facts
that aren't in evidence in this case. And |I'm not

sure what the relevance of this line of inquiry is.
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So let's nove along to your next set of questions.

BY MR EDWARDS:

Q

M. Frantz, are you famliar with the federal prison
project comng to Berlin?

MR, BERSAK: (bjection. Sane
obj ection, M. Chairman.

CHAl RVAN GETZ: Rel evance, M.

Edwar ds?

MR EDWARDS: Well, Your Honor,
bet ween those two projects, there is 50 mllion in
payroll comng to the area, which | would think would
be a very valid argunent as to sone econonic
stability comng into Berlin. That's very inportant
to Berlin.

CHAI RVAN GETZ: Well, let nme stop you
t here.

M. Frantz, is there any -- is your
opinion with respect to this PPA affected by other
econom ¢ devel opnents and enpl oynent that woul d occur
in Berlin or the Berlin vicinity?

W TNESS FRANTZ: Only to the extent
that the nmultiplier effects nentioned by Dr. Shapiro
assune in all 1/0O nodels that there's an unlimted

supply of local |abor for those nultiplier effects to
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be realized, to the extent there are | eakages in
| abor, because you can't get that supply of | abor
fromthe | ocal econony, it reduces the effects on
what ever project you happen to be anal yzi ng.

CHAI RMAN GETZ: |Is that sonething you
can quantify?

W TNESS FRANTZ: No.

CHAI RVAN GETZ: M. Edwards.

MR EDWARDS: Your Honor, | have four
nore questions on this that I would like to ask M.
Frantz, if | could.

CHAl RVAN GETZ: Well, let's see where

t hey go.

BY MR EDWARDS:

Q

Hypot hetically speaking, if these two projects were
to go online as projected for this spring and sunmer,
what kind of inpact can a $50 million payroll have on
the Cty of Berlin?

CHAI RVAN GETZ: When you say "t hese
two projects,” you're tal king about the --

MR EDWARDS: |'mtal king about the
wi ndm || project and the prison.
(M. Frantz) | think for the size of the city of

Berlin, that would be a significant econom c i npact
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for the city.

Wul d you agree that, statistically, 90 percent of

t hat payroll stands to go back into the community in
Berlin?

(M. Frantz) | have no know edge of whether -- how
much of that goes back, actually, in the city of
Berlin and how much is actually sent back to wherever
t hose construction workers actually live. That's one
of the concerns in all nodels, is what -- where does
t hat savings go? Does it stay in the |ocal community
and recirculate and therefore drive the nmultipliers,
or does it actually | eak out of the econony?

Turning to the value that the Laidl aw project can
provide to Berlin to increase its assessed val ue, M.
Frantz, we've been told by the Gty of Berlin's
expert that the finished product could save the
ratepayer in Berlin 17 percent. Are you famliar

w th whether or not that's over 20 years?

(M. Frantz) Are you tal king about the taxpayer in
Berlin or the electric ratepayer in Berlin?

' mtal ki ng about the taxpayer. In other words, that
the inpact that the assessed val ue can have on the
total value of Berlin, the CGty's expert has stated

that that figure is 17 percent. Are you aware that's
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over 20 years?

A (M. Frantz) |I'mnot aware of what period of tine
t hat was for.

Q Ckay. Wien it cones to econoni ¢ devel opnent and
assessing in a city, are you famliar with
nei ghbor hood codes?

A (M. Frantz) No, | don't assess for tax purposes.
|'' m not an assessor.

Q Wuld it surprise you that in close proximty to this

mll there is a neighborhood code, called a
Nei ghbor hood Code C, that has a 20-percent decreased
rating as a result of all of the properties within
close proximty to this mll?
MR. BERSAK: M. Chairnman, objection.
CHAI RMAN GETZ: |I'mgoing to permt
this question. Let's nove al ong.
BY MR, EDWARDS
Q | " m curious, froman econom c standpoint, if this
mll is inpacting a 17-percent decrease from what the
Gty's expert tells us, but it's having a 20-percent
decrease i npact on a substantial nunber of properties
in close proximty to the mll, would you agree that
that 17 percent is not necessarily accurate?

MR. BERSAK: (bjection, M. Chairman.
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CHAI RVAN GETZ: Well, I'"'mgoing to
permt this because it's a simlar |ine of
questioning we've heard fromother w tnesses, and |I'd
like to get an answer from M. Frantz, if he has one.

W TNESS FRANTZ: Coul d you repeat the
questi on?

CHAI RMAN GETZ: ' Cause | think
ultimately where we were with the previ ous w tness
was that you were raising the issues of whether there
coul d be positive or negative effects on residences
or business near to the plant, depending on certain
assunptions. |Is that --

MR. EDWARDS: Correct.

(M. Frantz) Well, if that's the question, then |
think the answer is yes.
Thank you. | have no ot her questions.

CHAI RMAN GETZ: Okay. | think it's
about tine for recess. But let ne try to get an
under st andi ng of where we may be goi ng.

Next to M. Boldt. Do you have an
estimte of how much cross you have?

MR, BOLDT: Maybe an hour, Your
Honor .

CHAl RVAN GETZ: GCkay. And M. Bersak?
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MR. BERSAK: Two- pl us.

CHAI RMAN GETZ:  Ckay.

(Chai rman and Conmi ssi oners conferring.)

CHAl RMAN GETZ: Al right. Well,
let's take a brief recess now \Wat we intend to do
iIs take 15 or 20 m nutes, cone back, go for another
90 or so, take the lunch hour in the 1:00 to 2:00
range, and then cone back and see how far we can get.
So we'll recess until about 11:15, 11:20.

(Wher eupon a recess was taken at 11:00

a.m and the hearing resunmed at 11:25 a.m)

CHAI RVAN GETZ: M. Bol dt.

MR.  BOLDT: Thank you, M. Chairman.

CROSS- EXAM NATI ON

BY MR BOLDT:

Q M. Md uskey, before we started this norning,
wanted to nmake sure you had the Ventyx 2010 f al
reports, which | believe is Staff 12 and Staff
Exhibit 14. Do you have those two exhibits in front

of you?

A (M. Mduskey) | have Staff Exhibit 14 and the 2010

report.
Q Okay. Now, just for the record, confirmfor nme: You

prepared Staff Exhibit 14, that anal ysis?
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(M. Mduskey) | did.

Ckay. And if | amreading the second page of that
report, the mddle tier of nunbers, those nunbers
confirm M. Sansoucy's testinony that there would be
between 300 mlIlion and 400 mllion in savings to the
rat epayers over the life of the PPA, dependi ng upon

whi ch vari ables are used in the forecasting; correct?

(M. Mduskey) That's correct. It --
Ckay. In fact, your nunmbers show it would be 336
mllion to 391 mllion, dependi ng upon which

vari abl es; correct?
M5. AMDON. M. Chairman, woul d you
ask M. Boldt to show down so that M. MUC uskey can

hear the questions?

BY MR BOLDT:

Q
A

Are you having any trouble hearing ne, sir?

Well, | was responding to your previous question, and
you cut ne off and started on anot her questi on.

" msorry. | thought | heard a "Yes," so | went on.
(M. Mduskey) | was going to add sonething to the
"Yes."

Vell, if there's nuch that needs to be added, 1'l]
all ow Ms. Amidon to cone back and redirect. | think

that m ght be the nost efficient way of handling
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this, since we are trying to do alimted tine for
t he Comm ssi on.

CHAl RMAN GETZ: Well, actually, let nme
set the ground rul es.

MR BOLDT: kay. You always can.

CHAI RVAN GETZ: Certainly 1'd like all
W tnesses to answer "Yes" or "No" as directly as
possi ble to the question fromcounsel. But | also
think it is nore efficient if they have the
opportunity to explain at a tine nore related to the
questions rather than waiting for redirect. So it's
hel pful to our understandi ng of what's going on.

MR BOLDT: 1'll do ny best, Your
Honor .

CHAl RMAN GETZ: Thank you.

BY MR BOLDT:

Q

So did | read the two nunbers from your cal cul ati ons
correctly?

(M. Md uskey) You did. Whether they agree with
statenents made by M. Sansoucy or not, | couldn't
say. These are the nunbers that result fromthe
anal ysis that | did.

Okay. And whether that analysis or M. Sansoucy's

analysis is correct, again, dependi ng upon which
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vari abl es are used, you'd agree with me that there is

then no fund, no dollars in the cunmul ati ve reduction

fund at the end of the 20-year period; correct?
(Wtness reviews docunent.)

There is a savings to the ratepayers over that

period; correct?

(M. Mduskey) Well, let ne just think about the

question. The cunul ative reduction fund relates only

to energy paynents. And so you seemto be focusing

on the total above- or bel ow market cal cul ati on under

t he second bl ock.

So, recogni zing that the cunul ative reduction
account applies only to energy, could you give nme
your question agai n?
| f these nunbers are correct, is it your opinion that
there is or is not noney in the cunul ative reduction
fund at the end of the period?

(M. Md uskey) You cannot answer that question based
on these nunbers, because this second bl ock shows for
each year an above- or under-market anpunt. What it
does not address is whether the energy costs are
above or bel ow the energy costs in the PPA

Let me say that again. It does not address

whet her the market energy prices are above or bel ow
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the energy prices in the PPA.
Ckay. Thank you for that clarification.
CVMSR. BELOW  Excuse nme. | just need

to interrupt because | don't understand where we're
at. If we're looking at Staff Exhibit 14 --

MR BOLDT: Yes, sir.

CVSR BELOWN -- to get to the overall
nunber, don't you conpare the total in the first
bl ock with the total in the second bl ock?

W TNESS McCLUSKEY: That's correct.
That's correct.

CVSR. BELOWN And can't you | ook at
the second page and | ook at the total for energy in
the first block, which is 965 mllion, versus energy
in the second bl ock, which is 1,274,000, 000?

W TNESS McCLUSKEY: That's correct.
That woul d be one way of doing it. So the issue is
whet her the Ventyx nmarket energy prices with carbon
I's a reasonable proxy for market energy prices going
forward

CVMSR. BELOW But if you use those
nunbers, woul dn't that indicate whether you' re over
or under market over the term using these

assunpti ons?
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W TNESS McCLUSKEY: |If you assuned
that the -- with carbon, Ventyx energy prices were a
reasonabl e proxy of future market energy prices, then
t hese nunbers would indicate that there would be no
above- mar ket energy costs.

CVSR. BELOW Ckay. Thank you.

M5. AMDON: M. Chairman, |
apol ogi ze. Wuld M. Md uskey pl ease speak into the
mc for the benefit of the stenographer? Thank you.

BY MR BOLTON:

Q M. MO uskey, also on that sanme line, | believe you
testified this nmorning that you were concerned wth
the CRF that would create a violation of the use and
useful principle.

A (M. Md uskey) Used and useful.

Q Used and useful. Thank you.

Now, if we are assumng there is no doll ar
amount in the CRF, there is, | assunme, no violation
of the used and useful principle; correct?

A (M. Mduskey) That's correct. |If in every hour
custoners were not asked to pay above-narket costs,
then there would be no additional paynent to finance
t he future purchase of a power plant. That's

correct.
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Now, to be fair to your position, your Exhibit 14
does support your contention that there is a

300 mllion to 400 mllion overpaynent to the

rat epayers over the life of the PPA dependi ng upon
certain variables that you' ve selected; correct?
(M. Mduskey) Correct. The 333, 000, 000

above- narket figure assunmes a 63-negawatt power pl ant
wth 87.5-percent capacity factor. And it assunes
t he products, the market prices of the products are
as detailed in the Ventyx 2010 study.

So, isn't it safe to say that, dependi ng upon which
vari abl es change over the life of this PPA there
could be different swings in whether it's an
overpaynent by the ratepayers or a savings to the
rat epayers; correct?

(M. Mduskey) Correct. |If you're tal king about
actual prices as opposed to forecasts? Yes.
Dependi ng on how the actual prices turn out, that
woul d det erm ne whether the PPA at any point in tine
i s above or bel ow market .

Now, | believe you testified during your additional
di rect back | ast Tuesday, on February 1st, that you
had two maj or vari abl e changes that you were

suggesting shoul d take place. M notes reflect the

{DE 10- 195}[ DAY 5 - MORNI NG SESSI ON ONLY] {02- 08- 11}




© o0 ~N o o b~ w N

N RN N NN R R R R R R R R R
A W N P O ©O 0O N OO OO WDN -~ O

[WITNESS PANEL: McCLUSKEY|FRANTZ]

81

first was that you wanted to replace the Ventyx 2009
mar ket energy projections with carbon | egislation; as
used by M. Sansoucy, with the Ventyx 2010 narket
energy projections wthout carbon | egislation.
Correct? That's the first one.

(M. Mduskey) That's correct.

And the second one, ny notes reflect that you wanted
to replace the Ventyx 2010 REC pricing -- use the
2010 REC pricing projections instead of the REC
prices set by this PPA, correct?

(M. Mduskey) That's correct.

Ckay. Now, if you would, concerning that first

vari abl e change, the "with" versus "wi thout"” carbon,
are you saying that your crystal ball projections,
you're confident that we're never going to have

car bon | egi sl ati on?

(M. Md uskey) No, |I'mnot saying that.

Ckay.

(M. Mduskey) Wiat |I'msaying is that the base case
assuned by the Ventyx nodel ers, they apparently have
determ ned that there is not a sufficient probability
that carbon |l egislation or climte-change | egislation
wi Il pass at the federal governnent |evel; and, as a

result, they've determned that it should not be in
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their base case projection.

That's your assunption based on your read of the
Ventyx report?

(M. Md uskey) That's right.

Now, in reading the Ventyx report, did you reviewits
executive sunmary?

(M. Mduskey) | did, yes.

Ckay. You have it in front of you; correct?

(M. Md uskey) | do.

And | believe the Conmm ssion has that docunment as
well. If you turn to Page ES1, first page of the
executive sunmary, do you see at the beginning of the
second paragraph -- are you all there?

(M. Md uskey) Yup.

-- where it reads, This Fall 2010 reference case
assunmes no federal climate | egislation. Throughout
2010, the likelihood of federal GHG | egi sl ation --
G eenhouse gas -- is that your understandi ng of that
acr onynf?

(M. Mduskey) That's correct.

The likelihood of federal GHG | egi sl ati on passi ng
conti nual ly decreased as of Novenber 2010, with no
current active legislative. The act -- flipped ny

page too quick. The |ikelihood of a clinate bill

{DE 10- 195}[ DAY 5 - MORNI NG SESSI ON ONLY] {02- 08- 11}




© o0 ~N o o b~ w N

N RN N NN R R R R R R R R R
A W N P O ©O 0O N OO OO WDN -~ O

[WITNESS PANEL: McCLUSKEY|FRANTZ]

83

passing in the next two years is low as a result of
the current political climate. The Fall 2010 North
Ameri can Power Reference Case does not assune the

i npl enmentati on of GHG | egi sl ati on during our forecast
period. Did | read that correctly?

(M. Mduskey) That's correct.

Ckay. Now, you'd agree with nme that, just as w nd
blows on a turbine, winds blowin the political arena
back and forth, without any real ability to predict;
correct?

(M. Md uskey) Policy issues can change. | agree
with that.

Now, staying on ES1, let's continue on. You see
where it states, Simlarly -- that same paragraph.
Simlarly, Ventyx does not assune the inplenentation
of a federal renewabl e energy standard as well and
that the Fall 2010 reference case neets individual
state RPS -- renewabl e portfolio standard -- through
the study horizon. Did | state that correctly?

(M. Md uskey) You did.

Ckay. And then the conclusion of that paragraph, you
see where it states, The Fall 2010 Federal

Envi ronnmental Legi sl ati on Case assunes the

I npl ement ati on of Federal G eenhouse Gas | egislation
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and nati onw de renewabl e energy standard begi nning in
2015. See that?

(M. Md uskey) Yes, | do.

So woul dn't you agree with ne that this Ventyx report
bot h does and does not use carbon in its 2010
forecasting, just as M. Sansoucy did in his

Exhi bit 9?

(M. Mduskey) No. Wth regard to the forecast
energy prices, it's clear that there is no assunption
of carbon in those energy prices. Now, that does not
mean to say that Ventyx m ght have ot her scenari os
that it's developed. But in terns of the energy
prices which run through the termof this PPA it's
ny understanding that there is no assunpti on of
carbon regul ati ons that would i ncrease cost and

i ncrease pri ces.

Ckay. But again, that's one of the variables, with
or wiwthout. And the Ventyx executive sunmary
reflects that their report uses both. Gves a
scenario wth and gives a scenario wthout; correct?
(M. Md uskey) They may well have sone ot her
scenarios. But in terns of the energy prices that we
are using in this particular proceeding, they -- it's

ny under standi ng that they do not include carbon.
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That was one of the assunptions you selected in
maki ng your nodel, Exhibit 14; correct?

(M. Mduskey) It's -- you say "one of the

assunptions.” | used the projection in the 2010
Ventyx report. |'mnot sure whether that's an
assunption. | actually used the nunbers that were

reflected on Exhibit 10 to M. Sansoucy's testinony,
whi ch cane fromthe 2010 report.
So you didn't use -- just for clarity, you didn't use
the portion of the Ventyx report that included
carbon; correct?
(M. Mcduskey) | did not. That's correct.
Ckay. Now, before we | eave this page, let's go down
to the paragraph that begins, Under-market Overview.
Do you see where they define the Northeast Region as
i ncludi ng New York 1SO |SO New Engl and, Ontari o,
Quebec, and the Canadian Maritinme Provinces?
(M. Mduskey) That's correct.
Ckay. Now, concerning your second change of
vari abl es, whether or not to use the Ventyx 2010 REC
pricing projections, let's turn in Ventyx to Page
5-14, which includes -- it shows Table 5-1.

CHAl RMAN GETZ: Sorry. Say that

agai n? \Wat page?
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MR. BOLDT: Page 5-14 has a Table 5-1

that | ooks like this (indicating).

BY MR BOLDT:

Q

Now, |I'mcorrect, aren't |, that you used in your
nodeling for the REC prices the colum that is
entitled "Northeast"?

(M. Mduskey) That's correct.

Ckay. And you see at the top of that table that

t hese nunbers are in 2010 dollars per negawatt hour;
correct?

(M. Mduskey) That's correct.

That nmeans there's no factor built in for inflation
in these nunbers; correct?

(M. Mduskey) That's correct.

Now, turn back to Page 5-12. That's two pages
before. Do you see that final sentence of that first
par agraph where it states, In preparing the forecast
REC val ues, Ventyx nade the foll ow ng assunptions in
real 2010 dollars for margi nal w nd generators? So
these are REC prices, wnd REC prices; correct?

(M. Mduskey) That's what it says.

Ckay. Now |l et's continue on with their assunptions,
the bullets that are right there.

The first one is they cal cul ated the REC val ue,
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represents a nargi nal regional renewabl e energy
resource. | read that correctly, didn't |?

(M. Mduskey) That's correct.

And t hey assuned the extension of the production tax
credit per the Anmerican Recovery and Rei nvest nent Act
of 2009.

(M. Mduskey) That's correct.

Readi ng t hat ?

(M. Md uskey) Yeah.

Now, they state the PTC is 21 cents per kilowatt
hour. |Is that correct? O do you think there's a
typo there, that it should be 2.17?

(M. Mcduskey) No, | think it's 21 cents. | need to
check that. The PTC for wwnd is different from

bi omass. | need to doubl e-check with regard to

whet her that's 2.1 or 21 cents.

Vell, if it's 21 cents, then the PTC for a negawatt
is $210. If it's 2.1, it's $21.

(M. Mduskey) That's correct.

Doesn't it nmake nore sense that it's -- | nean,
subject to check, obviously. But isn't -- your
understanding is it's $21, not $2107?

(M. Mduskey) That's correct. | think that's

correct. But as | said, | need to check on it.
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We can check that.

M5. HATFIELD: M. Chairman, this is
the Gity's exhibit. So perhaps they could just
clarify that that is a typo rather than asking M.
Mcd uskey?

MR. BOLDT: |I'masking for his
understanding. |It's our understanding it's a typo.
CHAI RMAN GETZ: Ckay.

M5. AM DON: Pardon ne. So does that
nean that M. MO uskey doesn't have to go back and
do the cal cul ati on?

MR, BOLDT: | believe he's answered
ny questions, M. Chairman.

CHAI RVAN GETZ: I'mtaking that he's

accepted it, subject to check.

BY MR BOLDT:

Q

Now, as we just discussed, that equates to a source
of revenue for the REC producer of $21 per REC,
because a REC is 1 negawatt hour; correct?

(M. Mduskey) That's correct.

Now, am | correct that your Exhibit 14 does not

i ncl ude the $21 per REC in your cal cul ati ons?

(M. Mduskey) Actually, the $21 is reflected in the

REC prices that's shown on the Table 5-1.
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Ckay. Let ne collar you on that, M. M uskey.
These nunbers are the Ventyx nunbers. And it clearly
is stating that --

CHAl RMAN GETZ: Well, I'ml osing
track. Wien you say "these nunbers," are you
referring to --

MR BOLDT: In 5-1.

BY MR BOLDT:

Q

So let ne ask the question a different way.
You' re assum ng that the columm | abel ed

"Northeast" includes the $21?
(M. Md uskey) Yes.
And you have a negative nunber of $21 for 20117?
(M. Mduskey) No. |If | could just explain? M
under st andi ng of these REC prices, these are the
results of a nodeling exercise by the Ventyx peopl e.
It's ny understanding that they have a supply and
demand nodel, and they nodel what renewabl e resources
wll be at the margin and wll establish the REC
prices in this nmarket --
So your --
(M. Mduskey) If I could finish?

CHAI RMAN GETZ: Let himfinish.

MR. BOLDT: Sorry.
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(M. Md uskey) And when they do -- in doing -- in

i npl ementi ng that supply and demand nodel, they
determ ned what the costs are, what is required for a
renewabl e resource in order to nake that resource
cost-effective. And you take into account in
determining the required REC price that it just nmakes
that resource conpetitive, and take into account al

of the subsidies that are received fromthe federa
governnent. The greater the subsidy -- in this case,
the PTC subsidy -- the |l ess they need in REC revenues
to make them conpetitive.

So the result of the nodeling of these REC
prices reflect the fact that they are receiving
incentives fromthe federal governnent. |If they did
not receive those incentives, they would -- the
devel opers woul d denand hi gher REC prices, which
woul d increase the prices that we see in Table 5-1.
So in that sense, these REC prices reflect any grants
or loans that they receive fromthe federal
gover nmrent .

That's your understandi ng of what Ventyx does;
correct?
(M. Md uskey) That's ny understandi ng, yes.

Ckay. Now, let's look, actually, at what Ventyx says
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t hey do.

On this sane page, you see right below the first
two bullets where it states, Ventyx has based its
forecast of REC values on the prem se that renewabl e
energy generators rely on RECs to conpl enent energy
and capacity revenues to neet their production costs
and | evelized capital requirenments. Another source
of revenue is the PTC

Now, woul d you agree with ne that |evelized
capital requirenments is a financing concept that
basically extends a | evel paynent over a certain
period of years?

(M. Mduskey) That's the idea of a -- that's what
| evel i zed neans. But this paragraph is supportive of
what | sai d.

For renewabl e devel opers, there's three sources
of revenue: Energy revenue, capacity revenue and
RECs. These devel opers require a certain stream of
RECs. Those that can bid into any conpetitive narket
at a low REC price are the ones that wn these
requests for proposals. And so this paragraph is
supporting ny statenent that, for renewabl e
devel opers, the capacity in energy revenues are not

sufficient to provide the total return that they're
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| ooking for. They need this third revenue stream
And it's these prices that the nodel ers determ ne
that these wi nd generators -- why wi nd? Because the

wi nd generators are generally the nost cost-effective
renewabl e resource. They are the ones that are going
to establish the nodel price for RECs. Everyone

el se, biomass, solar facilities, wll have to take
the REC price that the npost conpetitive renewal
generators produced. And that is life in the
conpetitive market.

But aren't you --

If you can't conpete with the npst cost-effective
renewabl e generators, you're not going to be in

busi ness.

So you said that there are only three sources of
revenue: Energy, capacity and RECs; correct?

(M. Mduskey) Well, there may be sone plants that

bi omass may have a fourth stream if they can sel
sone heat to sone project. But typically, there are
three sources of revenues for renewabl e generators.
But aren't you ignoring the sentence that Ventyx
states, "Another source of revenue is the PTC'?

(M. Mduskey) No. The three nmajor sources of

revenue fromthe products sold. You can treat the
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PTC as anot her revenue streamif you w sh. But,
really, it's just subsidy that the federal governnent
has in order to pronote these kinds of resources. So
if you want to treat it as a fourth source, fine.

The effect of it is to reduce the REC revenues that

t he devel opers need.

So if the PTC was not there, the REC price would be
correspondi ngly higher; correct?

(M. Mduskey) That's correct.

Now | ook at the nethodology that is listed at the
bottom of Page 512 to the top of Page 513. The first
step of Ventyx nethodology is to estimate the average
| evel i zed capital requirenent in dollars per negawatt
hour by renewable type. MNow, again, per the

ref erences above, this neans we're tal ki ng about
mar gi nal wi nd; correct?

(M. Mduskey) It says "by renewable type." So they
are referring to different types of resources.

Wll, the only one they're referring to in that page
I's margi nal w nd.

(M. Mduskey) No. | think you're m sunderstanding
their calculation. | think their calcul ations are
showi ng that the wi nd generators are the generators

that establish the market price. This clearly states
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that they will -- that they've estimated the capital
requi renents by renewabl e type, not just w nd.

Q Vell, they don't use anything in its text other than

margi nal wind. You'd agree with nme there?

A (M. Mduskey) As |I've said, their supply/demand
nodeling wll include supply fromvarious types of
resources. Those resources that are at the margin in
this supply/demand anal ysis are the ones that
establish the price.

Q M. --

A (M. Mduskey) So if we have a significant anpunt of
W nd resources, which are generally considered to be
the | owest-cost renewabl e resources, we nay have w nd
forcing out any ot her renewabl e projects, and their
anal ysis may indicate that those wi nd generators are
the ones that are going to establish the market
price.

Q M. Mduskey, isn't it true that you stated in prior
testinony that you' ve never seen the Ventyx report
before; correct?

MS. AM DON: M. --
CHAI RMAN GETZ: | think that's a fair
gquestion. Let's hear the question.

BY MR BOLDT:
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You' ve never seen the Ventyx report before; correct?
(M. Mduskey) That is correct.

So your testinony over the |ast couple m nutes of
what you believe Ventyx neans in its report is pure
specul ation; isn't, sir?

(M. MO uskey) No. |I've been in this business for
30 years. | think I know how to read these reports.
It's standard practice for nodelers to create a
supply and demand nodel and stack up each type of
resource based upon their increnental costs. Those
resources that happen to be at the margi n when the
demand is net are the ones that establish the price.
" mreading this to say that those resources are w nd
resources that are going to determ ne what the REC
prices are. And any other resource, whether it be
bi onass or solar, that wants to sell in this

Nort heast market is going to have to accept the price
establ i shed by the wind resources or they don't play
in that market.

So you'd agree with ne, then, that wnd has a | ower
capital cost than wood, in part because it doesn't
have fuel costs; right?

(M. Mduskey) Well, they don't have fuel costs.

They are very, obviously, very capital-intensive.
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The -- what's your question?

That wnd has a | ower capital cost requirenent than
wood, in part because it has no fuel costs.

They have no fuel costs. |'mnot saying that they
have | ower capital costs.

So the industry standard of it's roughly $2.5 mllion
per negawatt for wind and $3.5 mllion per negawatt
for wood is sonmething that you're famliar with and
you woul d agree with?

(M. Mcduskey) I'"'mnot famliar with those nunbers.
Okay. Now, simlarly, there's not usually a | arge
residual job creation froma wind project as there is
in the wood basket for a wood project; correct?

(M. Mduskey) | haven't studied the job creation of
t hese resources, but |I've heard that's the case.
Let's turn back to the nethodol ogy, the text that
Ventyx actually says they use.

The second one there at the bottom of Page 5-12,
do you see where it states they estinate expected
gross nmargins, plural, for renewable generation in
the state as a conbination of the follow ng: A
energy narket gross nmargins -- again, plural -- from
the Ventyx fall reference case; and the second is the

production tax credit? Did | read that correctly?
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(M. Md uskey) Yes.

Now, the use of the plural, margins, it's safe to
assunme that neans both energy and capacity
projections, as included in the report?

(M. Mduskey) | think that's a reasonabl e
assunpti on.

Ckay. CGoing to the top of Page 5-13, the third step
in their nethodology is they calculate the deficit in
nmeeting the levelized capital requirenents, Item1
fromthe gross margins -- again, plural -- calcul ated
inltem2. DidIl read that correctly?

(M. Md uskey) Yes.

And this neans that these two products increase, then
the price of the RECs declines; correct?

(M. Mduskey) | think what it's saying is that if
the -- they're | ooking to see how nuch of the capital
costs of the facility will be covered fromthe energy
and capacity revenues. And to the extent that they
fall short, what is often referred to as
insufficiency, it's the REC price that is designed to
make that up.

But M. MC uskey, we have to use No. 2. And No. 2
states it's the energy and capacity margins -- we

just discussed that -- and the PTC
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(M. Md uskey) Correct.

Correct?

(M. Md uskey) Correct.

Okay. Now, the fourth step that they take is they
calibrate the REC prices in 2010 through 2011 to
reflect the currently traded REC market prices. Dd
| read that correctly?

(M. Md uskey) Correct.

Now, you recall M. Traum s revised direct testinony
in this case, particularly Exhibit 5 of his
materials. Do you have that available in front of
you?

(M. Mduskey) | have his direct testinony. Wich
isit?

The revised Traum exhibit -- or revised direct
testinony that canme in right before our first day of
hearing. |If you' d | ook at Page 22 of that docunent.
(M. Mduskey) | have his direct testinony filed
Decenber 17th. |Is that what you're referring to?
Vell, there was a revised one. But that one shoul d
work. | think the exhibits are the sane.

(M. Md uskey) Ckay.

| f you see Attachnment KET5, which | believe is

Page 22, it's a statenent from Evol uti on Markets.
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(M. Md uskey) Yes.

Ckay. And you see there at the bottom of that

docunment where it states that there are 20,000

vi nt age 2010 RECs eligible as Cass | in

Massachusetts, New Hanpshire, Connecticut and Mi ne

t hat were auctioned at an average price of $13.167

Dd | read that correctly?

(M. Mduskey) | see that. Yes, you did.

Ckay. Now, sinple math. "Average" neans sone that

wer e hi gher and sone that were | ower; correct?
(Wtness reviews docunent.)

(M. Mduskey) Yes. Since they're referring to

several states, this price presunmably is referring to

the average of different prices in different states.

Ckay. And it also states that there were 15, 000

vi nt age 2011 RECs eligible for Cdass | in those sane

states that auctioned at an average of $18.90. Did |

read that correctly?

(M. Mduskey) That's correct.

Now, you'd agree with ne that sinple math woul d state

that that's a 43. 6-percent increase in the nmarket

price of Cdass | RECs in just one year; correct?
(Wtness reviews docunent.)

It appears that the Class | average price has risen

{DE 10- 195}[ DAY 5 - MORNI NG SESSI ON ONLY] {02- 08- 11}




© o0 ~N o o b~ w N

N RN N NN R R R R R R R R R
A W N P O ©O 0O N OO OO WDN -~ O

[WITNESS PANEL: McCLUSKEY|FRANTZ]

o >

o >» O >» O »

100

fromone year to the next. That's correct.

Now turn back to the Ventyx chart you used in your
cal cul ati on, Page 5-14. Let ne know when you're

t here.

(M. Mduskey) Just give ne it to nme once nore.
Page 5- 14.

(M. Md uskey) Yes.

The table you used in cal culating Table 14.

(M. Md uskey) Ckay.

You'll see the first entry in the Northeast colum
that you used for 2011 is $13. 56.

(M. Mduskey) That's correct.

So the actual price, as reflected in M. Traum s
Exhibit 5 of $18.90, is simlarly higher by a factor
of 43 percent; correct?

(M. Mduskey) That's correct.

But you did not use actual market prices in your
cal culations in Exhibit 14; correct?

(M. Mduskey) That's correct. Nor did | use actual
energy prices or actual capacity prices. | used
consistently the forecasts contained in the Ventyx
report.

Turn back to Page 5-13, the imedi ately prior page.

Do you have water by any chance? Are you okay?
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(M. Mduskey) I'mfine.
You see in the mddle there's that Figure 5-13?
(M. Md uskey) Yes.
And that is | abeled "Renewabl e Energy Credit Supply
Curve Exanple.” And you see in the paragraph
i mredi ately preceding that where this figure is
expl ai ned, correct, how they cane up with it?
(Wtness reviews docunent)
(M. Md uskey) Yes.
And it states that it is a supply curve for all
renewabl e assets in the appropriate renewabl e mar ket
area. DidIl read that correctly?
(M. Mduskey) That's correct.
And you'd agree with ne that this points to the
different areas |listed on Table 5-1, the one we were
just referring to: Mdwest, Northeast, the WECC,
which is a western state region; correct?
(M. Md uskey) Just one nonent.
Sur e.
(Wtness revi ews docunent.)
(M. Mduskey) Yes. | think the term"renewabl e
mar ket area" would be referring to the different
areas referenced el sewhere in the report.

And it states that the X axis, the axis along the
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bottom shows the cunul ative renewabl e capacity and
curmul ative gigawatt hours; correct?
(M. Md uskey) Correct.
And that the Y axis, the one on the |l eft-hand side,
represents the deficit calculated in Step 3 above.
See that?
(M. MO uskey) Yes. Just let ne |look at Step 3
agai n.
Certainly.

(Wtness reviews docunent.)
(M. Md uskey) Yes.
Ckay. Now, that deficit by that cal cul ati on does not
i nclude the $21 PTC, does it?
(M. MO uskey) No, | don't believe that's the case.
You believe that it does include or does not include?
(M. Mduskey) | don't -- when they determ ned the
deficit, what | refer to as the insufficiency, they
are sayi ng what REC revenues they need in order to
make these projects cost-effective.
But they're taking into account the PTC in Step 2;
correct?
(M. Mduskey) That's correct.
And they are subtracting from Step 2, Step 1;

correct?
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(Wtness revi ews docunent.)
(M. Mduskey) Gve ne that question again?
They are subtracting Step 1 from Step 2; correct?
(Wtness reviews docunent.)
To reach the deficit --
(M. McOuskey) | think it's the reverse. | think
they're subtracting 2 from 1.
Ckay. Either way, it is subtracting an el enent that
i ncludes the PTC to reach the deficit, which is the
REC price; correct?
(M. Mduskey) That's correct.
So, sinple mathematics nmeans that you cannot have the
el enent of the PTC on both sides of the equations;
correct?
(M. Mduskey) And | don't believe it is on both
si des of the equation.
Thank you. So the REC price deficit does not include
the PTC?
(M. Mduskey) No. | disagree. | believe it does.
Al'l revenues from energy and capacity markets, plus
any revenues from subsidies, are taken into account
in determ ning what the required REC price is. And
it's that insufficiency or deficit that you refer to

Is what establishes the REC price.
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But your interpretation of what Ventyx is doing does
not conport wth what Ventyx says it is doing;
correct?
(M. Md uskey) No.
Wien you have -- also, you see on that page that the
flat section of the curve represents the costs of
typical wind units, while the increasing portion of
the stack represents new additions with higher
capital costs? See that? Last sentence of that
par agr aph?

(Wtness reviews docunent.)
(M. Md uskey) Yes.
Ckay. And wood plants, like the one covered in this
PPA, woul d be one such new addition with higher
capital costs; correct?
(M. Md uskey) | believe so.
And it al so states, continuing on at the bottom of
this page, there is an increase in prices through
2020 as state RPSs begin to ranp up and nore capacity
I's needed to neet energy needs. Did | read that
correctly?
(M. Md uskey) You did.
It continues. As we get past the bulk of these new

renewabl e additi ons, and higher gas prices result in
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greater nmarket revenues, RECs begin to decline and
continue to do so throughout the end of our study
hori zon.
(M. Mduskey) That's correct.
Now, this greater market revenue is the result of
i ncreases in narket prices for energy and capacity;
correct?
(M. Mcduskey) If it's energy revenue... if | can
just read that?

(Wtness reviews docunent.)
(M. Md uskey) The higher gas prices result in
hi gher energy revenues. They are not going to inpact
the capacity market revenues.
But in essence, as gas prices, oil prices increase,
that influences the energy prices; correct?
(M. Mduskey) If gas prices are at margin of units
in a particular whol esal e power market, then increase
in gas prices wll inpact market energy prices. |If
the oil units are not at the margin, then the
decrease in oil prices has no effect on the market
energy prices.
Now, you'd agree with ne that it's a fairly safe
assunption that oil and gas prices are going to.

escalate in the future?
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(M. Mcduskey) | don't think you can necessarily say
that they're going to increase. |If you just go -- if
you just | ook at the recent period from 2008 through
the current period, gas prices -- natural gas prices
have actually fallen.

And isn't it true that the standard price has usually
been around $6 per mllion BTU?

(M. Md uskey) For natural gas?

Yeah.

(M. Mduskey) It varies considerably.

Varied so nuch, in fact, during the life of this
hearing it went to $20 at the New ngton stati on,
didn't it?

(M. MO uskey) |'ve got no information to support

t hat statenent.

Now, you'd agree with ne that oil and gas prices
escal ate faster in periods of uncertainty,
international risk, nonetary crises, wars, things of
that nature; correct?

(M. Mduskey) Well, certainly oil prices respond to
t hose effects. The natural gas market is very
different fromthe international oil market. It's
essentially a United States-based, natural gas-priced

market. So it's devel opnents within the United
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States which generally drive natural gas prices. And
there's been one nmaj or devel opnent which has i npacted
natural gas prices, and that is the devel opment of
shal e, natural gas resources.
That's the Marcel | us Shal e?
Marcellus is one. But there's been significant
deposits in Texas which were devel oped before
Mar cel | us.
You' re aware that Marcellus has actually been put
into a noratoriunf
(M. Mduskey) No, |I'"'mnot aware of that.
You' re not aware of New York Senate Bill S8129B?

M5. AMDON. M. M uskey answered
t he questi on.

CHAI RMAN GETZ: Well, | think
foll owup's appropriate. Let's get that on the

record.

BY MR BOLDT:

Q

You' re not aware of New York Senate Bill S8129B t hat
passed putting a noratoriumon the Marcell us gas
drilling?

(M. Mduskey) I'"'mnot. But you need to understand
that the Marcellus devel opnent runs into part of New

York, right through Pennsylvania and into West
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Virginia. The majority of the resources are in
Pennsylvania. And | can tell you that the regul atory
climate in Pennsylvania is significantly different
from New York. So what New York does is not
necessarily going to inpact the production fromthat
devel opnent.

Are you aware of the 850-nenber Responsible Drilling
Al liance in Pennsylvania that has called for such a
nmoratori umin Pennsyl vani a?

(M. Md uskey) There has been activity in each of
the three nain states with regard to this resource.
My under st andi ng, based on conferences which |'ve
attended, is that it's having very little inpact in
Pennsyl vani a on how nuch of the resource is

devel oped.

Wien was that | ast sem nar you attended, sir?

(M. Md uskey) About year ago.

Ckay. Wuld you agree with ne that Ventyx is saying
that the REC prices decline in the circunmstances of
energy and capacity increasing because there is | ess
of a delta to cover?

(M. Mcduskey) That's it. I'mtrying to explain
that, their supply and demand nodel. |If the revenues

fromthe energy market increase significantly, then
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there is going to be less of a insufficiency; and
therefore, all devel opers of renewabl e resources
require lower REC prices to achi eve the target
returns. And if those projects are deci ded based on
conpetitive bids, those devel opers are forced to cut
their prices to the bone just to achieve the m ni num
target returns that they're |looking for. That's how
this REC market works. |It's very dependent on
revenues fromthe other products to determ ne what
the prices are in the REC market.

In essence, there's is a seesaw back and forth with
the mar ket pricing.

(M. Mduskey) That's correct.

Ckay. Now, you stated earlier in your testinony
today that this PPA does fix the energy, capacity and
REC prices. Wuld you agree that by taking those
variables off the table, this PPA elimnates the
seesaw back and forth?

(M. Mduskey) Well, | don't recall today talking
about fixed prices within the PPA. | think I've
testified that the capacity prices and the REC prices
are fixed. The energy price has a fuel adjustnent
mechanismto it. So if fuel prices increase, then

the energy price is going to decrease. That clearly
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is not a fixed energy price. That can vary dependi ng
on the volatility in the fuel costs incurred by
Schiller.

Now, do you renenber your testinony, when you were

t al ki ng about some undesi gnated New Yor k PPA t hat
fixed the RECs and then used short-term energy and
capacity pricing? Do you renenber that testinony
this norning, sir?

(M. Md uskey) The RFP establishes the price that
devel opers will receive for RECs. The New York | SO
mar kets, the conditions in those markets, capacity
and energy, wll determ ne the revenues that the
devel opers receive for their energy capacity prices.
So | trust the answer to ny question is, yes, you do
renenber your prior testinony?

(M. Mduskey) | think I do, yes.

And you stated at that tine that that was a reason to
support your basis, your opinion that this PPA did
not have to have the fixed prices for each of the
three el enents.

(M. Mduskey) | said it does not have to have fixed
prices for energy and capacity. In fact, | was
particularly tal king about energy. | said that you

coul d have a narket-based energy price and that woul d
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not necessarily preclude a renewabl e resource from
bei ng sel ected and bei ng successful.

Let nme put you a hypothetical. |If the market prices
for energy, capacity and RECs increase above those
set by this PPA would you agree with nme that the PPA
Is a good deal for the ratepayers and in the public

i nterest?

(M. Mduskey) So you're saying if, after the fact,
we | ook back and determ ne whet her the market prices

were actually above or below, we can conclude that it

was a good or a bad deal. Is that what you're asking
me?
Correct. If our crystal balls, which are very nurky

right now, are clarified by actual events to show
that this PPA is bel ow narket on energy, capacity and
RECs, then this PPA is a good deal for the

rat epayers; correct?

(M. Mduskey) After the fact, that's howit would
turn out. That's correct.

And isn't it true that your calculations in

Exhi bit 14 do not take into account the upcom ng
retirenents of existing power plants that are |isted
in M. Sansoucy's rebuttal Exhibits 3, 4, and 4A?
(M. Mduskey) No, | don't agree with that. The
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calculations in Exhibit 14 use the Ventyx energy
capacity and REC prices. Any retirenent that the
nodel ers for Ventyx -- they woul d determ ne when
various power plants will be retired. And that w |
be one of the factors that determ nes what the future
mar ket energy price wll be. So, the narket energy
prices that I'"musing fully take into account the
prospect of new power plants com ng online, old power
pl ants being retired.

You didn't do any independent nodeling; correct?
(M. Mduskey) | did not. That's correct.

And you're assum ng that Ventyx did.

(M. Mduskey) |I'massum ng they would use the
standard techni ques for creating a nmarket price
nodel .

Now, let's |ook at sone of your testinony concerning
wi nd versus wood. Is it your contention that there
Is no difference between a wi nd generator and a wood
generator; it's apples to appl es?

(M. Mduskey) Could you point ne to ny testinony
where | --

' mgoing in general and your direct on the stand

| ast Tuesday. Put it this way -- well, let's just

open t he questi on.
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Is it your contention that there is no
di fference between a wi nd generator and a wood
generator?
(M. Md uskey) From what standpoint?
Cost-effectiveness?
You pi ck the standard.
(M. Mduskey) Well --
M5. AMDON: | think we need a little

nmore specific question to assist M. MUd uskey to be

abl e to answer.

BY MR BOLDT:

Q

Well, you' d agree with ne that it costs approxi mately
2.5 mllion per negawatt for w nd; correct?

(M. Mduskey) | don't have that figure in ny head,
no.

So you' ve not used that in any of your conparison
nodel s?

(M. MO uskey) Not to ny know edge. You' d have to
point me to conparisons that you're referring to.

Let nme ask this, then: Are you aware that the

| SO-rated capacity for a wind generator is
approximately 10 to 12 percent of the nanepl ate-rated
capacity?

(M. Mcduskey) | may have heard that. | couldn't
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say. That's not in ny nenory at the noment.
Ckay. Now, you do have the Lenpster PPA in your
nmenory; correct?
(M. Md uskey) Any particul ar aspect you want to ask
nme a question about?
| do. But | wanted to nake sure, because you
testified previously on sone benefits of the Lenpster
PPA. | don't want to get into exact mnutia of it
because it's confidential, but I'mwanting to nake
sure that | heard you correctly.

You' re famliar with the Lenpster PPA?
(M. Mcduskey) I"'mfamliar with the pricing of the
PPA. That's correct.
Now, again, w thout giving ne the exact figure used
in the Lenpster PPA, do you agree that the
Lenpster -- 1SOrated capacity for that project is in
the ball park of 10 to 12 percent?
(M. Mduskey) That's not a PPA figure. Wen you
tal k about the Lenpster PPA, | think you're tal king
about energy prices, capacity prices, REC prices.
And anything el se | have not researched.
Wul d you agree with ne -- and ny nmat hematical skills
are limted | will admt -- that to get, in a

hypot heti cal situation, 67.5 nmegawatts of capacity
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that the Laidlaw plant has, that you would need to
produce 675 negawatts of wind if the | SOrated
capacity is 10 percent?
(M. Mduskey) That's not a calculation | can do in
ny head. Subject to check, I'll accept that.
Ckay. Wuld you agree that that equates to
approxi mately 350 wi nd towers?

M5. AMDON. M. MO uskey said he
couldn't calculate that in his head. |I'mnot quite
sure where this question is going.

(M. Mduskey) | don't know the answer.

BY MR BOLDT:

Q

Ckay. Now, the Noble wi nd project that was
questioned by M. Edwards, | believe that is
approximately 99 to 100 negawatts of power; correct?
(M. Mduskey) | heard M. Frantz say 99.
And that's approximately 50 towers? |Is that your
under st andi ng?
(M. Mduskey) | couldn't say yes or no to that.
M. Frantz, do you know?
(M. Frantz) | actually don't know. | thought there
were 3-negawatt towers for 33 --

(Court Reporter interjects.)

(M. Frantz) So there would have been 33 towers. But
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I''m ..
So whether it is a factor of 300 new towers or 350
new towers to get the necessary 675 negawatts of
power to equate to the Laidlaw plant, would you agree
wth me that we don't have nountain top in New
Hanpshire for 300 to 350 w nd turbines?
W TNESS FRANTZ: May | answer that?
CHAl RVAN GETZ: Pl ease.
(M. Frantz) | think there's been reports done, one
by Ross Gttell, stating that we had enough w nd
resources to support 2,000 negawatts of wind in New
Hanpshire. That was for the RGA study that was
ultimately used to pass the RG3 | egislation
Now, is that based solely on the wind rose, the
charts of wnd patterns in the state, not where you
could actually site the tower?
(M. Frantz) | think there's a big difference between
what potential's out there and what actually gets
sited and approved.
And did it include offshore?
(M. Frantz) | don't believe the study included
of fshore. But | think you' d need to refer to his
study if you'd like.

Do you agree with ne -- let's go back to you, M.
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McCl uskey -- that due to the lack of predictability
in the wnd, each wind tower has to have an
appropriate oil- or gas-fired generator to back it
up?
(M. Mduskey) That's not sonething that |'ve been
researching recently. | may have heard that in the
past, but it's not like |I could really comment on
t oday.
M. Frantz, do you agree?
(M. Frantz) It's clear that you need sone resources
to back up wind resources. | nean, nost people --
how much that is, what types of resources, you
know. . .
Has to have sone backup, though; right?
(M. Frantz) Correct.
And you're both aware that the wind can bl ow too fast
for a wwnd turbine and it has to shut down; correct?

M5. AMDON: |'mjust wondering where
this is going, M. Chairnan.

CHAI RMAN GETZ: | think this is a
relevant line of inquiry. Let's nove al ong.

(M. Frantz) In general.

BY MR BOLDT:

Q

Par don?
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(M. Frantz) | haven't |ooked at that. | don't know
where they cut out.
But if there is a cut-out --
(M. Frantz) There is a cut-out at sone point.
And that creates a disruption in the grid; correct?
(M. Frantz) It can.
Sure. Now, do you know whet her wi nd creates
I nducti ve power or asynchronous power?
(M. Frantz) |I'mnot an engi neer.
Ckay. M. Mdd uskey, do you know?
(M. Mduskey) | don't.
Now, woul d you agree with ne that it's the expressed
public policy in this state to support the forestry
i ndustry? Either of you.
(M. Frantz) Could you refer us to the specific
| egi sl ati on?
Certainly.
MR. BOLDT: If | nmy approach? Just
a couple statutory references.
(Atty. Boldt hands docunents to the

W tness. Wtness reviews document.)

BY MR BOLDT:

Q

The question was: Are you aware it is the expressed

public policy of the state to support the forestry

{DE 10- 195}[ DAY 5 - MORNI NG SESSI ON ONLY] {02- 08- 11}




© o0 ~N o o b~ w N

N RN N NN R R R R R R R R R
A W N P O ©O 0O N OO OO WDN -~ O

[WITNESS PANEL: McCLUSKEY|FRANTZ]

119

i ndustry? And you asked were there sone references.

| ' ve handed you copies of RSA 227-G 1. Do you see
where it states that the public welfare of this state
requi res the mai ntenance, protection, conservation,
mul ti ple use and rehabilitations of forests for

soci al, economc, environnental benefits that result
froma diverse forest cover? Such benefits include a
viabl e -- excuse ne. They include forest products, a
vi abl e forest-based econony, recreation
opportunities, scenic val ues, healthful surroundings,
vari ous ot her things.

You see there the text of RSA 227-1:1 tal king
about the need for accurate and detailed information
concerning the state's forest resources? D d | read
that correctly?

(M. Frantz) Yes.

And you see RSA 227-J:1, where it states the public
wel fare of this state requires the care and
protection of forest cover adequate to certain --

adj acent to certain waters of the state, along public
hi ghways, and the proper disposal of slash and ml|
residue resulting fromforest operations in certain
circunstances to hel p conserve the anount and quality

of surface waters. It goes on wth other public
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benefits. Did | read that correctly?
(M. Frantz) Yes.
And then, finally, RSA 672:1-111(c), this is the
zoni ng and pl anni ng enabl i ng | anguage that states
that forestry, when practiced in accordance with
accepted silviculture principles, constitutes a
beneficial and desirable use of New Hanpshire's
forest resource. Forestry contributes greatly to the
econony of the state through a vital forest products
industry. Did | read that correctly?
(M. Frantz) Yes.
So, is it safe to say that it is the public policy of
this state to support the forestry industry?
(Wtness reviews docunent.)
(M. Mduskey) | guess it is.
Vell, these statutes --
(M. Frantz) Do you mnd if | read a little bit nore?
By all neans. \Which one?
(M. Frantz) Reading all of them
(Wtness revi ews docunent.)
CHAl RVAN GETZ: M. Frantz?
(M. Frantz) Well, | think it's clear fromthese
statutes and decl aration of purposes that the forest

i ndustry in New Hanpshire is a vital and inportant
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industry to the state of New Hanpshire, and that it's
inportant to the health and well-being of the state.
Now, forestry enconpasses a whole | ot of practices.
Positively. Positively.

(M. Frantz) And so, to try to narrow that down to
one little issue | think is probably not fair. But
in general, there are -- obviously to the state and
the legislature that passed this, there are a | ot of
benefits, and it's an inportant industry. | don't

t hi nk anyone woul d deny that.

Wwonderful. Just wanted to make sure.

Now turning to the statute we're dealing wth
today, RSA 362-F:1. You had a copy of that in your
earlier materials. Do you have that now?

(M. Frantz) Under Purpose, again, 3627?
362-F: 1, the Purpose statenent of this electric
renewabl e portfolio standard.

You' d agree with nme that it reads, "Renewabl e
energy generation technol ogi es can provi de fuel
diversity to the state and New Engl and generati on
supply through the use of |ocal renewable fuels and
resources..." Didl read that correctly?

(M. Frantz) Yes.

Now, the only local renewabl e fuels and resources we
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have are wood, w nd and solar; correct -- and water?
(M. Frantz) | was going to nmention hydro.

Right. But we don't have natural gas. That's not a
renewabl e.

(M. Frantz) Correct. Last | checked, we're a little
short on coal al so.

Right. And we haven't figured out a way to burn
granite.

(M. Frantz) W'd be a very wealthy state, indeed, if
we did.

And if you drop to the bottom the |ast sentence, "It
iIs, therefore, in the public interest to sinulate
investment in | owemnm ssion renewabl e generati on
technol ogies in New Engl and and, in particular, New
Hanmpshire, whether at new or existing facilities";
correct?

(M. Frantz) Correct.

So this is a statute that puts the enphasis on the
use of local resources; correct?

(M. Frantz) It does.

And one of the criteria that this Conm ssion is
charged with in evaluating this PPAis the economc
devel opnent and environnmental benefits for New

Hanpshire; correct?
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(M. Frantz) Yes.

Now, let's turn, M. MO uskey, to your testinony
concerning conpetitive bid process. AmI| correct in
sayi ng that you believe this PPA should have been put
out to conpetitive bid?

(M. Mduskey) First of all, could you -- where in
ny testinony are you referring?

You spoke about it at length this norning. You spoke
about it at |ength on Tuesday.

(M. Md uskey) Ckay.

Do you recall that testinony?

(M. Mduskey) So that's the testinony you're
referring to.

That's the testinony, yeah.

(M. Md uskey) And the question is what?

That you believe this PPA shoul d have been put out to
conpetitive bid.

(M. Mduskey) That's correct.

Now, you'd agree with ne that nowhere in RSA 362-F is
there a requirenmnent that the PPA be submtted for
conpetitive bid?

(M. Mduskey) That's correct.

You would agree with ne that, if a conpetitive bid --

an RFP for short -- had been put out, then Laidl aw,
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wth its control over the existing, unused

67. 5-negawatt boiler in Berlin, would have been a
responsi ve, viable bidder with an advantage by havi ng
that existing systenm correct?

(M. Mduskey) Certainly would qualify to bid. And
whet her it woul d have an advant age woul d depend on
the prices that it was wlling to bid in at.

Well, you're not aware of anyone el se having an

exi sting, unused 67.5-nmegawatt boiler |ying around
sonmewhere el se in New Hanpshire, are you?

(M. Mduskey) That's correct. |In fact, you keep
saying 67. I'mnot aware that the existing facility
can produce 67 negawatts. The expanded facility that
Laidlaw is referring to could produce 67 negawatts.
Are you aware of anybody with a 65-negawatt --

(M. Mduskey) I'mnot, no.

-- boiler?

So soneone el se who would want to respond to
this RFP woul d have had to build a new boil er;
correct?

(M. Mduskey) If the RFP was |limted to bionass
facilities, then that would be the case. |If they
wanted to conpete, then they would have to devel op a

new facility.
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And the |ikelihood of soneone spendi ng upwards of
$245- to $280 nmillion to create a new plant is
sonmewhat slim correct, in light of Laidlaw s

exi sting plant?

(M. Mduskey) Well, | think we've actually seen
that there are a couple of devel opers out there that
were willing to offer PSNH al ternative prices.

But neither of those two plants had 65- negawatt
boilers in place.

(M. Md uskey) They were generally smaller. That's
correct.

Yes. And no one el se had site-eval uation approval
fromthe New Hampshire Site Eval uati on Conm ssi on.
(M. Mduskey) At the tine the solicited offers cane
in, I'"mnot sure whether Laidlaw had site approval.
In fact, no one else, to your know edge, is even in
queue for this size of a plant; correct?

(M. Md uskey) To ny know edge, that's correct.

And no one else has a site that is connected with
muni ci pal sewer and wat er capable of neeting the
needs of the size of a plant such as Laidl aw s?

(M. Mduskey) As |I've said, the two that |I'm
famliar with were smaller. [|'mnot clear on how far

al ong those projects were at the tine that they
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submtted their unsolicited offers.

And no one el se, to your know edge, has existing wood
yards, scales, water-treatnent facilities, or even
the right to withdraw substantial anounts of water
froma maj or New Hanpshire river, do they?

(M. Mduskey) As I've said, I"'mnot famliar with
the details of the devel opnent of those two projects
at the tinme the offer was nade.

No one el se responding to an RFP, to your know edge,
woul d have an approxi mate 60-acre site with
additional industrially zoned | and adjacent to it.

CHAI RVAN GETZ: M. Boldt, I think
we' ve covered this area well enough.

MR, BOLDT: Wll, | had just a few
nore al ong those lines, just to nake the record
clear, M. Chairman, if | may be allowed to continue
very briefly.

CHAI RVMAN GETZ: He's already testified
a couple tines he can't -- he's not in a position to
conpare what the specifics were of these other
potential conpetitors to the specific facts of the
Lai dl aw - -

MR. BOLDT: No, |I'mtal king about an

RFP in general, M. Chairman. |'mnot tal king just
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about the two unsolicited smaller bids. |'mtalking
about if an RFP had gone out as he requests --

CHAI RMAN GETZ: But he's al ready
testified he doesn't know about the two projects that
he's aware of. How can he -- | assune his answer is

he's certainly unaware of all the projects that he's

unaware of. | don't want to drift into a Runsfeld
nmonment, but I'mnot sure how this is noving al ong
the --

MR BOLDT: 1'll try to avoid that,

M. Chairnman.

BY MR BOLDT:

Q A responding party to the RFP woul d have to have the
sane things or better than Laidlaw has to have a

better bid; correct?

A (M. Md uskey) They could have -- unless the RFP

specified a certain capacity, there could be al

ki nds of projects that are put forward to PSNH  The
terms of the contract could be different, the size of
the contract could be different, certainly the prices
of the contract could be different. And that would
be up to PSNH to determ ne what was the nost
attractive. A smaller project may best fit the REC

requi renents of PSNH rather than a | arger project.
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Since we haven't devel oped the RFP, never m nd issued
it, we really don't know what we woul d be asking the
mar ket to respond to.

Are you saying that the RFP has to be devel oped

t hrough your office?

(M. Mcduskey) | didn't say that.

Just to be clear --

(M. Mcduskey) PSNH is a regul ated entity.

Typically, certainly in Massachusetts, any RFP issued
by a utility has to be approved by the regul ator.

And | would think that the regulator in New Hanpshire
woul d al so have sone input into the contents of the
RFP. Ensuring fair play between potential bidders is
an inportant issue, and |I'm sure the Conm ssion woul d
want to weigh in on how the RFP was devel oped.

So, sinply having an RFP itself doesn't nean that
there would be anything different in this PPA

Lai dl aw coul d still have cone in, because of its

| ocation, the available infrastructure, the job

mar ket, the skills available in this community, to
still have a winning bid on the RFP for its plant of
this size.

(M. Mduskey) If Laidlaw responded to this RFP that

we're tal king about, it nay well have been the
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W nning bidder. But it's quite possible that the
prices are very different fromthe ones that were
negot i at ed.

And it's quite possible that it could be exactly what
we have today; correct?

(M. Mcduskey) It is. But when you --

That's all.

(M. Mcduskey) If I could finish? Wen Laidlaw is
exposed to conpetition from other devel opers, it wll
be forced to establish prices that it thinks will w n
the bid and provide the kind of return it's | ooking
for. So |l would -- 1I'd be shocked if the prices from
a conpetitive bid produced the prices that we are
seeing in this PPA

But you don't really know. That's just specul ati on,
isn't it, sir?

(M. Mduskey) Well, | think I know how t he mar ket
operates. That's why we have conpetitive bids. W
want the various bidders to conpete agai nst each
other and to give custonmers the nmaxi mnum benefit from
the project, fromthe purchase that PSNH makes.

And you have agreed with ne already, but let's just
make sure. Based on which variables, this PPA could

have a $300- to $400 mllion benefit to the
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rat epayers; correct?

(M. Md uskey) Depending on the prices that are used
to benchmark the PPA, you could have all kinds of

out cones.

M. Frantz, in your direct testinony, you basically
state that you did not perform any anal ysis, any
nodel i ng on your own. You were relying on M.

McCl uskey' s anal ysis and nodel i ng; correct?

(M. Frantz) Well, | was. But | will state that
during the devel opnent of his testinony, we
conferred, as we do in our division all the tinme. |
mean, he talked to ne, he talked to others. It's a
very collegial environnent. And we discussed issues
and nodel s and assunptions and what goes into the
testinony, including the final witing of it.
Certainly. No doubt about it. [|'mnot expecting you
to work in a vacuum |I'mjust wanting to make sure
that there's not sonething el se that was not produced
Iin your testinony. In essence, everything that was
produced in M. Md uskey's, you've adopt ed.

(M. Frantz) | adopted.

Correct. So that, if there are flaws in M.

McCl uskey' s product, your opinions are equally

shaped; correct?
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(M. Frantz) My testinony was based on his anal ysis,
as we worked together and went through it. That's
correct.

And you'd agree with ne that, if the public policy of
this state is to have a viable forest product --
forest econony and renewabl e portfolio standard, then
to have a PPA to neet that standard, it has to be

fi nanceabl e; correct?

(M. Frantz) Well, there's a few pieces to that.

Coul d you read that back for ne, please?

BY MR BOLDT:

Q

If we assune that the public policy of this state is
to have a viable forest econony and a renewabl e
portfolio standard, as stated in the statute, that to
neet that standard, a PPA has to be financeabl e.

(M. Frantz) Ckay. Well, the first part is that we
need a viable forestry, which we've already
established is in the statute. Wether or not that
actual ly, explicitly includes bionmass is not explicit
in the statute. But let's assune it does. The

second part, then, is that we have renewabl e

standards for Cass | in this case, which may or nmay
not include biomass. It could just be wind. But if
we |ink themtogether, | think we need projects that
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absolutely are financeabl e.

MR. BOLDT: No further questions, M.

Chai r man.

CHAl RMVAN GETZ: Okay. Thank you, M.
Bol dt .

| think we're at a good juncture for
the lunch recess. |It's quarter of one. | understand

the parties need to tal k about the briefing issues,
so let's resune at 2:00. Thank you.
(VWHEREUPQN, the Day 4 AM Sessi on
recessed for lunch at 12:47 p.m Day 4
Afternoon Session to resune under separate

cover so designated.)
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|, Susan J. Robidas, a Licensed
Short hand Court Reporter and Notary Public of
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