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Halifax, Nova Scotia
--- Upon commencing at 9:03 a.m.

THE CHAIR: Good morning, everyone.
This 1s a hearing of the Nova Scotia Utility and Review
Board, and it"s a hearing to determine renewable energy
community-based feed-in tariffs pursuant to the
Electricity Act and pursuant to the Renewable Electricity
Regulations made under the Electricity Act.

My name i1s Peter Gurnham, and I"m the
Chair of the Board. And the panel members, to my right 1is
Roland Deveau and to my left is Murray Doehler. The Clerk
for today®s proceeding is Anne Bonang, who®s immediately
in front of me, so 1f there"s anything you need to know at
the break about hearing processes, feel free to talk to
Anne.

The exhibits that have been filed have
been marked and hopefully you®ll have them at your desk.
In these hearings, the fTirst order of business is to enter
appearances. And what staff did was set up the room iIn
alphabetical order, so we"re going to follow alphabetical
order over here, and 1°d ask you to come up to the cross-

examination table and indicate who you represent and who

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS



10

11

12

13

14

15

16

17

18

19

20

21

22

Page 2 NSUARB-BRD-E-R.10

is here with you.

However, when i1t comes time to call
for a cross-examination, we"ll go back to the list of
parties that was distributed In preparation for the
hearing.

So calling in alphabetical order, the
Allitance of Nova Scotia Sawmillers?

MS. RUBIN: Good morning, Mr. Chair,
members of the Board. Nancy Rubin on behalf of the
Allitance of Nova Scotia Sawmillers, and seated with me
today are Fenton Travis of Marwood, a member of the
Alliance, Jeffrey Bodinton and Patrick -- or Mitch --
Hayes.

THE CHAIR: Thank you. Black River
Wind Limited?

MS. CAMERON: Good morning. My name
is Peggy Cameron. [I"m here on behalf of Black River Wind,
and 1"11 be joined later in the day by Neal Livingston.

THE CHAIR: Thank you.

MS. CAMERON: Thank you.

THE CHAIR: Canadian Wind Energy

Association? Cape Breton Explorations Ltd.? Champlain
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Tidal Energy Corp? Consumer Advocate?

MR. MERRICK: With your indulgence,
Mr. Chair, 111 introduce from here. |1"m accompanied by
Mr. Paul Chernick, our consultant.

THE CHAIR: Thank you. Ecology Action
Centre?

MR. VOGEL: Good morning, Mr. Chair.
My name i1s Brennan Vogel. 1°m the Climate and Energy
Coordinator at Ecology Action, and I"m joined by Jamie
Simpson, our Forestry Coordinator. And we"ll be bringing
an expert witness forward later iIn the week, Toby Couture.

THE CHAIR: Thank you. Eon
WindElectric? First Nations Engineering and Technical
Services?

Force have indicated that they won"t
be attending, so the next party would be Fundy Tidal Inc.?
Brian Giroux?

MR. GIROUX: Present.

THE CHAIR: Halifax Regional
Municipality?

MR. DOYLE: Good morning, Mr. Chair.

Angus Doyle representing HRM.
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THE CHAIR: Thank you. Johnson
Controls?

MR. LEITCH: Good morning, Mr. Chair.
It"s Paul Leitch, Johnson Controls.

THE CHAIR: Thank you. KMKNO, Eric
Christmas?

MR. CHRISTMAS: 1It"s Eric Christmas,
KMKNO .

THE CHAIR: Thank you. Lahave
Renewables and Community Wind Fields?

Laurentian Energy, and Mclnnes Cooper
have indicated that they are not attending.

Membertou First Nation and Membertou
Development Corp? Minas Basin Pulp & Paper Company?

MR. PETERS: Good morning, Mr. Chair.
I"m Chris Peters representing Minas Basin Pulp & Power.

THE CHAIR: Good morning.
Municipality of the County of Colchester?

Northern Innovations have indicated
that they aren"t attending.

Northumberland Wind Farms Inc.? Nova

Scotia Department of Justice and Department of Energy and

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS
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Department of Environment and Department of Natural
Resources?

MR. McGRATH: Good morning, Mr. Chair.
Steve McGrath on behalf of all three departments for the
Province, and with me this morning are Richard Penny and
Nancy Rondeaux from the Department of Energy, and
Christina Campbell from the Department of Environment.

THE CHAIR: Thank you. Nova Scotia
Liberal Caucus? They may be at the ferry terminal.

Nova Scotia Power?

MS. GODBOUT: Good morning, Mr. Chair,
Commissioners. Nicole Godbout for Nova Scotia Power, and
I have with me Eric Ferguson.

THE CHAIR: Good morning. Nova Scotia
Sustainable Electricity Alliance? The Ocean Renewable
Power Company in -- oh, 1°m sorry.

MS. ASHWORTH: Good morning, Mr.
Chair. My name is Janice Ashworth. [I"m here representing
the Nova Scotia Sustainable Electricity Alliance.

And we"ll be bringing forward our
witness with the Ecology Action Centre, Toby Couture.

THE CHAIR: Thank you.

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS
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Page 6 NSUARB-BRD-E-R.10
The next two parties, Ocean Renewable

Power Company and Pictou Landing First Nation, have
indicated that they aren"t attending, so the next party is
QUETTA Inc. And Mr. Reynolds, you don"t have to walk all
the way up 1If you don"t want to.

MR. REYNOLDS: Mr. Chairman, John
Reynolds, QUETTA Inc.

THE CHAIR: Thank you. Scotian
WindFields?

MR. ROSCOE: Good morning, Mr. Chair.
Daniel Roscoe representing Scotian WindFields Inc. 1711
be joined this week by Barry Zwicker and Rob Brandt.

THE CHAIR: Thank you.

The Sierra Club have i1ndicated that
they are not attending, so St. Francis Xavier University.

MR. COADY: Thank you, Mr. Chair. My
name iIs Moses Coady, and I"m representing St. Francis
Xavier University. With me this week will be Leon
MacLellan, Director of Physical Plant.

THE CHAIR: Thank you.

MR. COADY: Thank you.

THE CHAIR: Seaforth Energy Inc.? And
DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS



10

11

12

13

14

15

16

17

18

19

20

21

22

NSUARB-BRD-E-R .10 Page 7

Wind Prospect Inc.? Any party whose name was on the list
that 1 missed? 1 don"t think so.

Mr. Outhouse.

MR. OUTHOUSE: Thank you, Mr. Chair.

Bruce Outhouse, Board Counsel, and
with me at this table are John Stutz and Steve Pronko, and
sitting In their places i1s the first witness, the panel
partially from Synapse but part not; Bruce Biewald, Susan
Shaw, Geoff Keith, and Wilson Rickerson.

THE CHAIR: Thank you.

Are there any preliminary matters that
any party has before we commence with the presentation
from Synapse?

MR. REYNOLDS: Mr. Chairman, excuse
me; 1 had two questions 1 wanted to raise before we have
begun. Because 1 have attended all of the preliminaries
to this, that was the work done by Dr. Weir and
subsequently the hearings that were chaired by Dr. Stutz.
And in all of there were discussion, and 1 tried to
clearly understand, and the emphasis on that discussion
was that the people at the Board of Public Utilities had

been asked by the Department of Energy to explore matters

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS
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Page 8 NSUARB-BRD-E-R.10
related to rates.

And the -- In testimony of that, there
was a letter, iIn the course of the presentation, from the
Deputy Minister of Energy saying something to the effect
of what he expected and what he didn"t expect.

And my question, | suppose, 1S
answered by your opening comment, and that is that we are
here to determine and set rates iIn accordance with the
laws under which the Board of the UARB functions.

THE CHAIR: 1t"s my understanding that
the regulations under the Electricity Act direct the Board
to set rates iIn certailn categories, and they"re all
disclosed in Synapse®™ evidence, and at the conclusion of
this proceeding the Board -- the regulations call upon the
Board to set those rates. Does that answer your question?

MR. REYNOLDS: 1 -- i1f i1t"s already on
the record, Mr. Chairman, 1°d apologize and I*11 go and
find 1t. But explicitly where are the outcomes of this
hearing expressed?

THE CHAIR: The outcome of this
hearing?

MR. REYNOLDS: The outcomes of these
DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS
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hearings as anticipated by you, the Chairman of the Board.

THE CHAIR: Well, the outcome of this
hearing will be a decision and Order from us, which will
set rates in these various technologies.

MR. REYNOLDS: Say this again.

THE CHAIR: Sure.

MR. REYNOLDS: Yes.

THE CHAIR: The outcome of this
hearing will be a decision and Order of the Board that
will set feed-in tariff rates iIn various -- these various
technologies that have been tabled In the proceeding.

MR. REYNOLDS: 1In various
technologies?

THE CHAIR: Well, the regulations
require us to set rates for a number of technologies, and
as you know Synapse have given us proposals with respect
to that and other parties have commented on what Synapse
had to say.

MR. REYNOLDS: And with -- finally,
Mr. Chairman, are we talking about rates with respect to
community-based rates?

THE CHAIR: Yes.

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS
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Page 10 NSUARB-BRD-E-R.10
MR. REYNOLDS: And only community-

based rates?

THE CHAIR: Only community-based
rates, yes.

MR. REYNOLDS: Not independent or
anything else; community-based rates?

THE CHAIR: These are community-based
tariffs.

MR. REYNOLDS: Thank you, sir.

THE CHAIR: Any other preliminary
points?

One i1tem that the Board wanted parties
to be aware of i1s that we have not reviewed the
information that was exchanged amongst the parties prior
to the filing of the Synapse evidence on February 28%.

In the Board®"s view, the design of
this process was to allow all parties to have open
discussions on initial proposals by Synapse, to ask
Synapse questions, to perhaps compromise positions without
the Board being aware of that. So unless you have fTiled a
submission that you made to Synapse as part of your

evidence, we have not looked at that record and we have
DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS
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not looked at any of the IRs that were asked of and

answered by Synapse; and it would not be our intention to
do so to preserve the integrity of what we believe to be
the process which allowed for a dialogue with -- amongst
the parties without the Board beilng present.

The final preliminary matter; if you
could, through the course of the day, identify to Anne
Bonang, and some of you did on the record, but make sure
she has the names of the witnesses who will be appearing
for each of the witness panels. That makes 1t much easier
for us to organize your presentation.

So unless there®s something else, 1
think we"re ready, Mr. Outhouse, to proceed with Synapse.

MR. OUTHOUSE: Thank you, Mr. Chair.

Mr. Chair, | have already mentioned
the names of the panel and they"re in front of them. |
think we should start first by swearing them in and 1711

proceed from there.

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS
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Page 12 NSUARB-BRD-E-R.10

MR. BRUCE BIEWALD, Affirmed:
MS. SUSAN SHAW, Affirmed:
MR. GEOFF KEITH, Affirmed:
MR. WILSON RICKERSON, Affirmed:
MR. OUTHOUSE: Thank you, Mr. Chair.
Mr. Chair, 1 am going to be brief iIn
terms of the introduction of the witness panel. 1711
start with Mr. Biewald.
DIRECT EXAMINATION BY MR. OUTHOUSE (QUALIFICATIONS)
MR. OUTHOUSE: Mr. Biewald, would you
very briefly state your qualifications and experience?
MR. BIEWALD: Yes; I have been a
consultant on electricity matters for about 30 years. |1
am the founder and president of Synapse Energy Economics,
the lead consulting team on this effort. 1"ve testified
in more than a hundred proceedings around North America,
including -- and 1 have done work for the last several
years related to integrated resource planning and other
issues here iIn the province.
MR. OUTHOUSE: Thank you, Mr. Biewald.
Mr. Biewald, on page 3 of the evidence

-— 1t"s not necessary to turn this up -- 1t states that

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS
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you oversaw the effort, reviewed stakeholder comments, and

discussed research with project team members, helped
developed a spreadsheet model, and drafted sections and
materials distributed to stakeholders and of this
evidence. Is that correct?

MR. BIEWALD: That"s correct.

MR. OUTHOUSE: Okay. Mr. Chair, with
respect to Mr. Biewald, his qualifications are more
specifically set out iIn Appendix A -- sorry, Exhibit A to
the Exhibit B-1, and there"s both a full CV and a summary
there, and 1 would ask that Mr. Biewald be qualified to
give opinion evidence with respect to the electric
industry and the production and the consumption of energy.

THE CHAIR: Any questions about Mr.
Biewald"s qualifications? Then he is so qualified.

MR. OUTHOUSE: Ms. Shaw, would you
please briefly state your qualifications and experience.

MS. SHAW: Yes, thank you. 1I'm a
graduate engineer who spent 30 years working in the field
of energy with long periods iIn district energy and energy
from waste. 1°ve been In engineering operations,

maintenance, and have financial responsibility for those

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS
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Page 14 NSUARB-BRD-E-R.10
operations. 1"m a professional engineer who is licensed

here in Nova Scotia as well as Ontario. [I"m a Past
President of the Canadian District Energy Association and
was a 10-year board member of that organization, and I am
currently the chair of the Mayor Sustainable Energy
Counsel In London, Ontario.

MR. OUTHOUSE: Again, Ms. Shaw, on
page 3 of the pre-filed evidence, B-1, it stated that you
provided the assumptions about the type of equipment on
which to base the biomass CHP tariff and the cost and
operation of that equipment. Is that correct?

MS. SHAW: Yes, sir.

MR. OUTHOUSE: Mr. Chair, 1 would ask
that Ms. Shaw be qualified as an expert to give opinion
evidence with respect to the type of equipment for a
biomass CHP and the operation and cost of that equipment.

THE CHAIR: Any questions on Ms.
Shaw®"s qualifications? Then she"s so qualified.

MR. OUTHOUSE: Mr. Keith, would you
briefly state your qualifications and experience?

MR. KEITH: Yes. 1 worked as an

energy and environmental consultant for 15 years, my work
DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS
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has focused on renewable energy, on ailr emissions, and

strategies to reduce air emissions and CO,.

MR. OUTHOUSE: On page 3 of the pre-
filed evidence i1t stated that you led the research on the
cost of hydro and tidal projects, the cost of
interconnection, and issues related to taxes and
depreciation. That you also helped develop the
spreadsheet model, and worked with Ms. Shaw to develop the
proposed biomass combined heat and power CHP tariff. Is
that correct?

MR. KEITH: Yes, It 1s.

MR. OUTHOUSE: Mr. Chair, 1 would ask
that Mr. Keith be qualified as an expert to give opinion
evidence with respect to the tracking of costs of
renewable energy technology, and also with respect to the
preparation of spreadsheet models.

THE CHAIR: Any questions on Mr.
Keith’s qualifications? Then he i1s so qualified.

MR. OUTHOUSE: And lastly, you Mr.
Rickerson; would you briefly state your qualifications and
experience?

MR. RICKERSON: My name is Wilson

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS
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Page 16 NSUARB-BRD-E-R.10
Rickerson, I am currently CEO of Maestro Consultants

Group, an international climate and energy company. We
focus on renewable energy policy design for feed-in tariff
work specifically. We’ve been involved with feed-in
tariff design and rate setting design in Hawail,
California, and Vermont in the United States. We also
worked internationally for the global centre conductor
industry for the Inter-American Development Bank, and for
the Global Strategic Studies Institute on the same issue.

We’ve also worked with the National
Renewable Energy Labs supporting their rate setting survey
and design.

MR. OUTHOUSE: Mr. Rickerson, on page
3 of the pre-filed evidence i1t stated that you led the
research on the cost in terms of debt, project ownership,
the appropriate return on equity, and on the cost of wind
projects. That you also provided information on the
design of the feed-iIn tariffs and the rates established iIn
other jurisdictions. 1Is that correct?

MR. RICKERSON: Yes.

MR. OUTHOUSE: Mr. Chair, 1 would ask

that Mr. Rickerson be qualified to give -- as an expert to
DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS



10

11

12

13

14

15

16

17

18

19

20

21

22

NSUARB-BRD-E-R .10 Page 17

give opinion evidence with respect to the design of feed-
in tariffs, and the development of the cost of production.

THE CHAIR: Any questions on Mr.
Rickerson’s qualifications? Then he Is so -- yes?

MS. CAMERON: 1 actually have a
question.

THE CHAIR: You’ll have to come up so
that --—-

CROSS-EXAMINATION BY MS. CAMERON (QUALIFICATIONS)

MS. CAMERON: Sorry. 1 was just
interested to know -- you mentioned Hawaii, California,
and Vermont, 1 wondered i1If you had any experience In ---

THE CHAIR: Could you turn on the mic?

MS. CAMERON: Sorry. 1 was -- you’re
saying that you had done feed-in tariffs In jurisdictions
such as Hawaii, California, and Vermont. 1 was interested
to know what experience you had outside of the United
States; i1f you had any Canadian or European experience.

MR. RICKERSON: Sure. When conducting
-- when working with the National Renewable Energy Lab iIn
the U.S. to design their rate setting model, we conducted

an international In depth survey of other rate setting

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS
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Page 18 NSUARB-BRD-E-R.10
models, including Ontario’s, Netherlands, Germany, Spain,

and France to determine what i1nputs they used, what
assumptions they used, how they built their models.

In terms of work abroad, we recently
did an in-depth survey of the Latin American feed-iIn
tariffs and proposed designs for Jamaica. And we also
recently worked in Trinidad and Tobago, and Saudi Arabia
on their -- on feed-in tariffs as well.

MS. CAMERON: That’s great, thanks.

THE CHAIR: Any other questions?

Then he i1s so qualified, Mr. Outhouse.

MR. OUTHOUSE: Thank you, Mr. Chair.

DIRECT EXAMINATION BY MR. OUTHOUSE

MR. OUTHOUSE: With respect to Exhibit
B-1 and the attachments thereto, panel, are there any
errata that you wish to bring to the Board’s attention
before you commence your evidence?

MR. KEITH: Yes, there are four
typographical errors in the evidence that we’d like to
correct on the record here.

The first one i1s on page 19, line 22,

the term, 55,000 per kilowatt"” should read, 55,000 per
DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS
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kilometre.” On page 27, lines 18 and 20, the word,
"Vermont" should read, "Ontario.” On page 32, line 10,
there should be a question inserted here for the
transition between a discussion of capacity factor and
benchmarking the rates. And the question should read,
"How does your proposed hydro tariff compare with other
benchmarks?"

MR. OUTHOUSE: And there is a fourth
one?

MR. KEITH: On page 32, lines 32 and

33, the company being referenced there should not be Ocean

Power Generation Systems. It should read, "Ocean
Renewable Power Company.'’

And those are all the corrections we
have.

MR. OUTHOUSE: Subject to those
changes then, does the panel adopt this evidence In their
proceeding, Exhibit B-17?

MR. KEITH: Yes.

MR. BIEWALD: Yes.

MR. OUTHOUSE: All right. Mr.

Biewald, 1 believe you have an opening statement you wish

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS
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to present. Copies -- hard copies are available, Mr.
Chair.

MR. BIEWALD: 1 do. Can I be heard
okay?

SYNAPSE ENERGY ECONOMICS PANEL - OPENING STATEMENT

MR. BIEWALD: Good morning Mr.
Chairman, members of the panel and other parties.

We appear before you today to propose
community feed-in tariffs, COMFITs. Our pre-filed
evidence presents our specific proposals and explains the
methods and approach used iIn their development. In this
statement we will provide an overview of our effort and
highlight key aspects of 1i1t.

In our evidence we propose rates for
Wind projects up to 50 kilowatts and over 50 kilowatts, as
well as rates applicable to biomass, combined heat and
power, hydro and in-stream tidal projects. The decision
to propose only these five rates and no others reflects
our reading of the legislation governing the development
of COMFITs and the government®s Renewable Electricity Plan
dated April 2010.

Had COMFITs for additional
DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS
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technologies such as solar or additional differences iIn

the rate paid for projects within an area been iIntended,
we believe they would have been called for in the
legislation and the plan. They were not.

In developing our proposed rates we
applied the three-step procedure used for utility rate
making. First, COMFIT capital costs and operating
expenses were developed for each COMFIT. Second, required
revenues were then developed based on a capital structure
and debt and equity costs. Third, electric output was
used to convert required revenue to a rate per megawatt
hour.

Our rate making process was
implemented with due attention to the connection between
the steps to the results of similar rate making exercises
in other jurisdictions, and to other concerns such as
interest coverage, using a spreadsheet model and Inputs to
it discussed iIn our evidence.

Each of the three steps introduces
substantial, unavoidable uncertainty into the rate making
process. This uncertainty is much greater than that

encountered in setting rates for a regulated utility. In
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considering our proposals, we believe 1t 1s 1mportant for

the panel to appreciate this point and to take i1t Into
account.

We note that at several places iIn the
Renewable Electricity Plan, government states that they
will review, and if appropriate, adjust the COMFIT program
in 2012. We believe that this review of the COMFIT
program will be Important given the uncertainty about the
kind of projects that will apply for the COMFIT and the
cost of those projects.

In order to develop rates that reflect
basic cost recovery as called for iIn the Renewable
Electricity Plan on page 11, we specified a representative
plant for each COMFIT. This required choosing a capacity
in megawatts, a general location iIn relation to the
distribution grid, and where there were alternatives, a
specific technology.

Based on the choices made, capital
costs and operating expenses were developed. In this
process each of five COMFITs posed i1ts own unique
challenges. Consider for example, biomass CHP, for this

COMFIT we had to ensure that the representative project
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was really CHP, rather than simply biomass based

generation. Unfortunately, none of the materials we
reviewed provided a definition of CHP. We addressed this
issue by assigning capital and operating costs so that the
steam host was responsible for a substantial portion of
the total project costs. This allowed electricity to be
generated at times when there was no use for the waste
heat. While ensuring that the use of the waste heat, a
hallmark of CHP, was a significant cost centre.

To convert investment costs and
operating expenses to annual required revenues, we made
use of the capital structures and the debt and equity
costs shown In our Exhibit C. The Renewable Electricity
Plan includes the cost of capital In the basic cost
recovery the COMFIT rates are to provide.

Accordingly, we treated capital as a
cost, comparable to other COMFIT project costs. We did
not rely on below-market financing or voluntary
contributions to fund the COMFIT projects. To determine
the values shown In Exhibit C we spoke to lenders,
examined what regulators in other jurisdictions had

settled upon, and considered the structures and cost
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approved by the Board for the major utilities in Nova

Scotia. Our assumptions reflect our assessment that hydro
projects will be perceived as least risky, that wind and
biomass projects will be perceived as more risky and the
instream tidal projects will be seen as most risky.

The final step In the development of
our COMFITs was a conversion of required revenues to rates
per megawatt hour; this raised two key issues. The first
was the specification of a capacity factor. All else
equal the higher risk factor, the higher the generation
produced and so the lower the rate required to recover a
given level of required revenues.

The data upon which one might rely iIn
selecting the capacity factors was quite diverse.

Consider the large -- over 50 kilowatt -- wind COMFIT.
Historical evidence iIn the province suggests a factor of
26 percent; however NSPI has recently used a forecast
value of 37 percent, an iIncrease of over 40 percent.

Available data suggests that wind
resources differ substantially throughout the province
thus using average or other midrange value might make

COMFIT wind projects uneconomic In certain areas.
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Taking these considerations into

account we selected factors for wind and any other COMFITs
that we believe convert required revenues to rates in a
way that would reasonably facilitate project development.

The second i1ssue raised was the
treatment of year-to-year change. For all the COMFITs
except CHP such change was accounted for by including its
effects In the computation of a fixed levelized rate
applicable for 20 years.

For CHP the rate for all but fuel 1is
also set i1n this way. The payment for fuel was designed
to be changed periodically based on inflation and the cost
of diesel fuel.

This removes some but not all of the
risk associated with the purchase of biomass fuel. The
decision to treat the CHP rate differently reflects our
recognition of the fuel price risk that arises for biomass
projects but not others.

The method chosen i1s simple and
workable. It reflects costs later in transport that are
important in producing the fuel and has been used iIn a

similar situation, the New Page Biomass Generation
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Project.

As 1In NSPI"s FAM design, the Fuel
Adjustment Mechanism, we have chosen to move some but not
all the fuel price risk thus creating an incentive for
those receiving CHP rate to limit growth and fuel costs.
We considered a full pass-through fuel costs but rejected
it primarily because i1t would entirely remove that
incentive.

In the course of developing our COMFIT
proposals we received Input from stakeholders In two
technical sessions In written comments and In more
informal discussions. As a result, the rates we developed
changed substantially. We"ve also reviewed the evidence
filed by intervenors and on balance we remain confident iIn
the results of our modelling and we propose rates relative
to data we have gleaned from the market on projects costs.

Thus, we remain comfortable in urging
the Panel to adopt our recommendations.

Thank you for providing us the
opportunity to make this statement. We look forward to
answering your questions.

THE CHAIR: 1 think we"ll mark the
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Opening Statement as Exhibit B-16.

-—— EXHIBIT NO. B-16:
Opening Statement of the Synapse
Consulting Team

MR. OUTHOUSE: Mr. Chair, the Panel-s
available for cross-examination.

THE CHAIR: Okay. And as I say I™m
going to be proceeding In the order of the participant
list. So the first cross-examiner would be Mr. Merrick,
the Consumer Advocate.

CROSS-EXAMINATION BY MR. MERRICK

MR. MERRICK: Thank you, Mr. Chairman.
Good morning. Good morning, Panel; welcome to Halifax.

Apologies i1n advance i1f your testimony
only makes i1t to page 2 of the paper by the morning.

We"re engaged in a blood sport down here called a federal
election.

Let me start by referring you to your
report on page 7, and you don"t have to necessarily turn
it up but you make the comment there that you have
attempted to find the lowest rate possible with also

generating a reasonable level of activity.
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And Mr. Biewald 1711 direct the
questions to you and i1If another member of the panel wishes
to answer that"s fine but you"re the closest to me. I™m
assuming that that implies a range of activity; would that
be fair?

MR. BIEWALD: Yes, I believe so.

MR. MERRICK: And would it also
suggests that that might be a subjective assessment as to
what a reasonable level of activity might be?

MR. BIEWALD: Well, there®"s certainly
some judgment involved; however, the government was rather
clear that there"s an expectation or objective of
supplying about 100 megawatts through -- In the province
through these tariffs.

MR. MERRICK: Other than that, though,
IS any criteria used to determine what would be a
reasonable level of activity that might be generated?

MR. BIEWALD: Well, 1 think that along
with the i1dea that there would ideally be some activity
under each of the tariffs, pretty much defines it.

MR. MERRICK: But you had nothing iIn

mind as far as number of developers that may appear in any
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particular technology or where they might be located or

the size of 1t?

MR. BIEWALD: Not a specific number,
no. There is some discussion in the documents that 1
reviewed of an attempt to get a kind of diverse -- put one
of the motivations stated for this part of the Province®s
policy i1s to kind of broaden out participation in terms of
renewable energy project development.

MR. MERRICK: Understood.

MR. BIEWALD: But not a specific
number .

MR. MERRICK: But it implies to me
that 1t could be a range as to what might constitute a
reasonable level of activity?

MR. BIEWALD: 1 suppose so. Different
people might have different ideas.

MR. MERRICK: And would it be fair to
assume that there"s been some degree of subjectiveness
input into that analysis on the part of the panel as to
what constitutes a reasonable level of activity?

MR. BIEWALD: I suppose on some

judgment but you know subject to the guidance from the
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documents that I reviewed and, you know, from the

government with regard to the overall level of hoped for
participation in the program and the notion of a kind of
broad participation.

But there"s certainly some judgment
involved iIn our implementation of that in developing the
tariffs.

MR. MERRICK: Yes. And as you note iIn
your report you"ve had to deal with the difficulty, 1
guess, of trying to identify a range of possible
situations iIn each scenario or each technology. It wasn"t
just one specific proposal that was before you; you had to
deal with a range of possibilities as to how the
developers might come forward?

MR. BIEWALD: Certainly in terms of
the project sizes within the defined categories and
locations and so on. So for any particular tariff there-s
a range of possible projects along numerous dimensions.

MR. MERRICK: And you had to make
assumptions or choose among various assumptions in
deciding how to evaluate the tariff?

MR. BIEWALD: Essentially yes. The
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way 1 would say i1t is that we picked representative

projects as described In the opening statement so you pick
the project that we think i1s sort of representative or
typical or reasonable for that set of -- for that -- the
range of possibilities, with an aim toward, you know,
selecting viable, reasonable projects that would be among
the more feasible or cost-effective -- within the range of
the possible.

So we, you know, try not to make --
set tariffs for example for, you know, the worst possible
project site or the least competent owner or the most
pessimistic investors. You know we tried to pick
something reasonably representative within the realm of
you know reasonably attractive, feasible projects and set
tariffs In that regard.

And then we also look at the
comparable experience elsewhere and whether that -- those
overall tariffs that we result from building it up from
the -- buirlding the rate up from the pieces seems
reasonably consistent with -- as a result -- the cents per
kilowatt hour result with tariffs adopted elsewhere and

projects costs that we"ve seen In the province and
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elsewhere.

MR. MERRICK: 1 think you said that in
choosing or making your assumptions or picking the
assumptions or choosing the options, you were picking from
a range of possible ones; reasonably possible ones?

MR. BIEWALD: 1 wouldn’t disagree with
that.

MR. MERRICK: Would it not be fair to
suggest to you, then, that based on your approach that you
could have just as easily have proposed a range of rates
in each technology?

MR. BIEWALD: You mean for example
like a different -- like make more categories and for each
category that we’ve proposed a rate we could divide that
up into two or 20 categories and ---

MR. MERRICK: No, no, all I’°m
suggesting i1s because of all the variables that you had to
choose from, sometimes using subjective judgment to do so,
you could have just as easily have come back and said, "A
tariff in this range would be suitable for the scenario
that we’re looking at."

MR. BIEWALD: 1 suppose we could have,
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that wasn”’t my understanding of our -- the job that was

presented to us. The government asked for the Board --
the Act and the regulations call for the Board to develop
a tariff for each of the give resources classes. So that
was our -- that was the job that we set out -- that’s the
job that we did.

So we could have come back with a
range but then I don’t think that would have been
responsive to the regulations.

MR. MERRICK: Well, in light of the
fact that you saw your responsibility to pick a tariff
number, wouldn”t i1t be fair to say that within a certain
range there were other numbers that could equally have
been chosen?

MR. BIEWALD: 1 don’t know about
equally, there are certainly other numbers that could have
been chosen and as I’ve acknowledged, there is plenty of
variation, uncertainty, and so on. One can certainly
quibble about particular input assumptions, the many
detailed i1nputs that went into the spreadsheet that came
up with the tariffs and one could, 1 suppose, quibble with

the result as well In terms of our assessment of how
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reasonable that is relative to tariffs elsewhere and

target costs elsewhere.
But 1 wouldn”t -- I wouldn’t
characterize those other possible assumptions for the

inputs or the result as equally -- 1 forget your term but

MR. MERRICK: Well, within a certain
range of reasonableness one number could have been picked
as easily as another number or as suitably as another
number, within that certain range. Obviously you’re not
going to vary by 30 percent on a tariff.

MR. BIEWALD: 1 suppose 1°d agree with
that, 1t may press for certain of the inputs, not broadly
for all of them or for the result.

MR. MERRICK: So we might not quibble
over 10 cents per megawatt hour or megawatt but you might
quibble over a $1.50 variance in a --—-

MR. BIEWALD: No, my point is, 1
didn’t understand any of your questions so far to be
getting to the magnitude of things. We just -- sort of
for each parameter are there other values that could have

been chosen that would be reasonable or within a
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reasonable range or something like that and 1 think

broadly 1°d say yes.

Many of those -- but once you’re
talking about magnitudes, many of those wouldn’t matter.
You know, you could pick a number within a range and it
would affect the result in some trivial way if you
selected a different number.

For others it would matter and we
attempted iIn those cases to pick numbers that were
reasonable. So we’re applying our judgment based upon our
assessment of all the materials that we reviewed that
people provided In the workshops and iIn this process, and
took our best effort to pick reasonable input numbers and
produce a reasonable result and then to assess that result
relative to experience also.

MR. MERRICK: All right, thank you.

Have you had experience on other
occasions with a community feed-in tariff?

MR. BIEWALD: 1 personally have not.

MR. MERRICK: Has any member of the
panel had any prior experience with a COMFIT or a

Community Feed-in Tariff?
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MR. RICKERSON: Not with the exact

characteristics, no.

MR. MERRICK: Do you know of any
COMFIT errors?

MR. RICKERSON: Again, I think it
depends on how you define COMFIT.

MR. MERRICK: Community Feed-in Tariff
where you’re identifying or limiting or categorizing the
developer, the owner, or the generator.

MR. RICKERSON: There have been a few
(inaudible) that have limited to certain types of
ownership or certain types of generators, yes.

MR. MERRICK: But do you know of any
that are related to a community-based tariff?

MR. RICKERSON: There have been some
that have been set in Bills, they’ve been specifically --
as in legislative proposals but not passed.

MR. MERRICK: No, but 1°m talking
about -- with the exception possibly of title, I’m talking
about a concept of a community organization having a
tariff, such as we see in this tariff.

MR. RICKERSON: If I understand you
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correctly, you’re asking are there examples of currently
existing feeder tariffs that specifically limit ownership
to the same types of groups that we see here.

MR. MERRICK: Yes.

MR. RICKERSON: Nothing specifically
to limit the ownership this way, there have been several
of them proposed in legislative Bills but not actually
passed In law.

MR. MERRICK: AIll right.

MR. BIEWALD: Or that have adjustments
though to the rate for ownership, right, don’t some of the
tariffs have a specific adjustment, so there’s a rate set
for non-community projects and then there’s a separate
different rate that’s specific for projects, depending on
their type of option.

MR. MERRICK: Who would be an example
of one of those?

MR. RICKERSON: The Ontario Feed-in
Tariff.

MR. MERRICK: AIll right. And Mr.
Biewald, 1’11 start with you. Have you ever had an

occasion to determine the revenue requirement iIf a
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university were to undertake a biomass CHP project?

MR. BIEWALD: 1 haven’t personally
done that, no.

MR. MERRICK: Or a Band Council ---

MR. BIEWALD: No.

MR. MERRICK: --- to perhaps undertake
a hydro project or a community organization to perhaps
undertake a wind project?

MR. BIEWALD: What was the question
again; is development a revenue requirement?

MR. MERRICK: Have you ever had
occasion to determine the revenue requirement for a
community organization to undertake a wind project?

MR. BIEWALD: Not that I can recall.

MR. MERRICK: Have you ever worked
with the university in developing a capital project where
it requires to raise funding and debt and that sort of
thing?

MR. BIEWALD: 1 have not.

MR. MERRICK: How about a Band Council
undertaking a capital project?

MR. BIEWALD: 1 have not.
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MR. MERRICK: And how about a

community organization?

MR. BIEWALD: 1’ve worked with an
organization called Mass Energy, the Massachusetts Energy
Consumers Alliance, which 1s a non-profit that has been
involved in a number of renewable energy projects.

And so I’ve looked at -- you know,
looked at the numbers for those, been involved iIn various
aspects of those projects.

MR. MERRICK: Have you assist 1In
arranging capital financing?

MR. BIEWALD: Not in any specific way.
I’m on the board of this community organization and so
1’ve been involved as a board member but not in the nitty-
gritty of negotiating or arranging financing.

MR. MERRICK: And 1’11 ask each of the
other panel members, have any of you been involved in
determining the revenue requirement for a university
biomass project, a Band Council hydro project, or a small
community wind project?

MR. KEITH: You mean prior to this

work?
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MR. MERRICK: Prior to this work.

MR. KEITH: No, I haven’t.

MR. MERRICK: So this has been the
first time that you’ve had to address the question of how
might a Band Council raise capital or how might a
university raise capital or how might a community
organization raise capital?

MR. KEITH: Yes.

MR. BIEWALD: Was that question to the
entire panel?

MR. MERRICK: Yeah, 1 wanted to ask
the same questions, whether the panel -- any of the other
panel members have any experience In these areas.

No?

MS. SHAW: No.

MR. MERRICK: Mr. Rickerson?

MR. RICKERSON: In terms of
universities and raising capital, 1T 1t’s sourcing grant
funds and putting together projects around grant funds,
then yes, but otherwise -- not otherwise capital
structure.

MR. MERRICK: And what sources of
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capital funding did you become aware of In that example
you’re talking about?

MR. RICKERSON: It was primarily
municipal debt and grants.

MR. MERRICK: And the cost of
financing, was that market cost?

MR. RICKERSON: 1 wasn’t involved in
that side.

MR. MERRICK: So you don”t know?

MR. RICKERSON: Correct.

MR. MERRICK: AIll right.

Any other experience on the part of
the panel In those areas that | just canvassed with Mr.
Biewald?

MR. RICKERSON: 1 think your question
was pretty broad in terms of the list of things that we
have or haven’t done and I would just mention that Mass
Energy Consumers Alliance, the organization 1’ve talked
about has -- we have been i1nvolved In various projects and
again, 1 haven"t been involved at the -- kind of the staff
level negotiating the contracts or, you know, sort of

putting together the pro formas for the projects and so
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on, but I"ve been involved as a Board member and sort of

aware of things at that level.

MR. MERRICK: All right. Thank you.

How does that organization finance i1ts
projects?

MR. BIEWALD: Well, 1t hasn"t had a
feed-in tariff regime and 1t"s been rather frustrating,
1"d say, In terms of getting projects built. So the role
of that organization vis-a-vis small renewable projects
has been mostly on the renewable energy credit side.

So what they do is they will commit to
purchase the renewable energy credits from, say, one and a
half megawatt wind project and then will basically sell
those credits to customers, either utility customers who
pay a premium for that power or to people who purchase New
England wind fund -- you know, wind participation.

So there®s different ways that that
gets -- that this organization supports development of
wind and -- small wind and other projects In Massachusetts
and around New England.

There hasn®"t been a feed-in tariff and

it"s been frustrating to try and put projects together
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because sometimes the municipalities and the other groups

involved In the projects are so sort of difficult to work
with. It"s a real challenge iIn terms of sort of getting
the commitments to purchase and deliver turbine and to --
siting has been a tremendous challenge.

So the financing that 1"ve seen has
been, you know, basically looking for actual returns for
the project. You know, 1It"s not a -- the idea i1s to kind
of do projects at a loss or to have communities involved
in projects that are going to, you know, lose money or
hurt the community financially.

So they"ll look for, you know, real
financing and also for subsidies from the government, the
other government agencies that are involved iIn encouraging
the development of these projects.

MR. MERRICK: So they would partially
rely on subsidies.

MR. BIEWALD: Well, the projects,
there are tax credits in the Commonwealth of
Massachusetts. The Massachusetts Technology Collaborative
has policies to encourage development of projects that are

matching projects.
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In some cases if a community steps up

and does one project, they"ll get something else. So
these are often multi-pronged deals that involve a lot of
different arrangements.

But where this organization has
attempted to develop, say, a small wind project, its role
has pretty much been limited to purchasing the renewable
energy credits and the attempts to help with the ownership
or the -- kind of getting the project financed and built
have not been very satisfying or successful.

MR. MERRICK: As I read your report,
it struck me that you relied to a large extent on advice
given to you by other parties or other entities. Is that
fair?

MR. BIEWALD: You mean for our
analysis here?

MR. MERRICK: Yes.

MR. BIEWALD: Well, we relied quite a
bit on the people in this room, for one thing, to bring
forth, you know, their facts and their experience and
their opinions. And then, in addition, 1°d say we

reviewed reports and materials available elsewhere to
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other provinces and U.S. states.

We talked with lenders about what
might be reasonably possible i1n the province with respect
to these kind of projects. Maybe ---

MR. MERRICK: In addition -- sorry.

MR. BIEWALD: Maybe 1"m -- no, go
ahead. That would be yes, the answer to your question.

MR. MERRICK: In addition to lenders,
you would have talked to potential developers or actual
developers and manufacturers of equipment that might be
used.

And can you quantify for me iIn some
manner how important was the advice that you got from
developers and manufacturers? Was 1t a majority of the
advice you got, was i1t a significant portion of the advice
you got?

How important to you was the advice
that you got from developers and manufacturers?

MR. BIEWALD: I wouldn®"t know how to
characterize that relative to the other sources of
information.

MR. MERRICK: 1 take 1t it was
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important.

MR. KEITH: Yes, I would say i1t"s
important, and we were careful to balance that information
against information we collected talking to lenders and
other iInstitutions, representatives of SDIFs who have
attempted to raise capital and put projects on the ground
as well as others.

MR. MERRICK: Would it be fair, Mr.
Biewald, to suggest that developers and manufacturers
might have a bias toward wanting to ensure that a project
was -- had sufficient financing, sufficient attractiveness
to it, |1 guess, that i1t would go ahead?

MR. BIEWALD: Sure, sure. And if
you"re -- just look at the positions taken in this
particular process for evidence of that.

MR. MERRICK: So a developer and a
manufacturer would be more inclined to give evidence that
might support a higher tariff as opposed to a lower
tariff.

MR. BIEWALD: 1 suppose so. | mean,
there™s reasons to think that. |1 think there are also

limitations to that and, you know, you®"ll get a chance to
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examine such people later In the week, right?

MR. KEITH: Can I add a point there?

MR. MERRICK: Sure.

MR. KEITH: When we thought about our
cost of capital, we intentionally started with the cost of
debt and the return on equity that"s allowed to NSPI, and
we viewed that as a very low-risk -- representative cost
of capital for a very low-risk opportunity. And then we
evaluated the different risks that we saw associated with
these community-based projects.

And based on discussions with project
developers, with lenders and others, we adjusted from the
NSP1 cost of capital to get what we thought was a
reasonable risk premium.

MR. MERRICK: Right. Thank you.

But 1"m just going back to the advice
that you got from developers and manufacturers and the
likelthood that 1t might be biased toward a higher tariff
than a lower tariff.

Did you 1n any way consciously adjust
for that bias or explicitly adjust for that bias?

MR. KEITH: Yes. When we talked to
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lenders, we said explicitly, "Look, the project developers

are telling us that they“"re going to need this kind of
return on equity or this kind of" -- that lenders are only
going to offer them debt at this rate. And we asked them,
"Is that true? What"s your opinion on that?"

MR. MERRICK: And when 1t came to
asking them, "What rate of return would a developer want
to earn on the project?” how did you adjust for the bias
that might have been i1In that answer?

MR. KEITH: Well, a number of the
project developers In this proceeding said they needed
returns of 20 percent, return on equity of 20 percent. 1
believe one was talking about 50 percent.

And when we talked to developers and -
- or when we talked to lenders, they said that"s not the
case. And when we asked lenders if they felt like our
assumption of 13 percent, which was based on Heritage Gas”
allowed return on equity, was reasonable, they said yes,
for these type of projects.

MR. MERRICK: Mr. Biewald, help me
with this. |1 see a distinction between setting out to

identify tariffs that will encourage commercial activity -
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- not commercial activity, but project activity and, if

necessary, setting the tariff high enough to overcome
whatever difficulties may be resulting from the nature of
the ownership of that project as being one objective as
contrasted to an objective of setting tariffs to at least
give community organizations access, but even 1f it leaves
them with a bit of a challenge in how they®"re going to do
it.

Do you see the distinction I"m trying
to make?

MR. BIEWALD: You“re talking about an
aspect of the kind of balancing here. You know, there"s a
goal to develop a reasonably active sector here to
actually get some projects and, iIn total, something
resembling 100 megawatts of connection to the distribution
system and not paying too much money for it.

And 1 think the province has been
clear, you know, this aspect of the renewables energy
policy i1s going to cost money, that this i1s not the least-
cost way, as a whole, to get these renewable projects
built. There are other objectives i1nvolved.

So that"s, you know, part of the
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balancing. And within the objective, we"d like to see it

achieved at the lowest reasonable cost.

MR. MERRICK: But 1 take it that your
primary objective, as | read your report, was to establish
or propose or recommend a tariff that would overcome the
barriers created by who the owner was or who the developer
was and that would make 1t a commercial operation as
opposed to setting a tariff that at least gave access to
community organizations even though they may have had
challenges left iIn how they were going to arrange their
financing or rate of return, et cetera.

Am I correct 1In my reading of your
report that you"d lean more to the former objective than
the latter?

MR. BIELWALD: Well, yeah. 1 don"t
know 1T 1°d agree that you kind of -- the characterization
of 1t as a primary objective.

I mean, we"ve described sort of the
way we approached trying to satisfy the job here i1n the
competing -- the tensions inherent In the job.

I think if by -- so I think, you know,

definitely to a degree, but if what you mean by provide
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access for these community-owned and organized projects

you mean create a vehicle that makes i1t theoretically
possible for such projects but doesn"t provide them the
return that would be required to make a reasonable number
of those projects actually materialize, you know, make
those projects feasible and successful, then that®s where
I would disagree.

That"s perhaps where the distinction
lies, 1s between access and reasonable opportunity to
develop a viable project.

MR. MERRICK: Can 1 put it this way
then, that what you were doing is seeking a tariff that
would permit a community-based project to be economically
viable according to the marketplace without requiring that
project to rely on maybe its own internal methods of
capital -- raising capital, without relying on i1ts own
internal requirements for rate of return?

You were using commercial criteria.

MR. BIELWALD: Essentially, yes, but
relevant to these projects. And that"s -- our
understanding of our assignment was develop feed-in

tariffs that would make projects financially viable. And

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS



10

11

12

13

14

15

16

17

18

19

20

21

22

Page 52 NSUARB-BRD-E-R.10
I think that the government was pretty clear that iIn the

Renewable Electricity Plan that these projects -- that a
return on investment -- iIn the Regulations, it says, you
know, return on iInvestment is part of the costs of such
projects.

And here on page 9 of the Renewable
Electricity Plan, you know, 1t"s very clear the price of
these projects reflects the cost of generating the
electricity plus a reasonable return for the provider.

You know, there®"s language that
suggests to us, to me and to the panel, that the intention
was to have feed-in tariff price levels that will provide
an actual return to the developers of these projects.

MR. MERRICK: Can 1 have you turn to
page 7 of your report at about line 117

You see the statement that you make
there:

"Our approach has been to balance
the 1mpact of the COMFIT program
on the cost of electricity
against the desire to foster

development of COMFIT projects."
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But you"re describing that as
balancing the costs of your proposed tariffs against the
cost of electricity.

Did you do any calculation of the
impact on rates of these tariffs?

MR. BIELWALD: We did some rough
calculations of the possible overall cost of the program
or ranges, and we"ve also reviewed the calculations that
were provided in evidence by your expert, Mr. Chernick.

MR. MERRICK: Well, I mean, you“re
saying that "our approach has been to balance the Impact
of the program on the cost of electricity."”

What did you do to determine the cost
of electricity; what the impact would be on the cost of
electricity?

MR. BIELWALD: Well, we looked at the
-— well, first of all, the balancing takes place, to some
extent, In the development of the tariff itself. So when
we"re setting a tariff for a particular resource class,
we"re not setting it at the -- you know, the highest level
that"s going to make all possible projects feasible or

economically viable or, you know, even bad or marginal
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projects.

The i1dea 1s to select -- you know,
pick a reasonably attractive project development
opportunity or opportunities as the prototype, i1f you
will, and then cost that out.

So there are judgments, as we
discussed earlier, iIn picking the inputs. And the goal
there was to, within a resource class, select i1nput
assumptions and ensure that the result 1s a reasonable
number that balances the viability of projects with the
prospect for, you know, windfalls or sort of wasteful
spending of consumers® valuable money.

I think what you®"re referring to 1is
overall, so once you"re outside of the silos, the
individual tariffs, did we look overall to see what the
impact on, you know, consumers iIn the province might be.

And we were certainly cognitive of that.

We did some rough calculations. We"re

aware of the costs.
I mean, it"s a simple matter -- once
you®ve got the tariffs i1t"s just a matter of projecting

the quantities of each type of resource and multiplying
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and adding 1t up.

MR. KEITH: Can I make a clarification
there?

MR. MERRICK: Sure.

MR. KEITH: You may be misreading that
sentence of our evidence. The sentence says:

"Our approach has been to balance
the 1mpact of the COMFIT program
on the cost of electricity
against a desire to foster [et
cetera]."

It doesn™"t say we"re balancing the
cost of the COMFIT program against some measure of the
cost of electricity such as an avoided cost or something
like that.

MR. MERRICK: No, all I"m asking is
the question -- 1 think 1 understood the concept of what 1
read in there, i1s that you were balancing the cost of the
COMFIT program against the cost of electricity. And I
took that to mean ---

MR. KEITH: No, that"s a misreading of

the sentence, 1 think.

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS



10

11

12

13

14

15

16

17

18

19

20

21

22

Page 56 NSUARB-BRD-E-R.10
MR. BIELWALD: Yeah. The sentence

after that actually says what we did to achieve that

balance, so i1if you read the sentence after the one that

we"ve been talking about, i1t says:
"To balance the two, we have
proposed the lowest rates that we
believe will result [should say]
in a reasonable level of
development activity In each
resource class."

And that"s the way 1 started my
answer, was | explained within the silos, within the
resource class, we attempted to provide the lowest rate
that we think will provide some activity.

I mean, you know, what we could be --
what we didn"t -- one might do that we didn"t do iIs say,
"Oh, some of these resource classes are very high cost,
so, you know, we"ll set a rate so we won"t get any of
those projects.” And then the mix would come out
different and the mix on the whole would be lower cost.

That -- we didn"t understand that to

be our assignment. If the government had not wanted
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certain of the fTive resource classes, they could have left
them out of the regulations.

MR. MERRICK: Let me just clarify and
make sure 1°m understanding what your report is trying to
say.-

Did you make any attempt to evaluate
the i1mpact of the COMFIT program as recommended on rates?

MR. BIELWALD: Yes. First of all,
within a resource class, we were cognizant of the costs to
consumers and within the whole once we got the tariffs and
the whole COMFIT program, we were -- we did rough
calculations, as | said earlier, of the cost to consumers
of this resource mix given possible development scenarios.

MR. MERRICK: And what did your rough
calculations show you?

MR. BIELWALD: Well, 1 would say that
the calculations that Mr. Chernick did for his more
balanced scenarios are essentially the reason -- 1 think
those are sort of iIn the reasonable ballpark.

I think some of his higher cost
scenarios like the high tidal and high penetration are

unlikely or —-- 1 guess the way 1 would put 1t, I think the
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government would tap the brakes of the program before
costs of that type or development scenarios of that type
were allowed to be implemented.

MR. MERRICK: But if 1 heard you
correctly, you"re saying that the calculations and the
conclusions arrived at by Mr. Chernick, as to the impact
on rates, you don"t disagree with.

MR. BIEWALD: Well, broadly speaking.
So it"s like 1t"s mostly wind. I mean, you know, I"m sure
there® 1l be more discussion with Mr. Chernick later in the
week and he can present and defend his own calculations,
but my view is that the -- so his scenario i1s like the
mostly wind or the balanced scenario are iIn the range of
the, you know, plausible outcomes of the -- so we"re
talking about the rate calculations now. We"re talking
about the overall rate to consumer calculations, not the
feed-in tariff —-—-

MR. MERRICK: That"s right.

MR. BIEWALD: --- rates themselves,
right?

MR. MERRICK: That"s right.

MR. BIEWALD: Yeah. So in terms of
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the deployment -- and the rate to consumers depends in

large part on the deployment scenario, the mix of what
resources are developed In each of the resource
categories, right? And 1 think that Mr. Chernick®s mostly
wind and balanced scenarios are, like 1 said, sort of iIn
the range of the plausible. 1 think that some of his
other scenarios are beyond the edges of that range.

MR. MERRICK: What calculations have
you done to validate or challenge Mr. Chernick®s
conclusions?

MR. BIEWALD: We ran numbers for
several resource mix scenarios with different levels of
avoided cost and, you know, looked at the overall cost in,
you know, dollars per year to consumers.

MR. MERRICK: Could you produce that?

MR. BIEWALD: I don"t see why not.

MR. MERRICK: Perhaps that would be an
undertaking, Mr. Charrman?

THE CHAIR: Sure. That"ll be
Undertaking 1. So that"s to produce these work papers
that analyze Mr. Chernick®"s calculations, Mr. Merrick.

UNDERTAKING U-1 - To produce the
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work papers used to analyze Mr.

Chernick®"s Submissions

MR. BIEWALD: Okay. And 1 would
say that they"re not, you know, specifically to analyze
Mr. Chernick®s, but, you know, they“re our own
calculations that 1 think in broad terms would show that
some of Mr. Chernick®s, I guess I1°d call them optimistic
scenarios from the perspective on ratepayers, are iIn the
realm of reasonable.

MR. MERRICK: Would these calculations
have been done before or after you received Mr. Chernick"s
testimony?

MR. BIEWALD: We sort of started them
before.

MR. MERRICK: Before. Okay. So they
weren"t i1n response to Mr. Chernick"s testimony.

Did you do those calculations before
you finalized your own testimony?

MR. BIEWALD: I don"t believe so. We
got the comment in one of the workshops, like I said, it
was the second workshop, that I heard loud and clear that

we should evaluate the cost to consumers of the program.
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say, yeah, firmed up and prioritized our plan to do such a
calculation so that we"d have that -- those costs, at

least some scenarios for those costs in mind. But at that
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point 1 think we were quite -- i1t was going to be a

challenge to get our tariffs actually filed.

So in terms of the priorities to that

point, we were really focused on the spreadsheets,
developing the tariffs by resource class, and the
comparables, and the analysis that 1"ve discussed. So
sort of did a -- kind of a side calculation, a rough
version, and then 1 believe we finished 1t up after the
evidence was filed. Mr. Keith i1s agreeing.

MR. MERRICK: So you didn"t have it
available by the time you finalized your testimony?

MR. KEITH: No, we didn"t.

MR. MERRICK: AIll right. And 1
assume, therefore, that whatever calculations you made
didn®"t cause you to make any changes in your
recommendation?

MR. KEITH: That"s correct.

MR. OUTHOUSE: 1"11 just remind Mr.
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Keith that his mic"s not on.

MR. MERRICK: Coming back to the
community element of this feed-in tariff procedure; do you
believe that municipalities, Band Councils, cooperatives,
universities can bring advantages to an energy project?

MR. BIEWALD: Sure.

MR. MERRICK: Like what?

MR. BIEWALD: Well, 1 think one could
be related to siting and public acceptance. So that"s one
of the issue -- one of the barriers to projects that 1
raised in my discussion earlier.

And 1 think the difference between --
in terms of the community®s reaction to a local project,
it can be different if 1t"s a -- you know, an out-of-town
or out of province, you know, for-profit company
developing a project versus a local group that has some
involvement iIn the community.

MR. MERRICK: And that might even have
a dollar value to 1t, although it might be hard to figure
out the exact dollar.

MR. BIEWALD: Or in -- | suppose so,

or most pointedly, I would say in terms of overcoming
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barriers, so basically getting a project to be done.

I mean, you see communities raising
NIMBY objections to projects all over the place these
days, and I think there"s an issue iIn terms of meeting
renewable development goals i1n a province or a state that
sort of requires getting past some of these barriers and
that community involvement can be very helpful,
particularly for siting of, you know, kind of local
projects where you might otherwise get, or you still might
get a negative reaction by some members of the community,
but otherwise that -- siting could be impossible, which is
what we"ve seen for a number of projects.

MR. MERRICK: But it"s an advantage
that has a dollar value.

MR. BIEWALD: 1 suppose it could. 1
think a lot of 1t 1s binary. Does the project -- can the
project happen or not? Does the project get its required
local permits?

MR. MERRICK: What about -- what other
advantages might a community organization such as we"re
talking about here bring to an energy project? Is that

all you can think of?
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MR. RICKERSON: Well, related to what

-- the siting 1s just kind of local knowledge.

MR. MERRICK: Well, you might ---

MR. RICKERSON: There®s a lot ---

MR. MERRICK: --- have a costing fact.
It might mean that they can bring i1t in with a little less
financing, a little lower return, a little lower return on
equity; anything like that.

In the course of your investigations,
bearing 1n mind that you had to evaluate the type of
organization that this tariff i1s based on, did you think
of any or were you able to i1dentify any other advantages
that such an organization might bring to the table?

MR. RICKERSON: There"s local job
creation or at least local output and earnings ---

MR. MERRICK: Yeah.

MR. RICKERSON: --- tends to
concentrate greater on local economic multiplier effect on
the revenues from the project.

MR. MERRICK: The reason I™m
interested in this 1s because in your report you identify

what you consider to be negative features of the ownership
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and why those negative features may require additional

cost, or additional return, or additional whatever.

And all 1™m asking you is whether you
sat down to identify what the advantages might be that
these organizations could bring to the project. And we"ve
got overcoming local resistance, we"ve got job fair.
Anything else?

MR. KEITH: Well, we did consider,
especially after Mr. Chernick"s first comments came in,
consider the possibility that community-based
organizations could -- community members might be real
supporters of green energy and might donate money and
things like that. But when we looked around at the
difficulty that these organizations who are relying on
donations were having and the amount of successful
capacity they were able to install, and we looked at the
government®s target of 100 megawatts we said we certainly
can’t rely on that kind of altruistic behaviour to get the
kind of capacity that the government appears to be looking
for In this program.

And we also were not directed in any

by the government to rely on that altruism.
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MR. MERRICK: So other than overcoming

community resistance and a job fair that you identified,
job requirement, you identified no other advantages of the
community organization?

MR. KEITH: I think that’s right.

MR. MERRICK: Are you aware or do you
know or do you understand that municipalities can
sometimes raise debt capital lower than a commercial
borrower?

MR. KEITH: Yes, and we considered
that a couple of questions came up there. Number one, the
representatives of municipalities that we spoke to talked
a lot about the budgetary constraints that the
municipalities were under and their opinion was that there
would be a very low appetite for COMFIT projects by
municipalities in the province because of the budgetary
constraints on municipalities and they urged us not to
rely heavily on unexpected great uptake by municipalities.

And the second point to make there is
that again, we were -- we wanted to set the COMFIT rate at
a level that would achieve a reasonable response which

would have been more than, for example, one or two
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municipal projects but would have been -- you know, set it

at a rate that someone other than a one project could
achieve.

MR. MERRICK: But isn’t there ---

MR. OUTHOUSE: Could 1 just interject
for a second, Mr. Merrick?

Mr. Reynolds advises me that it’s very
difficult to hear i1n parts of the room. | wonder i1f both
the witness panel and Mr. Merrick could get their
microphones just a little bit closer.

MR. RICKERSON: 1Is that better?

MR. OUTHOUSE: That’s clear.

MR. MERRICK: 1It’s a bad omen when my
consultant unplugs me.

MR. BIEWALD: I guess as an example of
particular projects that aren’t happening, the
organization that 1 referred to earlier, Mass Energy
Consumers Alliance, has been trying to -- has $800,000
that 1t”’s trying to use to get the City of Boston to
develop a wind project and it’s just been a -- you know,
one delay after another iIn getting the city interested In

pursuing that project and taking the steps to make it
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happen has been a long arduous process with a high
probability of failure.

So, you know, even in a situation
where there’s considerable money coming into -- cash
coming into a project from the outside 1t’s -- that’s one
particular city that 1°m familiar with that is dragging
its feet.

MR. MERRICK: But isn’t there a
difference between whether a municipality decides to go
ahead with an energy project, and if they do decide to go
ahead with an energy project what the costs to them may
be?

The fact that they may not be
interested or they’ve got other priorities for their funds
surely doesn’t change the fact that if they do decide they
want to do an energy project they can do it cheaper than a
commercial entity, possibly. That’s my point.

MR. BIEWALD: I think it”’s conceivable
but they are related to some extent.

MR. MERRICK: Well, why wouldn’t you
take that into account when determining what your cost of

capital might have to be?
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MR. KEITH: Well, 1 think -- the issue

I just mentioned, when we talked to the municipalities
they advised us that because of the budgetary constraints
that most municipalities are facing that their opinion was
there would not be large uptake on a COMFIT tariff by
municipalities.

And then we looked at the government’s
target of 100 megawatts and we said, you know, setting the
rate at a cost consistent with, for example, municipal
debt 1s just not going to work.

MR. MERRICK: So you’re taking into
account setting the rate at a premium to entice those
entities to decide to engage In an energy project when

otherwise they may have not had any interest?

MR. KEITH: 1 wouldn’t call i1t a
premium, I would say the cost of capital reflects the
risks that we see on the project. 1It’s a risk-adjusted

cost of capital.

MR. MERRICK: Mr. Biewald, do you see
any advantage In a community organization being able to
maybe self-finance or finance at a lower rate because of

the support of the community. |If an organization gets
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together and says, "'Let’s put up a small wind turbine and

let’s invest in 1t ourselves,” do you not see that that
may be an advantage?

MR. BIEWALD: Conceivably i1t could be
but 1 think the prospects -- and i1t’s a challenge to make
a project happen on that basis and 1 just don’t see
adoption of -- development of projects iIn the province on
the scale that the government has said is the objective,
you know, happening on that basis.

MR. MERRICK: This i1s going to be a
philosophical question and 1T 1t’s too general please tell
me.

But to what extent should ratepayers
be expected to pay the cost of enticing entities to decide
to engage in energy projects?

Why should ratepayers cut an extra big
slice of the cake just iIn order to entice decisions by
municipalities, for example, to engage In energy projects?

MR. BIEWALD: Well, the renewable
electricity plan lays out the reasons for this policy in
the first place, has to do with long-term stable rates,

decreasing reliance on solid fuels, fossil fuels, broad
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geographic participation in the development of projects.

And mention jobs and local economic development.

So there’s a host of reasons that are
-- have been articulated by the government for doing
exactly that.

MR. MERRICK: But do you see anything
in there that says that you’re to discount advantages that
can be brought to the table by community organizations?

MR. BIEWALD: No, but I see language
that says the project should be -- suggesting the project
should be financially viable, that they should -- the
tariff should provide for a reasonable return on
investment and so on, and that’s -- | think that’s the
spirit in which we develop these tariffs that we’ve
commended .

MR. MERRICK: And that’s one of the
difficulties I have and help me with this; in deciding
that, you use economic criteria as iIf this was a
commercial undertaking, these were to be commercial
undertakings by commercial entities out In the general
marketplace. You measure whether they will be successful

or what 1t will take to get them going by commercial
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criteria. You do not use community-based criteria.

MR. BIEWALD: And by that you mean
that the community itself should subsidize the project?

MR. MERRICK: That they may be able to
finance it at a 6 percent rate because -- so they get
together and pool some of theilr resources or the
municipalities may be able to arrange capital at a lesser
rate.

MR. BIEWALD: I don’t see a -- 1 don’t
see adoption, development of these projects in amounts
resembling the 100 megawatt target i1f that were the case.

MR. MERRICK: Would it be fair ---

MR. BIEWALD: If accounts were set ---

MR. MERRICK: Would i1t be fair for me
to conclude from your evidence that you are evaluating the
success of a proposed tariff by commercial criteria as if
this was a regular feed-in tariff process. You are not
looking at 1t from the criteria of a community-based
tariff?

MR. KEITH: No, I think we would say
we did consider a number of ways iIn which the fact that

these are community-owned projects, or at least majority
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community owned, would affect them and our assessment of

that debt was that on balance the net effect of that would
be more risk rather than less risk.

MR. MERRICK: Can 1 take you to your
opening statement, B-16, page 2, the second paragraph
down, about the fifth line:

"We did not rely on below-market
financing or voluntary
contributions to fund the COMFIT
projects.™

You®re telling us there that you
didn"t take into account community criteria, right?

MR. BIEWALD: Well, in terms of the
sort of altruistic behaviour that we"ve been talking
about, 1 would say yes.

MR. MERRICK: Have you engaged in any
altruistic behaviour when 1t comes to energy projects, Mr.
Biewald?

MR. BIEWALD: I don"t know, maybe
referring to my (inaudible) 1 have a PV system on my roof
back 1n Cambridge, Massachusetts.

MR. MERRICK: So you invested?
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MR. BIEWALD: I did. 1 did. And
there are a number of people who are willing to make such
investments with long paybacks and low returns; people
like myself. 1 don’t think it"s anywhere near the level
that would develop under -- 1 mean my system Is two and a
half kilowatts with a 15-year payback.

I"m pleased that I did i1t but it"s two
and a half kilowatts. It doesn’t add up to 100 megawatts
even 1f you multiply it by all of my friends and
col leagues.

MR. MERRICK: If your neighbourhood
were to put up a small wind generator, might you consider
investing in i1t?

MR. BIEWALD: Sure, 1°ve personally

MR. MERRICK: At below commercial
rates?

MR. BIEWALD: 1"ve personally been
eager to make such investments but I"m telling you that my
neighbourhood would have a very -- even my neighbourhood
in West Cambridge would find a limited enthusiasm for such

a project in -- particularly In today"s economic climate.
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MR. MERRICK: But if they were you-"d

be prepared to invest at below market?

MR. BIEWALD: Sure, depending on the
details. Sure. | mean you know people make contributions
to charitable organizations; people do things that make
poor financial sense, sometimes deliberately for various
reasons.

And I guess I"m an example with regard
to this particular two and a half kilowatt solar project
but again I don"t think you can you know generalize to 100
megawatt scale from that.

MR. MERRICK: Can 1 take you to a
couple of specific tariff i1ssues? For example, in your
large wind your capacity factor that you recommend there,
as | understand it and tell me if I miss anything here,
but the evidence that you had before you was evidence of
developers recommending or saying that i1t should be a 30
percent capacity factor.

You"ve got the Hatch report, reporting
on six zones In Nova Scotia. Four of the zones reporting
actual capacity factors of 31 to 35 percent and two of the

zones reporting 43 plus percent, which would give you an
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average among the six zones of 46 percent capacity.

Those zones reporting actual wind
experience in Nova Scotia; what other evidence did you
have?

MR. RICKERSON: There was the evidence
from existing generators, around 26 percent. And also
with the Hatch report i1t wasn"t actual -- those were
actual -- those are forecasts gathered from ---

MR. MERRICK: For all six zones?

MR. RICKERSON: Yes, gathered from --
it was a composite of weather data ---

MR. MERRICK: Were you ---

MR. RICKERSON: --- some anemometers
that were seared up from the levels that were reported to,
I assume, 80-metre height by Hatch. And those -- they“re
also correlated with -- 1t"s difficult to tell what parts
of the zonal areas Hatch drew i1ts data from; it doesn"t
specify In the reports. It does specify iInterconnection
points. And those interconnection points seem to be
largely coastal.

MR. MERRICK: All right. The two that

you have mentioned were the basis for your comment of 26
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percent, what was that again?

MR. RICKERSON: That was from the
existing generators.

MR. MERRICK: Which existing
generators?

MR. RICKERSON: Those as reported by
Mr. Chernick in his testimony.

MR. MERRICK: He refers to the six
zones referred to in the Hatch Report.

MR. RICKERSON: I believe, if I™m
correct —---

MR. MERRICK: Can you identify
probably the ones that you®re referring to for the basis
of your comment is 26 percent?

MR. RICKERSON: Certainly.

MR. BIEWALD: Page 10.

MR. RICKERSON: Page 10.

MR. MERRICK: Of your report?

MR. BIEWALD: That"s Chernick"s.

MR. MERRICK: Okay.

MR. RICKERSON: It says at line 12 on

page 10 of Mr. Chernick®s it says:
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"Interestingly the 11 earlier
small wind units owned by or
selling to NSPI have an average
capacity factor of 26 percent."

MR. MERRICK: Yeah. How many of those
units were there, do you know? He doesn"t refer to ---

MR. BIEWALD: Well, Paul Chernick says
there are 11.

MR. RICKERSON: Yeah, there are 11.

MR. MERRICK: All right. The tariff
for a large wind 1s higher than both Vermont and Ontario.
Am 1 right on that?

MR. RICKERSON: You"re right except
that Vermont has a 30 investment tax credit in there. |IFf
you adjusted for that it would actually be $180 per
megawatt hour or more.

MR. MERRICK: Right. 1If you can turn
to page 23 of your report that®"s where you deal with 1t.

MR. RICKERSON: 1I"m there.

MR. MERRICK: Just a second. [I"m not.
All right. So the two numbers you"ve got ---

MR. RICKERSON: Yeah.
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MR. MERRICK: --- are both lower but

you"re rationalizing your recommendation notwithstanding
that?

MR. RICKERSON: 1 believe we were
benchmarking, on page 23 we were describing the
escalation. In terms of the actual rate i1tself, where you
compare with Vermont®"s -- 1"ve got it here with me --
Vermont does take Into account the 30 percent Federal
Investment Tax Credit or cash grant. It also takes into
account half of the state tax credit in calculating their
rates.

We adjusted the Vermont model to take
those Into account and the Vermont rate for large wind
would actually be a $186 per megawatt hour.

MR. MERRICK: But we don’t know that
that"s a difference that may make an impact -- 1t may be a
differential factor for us iIn Nova Scotia -- do we?

MR. RICKERSON: Nova Scotia doesn’t
have a 30 percent federal tax credit or state tax credit.

MR. MERRICK: But we don’t know that
that"s a difference in Vermont. It would make a

difference as to take-up rates in Nova Scotia.
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MR. KEITH: We do know that the
Vermont rate -- iIn the model that was used to calculate
the Vermont rate they included a 30 percent grant or ITC
offsetting capital costs in that model.

So to compare the Vermont rate to a
Nova Scotia rate, we would have to remove that subsidy and
therefore the Vermont rate would be significantly higher
and we -- well, Wilson threw out the number that he
estimates the Vermont rate would be without that subsidy.

MR. MERRICK: But you also compared it
to Ontario.

MR. RICKERSON: Correct.

MR. MERRICK: The Ontario rate was
also lower than the one that you were recommending.

MR. RICKERSON: The non-community rate
was lower.

MR. MERRICK: Notwithstanding the fact
that they had an extremely robust response to their
tariff. Would that not neutralize the distinction?

MR. RICKERSON: So I think there are
many, many distinctions kind of at play in comparing

Vermont to -- I"m sorry, Ontario to Nova Scotia.
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I believe you®re suggesting that

because Vermont had a great response, therefore, Nova
Scotia"s rate should be lower?

MR. MERRICK: That Ontario had a great
response.

MR. RICKERSON: 1 apologize.

Ontario®s rates were set at a 10
megawatt scale for the non-community rates.

MR. MERRICK: In your --—-

MR. RICKERSON: So we can presume that
there will be economies of scale from the 10 megawatt or
higher wind farms they were anticipating.

MR. MERRICK: Let me take you to your
biomass rate for a moment. Mr. Biewald, 1711 start back
with you again on that.

You have an escalator built iIn to
cover off the risk of fuel price increases. Mr. Chernick
pointed out to you what he thought was an error in your
calculation as to your starting point for that escalator.

Are you familiar with what I"m talking
about?

MR. BIELWALD: Yes, I am.

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS



10

11

12

13

14

15

16

17

18

19

20

21

22

Page 82 NSUARB-BRD-E-R.10
MR. MERRICK: And was there, in fact,

an error i1n your calculation?

MR. BIELWALD: Well, 1t wasn"t so much
in the calculation as iIn the ---

MR. MERRICK: Starting point.

MR. BIELWALD: --- putting the number
into the testimony, Into the evidence.

So specifically, 1f you look at ---

MR. MERRICK: Have you adjusted for
what he ---

MR. KEITH: Do you want me to speak to
that, Bruce?

MR. BIELWALD: We have not made a
specific adjustment. We acknowledge the issue, and Mr.
Keith can ---

MR. KEITH: Yeah. We looked at that
and there was a transcription error there. And the
starting year biomass rate that we used was $156 based on
a fixed component and a variable fuel component of $62.
And that fuel component of $62 was based on a levelized
fuel cost when i1t should have been based on a Year 1 fuel

cost.
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The Year 1 fuel cost is $56, so if we

make that adjustment, our tariff rate would come down from
156 to 150. But we also found a second -- we found that
we had a placeholder number in the biomass tariff that we
had not reviewed, and that was the number for the heat
content of steam.

And after we filed our tariff, we
realized that and we"ve reviewed the number and determined
that the number should be higher and, therefore, that the
fuel use at these biomass facilities would be
significantly higher.

And our calculations when we used the
new heat content rate would increase the rate by $8, so
these two adjustments would largely offset each other. We
would be, on a net basis, adjusting the rate from 156 to
158, and we felt that given the level of uncertainty that
we were dealing with across these tariffs that i1t didn"t
really make sense to make that kind of adjustment.

MR. MERRICK: Do you have calculations
that track out what you"ve just described?

MR. KEITH: Sure.

MR. MERRICK: Can you make those
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spreadsheets.

that could be U-2.

Undertaking U-2.
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MR. KEITH: Sure. We can provide the

MR. MERRICK: Perhaps, Mr. Chairman,

THE CHAIR: Sure. That will be

UNDERTAKING U-2 - To provide the

spreadsheet information showing

the new heat rate calculations

MR. MERRICK: Can I turn you to your

report at page 26, and we"re still on biomass. And at the

very bottom of that page you make the statement:

"However, we understand that the
level of avoided cost assumed in
the model is a policy decision
that requires a weighing of costs
to the ratepayers against the
goals of the COMFIT program.™

And Mr. Biewald, can you just explain

to me what you mean by that?

DICTUM DIGITAL INC.

MR. BIELWALD: 1°d ask that someone

CERTIFIED COURT REPORTERS



10

11

12

13

14

15

16

17

18

19

20

21

22

NSUARB-BRD-E-R .10 Page 85

more involved In the specifics of the biomass ---

MR. MERRICK: AIll right.

MR. BIELWALD: --- calculation take
that.

MS. SHAW: So iIn particular, this
section refers to how we have allocated the difference --
excuse me, how we have allocated the cost of steam versus
the cost to electricity.

And you know, the basis of this is a
set of assumptions on what a reasonable plant looks like,
what a reasonable scenario is for who might be proposing
these kinds of rates.

Then this statement is how do you
allocate that difference, cost to steam, cost to
electricity. And in fact, what we have chosen here i1s to
allocate almost -- to allocate to steam every single penny
that would be required to produce the steam.

MR. MERRICK: So when you talk about -
- what I was iInterested in was the wording, "is a policy
decision."

So what you"re saying is that there

are —- am 1 hearing you correctly that you®"re saying that
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in this area how you allocate that cost, which way you

allocate 1t, really i1s subject to policy discretion, and
the Board or government may have an opportunity here to
move the numbers around depending on how they see the cost
to the ratepayers.

Have | roughly ---

MS. SHAW: Well, 1t —---

MR. MERRICK: --- summed it up?

MS. SHAW: It"s clearly not a
technical issue. When you get beyond that, though, it
goes to the question of how do you define what combined
heat and power is.

Clearly, the Province has asked for a
rate based on combined heat and power, which is using the
fuel to generate steam or heat for some useful use at the
same time as electricity.

How you define combined heat and power
i1s done differently iIn different jurisdictions. We"ve
made a recommendation at this point for this rate on how
you perform that allocation.

It 1s -- there are jurisdictions that

do 1t by heat rate; there are jurisdictions, for example,
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that use the CCRA depreciation class for making a judgment

on what"s combined heat and power or not.

What we chose to recommend with this
rate i1s really through cost allocation; that i1f we
allocated enough cost to the heat producing side to ensure
that there really was a heat use which was viable and
real, and therefore, what was left In the cost was the
basis for the electricity.

MR. MERRICK: All right. Let me see
ifT 1 can again sum 1t up.

What you"re really telling us in this
wording, telling the Board and perhaps the Province, 1is
that there i1s a range of how you allocate that cost and,
depending on how you do that, will affect how much the
tariff i1s going to be. But 1t"s your choice. Or are
there other choices other than the one we"re recommending?

MS. SHAW: Yes.

MR. MERRICK: Is that i1t?

Can you tell me what the range of
options are, from what to what?

MR. KEITH: Right here on page 26.

Sorry.
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At page 26 of our testimony, we

address another issue, and that is, what do we assume
about the existing facility that this project is developed
at. And there"s a tremendous amount of uncertainty here.

There®s a broad range of types of
facilities with a broad range -- we know, for example,
that universities already have boilers that they"re using.
We know that sawmills are burning some of their waste wood
now in boilers. So there®s infrastructure there.

We don"t know -- we know very little
about how old i1t i1s, you know, and so when you"re --
you"re essentially having to determine the sawmill®s
avoided cost. |If they don"t do a CHP program, what"s
their avoided cost of continuing to operate their boiler?

IT their boiler is going to break
tomorrow, then they have a high avoided cost. They"re
going to need to buy a new boiler tomorrow. If their
boiler has 15 years left on i1t, they have a much lower
avoided cost.

And so we had to make a decision about
what we thought -- what to assume iIn setting the rate.

And yes, you"re absolutely right that
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that"s a policy decision, that i1f we assume a higher

avoided cost at the facility you get a different rate. |IT
you assume a lower one, you get a different rate.

And that"s a decision where 1 would
reasonably expect the Board to look at and to review our
recommendation.

MR. MERRICK: But my question was,
what"s the range?

MR. KEITH: Well, for that particular
variable, the question is the existing equipment at the
site. Instead of the range or model suggested, the range
iIs 147 to 156.

MR. MERRICK: So anywhere within that
range, you would consider a ---

MR. KEITH: That"s the range of the
two scenarios we looked at, and we felt that that, yeah,
those were reasonable -- that’s a reasonable range, and
we’re recommending the high end of that range.

MR. MERRICK: Now, in that high end of
the range that you’re recommending, there is an escalator
built 1n for the cost of fuel.

MR. KEITH: That’s right.
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MR. MERRICK: And that’s identified as

a risk factor that has to be accommodated, and that’s why
you build in the escalator clause, to minimize the risk to
the operator, correct?

MR. BIEWALD: Yes, or to reduce 1it.

MR. MERRICK: Or to reduce it.

The i1ndexing methodology that you’ve
used, 1t was taken from the Port Hawkesbury biomass
project. Would you consider that a reasonable
accommodation of the risk?

Mr. Biewald, perhaps 1”1l come back to
you.

MR. BIEWALD: Yes, i1t absorbs some of
the risk for customers and leaves some of the risk with
the project. So for these purposes we determined that it
was a reasonable approach. That’s why we recommended it.

MR. MERRICK: But you then use that
some risk consideration to increase your rate of financing
to 9.5 percent, 9.4 percent and your rate of return
requirement to 13 percent -- sorry 9.5 percent.

MR. BIEWALD: But will 1t ---

MR. MERRICK: So you’re adjusting
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three ways for that one risk component.

MR. BIEWALD: No, there’s still plenty
of fuel risk for the project as you’ll hear them testify
later in the week. The -- iIndexing the fuel component to
inflation -- partly to inflation and partially to diesel
fuel by no means eliminates the biomass fuel price risk.
Biomass fuel costs can fluctuate, you know, above and
below that based on their own market dynamics of supply
and demand for biomass fuel.

So there’s still some amount of risk
-— FTuel risk -- on the biomass project developers or
owners.

MR. MERRICK: But it’s a unreasonable
accommodation of that risk?

MR. BIEWALD: 1It’s a reasonable thing
to do to partially share that risk, thereby allowing, iIn
our view, projects to be financially viable and go forward
on those terms, along with the other iInput assumptions
into the tariff -- that we’ve made i1n developing the
tariff.

MR. MERRICK: So there ---

MR. BIEWALD: As a package we’re
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proposing It as a reasonable -- a reasonable package.

MR. MERRICK: Well, bearing in mind
that the ratepayer has to pay for each of these three
adjustments that have been made on biomass, I’'m -- all I’°m
doing 1s suggesting to you that to accommodate the price
risk element by both including an escalator, iIncreasing
the proposed rate of financing, and increasing the rate of
return i1s really covering off three times, or in three
different ways, that fuel pricing risk component. At --—-

MR. KEITH: Can 1 speak to this? The
testimony filed by the Alliance of Sawmillers suggests
that only way theilr project is going to be financeable is
with no debt, all equity, and a return of 17.5 percent.

When we talked to lenders we didn’t
come to the conclusion that those projects were that
risky.

But the lenders did tell us that fuel
cost i1s a considerable risk and that for a project that
was going to be exposed to short-term contracts, or the
market for a significant amount of i1t’s fuel would be
perceived as risky by lenders, and the lenders advised us

to move our costs of capital assumptions up from their
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starting point to where we have them now. So those are

our assessment of the minimum cost of capital 1t would
need to bring online biomass projects.

MR. MERRICK: AIll right.

Let me ask you about the rate of
return on -- the ROE for wind and hydro. You set i1t at 13
percent, as | understand i1t, based primarily on the
Heritage Gas rate of return that has been allowed In the
province. Am | correct on that?

MR. BIEWALD: Well, and the
conversations and other research that we did.

MR. MERRICK: Do you consider Heritage
Gas, though, a legitimate comparator in light of the fact
that Heritage Gas is an entirely commercial entity? It
would be motivated solely be economic criteria,
marketplace, rate of return. It would have none of the
motivations of a community organization such as being
prepared to finance at a lower rate, be motivated by the
fact of having a project in the area as opposed to not
having a project in the area, those sorts of things.
Where i1s the equivalency between Heritage and a community-

based organization?
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MR. BIEWALD: Well, I think we

discussed about -- discussed those other things earlier iIn
terms of the, sort of, individuals”® altruism, community
subsidies and so on. That’s iIndeed different from
Heritage Gas.

But in terms of the riskiness of the
investors, 1t --- riskiness of the investment, we’ve made
a judgment that Heritage Gas i1s, you know, sort of bigger,
commercially viable, but iIs subject to all sorts of
investment risks and that it’s a reasonable benchmark for
considering In setting the returns for these projects, not
that 1t”’s completely apples and apples.

MR. MERRICK: Looking at it from a
commercial point of view as opposed to a community-based
point of view?

MR. BIEWALD: Right. We said that, I
think, several times earlier that we developed the tariffs
in order to allow the projects an opportunity to earn any
kind of reasonable financial return. That would make the
projects viable.

THE CHAIR: 1t’s about time to take

break, Mr. Merrick, if you’d like to do that?
DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS



10

11

12

13

14

15

16

17

18

19

20

21

22

NSUARB-BRD-E-R .10 Page 95

MR. MERRICK: 1 think 1°ve only got
one or two questions left, if you wanted to ---

THE CHAIR: Okay, that’s fine.

MR. MERRICK: --- bear with me.

One of them, can you turn to page 11
of your report? |1 -- looking at the very top of the page,
you’re talking about First Nations” projects, and you’re
talking about research on the cost of debt and you say:

“Most of these lenders were
either located 1In Canada and/or
plan to be active iIn the Nova
Scotia renewable energy markets.”

Which lenders are we talking about,
what kind of lenders?

MR. RICKERSON: As | detailed In some
of the other documents iIn the technical sessions, there’s
a range of lenders that consisted of large commercial
banks down to credit unions as well.

MR. MERRICK: Doesn’t that indicate,
though, an indication that the lending market iIs anxious
and willing -- expects to become involved iIn the Nova

Scotia evolution of energy projects?
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MR. RICKERSON: What this says is most

of these lenders are either located in Canada, not
necessarily active -- or preparing to be active in the
COMFIT market, or plan to be active in the Nova Scotia
renewable energies markets. So they are both some lenders
that are located In Canada that didn’t necessarily plan to
participate, and some lenders that were -- did plan to
participate.

MR. MERRICK: But doesn’t this give an
indication of availability of funding that would serve to
perhaps lower a required tariff?

MR. RICKERSON: 1In terms of the debt
rates that we’ve put iInto the model, those are generally
the ones that were reported and agreed to by the lenders
-—- most lenders we spoke to.

MR. MERRICK: AIll right.

MR. RICKERSON: So I think
availability of capital was reflected in the rates that
were quoted to us.

MR. MERRICK: Mr. Chairman, 1 think
I’m pretty well done, but perhaps if we took the break

this morning I can consult with Mr. Chernick and he can
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tell me if I’m done.

THE CHAIR: Sure. We’ll take a 15-
minute break. So i1t’s just past 11:00, so we’ll come back
at just after 11:15.

-—- Upon recessing at 11:01 a.m.
-—- Upon resuming at 11:24 a.m.

THE CHAIR: Mr. Merrick, the fact that
Ms. Rubin is there, does that mean you were through?

MR. MERRICK: Not quite.

THE CHAIR: Okay.

MR. MERRICK: She®"s moving in on me.

(LAUGHTER)

MR. MERRICK: 1 have just two quick
points that 1 think we can deal with very, very swiftly.

Mr. Biewald, we were talking before
the break about the Impact on rates of some of these
tariffs. And according to the calculations done by Mr.
Chernick, the impact magnifies when you come to tidal
power .

So 1f a lot of tidal projects came on,
the impact on ratepayers would be more significant in that

particular technology.
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Without getting into the issue of the

Board®s jurisdiction, do you consider it a good
recommendation that perhaps there be a cap put on that
category project, as there is with small wind?

MR. BIELWALD: 1 think the government
should be cognizant of the costs as it approves or not --
approves or rejects specific applications for tidal power
projects.

MR. MERRICK: So i1f 1 were to take
that as an endorsement or lack of endorsement of the
concept of putting a cap on tidal?

MR. BIELWALD: Well, that"s beyond our
scope, but I think that could function as a sort of de
facto cap or braking mechanism on the possible impact on
customers.

MR. MERRICK: All right. My second
point is in an RFP scenario, of course, one of the
controls on the costs of the project is the competitive
pressures that will keep the costs down.

Now, this isn"t an RFP project, but
where iIn this process have we taken into account the

competitive pressures that should be accounted for in
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setting tariffs, or the lack of competitive pressure?

MR. BIELWALD: Well, we"re hoping and
expecting competitive pressures on the financing side, so
you asked questions earlier about the lenders and, you
know, was there some interest in investment.

Isn"t this evidence that we presented
an indication that there®"s a lot of iInterest by investors
in the project?

And in these projects, 1 think there
iIs some evidence of that and you want to certainly see
more than one -- you know, you want to see multiple
parties interested in financing these projects.

So then certainly we"re looking for
competitive pressures there in terms of the financing and
investment.

I think in terms of the feed-in tariff
approach i1tself as a general rule or as a general matter,
what 1t"s doing, to some extent, is trading off the
specific benefits of an RFP process with transaction
costs. So because we"re talking about small projects,
it"s just not practical to have an RFP process that sort

of gets every project or a group of projects down to their
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lowest possible offer price, for example.

So because the transaction costs are
so high relative to the small projects, there®s been a
decision that that"s not a pragmatic way to approach this
and, rather, it"s better and balanced to set out the price
and then let the projects come forward to offer their --
be developed and offer their output at the fixed price.

So there i1s, as you"ve noted, an
absence of some of the reliance on competition that you
might see in an RFP process, for example, but my
understanding i1s that"s a trade-off in terms of
transaction costs and practical considerations with that
market reliance.

MR. MERRICK: All right. Thank you,
Panel.

That"s all 1 have, Mr. Chair.

THE CHAIR: Thank you, Mr. Merrick.

Ms. Rubin?

MS. RUBIN: Thank you, Mr. Chair.

CROSS-EXAMINATION BY MS. RUBIN
MS. RUBIN: Now I"m going to begin the

questioning with respect to the capital costs, and most of
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my questions will be focusing specifically on the biomass
CHP projects.

Ms. Shaw, you were primarily
responsible to provide the i1nput assumptions about the
type of equipment on which to base the biomass CHP tariff
and the cost and operation of that equipment?

MS. SHAW: 1 participated in the
discussions where those decisions were made, but 1 don"t
feel like it was entirely my own decision.

MS. RUBIN: All right. And who else

was -- who would you say was primarily responsible?
MS. SHAW: I don"t know if 1 would say
that there was one person. 1 think that I provided input

and that the group really made a judgment.

MS. RUBIN: And when were you
retained?

MS. SHAW: February 8", something like
that; something that week.

MS. RUBIN: And what was the scope of
your retainer?

MS. SHAW: The scope of the work?

MS. RUBIN: You were retained to do
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what?

MS. SHAW: To assist them in coming up
with this tariff recommendation.

MS. RUBIN: Specifically, what were
you retained to do?

MS. SHAW: So I don"t have the scope
particularly of the contract in front of me or with me,
but as I understood the assignment, it was to provide some
technical assistance with developing the biomass CHP rate.

MS. RUBIN: And what did that
technical assistance consist of?

MS. SHAW: There was a fairly wide
range of activities. It included discussions on what were
the likely scenarios of the projects, what kinds of things
might be reasonable to consider, what are typical kinds of
projects, capital cost, some work on capital cost, some
work on operating costs, calculating project efficiency,
some drafting assistance.

I think that was generally the scope.

MS. RUBIN: Did you say that you had a
written retainer for the work that you did?

MS. SHAW: Yes.
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MS. RUBIN: Could 1 get a copy of
that, please?

MR. OUTHOUSE: Mr. Chair, 1t seems to
me that this i1s going a bit far. Are we going to start
asking for everybody"s engagement contract?

Is Ms. Rubin going to produce all
hers? It just seems to me that this is going a bit far
for cross-examination.

THE CHAIR: |Is there a particular
reason you think you need i1t In this instance, Ms. Rubin?

MS. RUBIN: I do, Mr. Chair.

One of the arguments of the Alliance
will be that Ms. Hayes, first off -- or, sorry, Ms. Shaw
does not have a level of qualifications of Mr. Hayes and,
secondly, the scope of what she was requested to do didn"t
-—- wasn"t sufficiently broad or in depth.

She"s able to provide some general
context around what she"s been asked to do but couldn’t be
more specific, so 1°d like to see the specifics.

I"m not interested in what she was
paid. 1°d like to know the scope of what she was tasked

to do.

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS



10

11

12

13

14

15

16

17

18

19

20

21

22

Page 104 NSUARB-BRD-E-R.10
THE CHAIR: Mr. Outhouse?

MR. OUTHOUSE: She"s already stated, 1
thought, what she was tasked to do. |If Ms. Rubin®s
prepared to produce it for all her people, we"ll go with
that. 1 assume she"s going to.

So we"ll want Mr. Bodinton"s and
everybody else with theilr contracts and she can take the
amounts out, 1If that"s what she wants to do.

MS. RUBIN: I have no difficulty with
that.

THE CHAIR: Okay. That will be
Undertaking U-3, and what we"re looking for is the scope
of your work. We don"t need to know the details of your
financial compensation, so that can be taken out of the
document.

UNDERTAKING U-3 - To provide the

engagement contract for Ms. Susan
Shaw describing the scope of work
required

MS. RUBIN: And just for the benefit
of Mr. Outhouse, I wasn"t looking for the retainers for

all of the Synapse panel; just for Ms. Shaw"s for the
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capital cost.

MR. OUTHOUSE: Well, we"ll get them
all for yours, though. The Synapse panel was retained by
me. Not Ms. Shaw specifically, but the others were.

UNDERTAKING U-4 - To provide the
engagement contracts for
consultants for ANSS

MS. RUBIN: Now, page 3 of the Synapse
evidence states that you have expertise in combined heat
and power.

What i1s your specific expertise with
respect to biomass CHP plants?

MS. SHAW: So with respect to biomass,
I have managed or supervised a biomass facility in PEI,
which was connected to a district energy system. While 1
was working with EPCOR, 1 provided them some occasional
assistance on their projects In Ontario and British
Columbia. And that is -- for strictly biomass?

MS. RUBIN: Yes.

MS. SHAW: That"s it.

MS. RUBIN: Okay. Now, the facility

in PElI, what was that? Could you explain?
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MS. SHAW: Yes, i1t"s the Charlottetown

District Heating System. It 1s powered by energy from
waste, from biomass and oil, and i1t provides heating to
facilities In the downtown area through a network of
buried pipes.

MS. RUBIN: And when did you come on
in that role? You said you were involved iIn the
management and supervision of the facility.

MS. SHAW: So the company that 1
worked for acquired that system in, 1 believe 1t was 1995,
and | participated In some of the capital planning for the
modifications and additions to that system. And then iIn
1997, became responsible for that company®s Canadian
subsidiary as President of Trigen Energy Canada.

MS. RUBIN: Okay.

MS. SHAW: And that continued through
2001.

MS. RUBIN: Okay. And how large a
facility 1s that?

MS. SHAW: So i1t generates
1.2 megawatts of electricity and supplies a heating load

that"s the equivalent of, at the time It was somewhere in
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the neighbourhood of a 120,000 pounds an hour of steam.

MS. RUBIN: Have you designed a wood-
fired co-generation facility?

MS. SHAW: No.

MS. RUBIN: Have you developed
purchase orders and bid packages for the installation of
any such facility?

MS. SHAW: No.

MS. RUBIN: Have you acted as the
generator contractor for such a facility?

MS. SHAW: Not in a sense where you
had hired a general contractor, but In a sense where the
owner has not used a general contractor but has managed
the contracts themselves and as an owner has acted as a
general contractor, yes, in that sense.

MS. RUBIN: I don"t understand what
you"re saying.

MS. SHAW: So there are various ways
you can approach the contracting for a plant like this, or
a facility like that. So one way is to hire a company
who"s going to do everything for you.

So you“"re going to go out, and

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS



10

11

12

13

14

15

16

17

18

19

20

21

22

Page 108 NSUARB-BRD-E-R.10
generally the term is an EPC contract, engineer, procure

and construct. So when you do that, you®re asking
somebody to build you a facility and give you the keys
when they®"re done.

MS. RUBIN: Yes. Sorry, 1 understand
the difference between an EPC and general contractor. |1
didn®"t understand what you said you did.

MS. SHAW: Oh, I"m sorry. So acting
as an owner, managed, for example, the procurement of
specific pieces of equipment where we didn"t rely on a
general contractor to do that.

MS. RUBIN: And when was that?

MS. SHAW: For example, let me see. 1
purchased a boiler for the Prince Edward Island systenm,
although 1t does occur to me now that that was not a
biomass boiler.

MS. RUBIN: All right.

So there really are no occasions where
you"ve worked as a general contractor for a biomass CHP
plant?

MS. SHAW: Nothing that 1 can think of

right now, no.
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MS. RUBIN: Okay. Are you familiar
with ESI Inc., the firm with which Mr. Hayes 1is
associated?

MS. SHAW: Not beyond reading what
they“ve submitted for this.

MS. RUBIN: Okay. You didn"t have
occasion to deal with his company when you were working
for Char-Gen i1n Minneapolis.

MS. SHAW: No.

MS. RUBIN: Okay.

MS. SHAW: Can 1 clarify? Excuse me,
I wasn"t directly myself involved with that project iIn
Minneapolis.

MS. RUBIN: Okay. |1 thought I saw it
on your resume. NoO?

Did you have any standardized metrics
that you used to build your capital and O&M cost for this
biomass CHP Project?

MS. SHAW: Well, to take the capital
costs first, 1 don"t think we used a lot of standardized
metrics iIn developing the costs. 1 think though at the

end of that exercise we did come to look at some other
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data for costs for other facilities and had that as a

basis of comparison.

MS. RUBIN: Okay. So the answer when
I said do you have standardized metrics to build your
capital costs, the answer was no, but?

MS. SHAW: We didn"t use them to build
those costs. We used them as a comparator later.

MS. RUBIN: And what was the source of
those?

MS. SHAW: One source, for example,
was the United States Department of Energy under their
Energy Information Agency, produces an annual report of
plant costs.

MS. RUBIN: And what did -- what
specifically did you rely on? Was there a year, a
particular report you relied on?

MS. SHAW: So looking at this years”
report, produced, | believe i1t was -- | don"t have a date.
I think it came out late last year. 1 thought I had a
name of the report here. 1°m sorry, 1"m not finding it.

So the report is current. It"s an

annual report. 1 looked at the latest version. 1 thought
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I had the title of the report here, but I don"t.

MS. RUBIN: Okay. And how did you use
that report?

MS. SHAW: Oh. Just as a broad
comparator iIn where these numbers were.

MS. RUBIN: Okay. So you were looking
to see 1T they were within the range of those numbers or?

MS. SHAW: Yes, for example.

MS. RUBIN: Okay.

MS. SHAW: And then also, for example,
we had other submissions by other participants in this
process. Some of those people provided information on
their capital costs as well.

MR. KEITH: Also, 1 think, for the
large pieces of equipment that were looked at, we
discussed the cost of that equipment with vendors and got
estimates from vendors. So that"s how we started, and
then we went back and benchmarked those -- the cost
against other data.

MS. RUBIN: Okay.

Ms. Shaw, that data from the U.S.

Department of Energy, what size were those projects that
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you were benchmarking against?

MS. SHAW: So they had one at
20 megawatts and one at 50 megawatts.

MS. RUBIN: Two data points only?

MS. SHAW: Yes. For biomass, yes.

MS. RUBIN: And did you have
standardized metrics to build your 0&M costs, your
operating and maintenance costs?

MS. SHAW: 1 don"t know if you"d call
them standardized metrics. What 1 had largely was
comparators with other actual operating plants as well as
five years of experience budgeting those operations.

MS. RUBIN: All right.

Tell me about the comparators that you
used.

MS. SHAW: So one of them was the
facility | mentioned in PEl, which has a slightly larger
sized wood-fired unit and the other was a facility in
Ontario and 1t i1s a larger unit than this one; 1It’s in the
30 to 40 megawatt range.

MS. RUBIN: And, Mr. Keith, you were

talking about the biomass plant being made up of certain
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large pieces of equipment and you solicited quotes for

those; i1s that correct?

MR. KEITH: I don’t think we got
formal quotes, but I think we got estimates from vendors.

In other words, i1t wasn’t a written-up
offer to sell equipment.

MS. RUBIN: And did you solicit -- how
many estimates did you solicit to understand the cost of
equipment?

MS. SHAW: We didn’t solicit more than
one for each piece of equipment.

MS. RUBIN: Did anyone else on the
panel bring any independent expertise to the capital cost
assumptions that were used iIn developing the COMFIT CHP
rate?

MR. KEITH: No, we relied on research
that we did for that.

MS. RUBIN: Did Ms. Shaw provide a
written report?

MR. KEITH: No.

MS. RUBIN: What did you get estimates
for?
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MS. SHAW: For a boiler system, for a

step-up transformer, for an air cool condenser and a steam
turbine generator, and I think that is all.

MS. RUBIN: Could we get copies of
those estimates provided?

MR. KEITH: Do you have them?

MS. SHAW: Not with me but..

MR. KEITH: Yeah, okay.

THE CHAIR: That will be Undertaking
U-5.

UNDERTAKING U-5 - To provide
copies of the Biomass CHP
equipment estimates received from
suppliers

MS. RUBIN: I think that’s U-4, 1Is It,
or did 1 miss one?

THE CHAIR: No, 1 think U-4 i1s -- U-3
iIs Ms. Shaw’s retainer. U-4 is the retainer of your
people Mr. Outhouse asked for.

MS. RUBIN: Oh, I thought that was
going to wait to the panel was on but 1711 make a note of

that.
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THE CHAIR: And then U-5 is what

you’ve just asked for.

MS. RUBIN: Okay. Thank you.

Now, in developing the COMFIT rate for
biomass CHP, and I guess for any of these other COMFIT
rates, your intent is that they are to be cost-based?

MR. KEITH: Yes.

MS. RUBIN: And iIn setting the rate
under the regulations, the Board must determine the cost
of the physical assets of the facility?

MR. KEITH: I would have to look at
the language i1n the regulation. Would you like me to look
at that?

MS. RUBIN: Do you have it there?

MR. KEITH: Yes.

MS. RUBIN: Okay.

It’s Section 19(2).

MR. KEITH: Okay, yes.

MS. RUBIN: Okay. And 1t’s important
to give those costs as accurate as possible 1In relying on
the best evidence, would you agree with that?

MR. KEITH: Yes. 1 would also agree
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that -- especially in the case of a biomass facility

there’s a tremendous range of uncertainty around the
question of what types of facilities will be developed.

There’s a very broad range of type of
facilities that could be developed, so we were careful to
ensure that we had inputs that we thought gave us
reasonable results compared to the market benchmarks that
we had and therefore -- 1’11 stop there.

MS. RUBIN: In evaluating the cost of
the CHP project, would you agree it’s important to include
all of the project costs, including the equipment, the
systems, the services and the labour?

MR. KEITH: Yes, I think a key
difference between our methodology and the methodology
that ANSS used i1s that we netted out the cost of a boiler
only scenario.

So in a sense, iIn order to allocate
cost to the steam host, we looked at a scenario in which
the facility developed only a steam-only system and then
we looked at a scenario In which they developed a CHP
system and we took the cost difference and said we’re

going to allocate that to electricity ratepayers.
DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS



10

11

12

13

14

15

16

17

18

19

20

21

22

NSUARB-BRD-E-R.10 Page 117
So that key question in developing the

costs and understanding the costs is what we assume about
the existing facility, what you assume about the cost of a
steam-only scenario.

MS. SHAW: Yes, that is a key
difference In the approaches taken.

But in evaluating the costs of a
standalone CHP project, would you agree it’s important to
include all the project costs, including equipment,
system, services and labour?

MR. KEITH: Of a standalone CHP
project, yes.

MS. RUBIN: And the omission of any of
those costs would underestimate the real cost of
developing such a project?

MR. KEITH: Yes.

MS. RUBIN: Now, Mr. Merrick asked you
some questions about your evidence at page 7, lines 13-14,
and you said you’d proposed the lowest rates you believe
will result in a reasonable level of development activity
in each resource class?

MR. KEITH: Yes.
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MS. RUBIN: So is your goal to have

development iIn each resource class?

MR. KEITH: Yes.

MS. RUBIN: And what do you take to be
a reasonable level of development activity for CHP
projects? How many CHP projects would you consider a
reasonable level of development activity?

MR. KEITH: I would say given the
natural barriers to entry into that market, the number of
viable steam hosts in the province, that you would
certainly be looking at a number under 10 projects and I
think they”’d be doing well to get five CHP projects.

MS. RUBIN: And biomass CHP projects,
unlike wind or hydro or tidal, may be fully owned by
private entities, correct?

MR. KEITH: That’s right.

MS. RUBIN: And in your experience to
date, you said iIn your evidence that most of the interest
in the COMFIT CHP has come from the sawmills?

MR. KEITH: Yes.

MS. RUBIN: Unlike the other

technologies you have assumed In setting the rates for
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biomass CHP project that it will be a taxable owner?

MR. KEITH: Yes.

MS. RUBIN: And for the other
technologies you used an average of taxable or non-
taxable, correct?

MR. KEITH: That’s right.

MS. RUBIN: Do you know how many
sawmills are located in Nova Scotia?

MR. KEITH: I don’t know the exact
number, no.

MS. RUBIN: So then I take it you
don’t know what size of sawmill would be required In order

to contemplate an undertaking of biomass CHP project.

MS. SHAW: 1"m not sure 1 understand
that.

MR. KEITH: 1I"m not sure that 1 would
consider there"s a size limit. |1 think a small sawmill
may consider a small project. It certainly would depend -

- a larger sawmill or a sawmill that was affiliated with a
larger parent company would certainly have more resources
to throw at i1t but ---

MS. RUBIN: Are you aware that six of
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the sawmill companies are represented by the Alliance of

Nova Scotia Sawmillers?

MR. KEITH: Yes.

MS. RUBIN: And given that the level
of development activity iIs a factor iIn setting the rates
would the interest of the sawmillers at developing at the
rates you“ve proposed be a relevant consideration?

MR. KEITH: It would but what we found
in this process i1s that there"s a tremendous amount of
uncertainty around the actual cost of developing a CHP
project and the type of projects that are likely to be
developed.

For example, when intervenors filed
evidence we received a large amount of data that wasn"t
provided during the proceedings and the Alliance of
Sawmillers has said that a project that they“re
contemplating would need a tariff rate of something like
$340 per megawatt hour.

St. Francis Xavier 1Is -- estimated
that theilr project, the project they"re contemplating
would need a tariff rate of about 21 -- a little over 20

-- or $210 per megawatt hour, and Cape Breton Explorations
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has said that our proposed rate of 156 is perfectly

acceptable.

And so 1T we need to go back and
revisit the tariff we would certainly look into this and
adjust a number of our assumptions. But we don"t think
that we"d end up coming out with a rate that was radically
different because when we look in Vermont at the rate that
Vermont has established for their feed-in tariff and the
uptake on that and we look in Ontario at the rate they“ve
established and the uptake and we look at the prices bid
to NSPI and the -- for biomass projects in 2010 we really
would have difficulty raising our rate significantly above
that 1n the context of that market data.

MS. RUBIN: You said i1f you revisited
the tariff you"d look into this and adjust a number of
your assumptions. What -- can you elaborate on that, i1f
you had additional time?

MS. SHAW: You know i1f we -- 1
wouldn®t say i1t"s additional time but I1°"d say that we have
additional data which wasn"t available whenever we were
doing some of this work a few months ago. And the result

of that i1s we had chosen a specific scenario for
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developing this rate. That scenario was based on heat
load for the heat part of CHP being a sawmill where, you
know, i1n reality we"ve got interest from a university;
perhaps that level of interest from a university iIs a
little surprising.

So we might have to go back and look
at all of these assumptions for what is a reasonable type
of facility to proceed to trace the scenario to develop
the rate on, particularly, you know, if the scenario that
we have chosen no longer looks reasonable and -- with the
other benchmark rates in other jurisdictions and the
uptake that they"ve had i1n those jurisdictions, then we
need to go back and think of what we have done really is
reasonable.

MS. RUBIN: And you®ve referenced the
rated submitted with the evidence of St. F.X. That was
for an 8 megawatt project, correct?

MS. SHAW: Saint?

MS. RUBIN: St. F.X., St. Francis
Xavier University, the CBCL EPC study that was done.

MS. SHAW: Yes.

MS. RUBIN: That was for an 8 megawatt
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project, correct?

MS. SHAW: 1 don"t have the size iIn
front of me -- well actually maybe I do have the size in
front of me.

MR. KEITH: Yeah, the statement was
for an 8 megawatt project. 1 can"t remember 1f some of
their information they scaled down to represent a 2
megawatt project but 1 can"t remember if the $210 rate was
for an 8 megawatt or it was scaled down.

MS. RUBIN: And what was the
information you said you relied on from Nova Scotia Power
in 20107

MR. KEITH: In the context of the
NewPage proceeding Nova Scotia Power issued an RFP for
Farmanovo Energy. And they received two bids. And we
reviewed those bids. They"re confidential so I can"t
speak to what they were but based on our analysis of those
projects.

Those projects tended to be larger
than the ones we"re looking at but when we -- 1t includes,
you know, scale for economies of scale our rate looks

quite reasonable compared to the rates that those slightly
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larger projects were bidding.

And then -- 1711 stop there.

MS. RUBIN: One of the key issues that
you had to address at the outset was what shape would this
project, what form would i1t take, whether it was a back
pressure or condensing turbine, and you settled on a
condensing turbines, correct?

MR. KEITH: That"s right.

MS. RUBIN: And that is that something
which you"re i1n agreement with the Sawmillers, correct?

MR. KEITH: Yes.

MS. RUBIN: And the benefit of a
condensing turbine i1s that the system can generate
electricity when steam isn"t needed for the host facility?
Is that right?

MR. KEITH: Yes.

MS. RUBIN: And you would agree that
iT you tied the operation of the CHP project to the host
steam need, 1t would iIntroduce additional risk?

MR. KEITH: Yes. And that®"s why we
elected to go with the condensing turbine.

MS. RUBIN: Right. Because that risk
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coupled with the fuel cost risk would make a biomass CHP

project doomed to fail

MR.

MS.

KEITH:

RUBIN:

Pretty risky.

-—- essentially? So --

now can 1 get you to turn to Exhibit B-11 which was the

evidence of Mr. Hayes, filed with the ANSS evidence.

MR.

for that In ---

MS.

They were all assigned

MR.

MR.

number was 1t?

MS.

MR.

KEITH:

RUBIN:

Do we have a tab number

B-11. I don"t have tabs.

the same exhibit number.

KEITH:

OUTHOUSE:

RUBIN:

KEITH:

Okay, here we go. Okay.

Sorry, Nancy, what

B-11.

Okay. And this is the

direct testimony and exhibits of Patrick Hayes?

MS.

MR.
number?

MS.
that?

MR.

DICTUM DIGITAL INC.
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KEITH:

RUBIN:

KEITH:

That"s correct.

Okay. Did you have a page

You have

Yes, page 12.

M®hm.
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MS. RUBIN: Okay. Now, that table is
a capital cost comparison of the condensing extracting

facility that has been costed by Synapse and Ms. Shaw and

by ESI. Have you had a chance to review this table?
MS. SHAW: So I have -- 1"m aware of
it. 1 looked at i1t; I didn’t spend any time really

analyzing it.

MS. RUBIN: You didn"t?

MS. SHAW: No.

MS. RUBIN: Why not?

MR. KEITH: Well, 1 think the
fundamental i1ssue here i1s that we believe when we look at
the market metrics against the benchmarking -- again which
we"re benchmarking our plant or our rate, we"re quite
comfortable with where our rate sits relative to those
market metrics.

We understand that there are a wide
range of projects that you could pursue and with any given
project, if you got different bids, you could get a wide
range of different bids.

But based primarily on the market

metrics that we"re looking at, our analysis iIs that the
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project that was specced out for Marwood is extremely

expensive and would not be a project that we would
recommend basing the feed-in tariff on.

MS. RUBIN: I just want to be sure 1
understand that.

You said when you look at the market
benchmarks, you®re comfortable with your rate.

Are you saying you looked at the
fallout rate that you"ve got and you looked -- you
benchmarked 1t against some other rates and you decided
that that was fine and so you didn"t look at other capital
cost assumptions?

MR. KEITH: We compared our rate to
the rate that was proposed in Vermont and we looked at the
fact that there are three projects in the queue iIn Vermont
who are proceeding and hoping to get that rate, and that
rate -- the 2010 rate was $121 per megawatt hour compared
to our $156 per megawatt hour.

Now, again, as Wilson was saying, you
have to account for a significant subsidy In Vermont. So
accounting for that, we feel like our rate i1s quite

similar to the Vermont rate that has produced three
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projects.

When we look in Ontario, the rate
there i1s, | believe, $138 per megawatt hour in Year 1 and
then our three projects under contract totalling 18
megawatts, and 1 believe there are 12 additional projects
in the queue for 99 additional megawatts.

So based on that market data and -- or
I guess my point is, based on the extreme uncertainty that
we were facing in developing this rate, we leaned heavily
on that market data and we want to make sure that the rate
we propose makes sense relative to that empirical data.

MS. RUBIN: When you talk about
extreme uncertainty, are you referring to extreme
uncertainty with respect to the capital costs of a 2
megawatt project?

MR. KEITH: No. 1[I"m referring to the
extreme uncertainty about what the cost of developing a
COMFIT project would be. And that"s a number of different
layers of uncertainty stacked up on top of each other.

It"s what kind of facilities are going
to be developed in the projects, what kind of equipment

are they going to put in. 1Is 1t going to be a steam
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turbine boiler situation or a gasification situation?

What are the fuel -- how much fuel iIs the steam house
generating? How much fuel will the facility be in the
market for, be exposed to the market for? Questions like
that.

So there"s a tremendous range. And,
for example, In -- the Vermont Board determined that they
were unable to set a feed-in tariff because of the range
of uncertainty.

There was -- tariff rates were
statutorily defined. Interim rates were statutorily
defined In Vermont, and the Board was directed to reset
those rates iIn a rate-making proceeding.

The Board held that proceeding and it
reset all of the rates except biomass because it
determined there was too much uncertainty for i1t to reset
that rate. So i1t essentially left the statutory default
rate in place in order to test the market.

And that"s what they"re doing right
now, and they"ve got three projects in the queue.

MS. RUBIN: And Mr. Keith, when you

said three of them are iIn the queue, none of them have
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been developed?

MR. KEITH: None of them have been
burlt.

MS. RUBIN: None of them have been
burlt.

And the advice provided to me is that

two of the three are not going forward. Are you aware of

that?

MR. KEITH: No. 1°d like to see
information.

We"ve recently spoken with the
developers of two of those projects -- all three of them

as recently as a month ago and they didn"t indicate to us
that they had dropped out.

MS. RUBIN: Okay. So getting back to
this extreme uncertainty, you did not believe that there
was extreme uncertainty with respect to capital costs, and
recognizing that there are a number of Inputs which go
into building a rate, but whereas the capital costs are a
key factor and are required to be taken iInto account by
the Board, why did you not look at the capital costs

submitted by Mr. Hayes?
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MS. SHAW: So I wouldn®"t say that i1t"s
extreme -- 1 wouldn"t call it myself extreme uncertainty.
I think what I would say is 1t’s more along the lines of
these projects get built with a very broad range of
capital cost which are -- differ by the risk the owner
wants to take iIn the particular situation.

The data from, for example, the
Department of Energy 1 referred to earlier has a range of
costs that vary. So a common metric that’s used for this
is In terms of dollars per kilowatt that is installed.

So the range for that data is
everywhere from $3,860 per kilowatt up to 7,894 per
kilowatt, which 1s, you know, really a factor of two.

And oddly enough, 1t"s, you know -- so
iIt"s a very wide range and we see a wide range in the
possible cost of developing a smaller facility as well.

MS. RUBIN: I want to look at that
cost per megawatt or cost per kilowatt.

IT you look at your Exhibit F from
your evidence, you take the equipment and installation
costs and divide 1t by the megawatts. And I"ve done that

and come up with —--
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MR. DOEHLER: Excuse me, Ms. Rubin,

what schedule are you looking at? 1Is it B-1, | presume?

MS. RUBIN: It is the Synapse
evidence, B-1, Schedule -- Exhibit F.

MR. DOEHLER: M”hm.

MR. DEVEAU: You"re looking at Table
47?

MS. RUBIN: Page 4 of 6. Exhibit F,
page 4 of 6.

And 1T you take the equipment and
installation cost of the CHP, 7,888,608, and you divide it
by the generator capacity per megawatt, 2.05, I come up
with a cost per megawatt of 3.85 million per megawatt.

Is that correct? |1"ve done my math
correctly?

MR. KEITH: So you"re not referring to
the calculation we made of capital cost dollar per
kilowatt on Table 1.

MS. RUBIN: No. 1 am looking for your
equipment and installation only --—-

MR. KEITH: Okay.

MS. RUBIN: --- divided by the
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generator capacity in megawatts.

MR. KEITH: Okay.

MS. RUBIN: Do you want to take my
math subject to check?

MR. KEITH: Sure.

MS. RUBIN: Okay, 3.85 million per
megawatt.

MR. KEITH: M"hm.

MS. RUBIN: Now, In comparison ---

MR. KEITH: Per megawatt?

MS. RUBIN: Per megawatt.

MR. KEITH: Okay, right.

MS. RUBIN: Yes, 3.85 million per
megawatt.

In comparison, the ESI estimate is

15,846,150 divided by a plant size of 2.414 megawatts for

6.56 million per megawatt.

MR. KEITH: M"hm.

MS. RUBIN: You can take my math
subject to check?

MR. KEITH: Sure.

MS. RUBIN: And would you agree with

DICTUM DIGITAL INC.
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the proposition that, as a general principle, there are
economies in scale as the project’s iIncreased?

MR. KEITH: Project size, yes.

MS. RUBIN: Yes. So a larger biomass
plant can be built for a lower cost per megawatt?

MR. KEITH: Generally, yes.

MS. RUBIN: Okay, and if you turn to
-- you, Ms. Shaw, referenced the CBCL feasibility study
that was -- that’s attached to the Saint F._X. evidence;
Exhibit B-3(11). On page -- the executive summary Is what
I’m looking at on ---

MR. KEITH: Where is Table 17

MS. RUBIN: --- page 3, table 1.

MS. SHAW: 1°m sorry, can you repeat
that, please?

MS. RUBIN: The executive summary

which is found on page 3.
MS. SHAW: Yes.
MS. RUBIN: Table 1.
MS. SHAW: Yes.
MS. RUBIN: You have that? Okay.

Now, Table 1 is a capital costs summary. And 1f you take
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the total capital cost, so that’s equipment and

installation, of 36,618,000 and divided that by the 8
megawatts for the plant, this yields an approximate per
megawatt cost of 4.6 million.

MR. KEITH: That sounds right.

MS. RUBIN: Okay?

MR. KEITH: M"hm.

MS. RUBIN: Now, I°’d like to show you
a document I have as -- 1’d like to have marked as an
Exhibit.

THE CHAIR: This will be Exhibit B-17.
-—— EXHIBIT NO. B-17 ENTERED:

NSP1 (Liberty) IR-33 p.1/1 N-9
(M02961) May 26710

MS. RUBIN: Mr. Keith, Ms. Shaw, have
you seen this document before?

MS. SHAW: 1 have not.

MR. KEITH: No.

MS. RUBIN: No, okay. This i1s Nova
Scotia Power’s responses to Liberty Information Requests,
and Liberty was the Board’s consultants in the application

for approval of the Nova Scotia Power Port Hawkesbury
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Biomass Project which came before the Board last year.
And if you look at the table at the bottom these show
costs per megawatt ranging from -- 1’m going to exclude
Simpson Tacoma, because of the footnote -- 2.70 million
for 50-megawatt plant to 5 million per megawatt for a 35-
megawatt plant. Do you see that?

MR. KEITH: M”hm.

MS. RUBIN: So the average, excluding
Simpson Tacoma, is a cost of 3.97 million per megawatt.

MR. KEITH: M”hm.

MS. RUBIN: Yes?

MR. KEITH: Yes.

MS. RUBIN: Okay. Just when you say,
"M”hm," 1t doesn’t pick up on the transcript.

MR. KEITH: Sorry, yes.

MS. RUBIN: Okay. So these projects
are 1In a scale that’s exponentially larger than the 2-
megawatt plant which you’ve assumed.

MR. KEITH: Okay.

MS. RUBIN: Correct?

MR. KEITH: Yes.

MS. RUBIN: So your cost per megawatt
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is lower than plants of the scale 10 times to 20 times

greater than what’s being developed -- proposed to be
developed here.

MS. SHAW: Yes.

MR. KEITH: Yes.

MS. RUBIN: Did Synapse rely upon any
benchmarks to compare the capital cost per megawatt to
assess the reasonableness of the 3.85 million per
megawatt?

MS. SHAW: So in looking at the
figures that you’ve provided in dividing installed cost by
megawatts, It was not the metrics that we were primarily
looking at.

MR. KEITH: In here.

MS. SHAW: Sorry. So that was -- the
figure you cited was not the primary number that we were
reviewing. And it was the figure that we had for
equipment, installation, interconnect, and I believe some
financing costs. And on that basis our number was not at
the number that you cited but along the order of 5,000 --
excuse me.

MR. KEITH: Yeah, I can pull up those
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numbers. We did our analysis based on total project

costs, not just equipment and installation costs, and you
can read the numbers.

MS. SHAW: Yes, so of approximately
5,300 per kilowatt; understanding that that’s money that
is In the project and is available for this.

MR. KEITH: And that’s for the project
that we looked at?

MS. SHAW: Yes.

MR. KEITH: Okay.

MS. RUBIN: And if I suggested to you
the i1ndustry standard is to do i1t based on the equipment
and installation per megawatt, do you agree or disagree
with that?

MS. SHAW: 1°ve seen data that’s based
on that, yes. I°m -- would I say that i1t’s the industry
standard? 1°d say 1’°ve seen more data that’s based that
way than another way.

MS. RUBIN: So the most common way to
do it 1s to base 1t on equipment and installation ---

MS. SHAW: Yes.

MS. RUBIN: --- as I’ve put to you?
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MS. SHAW: Yes.

MS. RUBIN: Okay, and so my question
was, did you rely upon any benchmarks for comparing those
installation and equipment costs per megawatt? And did 1
take from you answer i1t was no?

MR. KEITH: 1 think the DOE data was
the ---

MS. SHAW: Yes, as well as the St.
Francis Xavier.

MR. KEITH: We discussed the
information provided by other developers.

MS. RUBIN: Okay, so that was in
evidence that was filed after you did your tariffs though?

MS. SHAW: Yes.

MS. RUBIN: Okay. Prior to developing
your tariffs, did you have any benchmarking information?

MR. KEITH: The benchmarking
information -- we had the DOE range of costs and we had
discussions with stakeholders about what they felt was an
appropriate -- would be an acceptable or appropriate feed-
in tariff range.

MS. RUBIN: Okay, 1°m not talking
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about the rate though, 1’m talking about the capital cost.

MR. KEITH: So the DOE number would be
the one number that we benchmarked the capital costs to.

MS. RUBIN: Sorry, was the DOE number
those two projects Ms. Shaw referred to, one of the 20-
megawatt and one of the 50-megawatt project?

MS. SHAW: Yes.

MS. RUBIN: Okay. Getting back to the
table that was In Exhibit B-11 of the evidence of Mr.
Hayes, at page 12.

MR. KEITH: Just to clarify a point
from before, 1 believe Ms. Shaw indicated that she had not
looked at this data carefully, but we have reviewed 1it.

MS. RUBIN: Okay. Yeah, I think Ms.

Shaw”s response, she looked at i1t but she didn’t analyze

MR. KEITH: Right.

MS. RUBIN: 1Is this a fair comparison
of the capital cost estimate, by Synapse?

MR. KEITH: Well, a number of pieces
under, for example, material handling systems where

there"s a zero indicator for Synapse ---
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MS. RUBIN: Yes.

MR. KEITH: --- when iIn fact the
estimate we got for the boiler cost included some of those
systems.

MS. RUBIN: Sorry. Let me just focus
on that for a second. The boiler cost estimate was --
tell me about that boiler cost estimate that you got.

MS. SHAW: 1t was inclusive of
conveying systems.

MS. RUBIN: Okay.

MR. DEVEAU: 1"m sorry, inclusive of
what?

MS. SHAW: Conveyors. Conveying
systems.

MS. RUBIN: The information provided
to me 1s that KMW, from whom you received your boiler
estimate, doesn"t manufacture any of those systems. So
from whom did you get the data to determine the conveyor
systems?

MS. SHAW: That data was from KMW,
although they would not be manufacturing those themselves.

MS. RUBIN: So they sourced third-
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party information to break it out?

MS. SHAW: 1 didn"t receive a
breakdown, but 1 did receive a lump sum that included --
that was specifically listed as including that.

MS. RUBIN: Okay. And what
information did you provide to them as to the nature of
the facility that they were designing that boiler for with
its associated systems?

MS. SHAW: A variety of data on the
sizing of the boiler, you know, pressure rating, fuel
type. 1"m not sure what else you might be looking for
here.

MS. RUBIN: Did you have any
discussions with them about the amount of active storage
versus passive storage?

MS. SHAW: No.

MS. RUBIN: Okay. Discussions about
operator interface?

MS. SHAW: In terms of a discussion of
the control system, yes. If that"s what you mean?

MS. RUBIN: Sorry?

MS. SHAW: Yes, for -- of a control
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system?

MS. RUBIN: Sorry, not the control --
the material handling system, not the control system.

MS. SHAW: I"m not sure what you mean
there by operator interface with the material handling
system.

MS. RUBIN: You don"t understand the

MS. SHAW: Did I not understand that?

MS. RUBIN: --- question?

MS. SHAW: No.

MS. RUBIN: Okay. Was there a
discussion about how the materials would be received?

MS. SHAW: 1 don"t recall.

MS. RUBIN: Okay. So on this chart,
what on the material handling system i1s subsumed In your
broiler cost?

MS. SHAW: A live bottom storage
system, | believe, and so many feet of conveyors.

MS. RUBIN: Sorry, how many feet of
conveyors?

MS. SHAW: [I"m sorry, I don"t have
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that number in front of me. Actually, 1 probably do have

it in front of me.

Would you like me to look i1t up?

MS. RUBIN: Sure, if you have i1t.
(SHORT PAUSE)

MS. SHAW: 1 may not have it.

I"m sorry, | thought 1 did have it

here, but I"m taking a long time in finding it. Would you

like to continue?

MS. RUBIN: Sure. The other

significant area where i1t shows a number of zeroes has to

do with the balance of the plant, the sewer, HVAC,

pre-engineering, building, painting, fire protection,

water treatment, storage tanks, air compressors, and

pumps. Were those included In your cost estimate?

MS. SHAW: 1 think for those costs our

-— the bulk of our assumption for the scenario that we

decided upon was that we were adding equipment to an

existing facility which would already contain some of the

basics of a serviced site.

costs were ignored;

And therefore, it isn"t that those

it"s that they were assumed to be

largely already present.
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MR. KEITH: Yeah, 1 think there may be

a fundamental disconnect between the Synapse and ESI
estimates here because as Susan was saying, there were a
number of facilities that we assumed were already at the
facility and would not need to be constructed, whereas the
ES1 numbers, it looks like are for a Greenfield facility.

MS. SHAW: By the way, 1t was 50 feet
of conveyors.

MS. RUBIN: Thank you.

And what iInquiries did you make as to
the existing facilities, as listed under balance of plant,
being suitable for a CHP facility?

MR. KEITH: Well, we ---

MS. RUBIN: For example, water
treatment.

MR. KEITH: One of the things we did
was circulate a questionnaire to the sawmills through ANSS
about the existing steam systems they had, and we
indicated that all that information would be kept
confidential, but we needed i1t to reduce some of the
uncertainty we were dealing with, and they provided none

of 1t.
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MS. RUBIN: So you didn"t have the

information, so you assumed existing systems would be

suitable?

MR. KEITH: Yes.

MS. RUBIN: If it turns out they"re
not unsuit -- they"re not suitable, do you have any reason

to doubt the accuracy of the numbers that are there in the
ESI estimate for these systems?

MR. KEITH: We have not evaluated
ESI1"s estimate of the cost of a Greenfield biomass plant
compared to other costs of a Greenfield biomass plant.

We have noted that ESI has made no
allowance for equipment on site at a sawmill or university
or other facility that could be used in the project.

MS. RUBIN: Right.

And did you ask ESI as to what extent
the existing equipment on site for a sawmill, for example,
would be suitable?

MR. KEITH: The first time we heard
ES1"s name was when your evidence was filed.

MS. RUBIN: Right.

You were offered the opportunity to
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speak with ESI to discuss the evidence. Did you take them
up on It?

MR. KEITH: No.

MS. RUBIN: Why not?

MR. KEITH: It was very late in the
game at that point. In fact, the offer was made to have

discussions with us last Thursday or Friday, the two

business days prior to these hearings.

We had made ourselves available

initially on November 18 to discuss things with

stakeholders and we have been -- we have had two

stakeholder discussions, and we"ve been available to talk

to stakeholders on the phone the entire time, and by the

time of the two business days prior to these hearings we

were quite busy preparing for the hearings.

MS. RUBIN:

available November 18%"?

MR. KEITH:

MS. RUBIN:
final tariffs?

MR. KEITH:

Sorry, you made yourself

Yes.

Prior to the filing of the

November 18, 1 believe,

was the First technical session In Halifax.
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MS. RUBIN: Sure. And the Alliance

was a participant in that?

MR. KEITH: I believe members were
there.

MS. RUBIN: Yes.

MR. KEITH: Yes. But ESI was not
there and the Alliance did not provide the ESI data for us
to review. So that"s why we didn"t talk to Mr. Hayes
about his data.

MS. RUBIN: Right. Looking at the
emissions controls, what did Synapse do to determine the
cost of emissions controls?

MS. SHAW: For the emissions controls,
we had discussions with the Ministry of Environment, the
Nova Scotia Environment.

Do you want to talk about the
discussion you had with them or should I just talk about
the material they supplied?

So they supplied material to us both
on contemplated emissions criteria for these types of
plants, as well as they forwarded a study from British

Columbia which we relied on for costs of the various
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scenarios.

So they provided some data with,
really, particulate emissions requirements as well as a
study on how other facilities had met those and at what
cost.

MS. RUBIN: All right.

So you didn"t do any modelling about
the combustion and boiler systems to determine what would
be required to meet the expected particulate emission
limits?

I see Mr. Keith shaking his head.

MR. KEITH: No, we didn"t do any
model ling.

MS. RUBIN: Now, 1f we continue to
look at that table at pages 12 and 13 under Commodity
Construction, there"s another series of zeros.

Did Synapse include those i1tems iIn
their costing of the CHP?

MS. SHAW: Yes.

MS. RUBIN: And where were they
included?

MS. SHAW: For example, the control
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system was included with the boiler. 1°"m not going to say

that 1 have made a separate allocation for, for example,
piping and valves when I"m putting this Into an existing
steam facility.

And as that continues, 1 don"t have,
for example, a category called ""Construction contingency'.
Really, that would have been, 1 think, i1nconsistent with
the approach we were taking, which is with this level of
uncertainty what i1s your best estimate of putting this
facility together, which just on -- as defined, doesn"t
include contingency.

MS. RUBIN: But isn"t the whole iIntent
of a contingency to address the uncertainty?

MS. SHAW: Well, there i1s uncertainty,
but there 1s -- I"m not building a real plant, okay. The
basis of our scenario was that 1t was a scenario. So what
was a likely -- what was a likely plant to be built, what
kind of facility were we likely to be building, what was
reasonable under this proposed rate.

Whenever we put together our best cost
for that, i1t was those costs. Contingency i1s what happens

if your scope is wrong.
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I don"t really need to be adding
contingency to my numbers because, you know, I"ve defined
the scenario as well as the cost.

MS. RUBIN: Now, you said you didn"t
include anything for piping and valves, and that was on
the assumption there was an existing steam host.

Is that correct?

MS. SHAW: Yes.

MS. RUBIN: And on what basis do you
assume that that -- the suitability of the existing system
for a 15 psi system would apply to a 650 psi system?

MS. SHAW: 1 never -- really, two
things here.

First of all, we never assumed a 15
psi system. But what I am assuming iIs that the, for
example, valves and piping after the turbine extraction 1is
what i1s reused.

MS. RUBIN: 1"m sorry; could you
repeat that?

MS. SHAW: The piping and valves after
the turbine extraction is what i1s available for reuse.

(SHORT PAUSE)
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MS. RUBIN: And how did you determine
your construction costs?

MS. SHAW: So a number of different
ways.

For example, the boiler estimate was
already an installed cost. The air pollution control
equipment was an installed cost. What ---

MR. KEITH: The turbine was installed
cost.

MS. SHAW: And the condenser was not.
And it was a judgment to add the installation costs to
that.

MS. RUBIN: Okay. Those installed
costs, do they include the cost to integrate with the
entire system to create an operating CHP plant?

MS. SHAW: So i1f you"re -- let me see.

I guess at this point 1 would say yes,
I"m assuming so.

MS. RUBIN: Do you know?

MS. SHAW: Yes.

MS. RUBIN: Are you assuming sSo, Or is

it yes?
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MS. SHAW: So to the extent that the
part 1 was doing and the equipment quotes that 1 got, I
felt that I was doing interface to interface and not
leaving gaps, which is, | think, really the best way to
answer your question.

MS. RUBIN: And did it include the
civil, the electrical, the controls aspects of 1t?

MS. SHAW: Not broken out like that.

For example, the boiler estimate came
with a control system. So I don"t have a specific
breakdown for boiler controls because i1t was part of the
estimate that we received.

MS. RUBIN: Now, you assumed a one-
year construction schedule In your rate; iIs that correct?
MR. KEITH: M"hm.

MS. RUBIN: You have to say yes for
the record.

MR. KEITH: Yes.

MS. RUBIN: And what was the basis for
this assumption?

MR. KEITH: The assumption that we

were dealing with an existing facility, so that would cut
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down dramatically on the installation vis-a-vis a

greenfield site construction period.

MS. RUBIN: Now, going back to page 13
of Mr. Hayes®" evidence, underneath the heading "'Subtotal
that iIncludes engineering project management, construction
management, EPC pocket', there®"s a zero under the Synapse
column for all of these.

You"ve not included any of these
associated costs In your estimate, have you?

MS. SHAW: So I don’t have a category
that has these, 1 would say that, for example, we don’t
have an actual EPC profit category of a million two
dollars because we didn’t necessarily -- we didn’t assume
that this was going to be done under an EPC contract.

MS. RUBIN: Okay, so the answer i1s no,
you don’t have the EPC profit. What about construction
management and hearing and project management?

MS. SHAW: Well, the answer was no, we
don’t have that cost.

MS. RUBIN: Right, that’s what 1 just
said. No, 1t’s not included.

MS. SHAW: No, 1 think I’m saying
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something different. 1°m not saying that i1t’s a zero

cost. I°m not saying that it’s a zero dollar value, I’°m
saying that it 1s a cost that we aren’t planning to
experience.

MS. RUBIN: I understand.

MS. SHAW: Okay.

MS. RUBIN: So engineering and project
management and construction management, have you included
costs i1n relation to those i1tems?

MS. SHAW: 1 haven’t included a
specific category for those. Some of the engineering Iis
actually going to be done as part of our equipment cost
and we did assume that the owner of the facility would be
doing construction management.

MS. RUBIN: If a community entity or a
university or a sawmill were to undertake such a project
would 1t not be reasonable to assume that they would
retain an engineering procurement and construction
contractor, any PC contract?

MS. SHAW: We didn’t expect under the
scenario that a community would be undertaking a biomass

CHP project. This scenario is really a sawmill which, you
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know, we did assume iIs going to have competent technical
staff and be able to perform some of those functions.

MS. RUBIN: Would you consider Nova
Scotia Power as an entity, a competent entity to perform
such a project?

MS. SHAW: Yes.

MS. RUBIN: Are you aware that NSPI
retained an EPC contractor to develop the Port Hawkesbury
Biomass Project?

MS. SHAW: No.

MS. RUBIN: Now, in developing your
rate, Mr. Keith, you selected a reliability factor of 85
percent?

MS. SHAW: Yes.

MS. RUBIN: Okay. And Ms. Shaw, you
answered, was that your selection?

MS. SHAW: Yes.

MS. RUBIN: And a reliability factor,
that’s the percentage of hours on an annual basis the
equipment should be operating without undue failure?

MS. SHAW: 1t also -- 1°ve never

exactly heard i1t put in those terms. 1°d say that it is
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the amount of time that you can expect the facility to be

operating and excludes breakdowns and shutdowns for
preventative maintenance.

MS. RUBIN: Okay. And what did you
base your reliability factor of 85 percent for a 2-
megawatt CHP plant?

MS. SHAW: Experience, primarily with
the Prince Edward Island facility.

MS. RUBIN: Okay. Did you consider
redundancy of systems?

MS. SHAW: I would have to say I
didn”t consider 1 had any redundant systems.

MS. RUBIN: Did you consider backup of
critical systems?

MS. SHAW: Here again, other than
emergency power 1 wouldn’t have expected to have it.

MS. RUBIN: Now, you didn’t consider
parasitic power in your model, did you?

MS. SHAW: No.

MS. RUBIN: And maybe you could
explain what parasitic power 1is.

MS. SHAW: So i1t’s the amount of
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electricity or energy that the plant consumes to produce
its product. So for example in this boiler system there
would be a fan on the air-cooled condenser, the
electricity that goes to operate that fan i1s sometimes
referred to as parasitic power.

MS. RUBIN: And an operator of a CHP
plant could either self-supply the electricity to run the
plant or they could purchase i1t from Nova Scotia Power;
correct?

MS. SHAW: Yes.

MS. RUBIN: And those costs form part
of the operation of the system, do they not?

MS. SHAW: Yes.

MS. RUBIN: Why didn’t you include the
cost of parasitic power?

MS. SHAW: 1t’s clear to me that it
should have been included and 1t’s clear to me that i1t
wasn’t included. | don’t really know 1f 1 have an answer
for why.

MS. RUBIN: Okay. Have you gone back
and considered what the impact of including parasitic

power is upon your tariff?
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MS. SHAW: 1 looked at the

differential absolute cost.

Hang on, excuse me.

MR. KEITH: We looked at some
sensitivities around some of the issues, | don’t believe
we ran a sensitivity on that.

MS. RUBIN: What sensitivities did you
run?

MR. KEITH: We looked at the impact on
the conflict rate of using ANSS” proposed capital cost, we
looked at the impact on the rate of using their --
allocating -- using their boiler cost allocation
methodology.

Let me pull up the sensitivities we
did look at. So we took our model and we plugged iIn each
one of these -- or seven of the assumptions that ANSS
recommends and we looked at the COMFIT rate that would be
needed 1t we changed that assumption.

MS. RUBIN: Yes.

MR. KEITH: And we looked at the -- if
we allocated boiler costs in a way that ANSS recommends,

we determined that we’d get a rate of $219 per megawatt
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hour compared to the 156 that we proposed.

We looked at the financing analysis
and we plugged in 100 percent equity at 17.5 percent and
we got a rate of $194 per megawatt hour.

We plugged in the capital cost that
the alliance recommended and we got a rate of $183 per
megawatt hour and we ---

MS. RUBIN: Sorry, the capital cost?

MR. KEITH: The capital cost that ANSS
recommends ---

MS. RUBIN: And you come up with?

MR. KEITH: --- in Mr. Travis’
testimony.

MS. RUBIN: Right. Sorry.

And the number was?

MR. KEITH: One hundred and sixty-
eight dollars ($168) -- excuse me, $183 per megawatt
hours.

MS. RUBIN: Okay. And each of these
sensitivities, all other things being held constant and
you just ---

MR. KEITH: That’s correct.
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MS. RUBIN: --- changed the one

variable?

MR. KEITH: That’s correct.

And then we looked at the labour cost,
the change i1n labour cost and determined that that would
be -- the rate would go from 156 to 168.

And when we plugged all of these
assumptions into our model we came out with a rate of $330
per megawatt hour compared to the rate that we had
proposed of 156. And when we looked around us at the
market data that we were seeing, the bids, for example
that NSPI got, the uptake they’ve had on $138 in Ontario
and $121 in Vermont we determined that we would have a lot
of difficulty coming In and recommending that the Board
set the feed-in tariff rate at $330 a megawatt hour based
on the market data we were looking at.

MS. RUBIN: Okay. Do you have those
sensitivities -- did you run them in a hard copy? Can 1
see what you’ve done?

MR. KEITH: We don’t have hard copies.
I can get that for you.

MS. RUBIN: Okay. If you could, could
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I get that as an undertaking, Mr. Chair?

THE CHAIR: Sure.

What’s the next one, Anne?

MR. OUTHOUSE: Could 1 just ask for
clarification? Are you looking for the spreadsheets and
so on, Nancy, or were you just looking for the results
that he just gave? 1 didn’t know whether you were just
looking for that summary in written form or whether you
were looking for something else.

MS. RUBIN: The spreadsheet, because
I’ve taken down the number.

MR. OUTHOUSE: So it’s the actual
calculations then is what you’re looking for?

MS. RUBIN: Right.

MR. OUTHOUSE: Yeah.

THE CHAIR: And does that include --
because this started off as a question about parasitic
power -- does that include whatever assumption you took
into account about parasitic power?

MR. KEITH: We did actually do --
these are the big-ticket items. We looked at some other

smaller assumptions. We looked at capacity fact -- using

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS



10

11

12

13

14

15

16

17

18

19

20

21

22

NSUARB-BRD-E-R.10 Page 163
ANSS’s proposed capacity factor, including parasitic loads

and changing the boiler efficiency.

THE CHAIR: Okay. So that’s all
included in your calculation?

MR. KEITH: In the $330 total
calculation, those adjustments, | believe, are made as
well.

THE CHAIR: Okay. So that will be
undertaking U-6.

MS. RUBIN: In getting your
undertaking, can you explain what variable has been
changed? Like so, for example, in that last one where you
said you had some additional -- what you called minor
changes, 1f you would include that for your final run, all
of the changed variables.

UNDERTAKING U-6 - To provide
copies of the spreadsheet
calculations for each of the
sensitivities using ANSS cost
inputs, plus the calculations
using all of those inputs

combined
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MR. KEITH: Yes, sorry.

MS. RUBIN: Thanks.

MR. DOEHLER: And just to understand,
i1s there going to be -- so iIs there one spreadsheet per
variable and then one that has all of them iIn 1t?

MR. KEITH: We have -- yes. My
understanding i1s that’s what’s being asked for.

MR. DOEHLER: Thank you.

THE CHAIR: Ms. Rubin, 1t’s almost
1:00, I’'m not sure when you wanted to break.

MS. RUBIN: This 1s probably as good a
time as any since | do have more questions.

THE CHAIR: Okay. So i1s an hour
enough time for people for lunch? Okay. So we’ll be back
at 2:00.

Just before the panel stands up, could
I just remind you that other than discussing your evidence
with each other, you’re not to discuss it with anybody
else?

-—-Upon recessing at 12:56 p.m.
-—-Upon resuming at 2:06 p.m.

THE CHAIR: Ms. Rubin?
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MR. BRUCE BIEWALD, Resumed:

MS. SUSAN SHAW, Resumed:

MR. GEOFF KEITH, Resumed:

MR. WILSON RICKERSON, Resumed:
CROSS-EXAMINATION BY MS. RUBIN (Cont"d)

MS. RUBIN: Thank you.

Ms. Shaw, I just want to ask you a
couple questions about the utility of using that PEl plant
as a comparative.

Am 1 correct that that was built by
the Island Electrical Corporation some time in the early
“80s?

MS. SHAW: The original facilities
were, yes.

MS. RUBIN: Right.

And it was originally built as a
refuse burner to heat the hospital?

MS. SHAW: Yes. That was a -- there
were actually three separate systems, and that was one of
the original three separate systems.

MS. RUBIN: And it had been added onto

over time, but essentially it works as a heating plant for

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS



10

11

12

13

14

15

16

17

18

19

20

21

22

Page 166 NSUARB-BRD-E-R.10
the downtown offices, correct?

MS. SHAW: Yes.

MS. RUBIN: And it has a very small
electrical turbine?

MS. SHAW: One point two (1.2)
megawatts.

MS. RUBIN: And what is the output to
steam?

MS. SHAW: So I think that that
particular boiler i1s rated for 11 or 12 megawatts, but
it’s not the only piece of equipment that’s capable of
feeding that steam turbine.

MS. RUBIN: So the cumulative steam
output is what?

MS. SHAW: Of that primary plant, it’s
something like 130,000 pounds an hour.

MS. RUBIN: And the rate that has been
set, 1’m advised that i1t was targeted to the price of oil;
is that correct?

MS. SHAW: The rate for what?

MS. RUBIN: The rate for the

electricity?
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MS. SHAW: For the electricity? |1
believe 1t’s an avoided cost rate.

MS. RUBIN: Sorry, the rate for the
steam.

MS. SHAW: The rate for the steam?

The rates that are paid for steam are based on -- there
isn’t just one single rate. There’s different
institutions, different off-takers of steam. Well, and iIn
fact 1t’s not steam; it’s primarily hot water. The
hospital takes steam and 1t’s based on the avoided cost of
the hospital generating with oil, sort of on a general
basis.

MS. RUBIN: Yes.

MS. SHAW: And other off-takers who
have signed contracts more recently, 1t’s based on really
a -- the production cost to the plant. So it’s got a
portion that’s based on energy from waste. There’s a
portion that’s based on wood, and there’s a portion that’s
based on oil.

MS. RUBIN: Just before we broke, we
were talking about parasitic power.

MS. SHAW: Yes.
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MS. RUBIN: And you agreed that that
had been omitted in the model and i1t should have been
included?

MS. SHAW: Yes.

MS. RUBIN: Right.

And ESI determined that 1t was about
14 percent of the power generated?

MS. SHAW: Yes, | remember reading
that.

MS. RUBIN: Is that within a
reasonable range that you’re familiar with?

MS. SHAW: The numbers iIn this
particular situation that they’ve provided looked roughly
accurate. 1 didn’t go into 1t in any more detail than
that.

MR. KEITH: That was for a greenfield
plant. It didn’t net out any of the parasitic loads.

MS. SHAW: Yes, the way -- after they
provided testimony and 1 went back and looked at what our
model did, 1 looked at it in terms of -- because we were
netting out our sort of base steam production from the CHP

case, | looked at what differences might be involved in
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the electric consumption within the plant between those

two cases rather than two absolutes. And really the
biggest i1ssue, the biggest part of that that I realized
had been failed, had been omitted was the electricity
required to run the air cooled condenser, which i1s a piece
of equipment that the CHP plant has and the steam-only
plant doesn’t.

So relatively speaking, there was a
difference iIn cost between the two scenarios, which 1s how
I was looking at i1t, of something on the order of 110
kilowatts and $75,000 or $77,000.

MS. RUBIN: Could you turn please to
Mr. Hayes” evidence i1n B-11, page 157?

MS. SHAW: That one, okay.

MS. RUBIN: Now, that question asks,
“What are the apparent differences between the expected
non-fuel O&M costs of the Synapse estimate and the ESI
estimate?” And we’ve spoken about the parasitic power.
They’ve also listed costs associated with water,
chemicals, sewer, landfill and maintenance.

Now, noting that you had maintenance

costs in your model, as does ESI, but the others are zero
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rated, is that an accurate reflection of the -- how the

costs have been costed out iIn your model?

MR. RICKERSON: Actually, a quick
question for clarification of the costs and the model?

Are you saying -- could you rephrase
the question one more time?

MS. RUBIN: Based on our understanding
of the Synapse model, the spreadsheet that was provided,
it appears that zero costs are allocated to the net
facility, the CHP plant net of the steam, for water,
chemicals, sewer and landfill.

Is that correct?

MR. RICKERSON: And again, you“re
referring to Table 4 on page 157

MS. RUBIN: Correct. Which is drawn

from -- the numbers are drawn from your model?
MR. RICKERSON: 1 think one of the
things that -- where we"re talking past each other to some

degree is that when the model was essentially designed at
the beginning of this process, we laid out a variety of
choices about how to make the model and also what granular

inputs would go into the model that would form the basis
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for stakeholder discussion.

And they range from cases like Germany
that have a very, very granular but also black box model
to places like the Netherlands and Ontario that have one
input for capital costs and -- but have to be much more
transparent.

And when we put the model up for
review and asked for comment, the feedback we received was
that generally the Vermont model or something like it that
has about six relatively aggregated capital costs and also
several -- 1 think four or five 0&M cost cells was the
appropriate balance of granularity and precision for the
stakeholder process.

So 1 don"t think 1t"s a useful
exercise to walk through this one specific project and
single out which of the granular i1nputs are there and
which ones are not.

It doesn"t necessarily match with how
the model was initially designed and that, therefore, also
feeds directly into how I think we assumed the stakeholder
process would be working as well.

MS. RUBIN: Okay. Mr. Rickerson,
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maybe you can help me out then. The only way I can assess

your input costs as compared to the iInput costs that have
been generated by our expert i1s to see i1f you®"ve used the
same Input costs.

So how do 1 know if you"ve included
everything that should be included?

MR. RICKERSON: 1 think generally the
assumption has been that when we were getting data from
stakeholders and as i1t was being reported, they were
wrapping up what would normally be very granular
assumptions into aggregated figures up to this point.

So 1 think this relatively new
evidence comes at the process and the data as it"s
provided in a different way, so I think that®"s where some
of the issues we"re having with reconciliation right now
are coming into effect.

So where we previously assumed maybe
sewer, chemical and landfill were in the model or iIn the
data, now we"re going through line by line saying, "Well,
maybe they’re not™.

I think we could perhaps get

spreadsheets and spreadsheets and spreadsheets of 1nput
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out and walk through maybe 400 different iInputs as
granular as you"d like to, to see if the costs are there
or not.

I think, though, what the -- the
process, | think, this group shows in the beginning
through theilr comments was more aggregated and less
granular on purpose.

MS. RUBIN: Okay. Well, I think the
submission of the sawmillers i1s that the granularity
that"s provided provides for a more accurate costing.

Would you agree with that?

MR. RICKERSON: 1 think there's a

trade-off between granularity and precision. There®s a

difference between rate setting and developing a pro forma

to take for a specific project to a bank which may require

a great deal more granularity.
And so | think, sure, 1If you are

presenting an individual project and going into four,

five, six, seven or right spreadsheets of data and saying,

"Is this accurate for this project?” 1 think that"s better

for the project.

IT you™"re trying to develop
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representative figures, then probably it"s more of a broad

exercise.

MS. RUBIN: But for purposes of rate
setting, where 1t"s required to be cost based and where
your capital costs are off by an order of magnitude from
the costs done by an EPC contractor with vast experience
in biomass CHP projects, would 1t not be of assistance to
the Board to break down your capital costs to a greater
degree of granularity so we can see If Indeed you"ve
considered all of these i1tems that have been considered by
our expert?

MR. RICKERSON: If the CHP plant we"re
talking about is the CHP plant that you all would like to
develop which, at this point, seems to run about $330 per
megawatt hour, there are other CHP plants we"ve seen that
my colleagues alluded to earlier that have much more
levelized costs. And so i1If we were to look at those
instead, we may get different answers.

It depends on what you choose as the
representative project.

MS. RUBIN: Right.

So if we"re looking at a 2-megawatt
DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS



10

11

12

13

14

15

16

17

18

19

20

21

22

NSUARB-BRD-E-R.10 Page 175
project assumed to be done by a sawmiller in Nova Scotia,

it would be helpful to see the degree of granularity such
as put forward by the sawmillers.

Would 1t be helpful?

MR. RICKERSON: It would be
instructive.

MS. RUBIN: And as we sit here today,
based on the two data points for operating expenses that
you"ve included, which would be annual fuel cost and
annual O&M, we can"t tell from looking at that whether
you“ve included water, chemical, sewer or landfill?

MR. RICKERSON: Maybe that would be
academically instructive. 1"m not sure how useful it
would be for this process if we"re, again, dealing at a
kind of aggregated rather than a granular level.

MS. RUBIN: I guess we can debate the
utility of having more data points.

To the extent your model omits these
costs and they are legitimate costs in the construction of
such a plant, 1t would iIncrease the rate, correct?

MR. KEITH: For that particular plant,

yes. We"ve come in with a study of a particular project
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at a particular site and you®"ve gotten a cost estimate or

a detailed cost estimate for that study -- for that
project at that site.

MS. RUBIN: Right. When you look at -
- could you turn to page 20 of your evidence, Exhibit B-17?

Okay. And the bottom paragraph, you
discuss how you approach the installed cost of a 50-
kilowatt wind turbine. And It says you received actual
installed cost data for more than 18 installations of 15-
kilowatt turbines iIn Canada.

You then compared these costs to a
database of 50-kilowatt projects in the U.S. and
aggregated data were used to determine average costs.

That degree of data i1s nowhere near
what was available to you for the biomass projects,
correct?

MR. RICKERSON: That"s correct. 1
mean, | think that we were very lucky to have a
stakeholder who was willing to provide us with that kind
of data, and it"s very unusual to have a project be
forthcoming with their actual cost data. So It was

unusual and we were very lucky in the small wind tariff.
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MS. RUBIN: Right.

And to the extent you could source
actual installed cost data for biomass CHP projects for an
EPC contractor such as ESI, that would be helpful, would
it not?

MR. KEITH: Yes. The benchmark that
we used was -- were the bids that were received by NSPI
and the fit rates established in other places and the
uptake on those rates. That was what we substituted for
not having the ability to do a detailed study.

MS. RUBIN: Now, the bids received
from NSPI, that was for a transmission connected renewable
energy project?

MR. KEITH: Yes, biomass plant.

MS. RUBIN: Right.

So that would be of a magnitude
significantly greater bigger than a 2-megawatt project
such as under consideration here?

MR. KEITH: That"s right. And the
costs bid were significantly lower than the cost that we
have proposed.

MS. RUBIN: Sure. And there®s
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economies of scale we"ve talked about already so the
utility about types of comparisons Is suspect?

MR. KEITH: No. I mean, it"s market
data. 1It"s data that companies were actually willing to
bid.

MS. RUBIN: For a significantly
larger-size project?

MR. KEITH: That"s right.

MS. RUBIN: Right. Now, I wanted to
talk about how you have divided the -- allocated the sump
costs for the steam versus the CHP. If I look at your
Exhibit F-B-1, page 1, the note says that the capital
costs presented for biomass CHP are the costs of the CHP
scenario less the steam only scenario shown in Table 4,
bullet --—-

MR. KEITH: Yes.

MS. RUBIN: --- right? So what you"ve
done i1s estimate the cost of developing a CHP project and
then subtracted the costs associated with a steam-only
plant?

MR. KEITH: That"s correct.

MS. RUBIN: And just to carry that
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through with a specific example, 1f you look at the line

for the total project costs, the table on page 4, Table 4,
page 4, we see 11,092,590 for the CHP scenario. Then you
subtract 3,044,134 for the steam-only scenario, and you
get the capital costs assumed for the incremental costs
attributed to the biomass CHP rate of 8,048,456 as shown
in Table 17

MR. KEITH: That"s correct.

MS. RUBIN: Okay. So what Synapse has
done 1s allocated the cost of generating the steam 100
percent to the steam user?

MR. KEITH: Yes. Well, to -- yeah to
the extent when we costed out the CHP scenario we costed
out a larger boiler that would operate at a higher
pressure. And so the additional cost, any incremental
cost of that boiler above and beyond the steam-only
scenario was allocated to electricity.

So there were some costs -- some
boiler-related costs that were allocated to electricity
but you"re correct that the vast majority of the boiler-
related costs were allocated to the steam site.

MS. RUBIN: Okay. And at page 26 of

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS



10

11

12

13

14

15

16

17

18

19

20

21

22

Page 180 NSUARB-BRD-E-R.10
your evidence you talked about -- and Mr. Merrick had

asked you questions about this -- that i1t"s a policy
decision of how you allocate the cost of the steam
electricity, correct?

MR. KEITH: M"hm. Yes.

MS. RUBIN: Yes?

MR. KEITH: Sorry.

MS. RUBIN: And Ms. Shaw said i1t"s not
a technical issue. 1t goes to how you define the CHP.

MS. SHAW: Yes.

MS. RUBIN: Now, what -- he was asking
about the range of options and you started talking about
the useful life of the boiler. But what is the range of
options for the allocation of the cost to produce the
steam?

MR. KEITH: Well, there®"s generally
two ways that that"s done. One way is to cost out a
steam-only scenario and then cost out a CHP scenario and
take the difference. The other way i1s to calculate a
value of the steam, for example, what someone would pay, a
steam host would pay for the steam In an alternative

scenario and include that cost.
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This is one of those classic ambiguous

cost allocation questions that"s always hotly debated
because there®s no unambiguous way to do it.

Now, we have allocated most of the
cost of the boilers -- of the steam-only scenario to the
steam facility, and 1711 tell you why we did that. The
regulations require that CHP -- that biomass energy sold
out of the COMFIT rate must be combined heat and power
energy. They don"t tell us -- they don"t give us a
definition of that but It -- a reasonable reading of that
would be that the electricity sold under the Biomass
Tariff would be generated at the same time that steam was
being generated and used in a highly efficient operation.

Now, the Sawmillers made the argument
that 1t was too risky for them to have us look at a
scenario in which the operation of the electric plant was
tied to the boiler or tied to the steam host.

And we found that there was merit iIn
that argument and we went with a condensing turbine. But
that does open the door to now having a facility that
actually generates very little electricity in combined

heating power mode and i1s basically an electricity only
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plant with a nominal steam host.

And we thought about ways to get
around that, you know, as we thought through these policy
decisions and we thought about, well, we could establish
an annual efficiency standard for this but then we weren"t
sure how you could police that or enforce it. Would you
have somebody visiting the plant and trying to determine
how much -- how many hours of the year the steam was being
used and that kind of thing?

So we decided to ensure that biomass
facilities under the COMFIT are real CHP plants by
allocating a large portion of the boiler cost to the steam
host and then effectively saying you need to find a steam
host who"s willing to cover a large portion of these
plants. In other words a steam host who needs a lot of
steam, they need 1t on a consistent basis. And so by
doing -- by allocating the boiler costs that way that"s
how we"re trying to make sure that electricity sold on the
COMFIT Tariff is truly combined heat and power
electricity.

MS. RUBIN: Now this choice was based

on your iInterpretation of the regulation?
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MR. KEITH: Yes, it was based on our

interpretation of the statement that biomass electricity
sold on the COMFIT rate must be combined heat and power
electricity.

MS. RUBIN: Could you point to where
in the regulation i1t says that?

MR. KEITH: Yes.

(SHORT PAUSE)

MR. OUTHOUSE: You can look at 18(4).

MR. KEITH: One instance I found is iIn
Section 20(3), letter B:

"IT 1t uses Biomass i1t must be a
combined heat and power
generation facility."

MS. RUBIN: Yes. But to the extent
you allocate some portion of the cost of steam to the
production of electricity i1t doesn"t take away from the
fact that this facility i1s a combined heat and power
generation facility, does 1t?

It"s just a question of cost
allocation.

MR. KEITH: 1t is but by saying that
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we"re going to embed in the cost of electricity and a more

expensive turbine generator so that the facility can
operate that generator when the steam host is not using
power because we think 1t"s too risky for them to not do
that, we"ve opened up the door now so that they can
operate that facility essentially whenever -- without a
steam host at all and there®s no -- so iIn order to be
consistent with what the regulations state we have to have
some mechanism that requires that it"s a legitimate CHP
plant.

And If I could continue, what the
Allitance of Sawmillers i1s asking us to do effectively is,
number one, embed In the electricity rate a more expensive
turbine generator so that we can generate electricity when
the steam host i1s not using steam, even though the
regulations say it needs to be a combined heat and power
plant.

Number two, don’t establish any
efficiency standard for our plant so there®s no
limitations on how much of the power has to be operated in
combined heat and power mode versus simple cycle mode.

And number three, made a lot of the
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costs of the boiler onto the electric side, and we"ve

(inaudible) given i1in what we propose the first two of
those. We feel it would be a big mistake to provide the
third one because 1t would open the door very wide for
projects to be simply electricity only generating projects
and to have a nominal steam host.

MS. RUBIN: What other policy factors
are to be taken into account to consider the alternative,
calculating the value for steam and allocating that out to
both the electricity generation and the steam host? Is it
their policy factors; what other policy factors are
considered?

MS. SHAW: It seems that the policy is
a step above that; that, you know, It is very broadly the
CHP requirement that drives all of that.

Once you have decided that you“re
going to do that through cost allocation 1t"s not then a
matter of, you know, doing it this way or doing i1t that
way that makes the difference, 1t"s that you have chosen
the policy of doing i1t this way to ensure that it"s CHP at
a higher level.

MR. KEITH: My answer to that question
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would -- I would point to the primary other policy driver

there, i1s the desire to use the province®s wood resource
as efficiently as possible. And the government, in its
materials talking about these regulations in a number of
places, points to a very strong desire to use the
province®s biomass as efficiently as possible rather than
in an electricity only biomass plant, which 1s something
like 17 percent efficient.

MS. RUBIN: And what are the policy
drivers on the other side?

MR. KEITH: [I"m not aware of the other
side that you“re talking about.

MS. RUBIN: Well, there®"s a range of
options, correct, for allocating the cost of steam?

MR. KEITH: Yes.

MS. RUBIN: Right.

MR. KEITH: Well, there"s -- as we saw
it there were two ways that i1t"s typically done, and we
chose one of those ways and we"ve told you our reasons for
doing so.

MS. RUBIN: Right. 1 understand your

reasons for doing so; what are the other policy factors to
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consider if you were to consider allocating the other way?

MR. KEITH: Can you think of any?

MS. SHAW: I don"t really understand
the question.

MR. KEITH: Well, obviously since we
can"t think of any now, we didn"t consider any when we
were establishing the rate.

MS. RUBIN: Okay. You do agree,

though, that steam i1s used in the generation of

electricity?

MR. KEITH: Yes.

MS. RUBIN: And that"s the heat of
vaporization?

MS. SHAW: In a condensing turbine it
IS, yes.

MS. RUBIN: Which i1s what -- the type
of project we"re considering here?

MS. SHAW: Yes.

MS. RUBIN: Okay. And in your model
in the extraction mode, despite that electricity iIs being
generated, the steam host there i1s the full cost of

boiling that water?
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MS. SHAW: The steam host bears the

full cost that they would have had under a scenario where
they have a plant that only produces steam.

So the two scenarios that we netted
out are one which i1s combined heat and power with a back -
- with a condensing steam turbine, and another facility
which generates steam only, no electricity at all, at a
lower pressure.

So 1t"s not that we allocated the
steam that went into the steam turbine, 1t"s that we
looked at the differential between the two plants.

MS. RUBIN: Right. You basically took
the marginal cost and allocated that to the rate, the
electricity rate?

MR. KEITH: 1"m not sure what you mean
by marginal cost.

MS. RUBIN: Every -- the cost additive
to producing the steam, so all the costs to boiling the
water goes to the steam host. The iInput fuel cost, the
input capital cost, and then whatever extra i1s required to
run the turbine, that goes to the electrical user.

MR. BIEWALD: To the electricity side
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and the electricity price i1s paying -- i1s allocated the
incremental cost, is the term 1°d -- of producing that
electricity.

MS. RUBIN: Yes. Can you point to
other tariffs in other jurisdictions in which steam-
generating costs allocate 100 percent of i1ts steam host,
that have successful CHP plants?

MS. SHAW: So by doing this cost
allocation we have an end result, which 1s at this point,
we"re recommending a rate that"s higher than the rates iIn
Vermont and In Ontario where there is uptake under those
rates.

MS. RUBIN: In Ontario there is no
plants that have actually built yet though. There i1s some
interest in rate but there®s no plant that has been built.

MR. KEITH: Three of them have signed
contracts with the Ontario Power Authority, yeah.

MS. RUBIN: Well, we have experience
in Nova Scotia where power purchase agreements have been
signed and the plants don"t come to fruition.

So my question was, can you point to

tariffs In other jurisdiction where this allocation that
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you“ve done, which steam generation costs are allocated

100 percent to steam host, that have successful CHP
plants?

MR. KEITH: No, but I would find
myself i1n a very awkward position iIf a year down the road,
if we iIncreased the rate we are proposing right now and
then -- and got quite a few biomass projects in Nova
Scotia and a year down the road someone hauled me back
before this Board and said, "Isn"t it true that there were
projects in the queue In Vermont and Ontario for below the
rate that you originally proposed and then you increased
that rate?”” And I"m sure that the Consumer Advocate would
do a calculation, a very precise calculation, of the
overpayment that we had just done by simply making an
assumption that all of the projects iIn Vermont and Ontario
that are in the queue will fail.

MS. RUBIN: Well, 1 don"t think, Mr.
Keith, that all we can do is look at other jurisdictions
and see the rates that are in that jurisdiction.

What we"re doing here i1s doing a rate
setting process based on the costs in Nova Scotia, so |

don"t think you need to simply concern yourself with
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what"s going on exclusively in other jurisdictions, we

need to look at the cost here.

MR. KEITH: Yes, and there®s -- the
bids that NSPI received for the biomass power are entirely
consistent with rates proposed in Vermont and Ontario and
the uptake there, so ---

MS. RUBIN: Are you aware in Sault
Ste. Marie, Ontario what®"s going on with one of the
proponents of the biomass CHP and their efforts or their
renegotiation of the tariff?

MR. KEITH: No.

MS. RUBIN: You®"re not aware of that?

MR. KEITH: No.

MS. RUBIN: At a higher rate?

MR. KEITH: 1I"ve heard that there 1is
-- there had been discussions, people have argued that the
rate in Ontario is not high enough, and 1 believe OPA is
currently reviewing all of i1ts rates.

MS. RUBIN: Yeah.

MR. KEITH: Is that correct?

Yeah, and another point to your point

of the comparison of other jurisdictions; we did talk to
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one sawmill in Nova Scotia, Taylor Lumber, who did almost
the exact project that we modelled out, a 2-megawatt
condensing turbine at a sawmill, and they did it in the
early "90s. They had not COMFIT project -- COMFIT
contract to rely on; they had no fuel adjustment
mechanism. They simply negotiated a rate with NSPI.

MS. RUBIN: And are you willing to
share that rate?

MR. KEITH: I don"t know that rate.

MS. RUBIN: 1t"s significantly higher,
I1"d suggest to you, than the rate that you"re proposing.
Would that surprise you?

MR. KEITH: Mr. Taylor told me it was
lower. 1 asked him what he thought of our rate and he
said 1t"s a heck of a lot higher than what I1"m paying --
what I"m getting.

MS. RUBIN: The advice that’s been
provided to me is that by far the more common allocation
of the sunk capital, so the capital cost for the
foundations, the buildings, the equipment, et cetera, and
the fuel for boiling the water i1s a 50/50 split between

the cost of steam and the cost of electricity.
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In your experience is that correct?

MS. SHAW: In my experience, there has
always been another mechanism to ensure that the facility
IS Indeed combined heat and power. Through a heat rate
test, through a requirement for depreciation at -- for
example, i1n Canada one item that i1s often used is you have
to meet the requirements for CCRA Class 43.1, 1 believe,
depreciation, and that”’s how you meet the CHP test.

There are other -- Ontario had a test
for a while, not under their FIT program, but under a
different RFP where you had to, you had to provide what
the useful heat was and guarantee a minimum amount of It
sent on an annual basis to that process or there were
penalties within the contract.

Because this rate doesn’t include any
of those tests, we’ve chosen to require it to be a CHP
facility through this particular allocation.

MS. RUBIN: Okay. So to the extent
there’s another mechanism to ensure the qualification as a
CHP ——-

MS. SHAW: M”hm.

MS. RUBIN: --- then you would agree
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that an allocation of the capital cost and the fuel

portion on a 50/50 split between the cost of steam and the
cost of electricity could be appropriate.

MS. SHAW: 1 don’t know that I know if
50/50 i1s appropriate under those conditions or not.

MS. RUBIN: Well, you said that so
long as there’s another mechanism to ensure i1t qualifies
as a CHP 1n response to my question that a 50/50 split is
the more common allocation.

MS. SHAW: Yes. And 1 was referencing
the allocation we did make and the reason why as opposed
to what, really, the alternatives are.

I don’t, sitting here at this minute,
know what a 50/50 split actually looks like.

MS. RUBIN: Okay. You just -- you
don’t have that experience.

MS. SHAW: If you turn 1t into dollars
-- well, actually, 1°m going to say that i1t’s not a --
it’s not the most -- that 1 may have never seen that
before, that the one that I’m used to seeing IS a revenue
allocation.

MS. RUBIN: A revenue allocation.
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MS. SHAW: M”hm.

MS. RUBIN: Can you elaborate on that?

MS. SHAW: So there is a revenue
stream that i1s driven by the electricity generation and a
separate revenue stream which 1s driven by the sale of
heat or steam.

MS. RUBIN: Right. So when you are
generating steam sales and generating electrical sales,

there i1s an allocation of the i1nput cost to each of those

sales.

MS. SHAW: Yes.

MS. RUBIN: Okay. Thank you.

Mr. Rickerson, 1°m going to turn to
you.

MR. RICKERSON: 1”11 turn to you.

MS. RUBIN: All right.

So you were the one that was primarily
responsible for the conclusions on the debt/equity split
and the cost of equity?

MR. RICKERSON: Yes. Primarily when
it came to biomass CHP in particular I also conferred

closely with my colleagues and also in general. As was
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said -- stated before, 1 think 1t was a team effort.

MS. RUBIN: 1t was, sorry?

MR. RICKERSON: A team effort.

MS. RUBIN: A team effort, okay.

MR. KEITH: And most of the biomass --
the research on the cost of capital to biomass | did.
Although Wilson did most of the research for all of i1t, on
that particular one, that was my focus.

MR. RICKERSON: Correct.

MS. RUBIN: All right.

Now, I was listening carefully for how
you were qualified as an expert, and no one on the panel
has Independent expertise in utility finance or risk
assessment; correct?

MR. KEITH: Bruce, would your 20 years
of activity count as expertise in utility, utility
finance, perhaps not rate making, cost allocation?

MR. BIEWALD: Well, risk assessment in
terms of planning. 1°ve done quite a bit of work related
to IRP and procurement and the risks associated with
different portfolios of resources and that sort of thing

for regulatory commissions, other state agencies and so
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on.

MS. RUBIN: Well, Mr. Biewald, you
were qualified to give opinion evidence with respect to
the energy industry and consumption, so | didn’t catch
your qualifications with respect to utility financing and
risk assessment.

Your discussion of the cost of equity
is at pages 14 to 16 of your evidence. And that"s Exhibit
B-1, again, if you want to just keep your finger on that.

So what external expertise did you
rely on to establish your assumption for the cost of
equity?

MR. KEITH: We relied on discussions
with several experts in lending to biomass projects and
we’ve relied primarily on the -- starting with the allowed
return on equity for Nova Scotia Power.

MS. RUBIN: Okay. 1 think I°m
actually going to back it up here.

First talk about the debt/equity
split. And you’ve assumed that a biomass CHP project can
be financed based on 60 percent debt and 40 percent

equity?
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MR. KEITH: Yes.

MS. RUBIN: And as you pointed out
that Mr. Bodinton, on behalf of the Alliance Nova Scotia
Sawmillers, has submitted evidence that due to the risks
of a biomass fired power -- a risk of biomass fired power
and the small size of the facility, the most likely
capital structure is 100 percent equity.

MR. KEITH: That’s correct.

MS. RUBIN: Yeah. You’d agree that
project size i1s a barrier to entry for some lenders?

MR. KEITH: Yes.

MS. RUBIN: Because the total capital
requirement”s below their minimum lending threshold.

MR. KEITH: Yes.

MS. RUBIN: And for example, 1 think
you said ManuLife ---

MR. KEITH: M”hm.

MS. RUBIN: --- expressed that as a
difficulty?

MR. KEITH: Yes.

MS. RUBIN: And my clients have

advised that Scotia Capital as well said 1t was too small
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for them. 1Is that iInconsistent with your findings?

MR. KEITH: No.

MS. RUBIN: Okay. Were there any
others who you spoke to who said that that lending
threshold is just -- it’s too small?

MR. KEITH: One of the lenders we
talked to, a Director at an investment bank in the U.S._,
said he felt that that project size would take large
lenders out of the picture and that we would be relying on
smaller niche-type lenders, perhaps, or perhaps in the
case of a large sawmill, the sawmill may have an existing
relationship with a bank that they return to.

MS. RUBIN: Like Scotia Capital.

Has anyone on the panel ever arranged
debt or equity financing for a biomass fired power
project?

MR. KEITH: No.

MS. RUBIN: Ms. Shaw?

MS. SHAW: No.

MS. RUBIN: So your conclusions were
based on your discussions with others.

MR. KEITH: They were based on our --
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starting with NSPI’s allowed return and ---

MS. RUBIN: No, sorry, I"m talking
about the debt/equity split.

MR. KEITH: Oh, the debt/equity split.
They were based on our discussions with lenders and on the
debt/equity splits that had been used iIn other
jurisdictions setting feed-in tariff rates.

MS. RUBIN: Okay. And you said that
you spoke with the broad range of lending experts and
project developers on theilr experience with securing debt
financing. That"s at page 10 and 11.

Of this broad range, how many actually
had experience in financing or arranging for debt in
respect of a small biomass-fired power project?

MR. KEITH: Two.

MS. RUBIN: And how big were those
projects?

MR. KEITH: I don"t recall exactly
what the smallest project that these people had been
involved 1in.

MS. RUBIN: Was it not a significant

fact to Inquire about? When size of the project is a risk
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factor, would you not inquire about the size of the

project they"d financed?

MR. KEITH: Well, rather than talking
specifically about a project that they had been involved
in, we talked about their opinion of the risks associated
with these projects, the risk premium that might be
applied to these projects, the key variables that a lender
would think about, how a lender would think about the fuel
costs, and things like that.

So 1t wasn"t like the last project you
financed, how big was that, how did it go.

MS. RUBIN: Okay. Do you know if of
those two projects ---

MR. KEITH: Two lenders.

MS. RUBIN: Two lenders, sorry. Did
they actually find a 2-megawatt biomass-fired project at
60 percent debt?

MR. KEITH: 1 do not know if they did.

MS. RUBIN: Were you able to identify
any 2-megawatt biomass-fired power projects financed with
60 percent debt where the debt is secured by the power

project alone?
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MR. KEITH: No.

MS. RUBIN: As a general proposition,
the riskier the project is perceived, the more likely it
will be financed by a greater percentage of equity?

MR. KEITH: Yes.

MS. RUBIN: [Is your assumption about
the 60/40 debt/equity ratio tied to your assumption that
escalating fuel costs based on a CPI and diesel index will
mitigate fuel risk?

MR. KEITH: No. We do not look at the
different parameters of the cost of capital in that way.
We discussed with lenders -- | think on the initiative of
the lenders that we talked to we discussed the parameters
of the cost of capital as a suite of levers that they
would turn to to address project risk.

And they didn"t indicate that they
would turn to one particular lever to address fuel cost
risk versus another one, but that the lender would
certainly be looking at all of those iInputs, the cost of
debt, the amortization period, the debt/service coverage
ratio, all of those things, debt/equity ratio as a package

that would reflect the lender®s perception of the risk of
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that project.

MS. RUBIN: On page 11 at lines 33 to
35, you said:

"The lenders we talked to who
were familiar with biomass felt
that CHP projects could be
financed with 60 percent debt i1f
the question of fuel cost risk
were addressed iIn a satisfactory
way . "

And that"s why I was asking you about
the CPI and diesel i1ndex.

IT that didn"t factor into the risk --
sorry, the 60 percent debt, how did you discuss with them
how fuel cost risks were to be addressed?

MR. KEITH: Well, as an example, when
I was speaking with the iInvestment banker, the U.S.
investment banker, we -- the conversation went quite
quickly to the issue of fuel cost risk. And we discussed
that In various options, and | pressed him to give me --
you know, could you give me some numbers about what you

think different projects would be financed at.

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS



10

11

12

13

14

15

16

17

18

19

20

21

22

Page 204 NSUARB-BRD-E-R.10
And he said he thought 8 percent debt

would be a reasonable expectation 1Tt the fuel cost risk
had been handled to the -- you know, for a project with a
20-year power purchase agreement with a credible business
plan 1T the fuel cost risk had been handled to the
lender®s satisfaction, that 8 percent debt would be a
reasonable expectation.

And 1 asked him, "Do you feel like it
would be a reasonable expectation for a project that had
the kind of fuel iIndexing mechanism that I"ve just
described to you?"

And he said, "No, 1t would not be.
You"d have to go higher on that."

And he also asked me what the return
on equity we were assuming for these projects, and at the
time we were assuming 11% percent. And he said, '"No, you
should probably go higher on that as well."

And I said, "How high should we go?"
And he said, "1"d have to see a lot more information about
the project before I could start telling you about
specific numbers. 1°d have to see the fuel contracts, 1°d

have to see the COMFIT power purchase agreement.™
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You know, he said, "This is a very
unusual kind of project. It"s not the kind of thing
lenders see every day."

And so that was primarily the
conversation that caused us to increase the cost of debt
from 8 percent to 9.5 percent and the return on equity
from 11.5 percent to 13 percent for biomass projects.

MS. RUBIN: So just to understand what
you"ve said, In seeking whether this was a project which
could be financed with 60 percent debt 1f the question of
fuel cost risks were addressed, your person that you spoke
with, you put to him this proposed fuel cost escalator and
he said that"s not sufficient to address risk and, as a
result, you increased the cost of borrowing?

MR. KEITH: Based on his ---

MS. RUBIN: Is that correct?

MR. KEITH: Based on his direction
that he felt that our cost of equity was too low and our
return on -- sorry, the cost of debt was too low and the
return on equity was too low, we raised those two up.

And he did say that he felt that 60

percent debt would be reasonable for a project at which
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the fuel cost risk had been handled.

MS. RUBIN: But plus or minus 1
percent on a cost of borrowing is basically within a
competitive range when you"re seeking out loans. It
doesn"t offset the risk of debt, the risk of an
investment.

MR. KEITH: My perception is that the
interest rate that a lender quotes is in direct proportion
to his perception of the risk of that project.

MS. RUBIN: So, sorry, who was this
individual you were speaking with?

MR. KEITH: I spoke with three people
about biomass. The iInvestment banker from the U.S. was
not willing to have his name distributed. | can give you
the names of the other two.

MS. RUBIN: And if -- okay.

And which was the individual you spoke
with who talked about lending and increasing the rate?

MR. KEITH: This was an investment
directorate and an investment bank in the U.S.

MS. RUBIN: An unnamed iInvestment

banker from the U.S.
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MR. KEITH: That"s correct.

MS. RUBIN: And did he, in fact,
finance a 2-megawatt biomass project with a comparable
fuel escalator. Had you had such experience?

MR. KEITH: I doubt that he had done
that.

MS. RUBIN: Okay. And sorry, who were
the other two that you spoke with?

MR. KEITH: I spoke with Rob Grace,
the President of Sustainable Energy Advantage, and Richard
Harris at the VCAP Fund in Toronto.

MS. RUBIN: And what was their
experience with respect to small biomass projects?

MR. KEITH: Mr. Grace runs a
consulting company that offers a range of services to
renewable energy developers and he’s worked with several
projects. He’s helped facilitate stakeholder processes
between lenders and biomass developers to try to come up
with new ways to deal with fuel cost risk iIssues.

Mr. Harris is familiar with -- has
been 1n on the financing of several biomass projects. |1

believe they are gasification projects.
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MS. RUBIN: And where is he located?

MR. KEITH: He’s at the VCAP Fund. 1
believe he’s i1n Toronto.

MS. RUBIN: Okay. Now, of all the
technologies being considered for a COMFIT rate, biomass
is the only technology which relies on a cost input of
fuel which i1s market based; correct?

MR. KEITH: That’s correct.

MS. RUBIN: And fuel supply risk is
the single largest risk to developers and those financing
a biomass CHP plant; correct?

MR. KEITH: For a project that’s
relying on the market for most or all of its fuel, it
would certainly be the single largest risk.

MS. RUBIN: And while some sawmills
will be able to self supply some percentage of biomass,
any university or municipality or non-forest industry
group would be required to source up to 100 percent of
their fuel from the Nova Scotia biomass market.

MR. KEITH: That’s correct.

MS. RUBIN: What’s the basis for your

assumption that an escalator for fuel cost with 70 percent
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escalating with the CPl, consumer price index, and 25

percent rises or falls with the diesel index bears a
relationship to the price of biomass?

MR. KEITH: My basis for assuming that
that”’s a reasonable way to approach i1t is to look, again,
at the market comparables. And when I look at the -- for
example, the two projects from which NSPl got bids in
2010, 1 notice that those projects were willing to make
bids that were based on escalators, based on CPI.

I believe two of them were based
simply on CPI only, one of them was based on CPI and
diesel and, in fact, one of them was a fixed price that
wasn’t -- no portion of the price was escalating. It was
simply a fixed bid.

And then 1 looked at the -- again, the
FIT proceedings in Vermont and Ontario, neither one of
which provide any kind of fuel adjustment mechanism. And
I looked at the projects that seemed to be interested iIn
those, and 1 determined that by using the fuel adjustment
mechanism that was approved In the NewPage case we had a

reasonable chance of getting projects based on that market

data.
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MS. RUBIN: Okay. You’ve referenced,

first off, some responses to an RFP, none of which were
accepted; correct?

MR. KEITH: That’s correct.

MS. RUBIN: Okay. And then you also
referenced Vermont and perhaps Ontario, neither of which
use an escalator for fuel costs tied to CPl and diesel;
correct?

MR. KEITH: That’s correct.

MS. RUBIN: So my question was, what’s
your assumption that an escalator as you proposed bears a
relationship to the price of biomass?

MR. KEITH: Well, certainly the cost
of diesel i1s an input to the cost of harvesting biomass.
It’s a significant input. The cost of labour, which would
be represented with the CPl, is another significant one.

Certainly that escalator doesn’t take
into account the fluctuating price of the stumpage itself,
and so 1t by no means fully insulates a project from fuel
cost risk.

MS. RUBIN: You pulled this from the

NewPage Port Hawkesbury Nova Scotia Power project.
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MR. KEITH: Pulled what?

MS. RUBIN: This escalator based on
CPI and diesel; correct?

MR. KEITH: Yes.

MS. RUBIN: Right. You would be aware
that that rate i1s only fixed for a certain number of
years; correct?

MR. KEITH: The energy rate that is
being paid for the energy?

MS. RUBIN: Yes.

MR. KEITH: Yes.

MS. RUBIN: And after eight years, if
the fuel costs escalate excessively, NewPage can walk away
or the parties can renegotiate.

MR. KEITH: Yes, that’s correct.

MS. RUBIN: But what you’re proposing
is a fixed -- 1s a price with the escalator and 1t will
carry forward for 20 years.

MR. KEITH: That’s correct.

MS. RUBIN: Would you be agreeable to
a reopener In a couple of years to track how the cost of

fuel i1s tracking to CPl and biomass and diesel prices?
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MR. KEITH: 1 would say, based on the
-- again the market data I’ve seen, 1 don’t think that’s
necessary. If we establish a COMFIT rate and a year and a

half down the road we’ve got no projects and it’s clear
that that’s been the barrier, 1 would expect that
government will look at that and make some adjustments.

MS. RUBIN: So you -- in your opening
statement, you discussed the 2012 review.

MR. KEITH: Yes.

MS. RUBIN: What do you contemplate
that that would encompass?

MR. KEITH: I contemplate that the
government will look at how many projects i1t’s gotten iIn
each of the categories and will make an effort to
determine what are the factors that are the key factors
driving the number of projects i1t"s gotten iIn the
different categories, and determine if 1t needs to make
adjustments in the rates or iIn other things in order to be
on track to meet i1ts target of 100 megawatts.

MS. RUBIN: Okay. And would you
contemplate In that review that there’d be an adjustment

to the rate, the COMFIT rate?
DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS



10

11

12

13

14

15

16

17

18

19

20

21

22

NSUARB-BRD-E-R.10 Page 213
MR. KEITH: There could be if the

government determined that the uptake In a particular
technology category was far below what they wanted to see
and they determined that the reason iIs that the rate was
simply too low as opposed to there may be some other
barriers that need to be addressed there. Then certainly
the government, 1 would imagine, would direct the Board to
reopen that and reset the rate.

MS. RUBIN: Okay. And you said when
you were talking about the basis for the assumption that
the escalator bears any relationship to the price of
biomass, you said by no means does i1t insulate from the
risks associated with fuel price iIncreases.

Would one means to further address the
fuel price risk be to have a reopener similar to the NSPI
NewPage project?

MR. KEITH: Yes, that would be one
means to remove additional risk, fuel cost risk from a
project.

MS. RUBIN: Okay. And did you
understand the evidence of Mr. Bodinton that if there was

such a fuel price reopener then that could address the
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I understand that that is

Okay .

Yes.

Page 214
cost of equity, have a lowering effect on that?
MR. KEITH:
his opinion.
MS. RUBIN:
MR. KEITH:
MS. RUBIN:

Mr. Rickerson, iIn setting

the return on equity for the biomass COMFIT, you were

looking at the risk that this project faced compared to

the risk faced by shareholders of Nova Scotia Power and

Heritage Gas?

MR. RICKERSON:

That’s what the team

evaluated.

MS. RUBIN: The team. You mean your
group.

MR. RICKERSON: 1 do.

MS. RUBIN: Yeah.

MR. KEITH: Then again, let me be

clear, we started out with an initial assumption of an

11.5 percent return on equity and the decision to raise it

to 13 percent was primarily based on my discussions and my

research.

MS. RUBIN:
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your discussions with the three individuals that you"ve

spoken about?

MR. KEITH: Yes. And information that
stakeholders were providing during the proceeding.

MS. RUBIN: And to what extent did you
rely on information submitted by stakeholders in
establishing the cost of equity, a return on equity?

MR. KEITH: We submitted our first
draft rates in, 1 believe, December and we were very clear
about the cost of debt and equity that we were using.

MS. RUBIN: M"hm.

MR. KEITH: We received comments from
stakeholders. We submitted a second draft later on and we
received another set of comments. And iIn part our
decision to increase the cost of equity to the project was
based on stakeholder comments.

But we also were very aware that -- we
were also cognizant that there were certain stakeholders
who were -- who seemed to be happy with the debt and
equity assumptions that were In our models. And they were
not calling us up and saying, "You"re way off track here.™

MS. RUBIN: Now, you"re discussing
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with respect to the capital structure and the cost of

equity is set out at pages 14 through 16 of your evidence.
And you noted that in the decision awarding the franchise
to Heritage Gas, the Board allowed a return on equity of
13 percent and maintained this for Heritage in the 2009
decision.

That"s the footnote at page 14.

MR. KEITH: M"hm.

MS. RUBIN: Correct?

MR. KEITH: Yes.

MS. RUBIN: Yeah. And you reviewed
the Board®s franchise decision, did you?

MR. KEITH: Yes.

MS. RUBIN: And did you review the
expert evidence that had been submitted by Kathleen
McShane, the expert who developed the proposed risk
adjusted return on equity?

MR. KEITH: No.

MS. RUBIN: You didn"t review her
evidence?

MR. KEITH: No, I didn"t.

MS. RUBIN: Okay. Well, based on the
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decision you can tell that what she did was establish a

base of market data from utilities which are publicly
traded. And from that she took a -- derived a relatively
accurate estimate of the required rate of return on common
equity. And then added a greenfield risk premium? Is
that consistent with your understanding of her evidence?

MR. KEITH: I didn"t review her
evidence.

MS. RUBIN: As reported in the Board®s
decision?

MR. KEITH: Yes.

MS. RUBIN: Okay, so that is
consistent with her evidence as reported in the Board"s
decision?

MR. KEITH: Yes.

MS. RUBIN: On what market data did
you rely to estimate the required return on equity for a
comparable 2-megawatt biomass CHP?

MR. KEITH: We"ve relied only on our
discussions with the experts that 1°ve mentioned, the
information provided by stakeholders in this proceeding,

the information we had on what other jurisdictions did,
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and the resulting uptake on that, and NSPI"s or Heritage

Gas"™ return on equity. That"s the information I relied
on.

MS. RUBIN: On what basis do you
suggest that a standalone 2-megawatt biomass CHP or any
other of these technologies is i1n any way comparable to
the gas distribution franchise?

MR. KEITH: 1"m saying i1t"s comparable
because 1t"s significantly riskier than NSPI and an
investor In NSPI --—-

MS. RUBIN: No, sorry the gas
distribution franchise is Heritage.

MR. KEITH: Yes. And I"m saying that
both Heritage Gas and a 2-megawatt CHP project would be
perceived as an iInvestor as significantly risky -- riskier
than an Investment In NSPI.

And 1 determined that I didn"t believe
that the return on equity -- I guess what I"m saying is |
didn"t have a lot of information on which to determine
whether the return on equity for a small CHP project
should be higher or lower than Heritage®"s, and based on

that I turned to the market data and what other
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jurisdictions had assumed and what the lenders and the

stakeholders were telling me.

MS. RUBIN: At page 15 in your first
paragraph you state why COMFIT projects are likely to be
riskier than NSPIl projects and you list four reasons.

MR. KEITH: M"hm. Sorry, yes.

MS. RUBIN: You say:

" ..project-sized risk, portfolio
risk, the ability to apply for
rate iIncreases, and Inexperience
and lack of internal expertise."

You see that?

MR. KEITH: 1 do.

MS. RUBIN: Okay. Those same risk
factors could be applied relative to the Heritage Gas
utility, could they not? A 2-megawatt biomass CHP
project, certainly has a project-sized risk relative to
Heritage Gas.

MR. KEITH: Certainly. But Heritage
gas has significant risks facing i1t that a 2-megawatt
Biomass project wouldn®t have. They"re both very risky

endeavours.
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MS. RUBIN: All of these four risk
factors; project size, portfolio risk, the ability to
apply for rate increases -- which is a substantial
mitigating factor -- and inexperience and lack of internal
expertise, all of those risk factors could be applied to
the Heritage Gas utility, could they not?

MR. KEITH: They could. At the same
time a 2-megawatt biomass plant 1Is not having to invest iIn
capital infrastructure on the hopes that i1t can build a
customer base after i1t"s made that investment.

MS. RUBIN: Well, Mr. Keith you know
the basis for the expansion of the Heritage build out, do
you not? They don"t build it unless their customers have
signed up. Are you aware of that?

MR. OUTHOUSE: 1 think Ms. Rubin is
getting dangerously close to giving evidence. The Board
has ample record before it on what Heritage has and has
not done in terms of meeting i1ts revenue projection so |
just think 1t"s a dangerous issue to go down that road.

MS. RUBIN: Are you aware whether or
not Heritage Gas has a duty to serve across the entire

province so that they have to build it before the customer
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IS signed up. Is that your understanding?

MR. KEITH: 1I"m not aware of that.

MS. RUBIN: Okay.

MR. KEITH: I do not know the
specifics of whether Heritage -- how It receives its
revenues based on before or after investment.

MS. RUBIN: Okay. So when you discuss
the construction cost risk you weren®t aware of their plan
to serve large industrial load first and build out from
there?

MR. KEITH: Well, that would make
sense as the best way to do i1t probably but i1t"s certainly
a risky endeavour, and 1 would assume that the company
that tried before them and failed had a good plan as well.

(LAUGHTER)

MR. OUTHOUSE: Ms. Rubin i1s also
familiar with that plan.

MR. KEITH: Okay, they had a plan.

MS. RUBIN: What I"m trying to find
out, Mr. Keith, is how familiar you are of the risks of
Heritage Gas and the comparability of the risk factors in

setting a return on equity between Heritage Gas and a 2-
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megawatt biomass CHP?

And | take i1t what you®"ve gleaned 1is
just as a result of the decision?

MR. KEITH: That"s right.

MS. RUBIN: All right.

Thank you, Mr. Chair, those are my

questions.
Thank you, Panel.
THE CHAIR: Thank you, Ms. Rubin.
Next on the list 1s Black River Wind
Limited.

(SHORT PAUSE)
CROSS-EXAMINATION BY MR. LIVINGSTON

MR. LIVINGSTON: Good afternoon. 1I°m
Neil Livingston; President and Vice-President of Black
River Wind Limited.

I spoke with Geoff Keith and also the
person from Meister Consultants whose name 1 forget at the
moment, could you just tell me his name, who was working
on this?

MR. RICKERSON: Hilary Flynn.

MR. LIVINGSTON: No, it was a guy,
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sorry.

MR. RICKERSON: Wilson Rickerson; me.

MR. LIVINGSTON: okay. Great, okay.

I wanted to address, and i1t’s the same
as in my submission which -- am I allowed to refer to my
submission as something they can look at?

THE CHAIR: Sure.

MR. LIVINGSTON: Oh great. Okay.

THE CHAIR: You mean in the evidence
you filed?

MR. LIVINGSTON: Yeah.

THE CHAIR: Yes.

MR. LIVINGSTON: Great.

The nature of questions that I wanted
to ask, they’re a little bit similar to Ms. Rubin’s and I
wanted to address them relative to what -- the large wind
model because that’s the model | looked at.

And as someone -- as people who have
worked on financing a wind project in Nova Scotia for
about half a decade or even longer, we think that some of
the assumptions that you’re making relative to the cost of

capital and the availability capital are things that were
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questionable.

And 1In that way, do you have my
exhibit, 1 think 1t’s B-2, and 1’11 also be referring to
Mr. Paul Pynn’s letter which I think i1s under B-13, which
was under the letters of comment. Yeah, mine i1s B-2.

Is 1t (1naudible) 2-megawatt wind
project scenario? Yeah.

So 1 guess | should ask both of you if
you remembered speaking with me on the phone about the
model you developed for large wind.

MR. RICKERSON: Yes, 1 do.

MR. LIVINGSTON: Great, okay.

And I guess what 1 was putting forward
in those conversations is that i1f you look at the cost of
debt -- and 1 was working from your model on this so I
thought I would just run through my example and then Mr.
Pynn’s example, | think, Is even more -- yeah, 1iIs
interesting or more relative to the cost of capital
because 1t really, | think, brings to light whether or not
the model that you’re presenting for large wind -- and 1
guess that would then flow Into hydro as well, and maybe

into small wind -- were reliable.
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So in the model that I developed, it

was just a little bit different than yours but 1t was
based on the same cost per kilowatt as the model that you
used, and I just drew up a very simple model because 1
thought 1t was easier to look at.

And in the model that I used | worked
with a SDIF investment -- basically it’s a $5 million
project, it’s a 2-megawatt project, the SDIF can raise
about 1 million, I figure that’s pretty much the top that
SDIF 1s going to raise and has raised so far in Nova
Scotia. It needs to raise actually about 1.1 million to
actually be able to invest a million iIn the project.

So in doing that I guess 1 just wanted
to run through the assumptions and see what both of you
thought about that because when | addressed this to you on
the phone 1 asked you if you had developed another model
that was based on the assumptions 1 was looking at and you
didn”t.

So I guess | have to try to do that on
the fly here, if I’m allowed.

So in the model that I°m presenting, |

would say that at most one of these projects can borrow 60
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percent, 1 think In many cases 1t’s 50 and at 8 percent
interest that’s approximately $345,000 a year.

So does that -- is that agreeable that
you can see that as a cost?

MR. KEITH: So you’re saying -- you
think a reasonable assumption is that a wind project could
get 50 or 60 percent equity at 8 percent?

MR. LIVINGSTON: No, 1°m saying debt.

MR. KEITH: So 50 or 60 percent debt
at 8 percent?

MR. LIVINGSTON: Yeah. That’s the --
that"s what you were using in your large model, 1 think.

MR. KEITH: Yeah.

MR. LIVINGSTON: Same thing.

Okay, so that”’s -- i1n a project that’s
like this, 1f you can borrow 3 million which is what I°m
saying for 15 years, that’s going to cost you about
$345,000 a year.

You, in the reserve fund, In your
model, 1 think were saying that you need -- how many
months® reserve were you suggesting?

MR. KEITH: Six months 1 think.
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MR. LIVINGSTON: Six months, okay.

In the model that I°m using 1°d say 12
because 1n our experience we found that small companies
work under very different conditions than large companies
so that either has to come in iIn this model as a borrowed
cost, part of your capital costs for borrowing just gets
funded inside the project or 1f you can’t borrow it it’s
got to come up as a equity cost.

So in this model I’m saying that you’d
be able to convince the borrower to lend you that money,
plus the finance fees, which is basically another $700,000
for the project and that at the same 8 percent iIs going to
be about $80,500 a year.

So is that understandable in the model
that 1°m presenting?

Okay. And the exhibit?

MR. RICKERSON: Yes.

MR. LIVINGSTON: Okay. And then what
that leaves us with i1s maybe a million In outside equity.

So in the model that I was -- | was
just trying to get a number that might zero out the SDIF

investors so they wouldn’t get any return and in the model
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that 1 built 1 found that about 20 percent -- an equity

partner would want about 20 percent but iIn reality --
you’re saying in your model, 1 think, 15 percent?
MR. RICKERSON: Thirteen (13) percent.
MR. LIVINGSTON: Thirteen (13), okay.
And your evidence was based on talking
to a couple of iInvestment bankers in the States and
Canada?
MR. RICKERSON: As we said before, it

was based on heritage and also a consultation with the

stakeholders.

MR. KEITH: And a consultation with a
number of -- at the second technical session we put up a
slide with the names -- the names of the companies that we

consulted with and 1f you like, I’ll run down those again.

MR. LIVINGSTON: Yeah, some of them
were banks, which I did see. | didn’t remember -- some of
them were equity partners.

MR. KEITH: Some were credit unions,
venture capitalists, large banks.

MR. LIVINGSTON: Okay. Had any of

them specifically invested in small wind projects?
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MR. RICKERSON: Some of the developers
we talked to had invested in small wind projects.

MR. LIVINGSTON: Okay.

MR. RICKERSON: Had worked with equity
providers and had invested in small wind projects.

MR. LIVINGSTON: Did you find that
most of the equity -- potential equity providers
considered these projects to be too small to invest in
because they had thresholds that meant that they wouldn’t
go below a certain level, 1t wasn’t worth their time?

MR. RICKERSON: Are you talking about
debt or equity at this point?

MR. LIVINGSTON: Equity, yeah, sorry,
just to be clear.

MR. RICKERSON: No, 1 think -- that’s
-- didn’t come up quite so often, we didn’t see that, as
Mr. Keith alluded to, when discussing debt kind of lower
thresholds, in terms of equity, It depended on what models
people were assuming the equity would be delivered in,
invested 1iIn.

MR. LIVINGSTON: But did you actually

talk to any specific firms who would deliver $1 million
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worth of equity to a $5 million project or your project

model 1s even less than that to either 1.5- or 2-megawatt
project. Did 1t seem that there were players in the
market that were actually willing to fund projects of that
size and in Nova Scotia?

MR. RICKERSON: No large firms, no.

MR. LIVINGSTON: And did they give
reasons for that?

MR. RICKERSON: We talked to large
equity firms that were considering investing in Nova
Scotia, we had input from stakeholders and from
developers.

MR. LIVINGSTON: And that stakeholder
information and developer information, was i1t based on
real projects having been built or just their theory of
what they could do?

MR. RICKERSON: We assumed that i1t was
based on real projects they had built. 1I°m not aware if
it was based on theory. When the developers, for example,
reported a certain return to equity they didn’t specify
which projects that corresponded to.

MR. LIVINGSTON: Okay. And were those
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developers within the province?

MR. RICKERSON: They were.

MR. LIVINGSTON: Okay. And are you
able to state who they were?

MR. RICKERSON: Yes. They were
Community Wind Farms, Seaforth, a group of (inaudible) and
yourselves.

MR. LIVINGSTON: Okay. And ---

MR. RICKERSON: As well as (inaudible)
as well.

MR. LIVINGSTON: And did anybody --
any one of those besides ourselves state that they felt
that the equity assumptions were not achievable, that you
couldn”t get money at that cost?

MR. RICKERSON: So of those -- I’m
sorry, we also -- EON -- Windelectric; EON Windelectric.

MR. LIVINGSTON: M?hm. Yeah.

MR. RICKERSON: EON, as they submit in
their final testimony, did say that equity would be above
the range we suggested. The others were -- tended to be
below.

MR. LIVINGSTON: And 1 think what I
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said to you i1s most of the -- iIn the conversation | had
with both of you 1 think I stated that most of our
experience has been that it’s above 25 percent, that the
equity people want, even though In my model I"m reflecting
a smaller number than that?

MR. RICKERSON: You did.

MR. LIVINGSTON: Okay. So iIn terms of
my model, just so you understand clearly, you know, 1™m
using 20 percent because | kind of did reverse math here
around the annual revenue, so | came up with 20 percent,
which I don®"t think anyone®s going to have much luck
finding. But if they do, it ends up with $200,000 a year.

The operating costs were just
reflected in the same as your costs, and | added a few
other costs for under Miscellaneous.

So do you have any particular
disagreement with me coming up with, in that exhibit,
$775,000 a year in costs? Would you like to take issue
with any of that, or does it appear to be straightforward
and how does i1t -- you know, In relationship to your
model?

MR. RICKERSON: 1 haven®t had an
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opportunity to compare the numbers side by side in the

spreadsheets to know 1If 1t"s perfectly straightforward or
how they stack up. [1"ve kind of done the math in front of
me.

Based on how you"ve laid i1t out and
your assertion it works out, I"m comfortable with that.

MR. LIVINGSTON: Okay. And I had
asked both of you in conversations i1f you could run a
model based on the assumptions 1 was bringing forward
verbally. And is i1t still possible for you to do that
during this hearing?

MR. KEITH: Yeah. You"re saying just

plug in the —---

MR. LIVINGSTON: Yeah.

MR. KEITH: --- different cost of
equity?

MR. LIVINGSTON: Yeah, because that"s
what 1 -- and some other -- I guess a different reserve
fund.

MR. KEITH: Sure, we could do that.
UNDERTAKING U-7 - To produce a

Synapse model using Neil
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Livingston®s assumptions -

payback in years 15-20

MR. LIVINGSTON: Yeah, because 1 think
that would be useful for the Commissioners to look at.

The main -- one of the main points |
think I was making in that conversation which maybe you
could describe 1f you feel like 1t 1s the fact that the --
well, I"m just going to continue with my model first.
Sorry, 1 don"t want to do two things at once.

So in the model that I was presenting,
we end up with about $775,000 a year in costs and $775,000
in revenue. And that doesn"t include any money being made
by the SDIF.

So 1 guess the purpose of my model,
really, from experience, was to try to show that although
government iIs presenting a policy, that the policy really
may cause havoc in the sense that SDIF shareholders may
invest and not make a return based on decisions that the
Board®"s going to be making and based on recommendations
you"re making to the Board.

So would you like to comment on that

at all?
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MR. RICKERSON: Sure. | think we have
two things going on.

We don"t have direct experience
putting together SDIFs or working with them for
investments, so we had to go with what stakeholders were
telling us, on SDIFs in particular.

As seen in the final testimony, and
maybe I"11 address this in a little while, but there were
two other developers, both EON and Scotian WindFields,
that stated that they actually had a high level of
confidence that SDIF would work.

However, 1 do refer to our final
testimony on page 10 at line 2; i1t says:

"What have you assumed about
project ownership of the model?"

And 1t"s me replied:

"We have not made specific
assumptions about project
ownership."

We have, as was laid out In testimony,
private sector or a mix of taxable and non-taxable but

haven®t necessarily assumed SDIF explicitly.
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MR. LIVINGSTON: Okay. But I guess in

my model what 1"m saying is if you can generate $775,000 a
year in income, and I"m using the same capacity factor
models and the same cost per kilowatt construction model
as what you"re using, there doesn®"t seem to be any money
left for the SDIF shareholders.

And actually, 1n the bottom of the
page 1 talk about other issues, which is -- let"s go to
the second model. In the second model 1 said even if you
could get money at 15 percent equity, i1t still appears --
and I"m the President of the SDIF and Ms. Cameron is the
Treasurer of that SDIF in Cape Breton called the Cape
Breton West WindField Inc. -- that you"re still going to
end up with almost no return to the shareholders after --
by the time you distribute money to those SDIF
shareholders, 2 percent at most. And that®"s at 15
percent.

In the model I"m really presenting the
SDIF 1s actually going to run In the negative.

So 1 guess iIf you"re asked to be
presenting models that work for the government model,

which 1s this has to be done under a SDIF -- and many of
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us think that"s controversial, that i1t has to be under a

SDIF -- how do you give some assurance to the Board that
there"s going to be any money to distribute to the SDIF
shareholders because the government®s assumption is that
this 1s going to work because they said it"s going to
work. But they didn"t analyze i1t.

MR. RICKERSON: I mean, 1"m not aware
ifT the government said i1t would necessarily be a SDIF
model, and that was also a working assumption. That may
be a separate point form whether or not your numbers
pencil out here on your exhibit.

MR. LIVINGSTON: Just to clarify that,
the only way to do one of these wind projects is if you
form a SDIF or if you"re a municipality or if you"re an
Aboriginal band. |If you"re a private business, you can"t
do 1t; you"re not allowed. The government won"t let you
do it.

And the only exemptions to that so far
is from political lobbying, the biomass has been exempted
and tidal"s been exempted. | think all of us called to be
exempted from that and the government®s refused, refused

specifically for wind.
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So the whole reason we"re having this
hearing, iIn essence, is because the government said they
want to have projects built owned by SDIFs. And I don*"t
see iIn the modelling that I did that there®s any room for
the SDIFs to make any money, so I don"t think 1t all
works.

So 1 just wonder how you can -- I1°d
like you to talk about whether or not you can give
confidence to the Board that any of this i1s going to work
and not be kind of just a financial mess.

MR. KEITH: Well, we certainly cannot
guarantee that the rates we proposed are going to produce
projects. And there®"s a -- | mean, this is another area,
the question of SDIFs and ownership, where we received a
very wide range of use, people like yourself who said 1t"s
not going to work; it can"t work. Other people who said,
you know, yeah, we think i1t can work.

And so you know, as 1 said, in the
face of that uncertainty, we could do one of two things.

We could set the rates at sort of what
we felt was a reasonable level that we thought would

probably produce projects, or we could bump the rates up
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much higher in an effort to be certain that we produce a

robust activity in the first year or two of the program.

You know, if we took the former
approach and we set the rate too long, the downside is we
don®"t get any projects and 18 months from now the
government takes another look at it.

IT we took the latter approach and we
set the rate too high, we"d be locking In overpayments for
20 years.

So we saw the risk of under-estimating
the cost as being significantly smaller than the risk of
over-estimating the cost, and therefore, we"ve proposed
rates that we feel are reasonable and that have a good
chance of producing projects, but we certainly can"t
guarantee that they"ll produce projects.

And if we were directed to recommend
rates that we could guarantee would produce projects,
those rates would be much higher than the rates that we"ve
proposed.

MR. LIVINGSTON: [I"m not suggesting
the rates should be higher than what you®ve proposed and 1

think along the lines of what Ms. Rubin was questioning
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you about is that one of the key components here is, is it

possible in Nova Scotia for small projects to get equity
and be able to be built successfully.

So that"s -- and that seems to me to
be one of the fundamental questions that lie within the
work that you"re asked to do because 1f -- you can"t sort
of set suggested rates In a theoretical world. They have
to match the real world of what 1t"s like to put together
capital for projects.

So did you have a sense of working
with that reality of what it"s like to work in Nova
Scotia?

MR. KEITH: Yes.

MR. LIVINGSTON: Okay. And how does
that compare to be different in your formulation than,
let"s say, Vermont where you®ve done similar work?

MR. KEITH: Perhaps you could rephrase
the question again.

MR. LIVINGSTON: Oh, sure.

The ability to get the equity
component of a project seems to be -- to many of us at

this hearing to be a key difficulty. And Nova Scotia
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seems to be one of the most difficult places you could

imagine to do that.

And did you -- were you able to
analyze that technically as an issue relative to, let"s
say, Vermont?

I guess the adage that 1 often use for
the projects that 1*m working on is that if I lived in
Calgary 1°d have a party and at the end of the night I
would have my equity raise and In Cape Breton 1 have a
party 1 just have a bunch of empty wine bottles.

(LAUGHTER)

MR. LIVINGSTON: So it"s a totally
different culture of capital here.

So that, 1 think, has to be -- 1s
there a way that you"ve been able to understand that in
the work you"ve done because 1 think 1t"s fundamentally
important?

MR. RICKERSON: I don®"t know of a, you
know, sort of rigorous mechanical way to do such a
comparison or analysis, but in terms of the return on
equity used In Vermont for those feed-in tariffs, | think

it was under 10 percent. 1 think 9.75 was what the Board
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in Vermont adopted.

So the returns on investment that
we"re talking about for wind projects here are
significantly higher than that.

MR. BIEWALD: In terms of trying to
contextualize 1t, that 1t was primarily talking with
market participants and stakeholders that have worked in
the small wind sector here in Nova Scotia.

And also, as has been mentioned
before, that"s benchmarking against comparables, which
tended to be lower, the 11 percent, 9 percent, 12 percent
range.

MR. LIVINGSTON: Many of us who have
worked within the SDIF model the last few years feel that
that model has many problems. There®s been a lot of small
investors in SDIFs, which are SDIFs for renewable energy,
that are very unhappy.

And -- but you were -- you said that
you had been told that they think that the model can work,
so I"m curious 1T you have more iInsight than a general
comment from people into again seeing if the mechanics of

all this i1s going to work through the rate setting.
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MR. RICKERSON: So I think that there

are -- there are two -- | think there are maybe two
questions there.

One 1s how do we benchmark the SDIF
model, what confidence do we have the SDIF model can work
at all, and the second one is the current rates or
assumptions therein maybe. Just to the first about can
the SDIF model work at all for wind development; initially
we"re going to refer to Mr. Pynn"s letter, but 1t seems
like there i1s one example of a project at 1.5 megawatts in
the province that is moving forward under the SDIF
investment file.

MR. KEITH: 1t sounds like what you“re
asking was were we able to do research that shed light on
whether we really felt SDIFs could succeed or whether
they"re sort of hopelessly broken, and the answer i1s no.
We received comments on both sides of that and my response
would be, a good way to start to figure that out i1s to
establish a reasonable COMFIT rate and see what happens.
And 1T SDIFs are hopelessly broken and not going to
succeed, then presumably that information will start to

come out and policymakers can, if they choose to, begin to
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address the problems.

But as -- from the rate setting side,
I don"t see that we have any other option to address the
question of whether SDIFs are -- will work or not, than to
simply establish what we believe i1s our reasonable rate
that®"s right in line with the other benchmarks we see
around us and that®"s not going to run the risk of, you
know, sticking ratepayers with significant overpayments.

MR. LIVINGSTON: Yeah, I would -- 1
guess | wasn"t intending to say that SDIFs are broken.
What I was trying to say was that i1f you plug in the real
cost of the outside equity ---

MR. KEITH: M"hm.

MR. LIVINGSTON: --- there doesn"t
seem to be anything left for SDIF shareholders to make.

MR. KEITH: M"hm.

MR. LIVINGSTON: And therefore, is it
okay for the Board to be making determinations essentially
that could be putting small shareholders at risk? Because
once the government says -- | mean, government"s been
going around the province saying, "This is the way to do

it. SDIFs are great.” They"ve been holding, you know,
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public Information sessions before this hearing, but

analytically it seems to not necessarily work.

And 1 guess the next -- 1 just want to
refer to Mr. Pynn"s letter, I -- 1t"s under the 13, B-13
somewhere, Eon Electric. The -- sorry, you don"t have i1t

yet. 1711 wait.

And before going to Mr. Pynn"s letter
I just wanted to say that the same comment that I"m making
seems to have come In from the Aboriginal community who
are saying we also don"t think that i1t"s going to be as
cheap as you"re stating in your model to raise capital,
and 1 think that that"s in lockstep with the experience
that, you know, is being reflected from other small
developers here.

And 1n what way do you see it"s
possible to work with that comment from the Aboriginal
community, to be able to work with their difficulty in
that from their comment in any kind of modelling you can
do?

MR. KEITH: Well, 1 see theirs as
pretty different. The question of whether, you know, a

wind project at a megawatt and a half can succeed in Nova
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Scotia 1f 1t"s majority owned by one of the community

groups in -- listed In the regulation. That"s one
question. And we iInterpreted our direction from the
government to be -- to establish a tariff that could be
reasonably expected to produce projects in that sector.

Now, the First Nations issue 1Is a
special sector where a certain small subsector of the
groups that are eligible are saying, "We"re special case,
the cost of capital to us i1s much higher.” So then we
have the decision, well, should we set the community
tariff rate at what we think the cost of capital is to
that group or should we set it to what we think 1t 1s for
the typical project and then, you know, assume that if the
government -- 1f i1t turns out that the cost of capital to
Aboriginal groups i1s truly considerably higher and the
government wants to make sure that they succeed with
projects, then they~ll address that in the way that
they“ve described in their Renewable Energy Plan.

MR. LIVINGSTON: So ultimately that"s
more of a reflection back on government rather -- policy
rather than the initial rate setting, Is what you"re

saying.
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THE CHAIR: The regulations only

permit the Board to set ---

MR. LIVINGSTON: The rate.

THE CHAIR: --- one tariff ---

MR. LIVINGSTON: Yeah, okay.

THE CHAIR: --- for each class of ---

MR. LIVINGSTON: Got it.

THE CHAIR: So that"s what we"re here
to do.

MR. LIVINGSTON: Yeah.

In Mr. Pynn®s letter 1 just wanted to
--— | asked you to do a separate model based on the
assumptions that I would have made -- 1 was making, but 1
think Mr. Pynn"s letter iIs interesting under B-13 because
he"s saying that i1t"s hard to borrow money for more than
10 years. So that changes the model quite a bit. And the
difference between my model, which I"ve presented, and the
model Mr. Pynn"s presenting is, he"s just built the thing,
and his cost i1s coming in at 4.2 million, and 1t is a 1.5-
megawatt machine, and your cost and your model Is -- I%ve
just got to find it here, 1t"s 3. -- basically 3.8.

So in reality having just built
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something In 2011-2012 may be more expensive, Mr. Pynn®s

model 1s saying 4.2 million. So iIs it reasonable to
suggest that your model should be redone based on cost if
his experience and reality here i1s higher than yours?

MR. RICKERSON: 1 think one of the
issues we were dealing with in trying to find a
representative rate among wind -- for wind costs, what
that there are a range of realities across of range of
assumptions submitted by a range of stakeholders, and also
benchmarked against our research.

So, for example, Mr. Pynn®s real
experience with installed costs is higher In some cases
than others®™ installed costs. Mr. Pynn®s other
experiences iIn terms of his project would have driven the
price lower to some degree, once we actually adjusted our
model to match Mr. Pynn"s, for example, on the 50/50
equity split that he mentioned.

So on balance, whether we did, as Mr.
Keith mentioned earlier, run sensitivities in different
directions within the range of what seemed reasonable, our
final rate seemed to be a reasonable rate.

MR. LIVINGSTON: 1 would suggest -- 1|
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would ask again that you would run a model based on what

Mr. Pynn has just experienced and see what that looks
like.

The iInteresting -- 1 think 1t"s worth
pointing out that when you do that, that he®"s saying you
can borrow money for ten years. He"s saying interest
during construction is 20 percent, i1t"s difficult to find;
it"s also impossible to find, you can"t find i1t from
traditional lenders, and that the cost of equity is
between 20 and 30, and, you know, probably closer to 30.

So the -- 1 guess what"s really
interesting -- so I would ask again, are you willing to
run a model based on his assumptions so we can look at it
comparatively?

THE CHAIR: Just before we get there.

MR. LIVINGSTON: Yeah.

THE CHAIR: You"re asking them to run
a model based on assumptions they don"t agree with. They
can do 1t. They don"t agree with 20 percent rate of
return, but they can run a model that says that. They
don"t agree with certain of the other assumptions.

Now, they can run the model but
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they"re not agreeing with these assumptions and 1"m not

sure what that does for the process.

MR. LIVINGSTON: Oh, I guess my point
iIs, as consultants to the Board, if -- when the Board is
deciding what"s appropriate here, ultimately, if they“re
looking at different assumptions which were built by
Synapse they can -- you can make your own judgement
relative to the rate that can be set and whether or not it
works.

You could look at the two other models
I"ve suggested they build and their model and you could
theoretically just say it looks like it -- the model isn"t
going to work, the SDIF shareholders aren®t going to get a
return. And ultimately that may influence how the Board
makes a decision?

MR. RICKERSON: Sure. We came on the
model and many of other stakeholders in their final
testimony did run -- use our model to run their results --
run their assumptions, excuse me.

THE CHAIR: So that will be
Undertaking U-8.

UNDERTAKING U-8 - To produce a
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Synapse model using Neal
Livingston®s assumptions - Pynn
letter and payback 1In 10 years
MR. KEITH: And just to be clear, i1t’s
the assumptions you want to change are only the ones that
Mr. Pynn identifies in his letter?
MR. LIVINGSTON: Yeah, one was the
assumptions that I was putting forward, if you could run a
2-megawatt model, just to look at i1t based on the
assumptions I was making, and in my evidence, B-2. And
the other one was the assumptions and the costs that seem
to be the actual reality of the project that just got
built, which i1s what Mr. Pynn"s putting forward. And I
think the concern i1s; how do you end up having projects
built that indeed do what the government wants, which is
to give a return to the seat of shareholders, and we have
to have models to show that that can effectively be done.
Did you want ---
MR. OUTHOUSE: Can 1 just ask for
clarification, Mr. Livingston? In both your suggested
numbers and -- the numbers you want modelled and In the

letter from Mr. Pynn your amortization period, payback of
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principal and interest i1s 15 years?

MR. LIVINGSTON: Yes, 1 was working
exactly from the same model that was presented by Synapse.

MR. OUTHOUSE: But i1t’s clear that the
principal®s repaid and all the cash available in years 15
through 20 would be available for shareholders.

MR. LIVINGSTON: That’s correct, yes.

MR. OUTHOUSE: And the same is true of
Mr. Pynn’s where 1t’s a 10-year amortization? In other
words, all the capital would be paid back In 10 years?

MR. LIVINGSTON: That’s correct.

MR. OUTHOUSE: Okay .

MR. LIVINGSTON: I had one more —- 1
was -- there seems to be an issue that came from my
submission again, which 1s iIn other issues. If the

government’s determined that 51 percent of the project has
to be owned, the common shares have to be owned by a SDIF,
it seemed that that could present some difficulties based
on the kind of return that the equity investor would want.

So were you able to -- I don”t know 1f
you thought about that before, but 1t you look at my

exhibit you could -- we could have a short discussion
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about that. Because that seems to be -- how can you

structure a project financially 1f a SIDF has to own 51
percent, but the equity -- outside equity partner wants
more than 51 percent of the cash available after the
bank’s paid?

In essence, the outside equity Is
driving i1tself to a higher position than 51 percent but
it’s not allowed to be. So you end up iIn a situation
which 1s -- I mean, do you have any -- have you thought
about that at all?

MR. KEITH: What are you assuming that
the outside i1nvestor iIs going to require In terms of a
return?

MR. LIVINGSTON: In both my model and
Mr. Pynn’s model 1t’s above 20.

MR. KEITH: Above 20 percent?

MR. LIVINGSTON: Yeah. And I guess iIn
your -- let me ask the simple question first, which is,
within you model was that 15 -- you’ve determined a 15 --
13 or 15 percent?

MR. KEITH: Thirteen (13).

MR. LIVINSTON: Thirteen (13), and did
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that model work within the SDIF shareholders still owning

51 percent of the common shares, and the other equity
owner owing 49 percent?

MR. RICKERSON: We didn’t specifically
-- excuse me. We didn’t specifically run that type of
shareholder analysis.

MR. KEITH: I mean, fundamentally, 1
think what you’re saying is, "You, Synapse, have assumed a
13 percent return on equity for these projects, and I
think, 1, Neil Livingston, think that the projects will
not be financed.” That they’ll need -- iInvestors will
require 20 percent to be financed. You may be right.

The best way I can think of to find
out 1s to test the market in a careful way and then to
determine -- to figure out do we have projects or don’t we
have projects, and why not.

MR. LIVINGSTON: Okay, I was looking
at this simply as a math equation which 1s within your
model, that 13 percent rate of return -- which I think
you’ve had a number of comments that 1t’s way to low. But
even at that 13 percent rate of return, does that flow

through that that outside investor beside the SDIF would
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own less than 40 percent or less of the common shares.

Because when it comes to producing dividend you have to
have that SDIF get 51 percent, or you have to structure
all sorts of different share classes which 1°m not, you
know, which 1 guess iIs -- I’m trying to figure out how a
project can get financed and follow the government®s
rules, and still meet the model that either you’re making
or, you know, other people are suggesting has to be
higher.

So can you simply make a calculation
on that when you’re -- on your own model for us?

MR. OUTHOUSE: Mr. Chair, 1 don’t see
what the purpose i1s of trying to decide that i1if there’s a
pot of money -- the model produces a pot of money, and you
can argue about whether i1t’s accurately calculated and all
the rest of it. Surely, once the panel gets past that
point, how it’s divided among the shareholders of the
company, whether 1t’s SDIF or outside iInvestors and having
regard to the share structure of the company, surely
that’s beyond the scope of this exercise. | can’t see how
it’s a matter of concern to the Board or to this panel.

MR. LIVINGSTON: But the government
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policy has said quite clearly that 51 percent of a project

has to be owned by SDIF and that would -- and ownership
would mean common shares.

MR. OUTHOUSE: But the tariff applies
to other than just SDIFs, there are other groups, and Mr.
Livingston obviously feels that there’s real impediment to
the SDIF community, as i1t were, working, that particular
tool working. It seems to me that that’s not a matter
that this panel can address or this Board can address. |If
that’s really the case, as this panel has said, 1t seems
to me 1t’s a matter of government policy 1f SDIFs can’t
make this work for them.

THE CHAIR: Yeah, the panel will be
satisfied 1T you complete the undertaking that’s already
been given.

MR. LIVINGSTON: The only other
question I had -- and Ms. Cameron may have a couple of
questions -- was that in the hydro analysis and rate
setting there hasn’t been any commercial-sized hydro -- 1|
own a commercial-sized hydro plant, Black River Hydro
Limited, another company, and there hasn’t been a plant

built, 1 think, almost In a quarter century privately,
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since about early 1990s; Seaforth Energy built that last

one.

Most of the activity, I would suggest
would be much smaller than what you’re modelling for. It
would probably be -- could be under 100 kilowatt, 1 would
think, based on Nova Scotia being a very small -- has very
small drainage areas. It’s -- the province is not that
interested to see large rivers be dammed anymore because
of fisheries concerns. So would the size of your -- you
know, would it make sense to be -- how did you decide to,
I guess within that, how did you decide to model for a
certain -- 1 think you modelled for about 1.3 megawatt or
1.2 in your model?

MR. KEITH: I think it was one.

MR. LIVINGSTON: Size of installation?

MR. KEITH: 1t’s close to one, yeah.

Well, we -- on the hydro we didn’t
receive any direction about what size of a project to
choose, and obviously on the wind we were directed to set
a tariff specifically for a very small type of wind
turbine. But when you -- for the hydro, if you look at

the range of costs for hydro facilities, you would expect
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very small hydro projects to be more expensive in terms of

dollars per megawatt hour than larger hydro projects.

So if we were to set the tariff rate
on a very small hydro project and set it quite high we
would certainly be criticized as saying you’re setting
that tariff based on the smallest size and there are much
more efficient sizes above that. So that’s why we set the
tariff rate at around a l1-megawatt project.

Now, we also didn’t have the resources
to do any kind of a resource review, or, you know, walk
around the province looking at sites and trying to figure
out how many viable sites there were for l-megawatt
projects, and you may well be right that there are very
few. And again, after a year and a half, 1f it turns out
that, you know, the government has been talking to hydro
developers and determined that they could get a much more
robust response by setting a tariff for, you know, a
couple hundred kilowatt projects than that would be the
way to go.

MR. LIVINGSTON: I had a phone call
from someone who’s probably done -- worked in small hydro

more than anybody else iIn this province to help people set
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up units domestically. And he called me up and said,
"1’ve got a couple of projects, could be around 50
kilowatt 1°’d like to do, how do I do 1t under this new
policy?” And 1 said, "You"d have to start a SDIF." And
he said, "1"m not doing that,” and he hung up.

So it"s -- the sensitivity around
hydro is important because 1 think there"s very little
activity that could take place over 100 kilowatt. 1 mean,
I might set the bar at 200 to be generous, but I think
most of 1t"s going to be at 100. And I"m not sure how we
address the fact that this model"s too high.

There have been studies done as long
as over 20 years ago at the Utility Commission that showed
that there were no major hydro installations left to do iIn
the province, and the last one that was done was 500
kilowatt, and there hasn"t been any really since.

So 1 think 1t"s problematic to be
building a model that"s probably between 10 times and four
times as large as what anybody potentially is going to be
able to build.

And the other issue -- so how would

you reflect on the need to change the model relative to
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the reality of what"s possible to do here?

MR. KEITH: I guess | would say that
rather than simply establishing a higher tariff rate based
on a smaller project that the government should do one of
two things: Either test the market, establish a tariff, a
lower tariff rate and see what happens, or, two, do a very
comprehensive resource assessment and determine that,
indeed, there are no opportunities to do l-megawatt
projects and, therefore, we need to target a different
feed-i1n tariff rate.

But I would not recommend an option
where you simply assume there are no l-megawatt
opportunities and you set a higher tariff rate based on a
200-kilowatt project and then you may end up getting a
couple of l-megawatt projects and people are accusing you
of handing out windfall profits.

MR. LIVINGSTON: For 1 guess my last
question -- 1 think Ms. Cameron probably has a couple
questions -- but I heard you refer a number of times since
I just got in the room about 3 o"clock because 1 just came
in from Cape Breton, which i1s you say that, in effect, iIn

some ways we"re testing the market, correct, through this
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policy or these policies?

MR. KEITH: Yeah.

MR. LIVINGSTON: My concern is, we may
be testing the market and creating a lot of havoc for
small investors in the SDIF model because i1f 1t doesn™t
work out right, that"s -- you know, that"s not going to be
a good thing for a lot of small iInvestors.

So effectively, in a kind of ugly free
market sense, we"re -- what"s being said here by
government is let"s see iIf this works; i1t doesn"t work,
we"ll change it in a while and we don"t really care less
if a bunch of people get -- you know, really lose their
savings by iInvesting them. They should have been smarter.
That"s just how i1t is; tough luck.

And | think that that"s not the way
that good public policy gets created.

And do you see that same risk that 1
see, or do you see it completely differently, that you“re
just testing the market?

MR. RICKERSON: 1 think in the real
electricity plan also when you update there"s several --

we"re actually not clear what government®s ultimate plan
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will be, but there are -- there is mention to bringing a

group of tools to bear, be technical assistance, financial
and facilitative, and also facilitation services that may
alleviate some of those concerns.

We"re not sure exactly what form
they" 11 take at this point.

MR. LIVINGSTON: The little bit of
understanding that I have of that is that the government
might put up a certain amount on the dollar. It happens.

They might expect the County to put up
a certain amount and a community group to put out a
certain amount. But 1t certainly doesn"t, I think, change
my question about risk profile.

And you think that that does, but 1
would suggest that probably i1t doesn®"t iIn the sense that
it"s —- proportionately, I think 1t"s the same kind of
risk that 1 was just describing in my question.

MS. CAMERON: Yeah. It strikes me
that what you®"re describing 1s something more like
capacity building than really reducing risk for investors.

MR. RICKERSON: Maybe 1 was

misunderstanding Mr. Livingston, but I thought what he was
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pointing out was iIf -- and if 1"m mischaracterizing,

please let me know, but if a rate i1s put out there and
individuals see 1t and i1nvestors don"t understand it
correctly, they could lose their savings because there®s
no other resource out there to support them iIn
understanding that this rate may not work for them.

I guess my comment was, we presumed
that either those managing the SDIF or the facilitation,
technical assistance, and financial services the
government has said i1t will put out there will, to some
degree, ameliorate that risk 1f 1t really is out there.

MR. LIVINGSTON: It"s not an exhibit
at the hearing and 1 guess maybe we could ask Mr. Pynn to
bring 1t in 1If he"s coming in, but i1f you look at the SDIF
fundraising document, the prospectus for the EON Electric
project called Watts Energy, the way that this process
works is First you raise the SDIF money and in those
documents you say, ''‘Beware, you may be at risk because we
don®"t know the cost of the rest of the capital.”

And that is -- effectively means that
the SDIF i1nvestor has invested. They"re not getting their

money back once it"s iIn. It"s at risk. And only after
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that does the project start to find what 1t needs for

construction capital and long-term financing and equity.

So I guess In four or five different
ways I"ve tried to question how analytically important it
IS to understand the sensitivity and the mechanics of the
SDIF having -- needing to own 51 percent of the project
and how you ensure through the rate setting or what the
Board is being asked to do whether or not this i1s going to
make -- have any kind of viability for the SDIF investor
because the SDIF i1nvestor is a very different investor
than a normal investor.

It"s working under all sorts of rules
that are different.

And I guess I can"t see how that"s
functioned In the work that you®ve done, and maybe you
weren®"t asked to do i1t, really, to understand that.

MR. KEITH: Yeah. Clearly, we were
not asked to look at that and to determine whether people
are likely to lose money on the -- you know, certain
shareholders are likely to make out like bandits and other
shareholders are likely to lose money as a result of the

rates that we"re setting.
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That"s well beyond the scope of what

we"re doing here.

MR. LIVINGSTON: Yeah. 1 think 1t"s a
serious risk that has to be methodologically looked at. 1
think 1t"s Important to comprehend fully when you"re
making recommendations about rates.

That"s my final question. Do you have
any questions?

MS. CAMERON: No.

MR. LIVINGSTON: Okay. Thank you very
much.

THE CHAIR: Thank you.

Is the Canadian Wind Energy
Association here? Cape Breton Explorations i1s not here.
Champlain Tidal Energy was here.

Ecology Action Centre?

MS. SHAW: Excuse me, Mr. Chair. May
we request a short break before ---

THE CHAIR: Sure. We"re going to
break for five minutes.
-—- Upon recessing at 4:10 p.m.

-—- Upon resuming at 4:20 p.m.
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THE CHAIR: Mr. Vogel and Mr. Simpson,
I realize now that it"s 20 past 4:00 and 1711 sit till
5:00 1f that would give you a reasonable time to do your
cross-examination or 1f i1t"s going to take longer than
that, you think, and you"d rather come back and do i1t as a
block tomorrow morning, we can do that too.

MR. SIMPSON: 1 think we"d be happy to
start now and try to finish up in that time.

THE CHAIR: Thank you.

CROSS-EXAMINATION BY MR. SIMPSON

MR. SIMPSON: It"s Jamie Simpson with
the Ecology Action Centre. Good afternoon, Mr. Chair and
Board members, members of the panel.

As we see iIn Mr. Chernick®"s evidence,
B-4, on page 20, the tariff rates in Ontario, B.C. and
Vermont are fairly consistent within several percentage
points among biomass, hydro, and larger-scale wind, yet in
Nova Scotia you"re proposing that the ratepayers should
pay some 12 percent more for biomass electricity than for
larger wind and hydro.

I"m curious what"s so special about

the biomass electricity situation here in Nova Scotia that

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS



10

11

12

13

14

15

16

17

18

19

20

21

22

NSUARB-BRD-E-R.10 Page 267
warrants such a dramatically higher rate compared to other

Nova Scotia renewables.

MR. KEITH: Well, one thing you have
to take Into account when you compare a Nova Scotia COMFIT
to the Ontario rate is the Ontario rate i1s -- for the
small biomass there, 1t"s -- projects are eligible up to
10 megawatts. And in Nova Scotia we’ll be talking about
much smaller projects than that 1 to 2 megawatts.

So when you account for some pretty
significant economies of scale across that size range, our
biomass proposal i1s pretty reasonable compared to
Ontario’s.

MR. SIMPSON: Would that be similar
for Vermont as well?

MR. KEITH: Well, Vermont, you have a
different situation where there’s the 30 percent either
grant or ITC that you have to factor in.

MR. SIMPSON: And British Columbia?

MR. KEITH: 1°m not honestly very
familiar with the work that was done in British Columbia,
so I can’t speak to that.

MR. RICKERSON: It wasn’t a specific
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-- 1t was a technology neutral rate, that’s what we
understand, that was put out there for any technology to
respond with no necessarily caps on efficiency or --
special iInvestigations for biomass efficiency and so on.

MR. SIMPSON: To say that biomass
electricity i1s inherently more expensive than medium and
large-scale wind projects or i1s this higher rate due to
the parameters of the -- Nova Scotia’s COMFIT?

MR. KEITH: Was the -- could you
repeat the question?

MR. SIMPSON: Sure, yeah. Would you
say that biomass electricity is iInherently more expensive
than medium and large-scale wind projects or is it due --
SO comparing across the board, or is to due to the
specifics of parameters here In Nova Scotia, our local
situation here?

MR. KEITH: The research we did
suggests that small biomass in the range of one to two
megawatts i1s significantly more expensive than wind
turbine In the range of 1.5 megawatts, which was the large
wind that we modeled.

However, that biomass project would be
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significantly less expensive than a 50-kilowatt wind

turbine, which was the small wind that we modeled.

MR. SIMPSON: Okay, thanks.

Again, according to Mr. Chernick’s
evidence, the levelized proposed tariff rate for biomass
electricity in Nova Scotia is some 13 percent higher than
Ontario and some 28 percent higher than Vermont. And I
realize that with the Vermont situation we’ve got that 30
percent factor there, but that’s correct?

MR. KEITH: 1711 accept that your math
IS correct.

MR. SIMPSON: Right. Right.

So again, what makes the situation iIn
Nova Scotia so special that we can ask ratepayers to pay
so much more for biomass compared to other renewables and
compared to biomass in other jurisdictions?

MR. KEITH: I guess what I’m saying 1is
in the rate that we’ve proposed we’re not attaching a
significant premium to the biomass projects in Nova
Scotia. We believe that our rate is fairly consistent
with those rates when you correct for economies of scale

in Ontario and the subsidy In Vermont.
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MR. SIMPSON: Okay. In your evidence

you state that biomass energy projects that are capable of
producing electricity only are more expensive than
projects that are exclusively combined heat and power;
correct?

MR. KEITH: Yes.

MR. SIMPSON: And you also state that
biomass energy projects that have electricity only
capacity are inherently less efficient and thus require
more Ffuel per unit of energy output than projects that are
exclusively combined heat and power; correct?

MR. KEITH: Yes.

MR. SIMPSON: How do you define the
term “combined heat and power™?

MR. KEITH: Well, in the sentences
that you just read we’re comparing a facility that’s
operating and generating electricity only versus the
facility in which electricity 1Is being generated and steam
iIs being used for another process so that the overall
efficiency of the project in a combined heat and power
situation is significantly higher than the overall

efficiency In an electricity only scenario.
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Does that answer your question?

MR. SIMPSON: Right. But I’m just
curious what distinguishes a combined heat and power
project from a project that produces electricity only, and
how can you ensure that a project is combined heat and
power?

MS. SHAW: Well, you know, obviously
this distinguishing feature i1s the use of the heat energy
in some other useful fashion, be it for space heating,
industrial use, some process use.

We were asked to recommend a CHP rate.
We have not particularly defined how that process might be
limited to projects that have a useful heat, but what we
have done i1n setting the economics of the rate was to
ensure that they are more attractive to projects that have
a real viable commercially acceptable use of steam.

Which 1s to say that, you know,
similarly to the Ontario tariff -- the Ontario tariff
isn’t restricted to combined heat and power. The Ontario
Power Authority believes that their tariff which 1s
acceptable for electricity only projects, that 1t would --

is sufficiently high to incent CHP projects as well, which
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would be at a lower -- excuse me, at a higher efficiency.

MR. SIMPSON: So would you say, then,
that a project could be determined to be combined heat and
power 1f It has the potential to produce both electricity
and have a use for the heat that’s produced?

MS. SHAW: 1t’s an iInteresting point
that you’re raising, and 1 don”t know i1f It’s one that
we’ve particularly addressed.

MR. SIMPSON: And you didn’t receive
guidance from the provincial government on how to address
this question.

MR. KEITH: No. We asked government
iT they could provide us with a specific definition of CHP
stated as perhaps an annual efficiency standard, and they
were not able to provide that and essentially told us to
use our judgement on it.

MR. SIMPSON: So for the purposes of
meeting the letter of the law of the renewable energy
standard -- renewable energy regulations, we don’t really
know how to meet that requirement that projects must be
CHP.

MS. SHAW: 1 would say that that was
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outside of what we were asked to do, which was to come up
with a rate for CHP projects and not a qualification
procedure for them.

MR. SIMPSON: M”hm. In your evidence
you state that -- on page 24 that:

"The way COMFIT CHP plants are
assumed to operate is critical
because 1t affects the rate
calculation significantly."

So would 1t be fair to say that the
term -- the definition of CHP i1s essentially baseless
without an associated efficiency standard?

MR. KEITH: No. I mean, you know, if
you drive by a power plant and you say that’s a CHP plant,
you say the plant -- there’s a steam host and sometimes
they deliver steam to the host and they also have the
potential to generate electricity. Everyone knows that’s
what you mean.

Now, the only way to understand
whether the plant’s operating in a CHP mode or not is to
be In the plant and to observe the operation.

So short of -- you know, to establish
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an annual efficiency standard would be one way. 1 think

it would be difficult to police and enforce. You have
some significant administrative costs and there would be
all kind of opportunities for gaming.

But that would be one way to go.

MR. SIMPSON: But there iIs a cost
associated with having the capacity to deliver electricity
only as opposed to being tied to a CHP process where
you’re producing both steam and electricity at the same
time, all the time.

MR. KEITH: An incremental dollar
cost, you mean?

MR. SIMPSON: Well, a capital
investment.

ME. KEITH: Capital cost.

Well, it’s tricky because i1t cuts both
ways. The turbine generator is more expensive for a
condensing turbine that could be operated without a steam
host, but then when you do operate i1t without a steam host
you generate a lot more kilowatt hours and so you can
spread your fixed costs over a lot more kilowatt hours.

So 1t’s actually -- 1t can cut both
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ways and you really have to look at a specific project and

a specific operation of the project.

MR. SIMPSON: Page 24 of your evidence
you state that ANSS is how you got a scenario in which a
project could only generate electricity when the host
needed steam would be far too risky for any sawmill to
pursue.

Are there no other possibilities to
develop biomass projects in Nova Scotia aside from
sawmills, and would this be the same case i1n Vermont,
Ontario, and BC?

MR. KEITH: No. As we understand it,
there are other opportunities, other types of steam hosts
in Nova Scotia and we did receive i1nput from, for example,
St. Francis Xavier about their load and what they were
looking for. And they also encouraged us to look at a
condensing turbine scenario.

Did that answer your question?

MR. SIMPSON: Yes, yes. But
essentially, the outcome of this process has been to
develop a system that would -- or, sorry, excuse me, a

rate that would be high enough to attract the sawmill
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industry to invest In biomass energy projects.

MR. KEITH: We started out with the
assumption that sawmills were the lowest-cost opportunity
in the province.

Based on the evidence we"ve received,
we may have been wrong about that. But the rate was set
based on what we thought the project cost of the sawmill
would be and then we carefully benchmarked that rate
against other market data to determine, you know, is this
reasonable compared to what biomass projects are bidding
and what they"re being offered in other jurisdictions.

So we"re comfortable that we"re not
offering an extremely high rate simply because we"re
trying to attract the sawmills. In fact, now we have the
sawmills saying our rate®s not high enough and other
stakeholders saying that it"s appropriate.

MR. SIMPSON: You®ve i1dentified fuel
procurement in your evidence and in your responses to Ms.
Rubin as a significant component of the risk associated
with developing a biomass facility. That"s correct?

MR. KEITH: Yes.

MR. SIMPSON: And you®ve accounted for
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this risk in your tariff recommendation, the price you“ve

recommended for this tariff?

MR. KEITH: We believe so, yes. We
accounted for some of iIt.

MR. SIMPSON: Yeah. Okay.

Can you quantify the impact of this
risk in the tariff? |Is 1t a significant portion of the
tariff?

MR. KEITH: Well, 1 consider the
primary driver of the additional risk perceived for a
small biomass project relative to, for example, a wind
project i1s the fuel cost and the risk of biomass pricing.
And the way we"ve accounted for that is to increase our
cost of debt and iIncrease our cost of equity above where
we originally had 1t and to include this fuel indexing
mechanism.

And then again, we"ve benchmarked the
results of that, the rate that we got when we included
those 1nputs, and determined that that rate made sense
compared to any other data we saw.

MR. SIMPSON: Okay. So the

differential between wind -- lighter scale wind and
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biomass 1s primarily due to the fuel cost risk?

MR. KEITH: No, I would say In a
biomass project there are other issues.

There®s the -- you know, the risk of
the steam host, there could be a problem at the steam
host, things like that. Then, you know, wind projects
have their own risks and ---

MR. SIMPSON: Sure.

MR. KEITH: So ---

MR. SIMPSON: What"s the nature of
this fuel procurement risk? What"s the driving force or
underlying force behind this risk?

MR. KEITH: Well, our understanding is
that In Nova Scotia most of the fuel being produced at
sawmills 1s already being used, either burned or sold.
And so a new facility, if they had access to a stream of
waste wood, would use that. But for any additional fuel,
they would be sort of in the market and exposed
potentially to the marginal price of the next --
extracting the next ton of biomass from the forest.

So that®"s -- and we"ve included an

estimate of the marginal price, the current price of
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biomass, so that"s essentially the fuel cost risk, is

that, you know, a biomass facility -- no biomass provider
IS going to sign a 20-year contract with a biomass
facility at a fixed rate, or even a 10-year contract, you
know .

So there"s a risk and everyone®s
trying to shove the risk on to the other guy, and that"s
the way 1t goes.

MR. SIMPSON: And the risk is that
this marginal price of the biomass fuel would iIncrease
beyond normal inflation rates.

MR. KEITH: Yes.

MR. SIMPSON: Have you done an
analysis of the cost of -- the price paid for pulpwood in
Nova Scotia over the last couple of decades?

I"m just trying to think of a
comparable product that®"s been out on the market for the
last couple of decades, and I"m just curious i1f you“ve
looked at that comparable product to see how its prices
has fluctuated over the last couple of decades.

MR. KEITH: We did a little bit of

research. 1 wouldn®t say we did an analysis. That was --
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MR. SIMPSON: Would 1t be appropriate
to take -- to do an undertaking to look at the cost of --
the price of pulpwood over the last couple of decades?

MR. KEITH: The pricing data that was
shared with us I believe is confidential. |1 don"t know
how —--

MR. SIMPSON: It"s publicly available,
it"s the price that sawmills or pulp mills pay for the
product. It"s advertised and ---

MR. KEITH: Okay. But the information

that was shared with us, 1 would have to check with the
people who shared it with us, but -- would you recommend
that 1 ---

MR. OUTHOUSE: Mr. Chair, as I
understand i1t, the Ecology Action Centre has the numbers.

THE CHAIR: Mr. Simpson, you could
probably tell us right now, could you?

MR. SIMPSON: Well, I would suggest
that this assumed risk with the price of biomass does not
bear out 1f you look at comparable products in the market,

if you look at the past performance of those prices paid
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for, say, over the last couple of decades, and especially

relative to inflation. Prices have actually gone down in
some cases for periods of years and then back up and back
down.

So assuming that there®s going to be a
risk with this commodity of it increasing beyond the rate
of inflation, 1 don"t think i1t really bears out In the
historical trends.

So if —-- yeah. 1 just don"t know
where that risk i1s being -- i1f that risk i1s a true and
real risk here.

MR. KEITH: Well, 1"m not quite clear
what you"re saying, so If -- 1T the cost of biomass
doesn"t go up In the future, then we don"t have an
escalator in there that would have the price of biomass
going up In an inappropriate way.

MR. SIMPSON: Well, but aside from the
escalator, you"re built iIn certain risk assumptions iInto
the tariff that basically raise that tariff beyond, say,
wind. And part of that premium or part of that additional
cost, additional price in the tariff i1s reflective of the

risk associated with fuel.

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS



10

11

12

13

14

15

16

17

18

19

20

21

22

Page 282 NSUARB-BRD-E-R.10
MR. KEITH: Yeah. So I guess the

answer to your question is we didn"t have the resources to
do a real study of biomass fuel supply, but the anecdotal
evidence that we did look at suggested that the biomass
projects that have been developed and are currently being
developed are going to be using up a lot of the supply in
the market and that, In conjunction with the cap that"s
been established, that there is a real risk for rising
biomass prices.

MR. SIMPSON: And this cap that you“re
speaking of, is that a cap on what?

MR. KEITH: My understanding is that
here"s a 500,000 tonne of additional biomass cap iIn the
province.

MR. SIMPSON: Is that a cap on supply
or a cap on demand?

MR. KEITH: My understanding was it
was a cap on use.

MR. DEVEAU: Is that Section 8 of the
Regulations, 8(1)~?

MR. SIMPSON: [If I can quote from the

Renewable Electricity Plan:
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"This plan caps new electricity

generation from forest biomass at
500,000 dry tonnes above current
uses."

So 1 would put to you that that"s
actually a cap on demand, and not supply.

MR. KEITH: Can you read that again?

MR. SIMPSON: Sure.

"This plan caps new electricity
generation from forest biomass at
500,000 dry tonnes [roughly 600
to 700 gigawatt hours] above
current uses."

MR. KEITH: 1Isn"t that a cap on usage
of biomass?

MR. SIMPSON: 1It"s a cap on demand for
biomass that can be used as a renewable energy fuel.

MR. KEITH: Okay.

MR. SIMPSON: So wouldn"t that have an
effect of levelizing costs -- a levelizing effect on the
price of biomass?

I mean, it"s basically saying it"s
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putting a cap on how much biomass demand can be developed
in the province, and i1t"s not a cap on harvesting rates.

I just think 1t"s another factor in
the whole assessment of this risk that"s ---

MR. KEITH: M"hm.

MR. SIMPSON: --- perhaps been
mischaracterized and that this notion that there is
substantial risk with fuel costs i1s -- 1t doesn"t really
bear out.

MR. KEITH: Okay.

MR. SIMPSON: Thank you very much.
That concludes my questions.

MR. KEITH: Okay.

THE CHAIR: All right. Thanks very
much.

I am going to adjourn, but just before
we do that, can | get a sense of -—— I"m sorry. Did you
have a question?

MR. OUTHOUSE: Just a moment, Mr.
Chair. I think Mr. Vogel has one.

THE CHAIR: I"m sorry.

MR. VOGEL: 1°1l1 try and be brief.
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THE CHAIR: No, 1 didn"t mean to hurry

you. When he said he was through, 1 meant -- 1 thought he
meant both of you were through.
CROSS-EXAMINATION BY MR. VOGEL

MR. VOGEL: Thanks very much. Good
afternoon.

I just wanted to raise a couple of
questions for the consultants with respect to experience
and expertise for community stakeholder groups.

In your report you raise several
uncertainties with respect to the ability of community
groups to develop projects based on levels of inexperience
and expertise with community renewable energy.

So my first question iIs, in your
experience in other jurisdictions, how important would be
supplementary supporting mechanisms such as initial
capital for pre-scoping and feasibility work to enable
community participation in new feed-in tariff programs or,
conversely, In the absence of those enabling mechanisms,
would this prevent community engagement in a potentially
risky RE project?

MR. RICKERSON: So I think it depends
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until 1 heard the definitions of what community means and

what community Is. Assuming that you mean kind of a
collection of individuals -- maybe you can define what you
mean ---

MR. VOGEL: Sure.

MR. RICKERSON: --- as ---

MR. VOGEL: Let"s work with the
definition of the non-profit cooperative SDIF stakeholder
group that"s eligible for the COMFIT here i1n Nova Scotia.

MR. RICKERSON: And could you rephrase
the question one more time?

MR. VOGEL: Sure. So in your
experience from other jurisdictions, how Important would
be supporting mechanisms to undertake pre-scoping and
feasibility work as a part of enabling small-scale
community participants to participate in feed-in tariff
programs?

MR. RICKERSON: 1 think 1t --
experience 1s across the board in terms of how different
governments have used resources to engage or not engage
their constituents and their stakeholders.

Some programs -- and again, it"s hard
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to also pin down a feed-in tariff and say this one was
done this way. Certainly early experience in Denmark and
Germany around feed-in tariffs where that farmers were
able to self-organize fairly effectively and built
relatively small scale projects without, to my knowledge,
too many grants. But they were generally a larger scale
than what we"re contemplating here, a project.

In some of the smaller scale projects,
governments have -- for example, Massachusetts given
pre-feasibility and feasibility study money to kind of
community organizations or community groups to facilitate
that process.

It was my understanding that, again,
in a renewable electricity plan i1t had been made mention
that government would provide some type of facilitation or
some type of assistance iIn recognition of the difficulty
that stakeholders may or may not face with these types of
projects.

MR. VOGEL: So would you agree that it
IS Important that such projects be made available as a
mechanism to generate interest and build capacity among

community stakeholders to take advantage of the COMFIT
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given your knowledge and experience from other

jurisdictions?

MR. RICKERSON: I don"t think it"s
necessarily on us to make the call on whether that"s
important or not. There Is a wide range of different
ownership eligibilities underneath the COMFIT, and a call
hasn"t been made that one or the other should move
forward.

However, again, a renewable
electricity plan, i1t does seem that government has at
least alluded to the fact that 1t may help out In some way
down the road.

MR. VOGEL: So are you aware of any
supplementary government or utility programs that are
being developed or are currently operational here i1In Nova
Scotia to address some of these i1ssues with regards to
financing either through forgivable loans, grant programs,
loan underwriting, tax incentives and so on?

MR. RICKERSON: No, I1"m not.

MR. VOGEL: Okay. And while this
enabling environment might be beyond the scope of the rate

setting exercise, would you agree that considering such
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factors would be Important to the success of the COMFIT

here 1In Nova Scotia?

MR. RICKERSON: Again, I think it
would depend on what government®s objectives were iIn terms
of what types of groups they"re trying to support and how
they would define success In that matter.

MR. VOGEL: 1Is i1t possible that the
absence of such enabling mechanisms could lead to the
partial or full failure of the COMFIT to generate
community projects or to -- could they create a perversion
of the policy where more capable stakeholders such as
universities or biomass performance would out-compete
community stakeholders, which are supposed to be the focus
of this policy?

MR. RICKERSON: I think I -- as I
understand, community defined In the regs, i1t does also
include universities and other stakeholders as well as
community groups. So | think 1f one of those groups were
to build, 1t wouldn™t necessarily be a perversion.

MR. VOGEL: Okay. Let me rephrase the
question.

Would -- given the eligibility
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criteria of the COMFIT participants In the absence of

enabling mechanisms, could there -- a situation arise
where those better able to develop projects would be able
to take advantage of the policy while those without --
those relying on volunteer Boards and so on would be left
out?

MR. RICKERSON: 1 think given the
diversity of eligible entities and that there 1s one rate
that"s being determined for each technology, there may be
circumstances where one type of eligible entity may be
able to build where another can-"t.

MR. VOGEL: Thank you. A few more
questions for any of the panellists.

In your experience from other
jurisdictions, how Important iIs great accessibility
information to feed-in tariffs?

MR. RICKERSON: 1In Hawaii 1t"s been
pretty critical. It"s been one of the underpinnings of
their program out there because they are -- like none of
the i1slands are interconnected, and so the utility has
been -- 1s undergoing kind of a mapping process and also

providing information at the point of interconnection
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about how congested different parts of the grid are.

MR. VOGEL: In your stakeholder
consultations or consultations with NSPlI and government,
could you comment on what provisions are being considered
with respect to distribution zone capacity and
availability?

MR. KEITH: We didn"t look -— didn"t
do any kind of confirmation of the government"s estimates
of available capacity.

MR. VOGEL: So the assumption of
100 megawatt to 200 megawatt is what you were working on
with regards to the distribution zone availability?

MR. KEITH: Yes, but i1t -- the total
available capacity iIn the province didn"t affect our rate-
making task. You know, If it turns out that there®"s not
as much as people think there are, we wouldn®"t have to go
back and revisit our rates.

MR. VOGEL: Right. So iIn your
estimation, how important would transparency and
accessibility to distribution zone capacity and
availability information be for COMFIT project

development?
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MR. RICKERSON: One more time?

MR. VOGEL: In your estimation, how

important iIs transparency and accessibility to information

with regards to distribution zone capacity and

availability for the development of COMFIT projects?

important.

MR. KEITH: 1 would say it"s very

MR. VOGEL: And would making grid

capacity information publicly available create a more

efficient development of COMFIT projects?

what — if
don"t have
congestion
generation

would seem

conditions

affect the

MR. RICKERSON: It would -- if that"s
one of the barriers or generators are unable --
visibility as to what -- where the grid
iIs and one of the goals Is to Increase
and development, then removing that barrier
to make sense -- would seem to follow.

MR. VOGEL: Could differential
in distribution zone capacity and availability
overall success of the COMFIT policy?

MR. KEITH: 1t seems like 1t"s a

question that"s well beyond the scope of our ratemaking

directive.
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MR. VOGEL: Okay. Fair enough.

IT I could just point you to our
evidence submission, Exhibit A. So Section 2, sub-
section 40.

Recently the Board issued its decision
on metering where NSPI was denied a 20 megawatt cap on the
distribution zone. They were seeking this cap, given
constraints of the distribution level capacity within
distribution zones as well as an i1nability to guarantee
that all connection requests could be accommodated.

So given this, would you consider this
information raises the perceived level of risk associated
with COMFIT projects, abilities to interconnect to the
grid as well as abilities to raise equity and access debt
lending?

THE CHAIR: Sorry, 1 didn’t understand
the question.

So was the question i1f there i1s a cap,
the 20 megawatt cap, had it continued to exist would that
somehow impair the ability of proponents to raise debt and
equity money?

MR. VOGEL: No, that’s not my
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question.

My question is with respect to this
precedent of the claimed reasons by NSPI in their attempt
to 1mpose a 20 megawatt cap on the distribution connect
net metering.

The reasons that were given had to do
with distribution level capacity constraints as well as an
inability to guarantee all connection requests be
accommodated.

So given this recent attempt at a 20-
megawatt cap for net metering and an expectation for
COMFIT to deliver 100 megawatts by 2015, would this raise
the perceived level of risk associated with COMFIT to
interconnect to the grid and/or raise equity through debt
lending?

THE CHAIR: Would what raise the risk?

MR. VOGEL: 1°m sorry?

THE CHAIR: Would what raise the risk?

MR. VOGEL: Would this precedent of an
inability to guarantee distribution connection requests
are accommodated or the spectra of distribution level of

capacity constraints.
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MR. KEITH: 1 think that a project 1is

probably going to confirm whether there i1s capacity on the
relevant distribution system and whether it has a place in
the interconnection queue that’s going to guarantee it’s
going to get some of that capacity before 1t gets
financed.

And so no, I don’t think 1t would
necessarily raise the cost of capital.

MR. VOGEL: If you were a Nova Scotian
interested iIn iInvesting in a SDIF and you saw that NSPI
has i1ssues with regards to i1ts distribution level capacity
and ability to accommodate connection requests, would it
affect your ability -- would i1t affect your level of
confidence in iInvesting in a COMFIT project?

MR. RICKERSON: 1 think investor
confidence with a kind of capped volume of either policy
or commodity, whatever, is influenced by how well they can
assess the risks that they can build, right.

So 1f 1t’s a hard cap there’s a
difference between whether that cap i1s a long way off or
whether 1t’s right next door, and also there’s a

difference between how progress towards that cap is
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managed and also how progress towards that cap 1is
monitored, verified and published.

I’m not sure i1f that answers your
question.

MR. VOGEL: No. The cap attempt was
denied. It’s the reasons for the attempt to cap
distribution to 20 megawatts that I1°m interested in
exploring.

MR. KEITH: So are you asking whether
the attempt to cap that is ---

MR. VOGEL: That’s right, yeah.

MR. KEITH: --- going to cause
potential iInvestors in COMFIT projects to be less inclined
to invest?

MR. VOGEL: That’s my question.

MR. KEITH: 1t could.

MR. VOGEL: Okay. That’s 1t for me.
Thanks very much.

THE CHAIR: Thank you.

Before we leave, 1 just wanted to get
a sense of how many other parties intended to cross-

examine Synapse. So one -- you were with, sir?

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS



10

11

12

13

14

15

16

17

18

19

20

21

22

NSUARB-BRD-E-R .10 Page 297

I can’t see -- you’re Scotian
WindFields, okay. And Mr. Reynolds and St. F.X., Mr.
Giroux.

Okay, that gives us a sense of i1t. 1
can’t tell who’s 1n the back there.

We’ll resume at 9 o"clock tomorrow
morning. And I guess 1°d remind the panel again that
while you’re free to discuss the evidence with each other,
please don’t discuss your evidence with anybody else.

And we’ll see everybody here, sharp, 9

o"clock.

-—- Upon adjourning at 4:57 p.m.
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