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Halifax, Nova Scotia

-—- Upon commencing at 9:04 a.m.

THE CHAIR: Good morning. Are there
any preliminary matters before we get started with cross-
examination?

MR. BRUCE BIEWALD, Resumed:
MS. SUSAN SHAW, Resumed:

MR. GEOFF KEITH, Resumed:

MR. WILSON RICKERSON, Resumed:

THE CHAIR: Okay. The next cross-
examiner on the list is the First Nations Engineering and
Technical Services. Are they here?

Fundy Tidal?

Mr. Giroux?

CROSS-EXAMINATION BY MR. GIROUX

MR. GIROUX: Good morning, guys. How
are you doing now? Welcome back to Nova Scotia.

And I guess 1°d like to start with
I"ve been working with Geoff a bit on some of the pricing
hydro in Nova Scotia, and 1 just -- 1 got a little delayed
getting some of the numbers to you.

And 1 just wanted to reaffirm that the
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numbers In your spreadsheet basically are transported over

from the Vermont exercise and there®s not any detail in
the development costs to speak of.

MR. KEITH: Well, they were based on
the Vermont numbers, but we also had discussions with
Seaforth to -- and we adjusted several of the inputs based
on the information we got from Seaforth.

MR. GIROUX: 1 see you adjusted the
capacity factor a bit?

MR. KEITH: Yeah, 1 believe so.

MR. GIROUX: And my only real point
was that I had a -- you know, 1 think compared to
jurisdictions, | think we have a little bit more onerous
biological and some archaeological aspects that 1 didn"t
get the information in to you to include iIn the
spreadsheet.

I kept hearing yesterday you guys
talking about, you know, that there had to be a reasonable
uptake in this thing, so i1t sounds to me like there was a
-— you"re trying to find a way, you know, to set the bar
where people will bite the bait, so to speak.

You know, I"m a fisherman. You want
DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS
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to find good bait, you want to cast it out there and get

people to nibble on i1t and then -- that sort of thing.

And | guess did you guys do any
analysis of the space within our distribution system to
see 1f, In fact, there was room for some of these classes
or some of these projects at all?

MR. KEITH: No. We were not directed
to look at that, and we didn"t do any analysis of the
distribution system and the available capacity on -- in
various areas of the province or whether -- we didn"t do
any work to try to verify whether we thought 100 megawatts
of available capacity was there.

MR. GIROUX: Because just as Mr. Vogel
saild yesterday, when 1 was getting down to finding out,
you know, specific issues, | found that on the
distribution side there wasn"t a lot of room anywhere, at
least iIn the project areas | was looking at.

And I guess In the general sense, iIf
you"re trying to throw some bait out there and get people
to take 1t up, do you think this could be a factor that
should be brought into consideration when you"re looking

at setting a COMFIT that, just like a capacity factor,
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this 1s almost a capacity factor on the other end, so to

speak. It"s a bit of a throttle on the whole exercise,
isn"t i1t?

MR. KEITH: Well, I guess 1711 say
that as a consultant hired to do the ratemaking process,
I*m assuming that the people who did the analysis of the
available capacity did their homework and did their math
right and determined that there®s sufficient actual
capacity there to make this a worthwhile exercise.

MR. GIROUX: 1 can"t seem to find out
if that information was even looked at, and 1"m -- 1 guess
my main question was that, really, 1f there 1Is no room at
the 1nn, so to speak, then, really, setting a rate might
be a bit of a wasted exercise unless you take that iInto
account, that there"s only small rooms at the inn
available.

MR. KEITH: That would be unfortunate.

MR. GIROUX: Yeah. 1 guess that"s all
for me.

THE CHAIR: Thanks very much.

Halifax Regional Municipality? |

don"t see anyone here.
DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS
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MR. OUTHOUSE: They had indicated --

Mr. Doyle had indicated to me yesterday, Mr. Chair, that
they did not have any questions.

THE CHAIR: Okay. Johnson Controls?

KMKNO?

CROSS-EXAMINATION BY MR. CHRISTMAS

MR. CHRISTMAS: Good morning, Mr.
Chair. Good morning, Synapse. Nice to see you guys
again.

Some quick questions just to start
off. Mr. Biewald, you®"re the CEO for this firm, is that
correct, or the President?

MR. BIEWALD: President and CEO of
Synapse Energy Economics.

MR. CHRISTMAS: Very good, sir.

In preparation for the COMFIT contract
and this process, what process did you go through In terms
of getting your team prepared and understanding the issues
regarding all the groups that would be involved iIn terms
of like universities and CEDIFs, and just what"s the
process? Did you give them some instruction?

MR. BIEWALD: Well, the time between

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS
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when we got hired and appeared at that first workshop was
very short, so what we did is we reviewed the Regulations,
we reviewed the documents on the Nova Scotia Government
website about the Renewable Electricity Plan and related
documents.

Can you hear me okay?

And we spoke with people about
preparing for the workshop. We reviewed some of the
models elsewhere for feed-in tariffs, assembled the team.

MR. CHRISTMAS: Sure.

MR. BIEWALD: And started to make a
plan for how we thought we*d go about doing the job on the
schedule.

MR. CHRISTMAS: Okay.

MR. BIEWALD: And preparing for that
first workshop.

MR. KEITH: 1I*11 also add that 1 think
the intent of the stakeholder process was that a lot of
that information would be conveyed to us during -- between
November and March.

MR. CHRISTMAS: Would it be fair to

say, then, Mr. Biewald and maybe Mr. Keith, that in
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setting a COMFIT rate for the participants, be they First
Nations or be they, you know, municipalities,
universities, that one must first understand implicitly
the challenges and opportunities that they may have in
order, 1 guess, to get the rate right?

Is that -- would that be fair to say?

MR. BIEWALD: To some extent, sure.
And we learned about some of the participants and their
challenges i1n the course of the workshops and this
process.

So -- and actually to some extent
because 1t goes largely to the issues around what the kind
of typical projects might look like, what the financing
might be for, you know, kind of reasonably expected
projects under the COMFIT and so on.

MR. CHRISTMAS: Okay. So then it
would be then fair to then suggest that in your analysis
prior to the engagement and then after the engagement of
the contract that you would have done a lot of research
for other groups to make sure that you’re hitting all the
right points, and to make sure that when the rates are

being set, be they for large wind or small wind, or hydro
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or tidal, that you are ensuring that the issues that those

groups may be bringing to the table are being addressed,
vis-a-vis the rates that you set. Would that be fair to
say?

MR. BIEWALD: Well, yes and no. 1
think 1t was important for us to understand broadly what
the -- what are the entities iIn the province that might do
these projects, and to sort of figure out which are the
likely —-- the likely projects and project structures that
might come forth kind of over the next year or year or two
with viable projects that would -- you know, that would
work under the COMFIT years.

MR. CHRISTMAS: So then from November
of 2010 until, 1 guess, yesterday Synapse would have
undertaken -- iIn specific to the Mi’kmagq issues -- you
would have taken a strong analysis and evaluation of the
other bands here from the economic, social, political
backgrounds. You would have done that analysis prior to
setting the rate, would that be fair to say?

MR. BIEWALD: Well, I would say that
we heard what you had to say about the challenges about

doing projects, getting financing, and sort of, your
DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS
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participation in the workshops and your comments, formal
comments.

MR. CHRISTMAS: Right.

MR. BIEWALD: And 1 think In the --
and you"re very convincing in terms of the challenges.
And so I think what we did is we took our job to be to set
a tariff for each resource class. And as we’ve said iIn
the opening statement, and actually repeatedly through
this process, including yesterday, that we -- you know,
our aim was to set a tariff at a reasonable price that is
likely to get a -- you know, create a viable sector, a
COMFIT sector i1n general, and have specific projects
within each of the five resource classes, but to not spend
more money -- more of customer money on those than is
necessary to create that viable sector.

MR. CHRISTMAS: Sure.

MR. BIEWALD: So that’s what we’ve
done, 1s we’ve taken our best stab at setting the prices
at that level. And, you know, 1 think 1t may be the case
that the challenges that certain possible COMFIT project
owners or developers or hosts would face that could

conceivably iIncrease costs for those entities really would
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have to be addressed some -- elsewhere In terms of

provincial policy.

MR. CHRISTMAS: Okay, and 1711 get
back to that point after. So I can infer from -- to your
answer then that rather than doing a lot of, sort of, pre-
workshop homework on, you know, all the groups and their
challenges and issues, that Synapse simply relied upon
expert, sort of -- not testimony, but expert sort of
advice from those who would be from those groups during
the -- when you were setting the actual rates?

So you were asking guestions to, you
know, both of us, but also to other groups about, you
know, what their issues are and is that how you sort of
formulated your appreciation for these groups and their
challenges? Is that fair?

MR. BIEWALD: Well, | described 1t --
you know, we listened, we heard what you said, we didn’t

make a major undertaking or, you know, a big part of our

task -- we had -- our challenge i1s that we had a lot of
work to do iIn very tight timeframe with a -- 1 won’t call
it a difficult process, a -- there’s a lot of people

involved, a lot of entities, a lot of things to think
DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS
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about.

MR. CHRISTMAS: Sure.

MR. BIEWALD: And 1 think we got up to
speed very quickly and did our job well. 1 wouldn’t say
that a major part of that effort was devoted to kind of
figuring out all of the possible projects, the entities
that might fall under the, you know, community definition
and all the kinds of projects that would happen. And I
don’t think that’s necessary to doing our task and doing
it well.

What we did was we made an effort to
figure out what’s the kind of collection of the —- 1711
call 1t the more viable projects, you know, the possible
projects that we think could come forward and satisfy the
requirements of the regulations at the -- not the absolute
lowest cost, but, you know, the lower cost. And if there
are other projects or types of projects that the province
would like to see developed, there -- that wouldn’t
necessarily have to be completely outside of the COMFIT
process, but 1t might require some additional attention or
policy. And 1 did see that the government talks about

this In the Renewable Electricity Plan, and the
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possibility of, you know, sort of providing support for

specific projects including First Nations.

MR. CHRISTMAS: Okay. Well, financial
then Mr. Biewald, 1 think I’m going to pitch you a, kind
of ballpark fastball here and expect you to hit this right
out of the park. What i1s a first nation?

MR. BIEWALD: I don’t know a specific
definition, no.

MR. CHRISTMAS: Okay, that’s a tall
tip then.

MR. BIEWALD: Sorry.

MR. CHRISTMAS: So as the Mi’kmaq
first nations are part and parcel of the groups, then
what’s university?

MR. BIEWALD: Sorry, what?

MR. CHRISTMAS: What 1s a university;
could you answer that question?

MR. BIEWALD: I think It’s a
collection of colleges or an educational institution of
higher learning.

MR. CHRISTMAS: Okay. What’s a SDIF?

MR. RICKERSON: A pull of capital.
DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS
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MR. CHRISTMAS: Okay. And a

municipality, what’s that? What’s a municipality to you?
Could you answer that question?

MR. BIEWALD: A town or city.

MR. CHRISTMAS: So I1°ve asked you
about what’s a First Nation as one of those groups that
would be involved In the -- in this process, and you can’t
give me an answer. Is that correct?

MR. BIEWALD: Well, I guess I’m

revealing a certain degree of i1gnorance about the First

Nations.

MR. CHRISTMAS: Indeed you are.

In our submissions -- | know that
we’ve discussed this before, I think with one of your
associates -- but we had discussion about the Indian Act.

And the Indian Act is to the Mi“kmaqg as the constitution
would be to, I guess, to the, you know, individual U.S.
citizen. It’s a very important document that sort of has
shaped and In many respects impacted all the Aboriginal
other groups across the country iIn, you know, many ways.
Many woulld be, of course, negative.

But in the context of the COMFIT
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program, do you have any opinion on the Indian Act"s

clauses that would prevent or would impede the Mi’kmaq
from accessing capital. Do you have any opinion on that,
Mr. Biewald?

MR. RICKERSON: If you all were -- the
First Nations were trying to access debt and use property
as collateral, that would not work out.

MR. CHRISTMAS: Okay. Could you
expand on that?

MR. RICKERSON: 1It’s based -- that 1s
based largely on the -- what the exhibits you all provided
and the excerpts from the Indian Act and also from the
creditor®s remedies under the Indian Act exhibit as well.

MR. CHRISTMAS: What’s your opinion on
that, In terms of the ability of Mi’kmaq to -- because we
were sort of put into the same box, 1If you will, with the
other -- with universities and the CEDIFs and all of that.
Given your review of that evidence would you say that our
ability to raise capital is equal to or is i1t less than
those of those other groups?

MR. RICKERSON: 1 think in addition to

the exhibits we reviewed as well as the conversations we
DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS
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had with you, the Cape Fund -- several of the -- the

Aboriginal banking section of one of the major banks, and
several of their stakeholders, that the ability to raise
both equity and debt is constrained both by the amount of
equity one can raise and also by the rates that you might
get on both.

MR. CHRISTMAS: 1Is i1t fair to then say
that only the Aboriginal groups, and again, specifically
to the Mi’kmaqg, we are the only group, by virtue of law,
that have impediments to raising capital. Is that --
would that be fair?

MR. RICKERSON: 1 think, specifically
in the context of using property as collateral, you are
constrained -- only one of the groups constrained iIn that
manner .

MR. CHRISTMAS: Okay.

MR. RICKERSON: When we talked to some
of the stakeholders there was -- there are differences of
whether 1t would be project finance, or recourse finance,
or whether 1t would be on Reserve or off Reserve. And
that -- those depend on which lenders we talked to that we

always shift a little. But I think your -- that’s
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accurate in terms of property as collateral.

MR. CHRISTMAS: Okay. Just shifting
you a little bit now to the Ontario program, and could you
maybe give me just a brief overview specifically to the
Aboriginal aspects of that program, what"s in there,
perhaps? Could you maybe just give me that?

MR. RICKERSON: Sure. There®"s a 1.5
adder on top of the rate.

MR. CHRISTMAS: Okay. What else is
there iIn there?

MR. RICKERSON: There are also, |
believe, additional support programs, but outside of the
feed-i1n tariff program.

MR. CHRISTMAS: [Is there anything else
that you could add to that testimony about the Ontario
program in terms of the Aboriginal communities?

MR. RICKERSON: There are -- based on
our review of the list of contracted capacity there has
been significant uptake iIn the project process.

MR. CHRISTMAS: Well, if 1 could
inform you, then, that you are correct that there is a 1.5

percent adder on wind, on a large wind, which i1s iIn
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relation to equity positioning, of course, and all that,

there"s also a quarter billion dollar loan program; it"s a
loan guarantee program by the province to support
Aboriginal projects.
And, as you mentioned, there®"s another program -- 1
believe 1t"s the Aboriginal Renewable Energy Program -- to
support soft cost business planning capacity development.

Why would the Ontario government do
that? What"s the -- what, in your opinion, having looked
at COMFIT programs around North America and elsewhere, why
would the government do that?

MR. RICKERSON: 1 think in terms of
Ontario specifically, the feasibility of securing personal
guarantees or other guarantees which may be required for
financing i1s difficult.

MR. CHRISTMAS: Okay. Without looking
at that aspect of the Ontario program, the larger one 1
believe that the tariff is set at $135 per megawatt. Is
that correct? That"s the -- or 13.5 cents per kilowatt,
135 per megawatt; that would be accurate?

MR. RICKERSON: That"s right.

MR. CHRISTMAS: And you"re proposing
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in this forum to the Board of a 13.9 cent per kilowatt
rate?

MR. RICKERSON: Correct. These are
all per megawatt hour.

MR. CHRISTMAS: Yeah, that"s right.

MR. RICKERSON: And per kilowatt hour.

MR. CHRISTMAS: Could you then explain
to me, iIn the absence of any other support as we saw with
the Ontario program, how does four-tenths of one cent
become a game changer for the Mi“kmaq?

MR. RICKERSON: Sorry. Could you
rephrase the question?

MR. CHRISTMAS: How does $4 on a
megawatt basis become -- you know, substantiate or -- let
me rephrase the question properly.

MR. RICKERSON: Sure.

MR. CHRISTMAS: How does the rates
being set here, which is marginally better than the rates
for large wind there, make i1t -- how Is that going to get
the bands into -- like, for example, into a large wind
project in absence of a loan guarantee program and any

other programs offered by the government?
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MR. RICKERSON: So if I might refer

back to Mr. Biewald®"s testimony earlier, I don"t think
that 1t"s iIn our purview necessarily to set rates that
guaranteed the bands per se could participate in the
program in terms of why is that -- the difference between
those two rates.

Another part -- another response 1is
that there are certainly differences iIn the assumptions
between Ontario and here that affected the kind of -- the
assumptions in the model while in the final rate that
could change those economics around to some degree such as
capacity factor, which i1s slightly higher in our than
elsewhere.

MR. CHRISTMAS: 1Is 1t fair to then
suggest that the Indian Act as a national Act affecting
all the First Nations across the country that the i1ssues
facing the bands inside Ontario will be the same issues
that we face here in Nova Scotia? Is that fair?

MR. RICKERSON: So I don"t think we"re
qualified to opine on the issues facing those in Ontario
against the range of issues that you all supplied In your

exhibits.
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MR. CHRISTMAS: 1I1"m just asking

basically, and 1"m referring to Section 89.1 of the Act,
that basically says that all -- 1t"s a paraphrase, but
essentially it disallows for any group other than the
Indians to sort of lien or to have a mortgage or to sort
of seize assets on a Reserve, which basically means that a
bank would be forbidden, 1f you will, to seize an asset if
that asset were to be used as equity.

And that"s across all provinces and
across all territories.

MR. RICKERSON: Right.

MR. CHRISTMAS: So the question was,
then, 1s 1t then not fair to then suggest that the issues
in Ontario facing those First Nations are -- as per the
Act would be the same here?

MR. RICKERSON: From that perspective,
I would say yes.

MR. CHRISTMAS: Okay. You were
instructed, was i1t, by the Board or by the province not to
have a -- to have a two-tiered system, pricing model?

MR. RICKERSON: That"s our under ---

THE CHAIR: The Regulations don"t
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permit the two-tiered pricing model. | think that"s the

problem we have here.

It"s not the rate that Synapse has
set. It"s the Regulations don"t contemplate more than one
rate per generation category.

MR. CHRISTMAS: Okay. Thank you.

THE CHAIR: And the Regulations don"t
contemplate guarantees.

I think -- I mean, i1t"s fine to ask
these questions, but I don"t think the Regulations enable
the Board or Synapse to do what it Is you"re suggesting
you want done.

MR. CHRISTMAS: Okay. Thank you.
Which brings me to another question.

Thank you, Mr. Chair, for that
clarification.

You gave an answer yesterday, | think
it was you, Mr. Biewald, and i1t sort of floored me In some
respects, that I think it was the second-last presenter,
the Cape Breton Wind folks were here, and they gave a very
good question.

And the question was -- again, I™m
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just paraphrasing i1t, but in terms of cost of capital and

First Nations, how do you foresee the bands, you know,
taking part within COMFIT. And your answer was a two-
parter.

The first part was, well, basically
we"re not -- as the Chair just said, you"re not authorized
to recommend a two-tiered system. And I think you were
referencing an adder in that portion of your answer.

The second part was, and the part that
kind of got me a little bit intrigued, was you said, well,
in the event of a failure for the bands to take part in
the COMFIT program, as a result of everything that 1 had
mentioned, that the government would have to kind of
intervene and to provide relief.

In your expert opinion, what kind of
relief would you expect the government to actually
provide?

MR. BIEWALD: Well, the renewable
electricity -- | don"t actually remember that, but that"s
the kind of answer 1 would have given. So | don"t have to
answer this question.

The Renewable Electricity Plan talks
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about, you know, ways the Province could encourage

development, engage -- encouraging developers to engage
directly with the Mi“kmaq at early stages of project
development.

You raised the issue of loan
guarantees, you know, possible assistance with financing.
I think there are a number of ways that different project
developers, all sorts of potential project developers
could benefit from assistance in developing these
projects.

You know, transaction costs could be
high. The one window approach for dealing with the
various aspects of government can be very important to
making projects viable. And I1"m sure that the Mi"kmaq
have their own set of iIssues -- sorry, in addition to some
of those, thelr own Issues.

And 1 would just say that the -- iIn
the context that we"re working, If we were to set a tariff
for, say, large wind, that it"s high enough to enable
entities that are going to have difficulty getting
financing, extra difficulties getting financing, set the

tariff high enough to attempt to make that happen, then
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the cost to -- overall cost of the whole program could

become enormous iIn terms of other projects coming in and
getting -- that don"t need that and thereby getting the
windfall.

And what we would be doing i1s wasting
consumers®™ money In the province by setting the tariff too
high and creating this environment of windfall.

So 1 think some of the other
approaches that we here, consultants and the Board, in the
tariff-setting process, are not allowed to do would be
much more cost effective and effective than sort of
setting an iInflated set of tariffs.

MR. CHRISTMAS: Okay. One of the
issues that we have here i1In terms of dealing with the
Mi“kmagq for any project, be 1t -- you know, be 1t like a
hydro or a renewable project or gas and oil projects or
mining or minerals or forestry is that there"s a
consultation process.

And 1 believe we had submitted in our
first submission back in November some exhibits to Synapse
as per those processes and -- those consultation processes

and the sort of reasons for those.
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I didn"t see any of that in the

modelling, given that regulations can be a very expensive
process to go through for any project, be it wind or be it
oil or be i1t mining or forestry.

Can you give me your expert opinion on
those i1ssues In terms of both Aboriginal title and
Aboriginal rights and how they may impact potential, you
know, onshore and offshore projects within the sector,
within the wind and the hydro and the tidal sectors?

Do you have any opinion on that?

MR. BIEWALD: 1 personally wouldn™t
offer any -- wouldn"t claim to be expert on those issues.

MR. CHRISTMAS: So -- and an issue
that®"s very important to the Mi“kmaq and certainly
important to the province in terms of ensuring that the
consultations are all taking place, you didn"t take it
upon yourself to iInvestigate that and then perhaps model
in to those models, be they large wind or be they, you
know, tidal, or biomass too for that matter, potential
impacts or costs as a result of potential discussions
between those project owners and the Mi“kmaq?

MR. BIEWALD: No. And the reason is
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along the lines of what I"ve been explaining.

IT there are particular costs or
barriers that particular -- that are specific to
particular entities that could conceivably do projects,
then the way for the -- the best ways for the province to
address them would be through other mechanisms rather than
through inflating the tariffs to accommodate them.

MR. CHRISTMAS: So what you®re saying
is that i1f you"re a developer that®"s looking to get into,
let"s call 1t, a major tidal project, that the costs that
they may have to bear in terms of those consultations
ought not to be factored into the model when you®re trying
to establish a rate? Is that what you"re saying? The
costs for both time and uncertainty and also legal fees
might be in play In those particular negotiations, so you
would think -- so you"re testifying that those costs
wouldn®t be necessarily relevant to that project"s overall
cost structure. Is that correct?

MR. KEITH: No. 1In all of the tariff
--— all the resource class models that we looked at, we did
include project development costs that were intended to

cover the cost of permitting and that sort of thing.
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And specifically in the tidal,

development of the tidal tariff, we were -- we understood
that those up-front permitting costs tend to be much
larger than for the other projects because i1t"s a
technology that®"s in i1ts infancy and there are a lot of
things about permitting those projects that are still
unclear.

So 1 believe that we -- for the tidal
project, we included ample project development and
permitting costs and that kind of thing.

MR. CHRISTMAS: Would it be fair to
then suggest that -- let"s say that you"re a bank or
you"re a venture capital company looking to engage In a
COMFIT project, is i1t fair to suggest that the uncertainty
of that consultation process and Aboriginal rights and
title would not weigh upon their minds when making that
decision to basically, you know, pull the trigger and
offer the financing to that project?

IT they were to -- or 1f you were to
see that potentially there could be some delays, large
delays in terms of getting the consultation process done.

MR. RICKERSON: It could add to the
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perception of development risk.

MR. CHRISTMAS: Development risk.
Okay .

It"s a pretty big risk, I must say, if
you"ve done your homework -- not to say that you didn"t do
your homework for the vast majority of issues, but
particularly to the First Nations issues, you would have
seen that there were some major court cases that have sort
of evolved as a result of a title issue or a rights issue
that caused delays and obviously cost money to those
companies.

I would expect that any company that"s
going to come Into Nova Scotia and present a tariff rate
on these renewables would have at least put that in there
either i1n the rate or would have at least mentioned it,
that that"s a potential cost that needs to be sort of
looked at and somehow mitigated vis-a-vis the tariff.

But that wasn"t done here, was 1t?

MR. RICKERSON: Well, 1 think there
we"re talking about two different things, In a way.

One is development costs, which I

think my colleague, Mr. Keith, just said we did calculate
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development costs.

In terms of development risk from a
financier®s perspective and having done our homework, 1
think we did do more specific and In-depth iInterviews
around the issue of debt and equity for First Nations than
we did for any of other community groups in response to
kind of -- 1 guess Mr. MacNeil said your convincing
concerns about i1ssues that the First Nations face that
others don"t.

And I think iIn that respect, when you
get a range of opinion In terms of how risk is taken iInto
account and how i1t"s reflected in, for example, iInterest
rates. And there we did see some lenders reporting in the
range or higher than what we had 1n our model and some on
the lower side as well.

But 1 think you were correct that to a
large extent it was higher.

MR. CHRISTMAS: Okay.

THE CHAIR: 1°m just not sure
everybody®s on the same page here.

Your question, as | understand it,

relates to Aboriginal consultations for proponents who are
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not First Nations.

MR. CHRISTMAS: That"s correct.

THE CHAIR: That"s right.

Whether i1n determining the rates for
those people who are not First Nation proponents, you took
into account their cost for Aboriginal consultation?

MR. CHRISTMAS: Yes, correct, Mr.
Chair.

THE CHAIR: That"s the question, |
think.

MR. RICKERSON: Oh, sorry.

MR. CHRISTMAS: So maybe 1711 ask that
question again to maybe give you a second chance to give
that answer, that those costs, which can be quite
significant in the overall costing structure to engage
with those consultations, why was that not at least raised
or flagged iIn your model?

MR. RICKERSON: 1 think we did -- at
least you see mention of the fact there are consultations
that take place that"s mentioned in the update preliminary
guide the government released.

I think in terms of why did we not
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specifically include those costs in the model, | think
this does get back to the i1ssue we need to find a broad
representative rate, so similarly, there may have been
specific transaction costs related to forming a
cooperative or forming a SDIF or the process by which a
university goes about developing a renewable energy
project.

And we didn"t take those specifically
into account either when looking into this. Instead, as I
think we"ve mentioned, page 21 of the Renewable
Electricity Plan, for instance, the role of government, it
says that there will be planning group set up by
government to help the various groups with different
transaction costs, address these i1ssues, and also that the
province will work with other organizations to develop
financing tools to support community-based renewable
energy projects.

So i1in terms of the why, when faced
with a range of possible transaction costs and a range of
different development costs and not being able to
accurately reflect each one of them in a set of different

rates, we chose a representative rate and assumed that, as
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government stated in the plan, there would be additional
resources that could be customized.

And again, this Is an assumption to
help different groups.

MR. CHRISTMAS: Okay. That"s fair.

In your best sort of expert knowledge,
and given everything that you®ve read about the Mi“kmaq,
what are the expectations that we could raise the 50
percent equity in your -- | refer specifically to your
large wind model in your -- | guess specifically to your
large wind model on a project that may cost 3.8, 3.9
million.

MR. RICKERSON: Again, having not
personally attempted to raise equity among a community, 1
think we can only rely on the exhibits and testimony you
all provided which stated closer to 80 to 20, 85/15,
depending on which submission i1t was, based on the lack of
availability of equity.

MR. CHRISTMAS: And that model would
then iIndicate that even when we had fairly taken out those
costs that wouldn®"t be applied to us in terms of taxation

and 1n terms of, you know, a tax on assets, at a 15
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percent equity our major impediment to that model would

be, of course, the -- that cover service charge because
that would then be right out of whack.

You had said in your exhibits that the
1.5 benchmark for that cover service charge, is that a
minimum so that no bank would ever look at a project that
would have that coverage below 1.5? Is that correct?

MR. RICKERSON: 1 think i1t was an
average 1.5.

MR. CHRISTMAS: So over 15 years of
your -- of that loan, the banks would not consider a
project that would fall below the 1.5 average benchmark?
Is that correct?

MR. KEITH: I don"t think the lenders
represented it as a hard floor that they would under no
circumstances go below, but as a -- they"ve recommended it
as a guideline.

MR. CHRISTMAS: Would you agree, then,
that a bank specifically getting into this sector, which 1
know the banks are a bit skittish about this because I1t"s
an unknown and, of course, COMFIT projects are much

smaller and, as you testified yesterday, some banks just
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wouldn®t do them because they®re just too, too small.

But those that would, would consider
that the debt coverage service ratio would be one of the
most Important elements of that business plan that they
would look at before making that, 1 guess, decision to
loan the money, more so than the kind of rate of return?

MR. KEITH: No, I don’t think any
lenders represented to me that debt service coverage ratio
was more Important than the other variables we were
talking about.

MR. CHRISTMAS: So a bank wouldn’t be
that concerned about the project’s ability to pay back the
loan?

MR. KEITH: I didn’t say that. |
never said that.

MR. CHRISTMAS: 1 would have said
that, In some respects.

I’m asking again because 1 found i1t to
be very, very intriguing to research i1t, but 1 can tell
you that from personal experience, that 1’ve worked with
the bands or the Mi’kmag that the banks take debt iInto

serious account when actually -- when we’re able to get
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money from the banks, and that’s not very often, 1 can

tell you that.

But In the research that you’ve done
in terms of the other modelling, again, I would ask you
that 1f the banks are telling you that they’re not sure
about this sector yet because 1t’s all new, would they not
consider a project’s ability to repay that money to be the
most Important variable that they would really consider,
or maybe that’s the sort of -- that would be the kind of
deal breaker that they would look at?

MR. BIEWALD: 1It’s certainly an
important factor. 1 think the lenders and investors are
all, when they’re considering this, they’re balancing
their risks of various types and their returns, and so the
prospects for them actually getting the returns are very
important, but it’s a whole -- 1t’s all together.

I’m sure they will also want to know
things like what the power contracts look like and ---

MR. CHRISTMAS: M7hm.

MR. BIEWALD: --- a lot of the details
of the arrangements that have yet to be figured out, as

far as we’re aware. So I’m sure that the lenders and
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investors would be interested in all of that.

MR. CHRISTMAS: So again, I guess I’m
getting back to my question that you -- so in the 15-year
average for the 1.5 debt coverage service ratio -- that"s
a tongue twister -- that any project falling below that
prior to going to the banks wouldn”t, In your opinion, be
able to get financing.

Is that correct?

MR. RICKERSON: It would be difficult
based on the interviews we did, yes.

MR. CHRISTMAS: Okay. Because 1 think
you said that i1t was a minimum that they had to have. So
it was a -- that’s a benchmark.

So any other project coming In that
can’t raise -- | think that -- not to speak for anyone in
this room, but 1 think for a lot of the people here,
raising that 50/50 equity Is going to be a major
challenge.

But that being said, specific to the
Mi“kmaq, 1 can tell you honestly there’s just no way.
That just can’t happen, which would mean that we’d have to

come in with probably 85 percent financing, which would
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throw that ratio off the mark.

MR. RICKERSON: 1’ve answered this in
your testimony exhibits.

MR. CHRISTMAS: Yeah. So by allowing
1.21, on that basis, 1 think we had said that we would
need an adder as a potential relief to sort of bring that
right back up to that 1.5 benchmark.

So 1t’s again fair to say, In your
expert opinion, that any project not hitting that 1.5 15-
year benchmark would not get financing.

Is that correct?

MR. BIEWALD: 1 think we answered that
question and said i1t would be a challenge.

MR. CHRISTMAS: Okay. That’s good.

Well, that’s 1t for me. You guys did
very well. So thank you very much.

MR. BIEWALD: Thanks very much.

THE CHAIR: Lahave Renewables and
Community Wind Fields Inc.?

Liberal Caucus Office?

Membertou First Nation and Membertou

Development Corporation?
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Minas Basin Pulp & Power?

Municipality of the County of
Colchester?

Northumberland Wind Farm Inc.?

Nova Scotia Department of Energy or
any of the other Nova Scotia departments?

MR. McGRATH: No questions. Thank
you, Mr. Chair.

THE CHAIR: Nova Scotia Power?

MS. GODBOUT: No questions. Thank
you.

THE CHAIR: Nova Scotia Sustainable
Electricity Alliance?

CROSS-EXAMINATION BY MS. ASHWORTH

MS. ASHWORTH: Hi there. Good

morning.

MR. KEITH: Good morning.

MS. ASHWORTH: My name is Janice. 1°m

here on behalf of the Nova Scotia Sustainable Electricity

Alliance. Thank you very much for coming and sharing your

time with us, and we appreciate all the work that you’ve

done up to this point and in this coming week.
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So I guess my Initial question is

after receiving the submissions and recognizing that there
were many intervenors who were requesting feed-in tariffs
design elements that would require more than one rate for
each technology, as you were directed, did Synapse have an
in-depth conversation with government at that point to ask
if 1t was within their scope to consider or recommend that
there be more than one rate set for each technology and
size tranche that the government had indicated?

MR. BIEWALD: 1 recall various
conversations among ourselves and others about that, |
think, and 1 think the -- we thought about the
implications even before we realized the sort of clarity
of the regulations and the task that we were hired to do
and realized that the prospects for having multiple rates
was really daunting In terms of how the policy -- where
would you stop? How would things -- what would follow?
What would the implications be?

But actually, the regulations and the
other documents provided by the government are pretty
clear that the intention was that we set rates for the

five different resource classes named because we’re the --

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS



10

11

12

13

14

15

16

17

18

19

20

21

22

Page 338 NSUARB-BRD-E-R.10
you know, where the regulations did want differentiation,

they called for it.

MR. RICKERSON: 1 think in the first
segment of workshops also there were gquestions around the
room as to whether the regulations were being interpreted
correctly and could there be justification for more rates
and so on. 1 think ultimately the regulations settled
that discussion, but 1t’s a discussion that other
stakeholders had and we also engaged in.

MS. ASHWORTH: So, Mr. Rickerson,
based on your experience with feed-in tariff design and
the most effective policy mechanisms to do that, 1
understand that -- or I would Imagine that you had some
questions about whether or not one rate for each
technology was the most effective way.

Did you engage in those conversations?
It’s not becoming clear to me, from what Mr. Biewald was
saying, whether or not you did have that conversation with
government to clarify that this really was within your --
or was outside of your scope?

MR. RICKERSON: I believe we had -- 1|

don’t believe we had that conversation with government. |1
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 339
think 1t was clarified for us through the regulations.

MS. ASHWORTH: Okay. So that question
was really -- really sort of lingers amongst -- many, many
of the conversations that have been coming up today and
yesterday have been related to whether or not there could
be more tariff rates set. So that question really sort of
rests on government, 1 guess, at this point.

MR. RICKERSON: And that was one of
the conclusions during the first technical workshop as
well.

MS. ASHWORTH: Okay.

MR. KEITH: 1 think also our approach
to that was rather than to try to have any kind of off-
the-record discussion about 1t with anyone was to, from
the get-go, make our iIntentions very clear and give
government all the time i1t needed to clarify its
intentions i1f they felt we were going in the wrong
direction.

MS. ASHWORTH: Okay. And they didn’t
step up at any point. Okay.

Would you say for the record, Mr.

Rickerson, that you think that there are more progressive
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ways to set feed-in tariff rates than one rate for each

size tranche?

MR. RICKERSON: 1 think they -- 1
wouldn”t use the term progressive necessarily. 1 think
that ultimately feed-in tariff design has to follow from
explicit policy objectives.

And so, for example, 1If your objective
iIs to put one rate out there for all technologies with no
differentiation, as we’ve seen iIn some jurisdictions like
California currently, for example, then design would
follow that objective.

IT your objective 1s to bring In a
broad range of policies -- I"m sorry, projects that may
have different technologies, different sizes, different
applications, different ownership structures, it would
seem that design would follow that and you would have
differentiated rates, again, depending -- entirely
dependent on your policy objectives.

MS. ASHWORTH: Well, yeah, I guess the
policy objective that would have to be sort of the
underlying assumption is that we’d like to see community

uptake of the feed-in tariff rate and community benefit --
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economic benefit from that, both to generate 100 megawatts

of electricity that we’re talking about to meet our

renewable energy targets and to have diverse economic

benefit.

So with those two policy objectives in
mind, do you think that -- would you recommend to
government that they make a more -- that they set

different rates within each technology type?

THE CHAIR: We’re getting way beyond
this hearing. This hearing -- government has given us a
set of regulations and pursuant to that regulations, we’re
setting tariffs in accordance with that regulations.

It’s really not the Board’s role to
make those determinations.

MS. ASHWORTH: Okay.

THE CHAIR: And Synapse and their
colleagues were retained by Board counsel, they weren"t
retained by government. This Is a process that the Board
designed and initiated once the Regulations were received.

So 1 think we"re going way beyond the
scope of what we"re here today to do, which Is to set

tariffs pursuant to the regulations as they exist.
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MS. ASHWORTH: Okay, thank you, Mr.

Chair. I guess I"m just not -- I wasn"t -- It wasn"t
clear to me that there had been a clear questioning of the
government about the specifics of the rates but ---

THE CHAIR: But 1 guess that"s not the
Board or the Board"s consultant"s role to do.

MS. ASHWORTH: Okay.

Okay, then here®s, 1 guess, the next
question. Is 1t true that distributed generation reduces
the transmission cost of electricity; that generation
connected to the distribution grid?

MR. KEITH: It"s true that i1t can,
yes.

MS. ASHWORTH: Okay. Are you aware of
any studies of those savings, the value of those savings
in Nova Scotia?

MR. KEITH: No.

MS. ASHWORTH: Okay. 1°"m wondering if
those savings could be considered in some of the cost
balancing of the program as suggested by Mr. Merrick
yesterday.

MR. KEITH: They could.
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MR. BIEWALD: Yeah, 1 think if one was

doing an overall analysis of the policy and 1ts costs and
benefits, then that"s the kind of thing that one could
take a look at. In terms of our job of setting the
tariffs, we"re looking at prices that will make some
projects viable, so 1t"s really -- or 1t"s not value-

based, i1t"s cost-based, and so we"re looking at the costs

MS. ASHWORTH: Yeah.

MR. BIEWALD: --- to develop projects.

MS. ASHWORTH: Yeah, okay. Yeah,
you"re quite right, yours is cost of production.

So 1 guess specific to the rates, what
debt financing options were considered and pursued when
determining the assumptions about debt financing?

MR. RICKERSON: In terms of -- can you
clarify about what options?

MS. ASHWORTH: Well, 1t seems to me
that you were approaching financial institutions for debt
financing.

MR. RICKERSON: Right.

MS. ASHWORTH: There®"s -- 1iIn
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jurisdictions where there are effective feed-in tariffs

there"s a lot of -- there often are other lending
mechanisms. Municipalities, for example, have access to
municipal loan option opportunities. 1°m wondering if you
looked at any other options when considering -- seeing as
these are community groups that -- and some of them are
municipalities, universities that have access to perhaps
other debt financing options, I"m wondering i1f you
considered that iIn your rate setting.

MR. RICKERSON: To the degree that we
did -- we did have conversations with a wide range of
lenders. As we discussed earlier, the rates from credit
unions up to large commercial banks and also early --
there was early initial comment provided by Regional
Municipality of Halifax about the ability of
municipalities to source debt, for example, and other
stakeholders provided comment on what debt rates those
might be.

I think to some extent we didn"t
necessarily get into the level of detail; i1s this a
mortgage or i1s this a bond that"s being issued or i1s this

a miniperm loan or a standard loan, it was more -- in the
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lines of interests rests. And for those we got a fair --

we proposed a rate that seemed to reflect a range of
different developers and lender-types”®™ opinions.

MS. ASHWORTH: M®hm.

MR. KEITH: And 1711 just add; 1
believe when we were talking to the Consumer Advocate
yesterday we focused on municipal debt, and our answer at
that point was that the indications we had gotten from the
municipalities we talked to that there"s not likely to be
robust uptake of COMFIT projects by municipalities, and
therefore we determined i1t would be i1nappropriate to set
the COMFIT rate based on a municipal cost of debt.

MS. ASHWORTH: M"hm. So you spoke to
many municipalities, and what did they have to say about
that access to borrowing for -- or to debt for projects
like this?

MR. RICKERSON: 1 can refer to a
comment provided by Halifax earlier.

MS. ASHWORTH: Yeah, 1 would suggest
that Halifax might have a very different access to debt
than most municipalities in Nova Scotia just based on

their size.
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MR. RICKERSON: Well, I think Halifax

commented on behalf of other municipalities saying that
because of i1ts size i1t was probably one of the most likely
candidates to issue debt -- have an appetite to issue debt
for these types of projects, and that other municipalities
in less solid financial circumstances probably would not.

MS. ASHWORTH: M®hm.

MR. RICKERSON: And that given that,
they, Halifax, also were probably not going to participate
at this level.

MS. ASHWORTH: Given that other
municipalities would not be able to?

MR. RICKERSON: 1I°m sorry. They,
Halifax, were the most likely to provide capital, and they
would not. They are not planning to.

MS. ASHWORTH: Okay.

MR. RICKERSON: Therefore, they seemed
to state that other municipalities would also be not
likely.

MS. ASHWORTH: Right. Right.

MR. DEVEAU: On that issue, did you

only talk to Halifax or did you talk to other
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municipalities iIn the province?

MR. RICKERSON: Halifax was the only
stakeholder that we -- engaged us or we engaged during the
process.

MR. DEVEAU: On that issue?

MR. RICKERSON: On that issue.

MR. DEVEAU: Okay.

MS. ASHWORTH: Are you familiar,
perhaps Mr. Rickerson, with any other jurisdictions where
the municipal borrowing cap is -- has been under -- has
been changed in their policy to allow municipalities to
access debt for this sort of thing?

MR. RICKERSON: No.

MS. ASHWORTH: From what I understand,
the Municipal Act states that there®"s a cap on borrowing
for each municipality, right? And Ontario, as far as |
know, has exempted electricity borrowing from that
municipal act -- from municipal caps.

Would you suggest that this would
enable municipalities to take part in the COMFIT?

THE CHAIR: Again, we"re getting way
beyond where this hearing can go. | mean, we don"t -- the
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Municipal Act is what the Municipal Act i1s. The
municipalities iIn this province, iIn fact, borrow through
the Municipal Finance Corporation as opposed to
individually.

MS. ASHWORTH: M®hm.

THE CHAIR: But that®"s not anything
the Board can do anything about.

MS. ASHWORTH: Yeah, 1 guess | was
just wondering 1f 1t was taken into consideration when
setting the rates.

So with your familiarity of the
eligible groups under the COMFIT, do you believe that all
groups will have equal access to the debt financing?

MR. RICKERSON: No, 1t"s our
understanding that different groups will have different
access to capital.

MS. ASHWORTH: Yeah.

I guess just about feed-iIn tariffs in
general. Are you familiar with international literature
that finds feed-in tariffs to be the least-cost approach
to renewable energy development?

MR. RICKERSON: We are familiar with
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literature that states that it Is more cost -- It IS —-
lowers financial risk, therefore lowers interest -- cost
of capital, therefore i1t can lower policy cost.

MS. ASHWORTH: Great.

On your -- in your final evidence
submission on Page 20, Line 4, you suggest that 4 percent
IS needed to raise capital -- i1s needed for raising
capital, and I"m wondering how that number was quantified?

MR. KEITH: That was based on
discussions with stakeholders iIn this process.

MS. ASHWORTH: Okay. Was that
compared to other jurisdictions?

MR. KEITH: No.

MS. ASHWORTH: Okay.

Specific to the wind tariff, you based
your knowledge of the -- based on your knowledge, 1 guess,
again Mr. Rickerson, of FIT design, do you believe that
the wind tariffs as proposed will result in the most
efficient sizing of wind projects?

MR. OUTHOUSE: Mr. Chair, these
withesses are here to support a proposed tariff. They

constructed the tariff, they constructed i1t iIn accordance

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS



10

11

12

13

14

15

16

17

18

19

20

21

22

Page 350 NSUARB-BRD-E-R.10
with the regulations in terms of the wind; that is, under

50 -- 50 and under, I should say, and over 50. They were
not asked for an opinion, they have not expressed an
opinion on whether or not that"s the most efficient thing

to do; that"s what the regulations called for them to do.

THE CHAIR: 1 think that"s right, Ms.
Ashworth.

MS. ASHWORTH: Okay.

I guess my next question, then, 1is
about the cap on proposed -- on the proposed small wind.
I know this iIs outside your scope of opinion. 1™m
wondering i1f you would -- 1f you have considered whether

or not that cap has an affect on Increasing or decreasing
the debt financing rates?

MR. RICKERSON: No, we do not.

MS. ASHWORTH: Would you think that it
would have an affect on the debt financing or the equity
raising elements of feed-in tariff projects?

MR. RICKERSON: 1 think i1t depends.

We certainly looked at in-depth with Deutche Bank
recently, the relationship between commercial lenders*

viewpoints on caps. As | mentioned yesterday, it depends
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on how close the market is to reaching the cap and what

mechanisms govern the progress towards that cap and how
progress towards that cap is monitored. And some of those
are policy recommendation details that we"re not aware of
at this point.

MS. ASHWORTH: Okay.

And about the tidal FIT. Based on
your research, do you believe that tidal turbines are
likely to last for that 20-year contract?

MR. OUTHOUSE: Mr. Chair, this i1s --

iIt"s an engineering question. It"s something that this
panel ever opined on. It just seems to me It"s -- again,
it"s just way beyond the scope of what this panel -- 1s

within this panel®s competence, at least as i1t"s presented
at this hearing.

THE CHAIR: Do you have any
information on that?

MR. RICKERSON: No.

MS. ASHWORTH: 1 would suggest that
the life of the technology would affect or should affect
the term that the contract might -- is set for.

THE CHAIR: You can ask your question.
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I don"t think they have the information you want but you

can ask your question.

MS. ASHWORTH: Okay. I®m just
wondering i1f, yeah, tidal technologies and the state of
development that they®"re in would lead you to believe that
they would last for 20 years or less or more.

MR. KEITH: We didn"t -- there"s very
little data available on how long they last and we assume
20 years.

MS. ASHWORTH: Okay.

MR. RICKERSON: We can check that. |1
believe that"s consistent with how Ireland works with
their tidal turbines as well. Tidal (inaudible), 20-year
contracts.

MS. ASHWORTH: Okay. 1 guess
regarding the 13 percent return on equity that is proposed
or 15 percent in some cases, I"m wondering what that
results iIn for a community member who"s investing iIn the
project because the 13 i1s back to the proponent of the
renewable energy development, and whether that would be a
co-op or a CEDIF for a municipality or whatnot. So for an

individual shareholder is there some projection of how
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much that might result iIn for that individual?

MR. RICKERSON: 1 guess it goes back
to our discussion yesterday with Black River Wind that we
didn®"t look 1nto how different shareholders in different
compositions of community groups might benefit or not
benefit.

MS. ASHWORTH: Okay. Okay, that"s the
end of my questions. Thank you.

THE CHAIR: Thanks very much. Mr.
Reynolds.

CROSS-EXAMINATION BY MR. REYNOLDS

MR. REYNOLDS: Good morning, Mr.
Chairman. Good morning, Panel.

Would you please refer to your Opening
Statement? Oh dear, | haven®™t brought 1t with me.

I was a bit puzzled at the wording,
you said, to convert cost of operating expenses to annual
required revenues ---

THE CHAIR: And which page you on?

MR. REYNOLDS: 1"m sorry, page 2. The
first full paragraph on page 2.

THE CHAIR: Page 2, the first full
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MR. REYNOLDS: "To convert investment

costs and operating expenses to
annual required revenues, we made
use of the capital structure and
the debt and equity costs shown

in..._Exhibit C."

And the renewable -- you"re quoting

there:

"The Renewal Electricity Plan
includes cost of capital and the
basic cost recovery that COMFIT
rates are to provide.
Accordingly, we treated capital
as a cost comparable to other

COMFIT projects..."

What other way would you have treated

it, could you have treated 1t? 1 can"t understand that,

"accordingly."

MR.

perspective ---

MR.

DICTUM DIGITAL INC.

BIEWALD: Well, 1 think there®s a

REYNOLDS: Can we get --—-
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MR. BIEWALD: There"s a perspective

that"s been articulated iIn this process that these
projects could be financed at lower than market cost of
money, you know, through altruistic investors, if you
will.

Do you remember yesterday the cross-
examination of me personally and why I invested In a solar
system that didn"t pay back for 15 years? So | think the
language there is speaking to the point of we"re including
the cost of money iIn the cost of the projects because i1t"s
a sensible thing to do, and 1t"s what the regulations call
for.

MR. REYNOLDS: 1 appreciate that but
my question really was, what else might you have done? 1
mean the "accordingly” i1s what baffles me. | don’t know
of any other way to do it, put the price of -- the cost of
capital as a cost, just as every utility puts it in.

MR. BIEWALD: We agree with you.

MR. REYNOLDS: Thank you.

And 1 want to go to -- you made
reference to the statutory rates iIn Vermont. You made

reference to rates in Ontario. And first of all with
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respect to Vermont I seem to hear you say that the ROE 1in
Vermont was 9.5 percent and had been set at that level
because there was some 30 percent -- was 1t 30 percent of
capital was there by a grant or something?

MR. RICKERSON: So initially it was
12.13 percent. It was legislated in Vermont that it would
-- the equity would be set based on the highest return
equity given to a utility In Vermont.

MR. REYNOLDS: M"hm.

MR. RICKERSON: So initially it was
12.13 percent and the Board changed between its inner and
final rules to that lower rate you quoted.

MR. BIEWALD: I think it 9.75.

MR. RICKERSON: Yeah.

MR. REYNOLDS: But you made reference
in your testimony yesterday to some 30 percent of
something.

MR. RICKERSON: So that was actually
in relation to the 30 percent Federal Investment Tax
Credit that"s available to wind and solar projects and
others in the United States.

And the reason we made reference to
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that was because in Vermont the final rate was calculated

assuming that generators would take advantage of the 30
percent Investment Tax Credit and also a portion of the
State Tax Credit as well.

So the point we were making was that
the rate i1in Vermont was lower than otherwise would have
been had generators not been able to take advantage of
those tax credits.

MR. REYNOLDS: So would 1 be free to
assume that looking at the 9.5 percent and say, well,
that"s essentially 70 -- on 70 percent of the funds
therefore 1 can prorate and -- are you with me? No.

MR. KEITH: Are we with him? No, I™m
not sure we are.

MR. REYNOLDS: 1 must be
misunderstanding the 30 percent.

MR. KEITH: The 30 percent affects the
effective capital cost of building the project. In
effect, In the U.S. there are subsidies that will
effectively pay back a project up to 30 percent of their
capital cost.

MR. REYNOLDS: All right. Thank you.
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All right.

Now, with respect to Ontario and the
Ontario Energy Board 1 believe it is that set rates in
that province; i1s that correct?

MR. RICKERSON: The Ontario Power
Board.

MR. REYNOLDS: The Ontario Energy
Board.

MS. SHAW: The Ontario Energy Board
does have regulated rates and i1t does bodily approve the
Ontario Power Authority®"s plans. But I do believe that it
was the Ontario Power Authority who proposed their FIT
rates.

MR. REYNOLDS: 1 see. And -- 1711
move on.

How -- one point I find myself asking,
to what extent did you feel that you had determined rates
to incentive -- 1 hate the word but to incent any
particular renewables and the fact that they"re expensive?

Is there anything in the terms of
reference you received that, as you iInterpret it,

suggesting that you should prepare rates that would be
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giving incentive to some of the potential renewable

sources?

MR. BIEWALD: Well, 1f by incentive
you mean motivation for specific projects, project
developers within the classes specified in the regulations
to be motivated to actually do projects, that seems like
it"s clearly within our scope and that"s how we understood
the 1i1ssue.

IT 1t"s, you know, some kind of bonus
incentive sort of above and beyond that to motivate a
particular kind of project or owner within that -- within
the resource class or something like that 1 don"t see that
as within our scope.

MR. REYNOLDS: The reason I raise it

is that as I mentioned when 1 first spoke to the Chair

yesterday morning, | had been a party to the various
hearings that were run by -- initially by Dr. Weir at
Dalhousie.

And some of the suggestions and ideas
that were so far off 1 couldn®t understand why, you know,
the conversation was even put to be considered because |

considered them to be illegal. But the -- so that"s what
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prompts that question.

We -- you spoke about, Ms. Shaw, and
you used a term yesterday that, 1 must confess, was the
first time 1°d ever heard it, you called parasitic -- you

were talking with Ms. Rubin about the estimates that you
worked on 1n connection with the biomass facility, and you
used the term, "parasitic power.” In my language that
would be station service, would that be ---

MS. SHAW: Yes, same thing.

MR. RENYOLDS: All right, thank you.

My experience, and you can -- 1 want
you to comment on if in a utility with a -- using oil-
fired boilers, the -- say up to 100 megawatts for example.
the cost of -- the station service would be comprised iIn

water feed pumps, the iInduced draft, the forced draft fans
on the extraction pump from the condenser, and cooling
water pumps, that -- the oil pumping iIs not very much. So
which will amount to somewhere between 4 percent and 6
percent of the output of the -- would you agree with those
numbers?

MS. SHAW: 1 agree that station

service 1s generally comprised of the power to run pumps
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and fans. | don’t believe that for 100 megawatt oil fired

I’m comfortable answering 1t 4 percent i1s the right
number, off the top of my head.

MR. REYNOLDS: Right. If -- would you
agree 1T -- given that if 1t were -- subject to check in
the i1ndustry -- you were to accept my figure of 4 to 6
percent, would you -- when the station service is
broadened to include not just water feed, induced draft,
forced draft, fans, but the whole plant in a coal-fired
station, that the station service will go up considerably?
Would you accept a number in the order of -- depending on
the size of the station -- 12 to 16 percent?

MR. KEITH: Are you asking -- did you
say a coal plant?

MR. REYNOLDS: Coal, m"hm.

MS. SHAW: Yes.

MR. KEITH: Versus oil? Okay.

MR. REYNOLDS: Versus oil.

MS. SHAW: So I would agree that there
would be additional material handling equipment that is
going to result, In the very least, in some additional use

that i1sn’t present in an oil-fired plant.
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MR. REYNOLDS: Well, I mean in a coal-

fired plant are you familiar with the facilities that
would go to move the fuels of a -- from the stack -- from
the coal pile to —--

MS. SHAW: Yes, so ---

MR. REYNOLDS: Or the ---

MS. SHAW: [I°m going to -- | agree
that there i1s some additional parasitic restrictions sort
of ——-

MR. REYNOLDS: Would you agree that in
a biomass facility we have some ancillary in the sense
that the fuel handling, the conveyor belts and the hoppers
and the rest would be similar to a coal plant?

MS. SHAW: Yes.

MR. REYNOLDS: When you were
discussing with Ms. Rubin, you made reference to -- 1
believe you said that 1t was your understanding that the
-— 1in respect of the facility we’re discussing, that the
costs of -- your term -- parasitic power had been taken
care of. And then you went on to explain that one of the
things that were there that you discovered hadn’t been

included was the fan water for the cooling tower.
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MS. SHAW: So as I recall, 1 agreed

that we didn’t consider parasitic loads, that we didn’t
consider parasitic loads.

MR. REYNOLDS: Yeah.

MS. SHAW: And also that as a result
of how we analyzed our cost, we were looking at the
difference In cost between a facility that only generated
steam and a facility that had a condensing turbine. And
that a major component of the difference iIn electric load
in that plant would be the air-cooled condenser fans.

MR. REYNOLDS: Mr. Chairman, 1°m going
to tread on dangerous ground.

THE CHAIR: Wouldn’t be the first

(LAUGHTER)

MR. REYNOLDS: 1In your -- you cite in
your statement, you repeat the Renewable Energy Plan as if
you’re quite familiar with that on the Act. In your
pursuit of that have you come across any explicit words
that provide you to -- allows you to come up with rates --
and I know you"re talking regulations here -- that will be

on the concept of least cost?
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MR. OUTHOUSE: Mr. Chair, 1t’s purely
a legal question, 1t’s not a question for the panel.

MR. REYNOLDS: Mr. Chairman, 1
apologize. 1 -- what bothered me most i1s that these rates
are -- at the behest of government, are being set by this
Board, and my concern is on behalf of the Board.

THE CHAIR: Just state your question
again, Mr. Reynolds, 1’m not sure 1 understand it.

MR. REYNOLDS: 1 have looked at -- my
concern 1s -- 1’1l put 1t 1In the form of a concern. My
concern i1s an appeal i1s in the Federal Court by ---

MR. OUTHOUSE: Let’s say the Consumer
Advocate.

MR. REYNOLDS: No. 1 don’t -- no, my
concern i1s this, that counsel i1n this province would be
unlikely to challenge the authority of the Supreme Court
of this province. Counsel out of -- on behalf of
corporate counsel out of Toronto, and I’ve seen them
operate, will have no such compassion and they will go for
the jugular. And in the two cases that 1 was -- have
experienced in, they won in both cases, and the finding

was against -- in the Federal Court, was against the
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authority; i1n one case the National Energy Board and the

other the Board of Utilities of Newfoundland.

I’ve raised i1t —- 1°m only hoping that
the counsel for the government is listening and goes back
over the material. That’s my question, Sir.

THE CHAIR: Thanks very much.

MR. MERRICK: Mr. Chair, I wonder if 1
can just weigh in? |1 would support that question as being
relevant In this sense; iIn establishing the tariffs did
Synapse take into account that they should be doing so in
accordance with the least-cost standard, or to what extent
they may have been incenting projects? And that would
have come out of the cross-examination that we did
yesterday. So that 1 would speak in favour of allowing
the panel to answer that question.

MR. OUTHOUSE: Mr. Chair, 1 would have
thought my learned friend Mr. Merrick would know better.
This is a debate which has gone on throughout this process
to some degree. The panel does not purport In iIts
evidence to take into account any least-cost principle
that’s been referred to. The panel prepared the tariffs

in accordance with the regulations which makes reference
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to specific things which the panel -- Synapse and the

Board may take cognizance of, and such other matters as
the Board may determine.

Synapse had not said that 1t’s acted
in accordance with least-cost principles. In other words,
iT you looked at other options which were available, other
resource options, could you come up with a lower way to
produce this power? That’s normally the test for, I
guess, burlding of projects by the utility subject to
legislated requirements for renewables. That’s not the
test that this panel has followed. Nobody®s purporting
that they have.

Mr. Reynolds, Mr. Merrick can make
submissions to the Board that that is illegal, if they
wish to, because i1t i1s contrary to legislation. But
that’s a matter for argument; 1t’s not a matter for the
panel. They have not purported to find anything which
overrode these cost principles, or iIndeed, that infringe
on the fixing of tariffs under the regulations, 1iIn
accordance with the regulations.

It 1s purely a legal question. 1

submit the question i1s Inadmissible.
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THE CHAIR: You could deal with it iIn

argument, Mr. Merrick, | think.

MR. MERRICK: Thank you, Mr. Chair.

MR. REYNOLDS: Thank you, panel.

THE CHAIR: Scotian Windfields?

MR. KEITH: Would a five-minute break
be possible?

THE CHAIR: Sure. We might -- we’re
almost to 10:30 so we’ll take a 15-minute break now.
-—-Upon recessing at 10:22 a.m.

-—- Upon resuming at 10:42 a.m.

THE CHAIR: Mr. Roscoe?

MR. ROSCOE: Thank you, Mr. Chair, and
thank you all for this opportunity. In general, Scotian
Windfields has been appreciative of the open and
transparent process that has been underway to set these
rates. And it’s a tribute to that that we can sit here
and argue over some of the nitty-gritty details as a
tribute to that transparency.

CROSS-EXAMINATION BY MR. ROSCOE
MR. ROSCOE: I have a few specific

questions 1°d like to ask of the Board and the first one
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refers to Exhibit D of your evidence filed. And 1 will

also be referring to Exhibit I and Exhibit J which are the
two wind Excel files as we go through various questions |
have this morning.

Exhibit D refers to information
provided by Nova Scotia Power regarding interconnection
costs of wind projects. In Section 2, Letter B which
refers to projects that are under 50 kilowatts but over 20
kilowatts which would be your sample project for this
class, they refer to the cost of -- an estimated cost for
Nova Scotia Power equipment at about $10,000.

This section goes on to further say
that line extensions which would be used to connect
existing lines with the locations of the new turbines are
normally costed out at approximately $55,000 per kilometre
which was picked up as a -- earlier.

IT the facilities at the
interconnection point cost $10,000, the line -- sorry, B7
of Exhibit 1 which 1s the small wind -- carries an
interconnection cost of $13,300. If $10,000 is the Nova
Scotia Power equipment based on a rate of $55,000 a

kilometre, the remaining balance of $3,300 will give you
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about 60 metres of line extension which 1s assuming to

cover the distance between the existing grid and the
location of the turbine.

Are all those statements -- is all
that assumption accurate?

MR. KEITH: Well, 1 would summarize
that to say that we did not include any costs for a line
extension for small wind.

MR. ROSCOE: Of line extension at all?

MR. KEITH: Yes.

MR. ROSCOE: So how would the -- where
are the costs -- | guess is 1t assumed that, I guess, the
turbine i1s located literally on top of the existing
facilities?

MR. KEITH: It’s assumed that i1t’s
very near and that the customer equipment valued at $3,100
will cover the cost of getting to the grid.

MR. ROSCOE: Okay. Well, based on
that -- on those number, bearing -- 1 would consider 60
metres to be very near, If that’s the remaining balance of
how those numbers work.

It would be ideal i1if that was feasible
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from a -- my concern comes from land use bylaws, as

you’re, 1°m certain, aware that there are well over 50
different municipal jurisdictions in Nova Scotia, that
each have their own definition of where wind turbines can
be located.

Many of them have setbacks, even for
turbines of the small wind class size, that are up to five
times the total height of the turbine and greater which
can put us at distances -- and generally assuming that
there are houses close to the line and that distance from
the line and distance from houses or receptors are
similar, that is likely that most projects installed will
have to be at a greater distance than 60 metres.

So I’m just -- 1 guess part of my
question Is just to confirm that the assumptions that went
into the price setting for the small wind were that, a
very close distance of approximately 50 or 60 metres from
the existing facilities.

MR. KEITH: Yes. And 1°d also point
out that that’s an estimate, i1t"s obviously going to vary
across a number of projects but the impact of that

variable, if we change i1t on the entire rate, i1s going 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 371
be very small.

MR. ROSCOE: Okay. Well, I’m glad you

feel that way because 1’11 be asking you to change it.
(LAUGHTER)

MR. ROSCOE: I think that clarifies
that particular piece.

The second question that 1 have 1is
regarding capacity factor and this topic applies both to
the small and the large wind turbine classes.

You’ve stated the capacity factors
which are in cell F-6 of Exhibit I and Exhibit J, that the
capacity factor for small wind turbines would be 23
percent and large turbines would be 31 percent and that --
can I assume -- and I believe this is stated that these
numbers were taken by comparative analysis of existing
turbines i1n the area?

MR. RICKERSON: It was taken with a
wide-range of different data points, and we can go through
those 1f you like.

MR. ROSCOE: Okay. Well actually, the
numbers as they stand, 1 don’t have a lot of -- 1 don’t

have any disagreement with.
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In general, would you be able to
comment on whether they’re gross capacity factors or net
capacity factors?

MR. RICKERSON: In the model, in the
margins 1t says “net of plant availability, other loss
factors”.

MR. ROSCOE: So that’s net?

MR. RICKERSON: That’s right.

MR. ROSCOE: So that particular
statement is all that 1 could find with respect to net and
gross.

Can you comment on what losses and
availability went into -- are included in that number?

MR. RICKERSON: So yeah, 1 think this
goes to the issue of granularity and precision, that when
we set up the model initially, In consultation with the
stakeholders, they will see -- 1t was consensus that we
heard at the time that the net capacity factor figure
would be kind of a reasonable starting point of
aggregation.

So with that we actually worked not on

necessarily specific availabilities for -- excuse me, that
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over granularity of data, i1t worked on -- with broader --
what were reported to us and what we gathered from others
as a net capacity factors.

As we understand them anyway, they
range from, at the lower end, 26 percent as reported by
existing turbines that’s in Mr. Chernick’s testimony, up
to 32 percent in the Hatch Report and there was some
information that 32 percent was not capacity factor in the
Hatch Report and either Hatch didn’t understand the
difference between capacity of value and capacity factor
or that we couldn’t read.

But at least at one point in Hatch
1’1l quote, Hatch says that there are different -- In some
-— on page 4.7:

“In some jurisdictions the wind
power contribution to the system
-- the system from capacity 1is
calculated by multiplying the
wind power rated capacity by its
annual capacity figure.”

Meaning that they would multiply from

capacity ---
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MR. KEITH: I think you meant factor.

MR. RICKERSON: Factor, thanks, Geoff.

I meant factor.

Elsewhere they then say that -- 1In
fact, actual annual capacity factors while used or were
used in calculating the front capacity factor and 1t was
based on a presumption of 32 percent.

That’s one data point from Hatch.
Hatch also has ranges of 35, 37 percent and higher.

So given that range of data, and
referring back to our opening statement, we said that we
would try to find an average or mid-range to those values
which, for the purposes of our model, we inserted 31
percent, it could range slightly higher than that and
still be within the mid-range.

So that’s how we kind of went about
looking at and taking into account the different capacity
factors reported.

THE CHAIR: Can 1 just ask a question?
What’s the significance as to whether you used a gross
capacity factor or a net capacity factor in your model?

MR. RICKERSON: 1 think that’s maybe a
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good question for Mr. Roscoe but 1 think the -- we did use

a net capacity factor.

I think what Mr. Roscoe suggested in
his testimony was that in fact if we -- 1If In fact what we
intended was a gross capacity factor, then we have to
reduce that amount in a model by approximately 6 percent.

Since 1t’s a net capacity factor 1
think our argument would be we would not need to reduce
that by 6 percent.

MR. ROSCOE: The differences are in
the range of approximately 5 to 10 percent.

One of the unknowns with respect -- 1
guess for informational purposes, the capacity factor is
the percentage of time.

THE CHAIR: I know that.

MR. ROSCOE: Okay.

THE CHAIR: Maybe 1 should know this
but 1n a wind turbine, what’s the difference between gross
and net capacity?

MR. ROSCOE: The gross capacity factor
would simply be a function of the distribution of wind

speeds and the swept area and the generator size.
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There are two main sources of losses

that would occur between the turbine and where the
metering would take place.

THE CHAIR: Right.

MR. ROSCOE: One 1s availability,
where the turbines actually shut down. Perhaps the power
is out on the grid or perhaps the turbine is down for
service, or any number of reasons.

THE CHAIR: Even though the wind 1is
there?

MR. ROSCOE: Even though the wind is
there, that’s correct.

And that number for single turbines of
this nature, small and wind, likely in the 95 percent
range. So you can consider 5 percent there.

The other losses are mostly
electrical. The meter will be located at the
interconnection point at the existing facility -- or at
the existing grid. The details of that, to the best of my
knowledge, are not clear whether or not the metering will
take place on the low voltage side, the 600 volts that the

turbine will be producing, or on the 12 KV or 25 KV that
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it’s connecting to.

That difference, there’s a
transformation in voltage between those two differences
which can also add to the electrical losses.

In addition, that distance, if you’re
assuming 60 metres, well, then there’s likely not going to
be much electrical losses actually in the physical
connecting line, but 1f that number was 150 metres, 250
metres, that number could also increase to, you know,
anywhere between 2 and 4 percent.

THE CHAIR: So iIn the Hatch Report --
set aside for the moment whether the number 32 is the
number In the Hatch Report -- when he talks about capacity
factors, i1s he talking about gross or net?

MR. ROSCOE: 1 wouldn’t be able to
comment on the Hatch Report and what they assumed in it.

THE CHAIR: Do you know that, Steve?

MR. PRONKO: 1 have to get back to you
on that.

MR. ROSCOE: 1 think 1t’s -- 1 believe
that the numbers that are used iIn this report are

representative of appropriate gross capacity factors
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rather than net, and that the uncertainty regarding the

interconnection specifically of which side of the
transftormer the meter will be on i1s a significant unknown.
I mean, it’s up to 5 percent. That’s 5 percent of
revenue. It’s a direct effect on revenue.

THE CHAIR: I guess what 1°m trying to
do 1s compare apples to apples, and we have had work order
applications to approve wind turbines for Nova Scotia
Power and have looked at PPAs for others, and i1t always
talks about a capacity factor.

Until this minute, I didn’t realize
there was a net and a gross capacity factor, and 1°m still
struggling to know what the significance of your question
iIs.

MR. ROSCOE: Well, 1 guess my
significance i1s that I believe that the numbers -- that
there are losses that are unaccounted for in the model,
essentially 1s what 1t comes down to.

My testimony speaks to that.

THE CHAIR: Well, do you know when

Nova Scotia Power talks to us iIn terms of a capacity

factor of one of their turbines whether they’re talking
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about net or gross?

MR. ROSCOE: 1 wouldn’t be able to
speak for them.

THE CHAIR: Thanks. Okay.

MR. DOEHLER: Just a minute; I’m now a
bit confused.

So the answer was that you’re using
net and you figure that includes all the losses? This is
what your answer was to that question?

MR. RICKERSON: That’s correct.

And as | understand the distinction, 1
think, Mr. Roscoe would like our capacity factor to be
lower than i1t currently is in our model. 1 think we stand
by our capacity factor as a solid and defensible net
capacity factor.

MR. DOEHLER: Thank you.

THE CHAIR: But 1 guess i1t would be
helpful, before we get to the end of the hearing, to know
-- because Mr. Chernick has a position with respect to
capacity factors, you people have a position with respect
to capacity factors, as do others -- that we’re all

talking about the same capacity factors. You all, as you
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say, may want to have a chat about this.

MR. RICKERSON: 1 just -- with the
adjustment suggested of that gross versus net having a 6
percent difference, we calculate that would be about a $36
per megawatt hour change iIn the current rate.

THE CHAIR: So i1t’s not insignificant?

MR. RICKERSON: Correct.

Again, that was assuming that we’re
converting from gross to net, and I think our assumption
is that we were using net in the first place and therefore
that correction wouldn’t be necessary.

THE CHAIR: 1 didn’t mean to throw a
wrench 1n here, but 1 just got lost.

MR. ROSCOE: Are you able to comment
in your findings, perhaps not published, i1f specifically
the small wind class, because 1t’s never been done before
in Nova Scotia, that a less than 100 kilowatt turbine be
connected directly to the grid? Are you aware that the
metering will be on the low voltage side or the high
voltage side?

MR. RICKERSON: That’s not a level of

granularity we got into.
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MR. ROSCOE: No, I understand. 1I’m

just trying to confirm what knowns are there and what
aren’t. Okay.

Well, 1 guess In some ways for my next
two topics 1t’s somewhat appropriate that 1°m speaking
after Mr. Reynolds because I’m actually going to refer to
the sentence exactly after the one he focused on in your
opening report. Page 2 of your opening statement,
paragraph 2, line 5 of that which says:

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

My Ffirst comments are specific to the
small wind class, once again, Exhibit 1. With respect to
operation and maintenance of these turbines, there are
only two expenses listed in your model, which are routine
O&M and iInsurance, and 1 have no issues with either one of
those numbers.

The i1ssue 1s that zero dollars are
allowed for site maintenance, general and administrative

and land lease, and 1 would suggest that that makes the
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assumption that those services and that value 1s being

contributed to the project for free, which seems contrary
to that statement in your opening statement that there
will be no voluntary contributions.

Can you comment on your thoughts on
those three lines?

MR. RICKERSON: Until your testimony,
logic prior, we had been aggregating those figures because
of feedback received from stakeholders into the annual O&M
figure.

MR. ROSCOE: Okay. So all 0&M -- all
those -- the land lease, general administration and site
maintenance were included in the value of $1,642 which is
in Cell F12?

MR. RICKERSON: Yes.

MR. ROSCOE: Okay. With the testimony
-- or sorry, the feedback you received in the consultation
process, did you get a general feeling for what’s an
appropriate percentage of total capital costs that would
be spent on annual 0&M?

MR. RICKERSON: So we did get your

testimony that said between 2 and 4 percent would be
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reasonable for small wind.

MR. ROSCOE: That’s right.

MR. RICKERSON: We then also compared
that to the comparables 1In Ontario, granted for larger
wind, and also Vermont for both large and small wind. We
found those to be In the high range and we also relied to
some degree on CanWEA’s testimony that -- actually, if you
recall, during the first technical workshops, our 0&M
rates were much, much higher and CanWEA submitted comments
that we should lower them significantly. And 1 quote from
their second one, they say that:

“O&M costs currently used by
Synapse are considered higher
than those used by CanWEA and are
not reflective of typical
industry O&M costs. Based on
input from our small wind
manufacturers, CanWEA used 1.6
cents per kilowatt hour to model
a FIT price.”

And that previous 0&M cost was the

aggregated 0O&M cost. The new one, they suggested, was
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significantly below the one that you ultimately produced.

MR. ROSCOE: Can you repeat that?
That was 1.6 percent is what they recommended?

MR. RICKERSON: One point six (1.6)
cents per kilowatt hour.

MR. ROSCOE: One point six (1.6) cents
per kilowatt hour. Okay. That’s a different --—-

MR. RICKERSON: And let me just --
that”s an apples to apples comparison of -- because we
used, in different times during the proceedings dollar per
kilowatt, total dollar amount, dollar per kilowatt hour
and percent of capital cost.

MR. ROSCOE: Okay.

MR. RICKERSON: Just to give you an
apples to apples, that 1.6 cents per kilowatt hour ---

MR. ROSCOE: 1 think I’m going to have
to hire CanWEA to maintain my turbines.

MR. RICKERSON: --- will compare to
your 4.3 cents per kilowatt hour.

MR. ROSCOE: Four point three (4.3),
okay .

With respect to -- | guess what you’re
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 385
saying is this Is an aggregate amount based on

percentages. So if 1 asked you what would you anticipate
the percentage -- you know, an appropriate land lease, you
didn’t get Into that type of granularity or what type of
services will be provided for general admin. You just
sort of looked on a macro level?

MR. RICKERSON: That’s correct.

MR. ROSCOE: Yes.

MR. RICKERSON: As the proceeding
evolved, that’s what we went with.

MR. ROSCOE: Okay.

MR. RICKERSON: That’s how we looked
at the issue.

MR. ROSCOE: Okay. 1711 ---

MR. DEVEAU: So sorry, on that -- I’m
sorry, Mr. Roscoe.

For small wind, the 1,642 cents, that
represents -- what percentage does that represent?

MR. RICKERSON: May I do a quick
calculation?

MR. ROSCOE: 1 believe 1t’s about half

a percent. Combined with the iInsurance, i1t works out to
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1.1 percent.

MR. DEVEAU: Okay, and then do you
agree with that, subject to check, Mr. ---

MR. RICKERSON: 1711 accept that,
subject to check.

MR. DEVEAU: And then on the large
wind, the 55,000, what does that represent?

MR. RICKERSON: That represents about
1.4 cents per kilowatt hour or 1.5 percent.

MR. DEVEAU: And does that include the
insurance as well on that one?

MR. RICKERSON: So far 1 accept the
comments from the peanut gallery.

MR. DEVEAU: So for small wind it
includes insurance, did you say? You said ---

MR. RICKERSON: Give me a quick
moment.

MR. DEVEAU: Yeah. | think you said
routine 0&M, and iIncluded something else.

MR. RICKERSON: It included -- it does
not include insurance in small wind or large wind.

MR. DEVEAU: Oh, okay. You said it
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included something.

through this again;

Page 387

MR. RICKERSON: Yeah. So just to walk

in our large wind and our small wind

model iInsurance is a separate line i1tem that"s cap --

quantified In both.

MR. DEVEAU:

Right.

MR. RICKERSON: In the small wind

model, specifically, what Mr. Roscoe has suggested is it"s

site maintenance, general, and administrative, and land

lease, would be separate. And

we have said i1s iIn fact

those three are aggregated into the routine 0&M.

1,642 figure?

MR. ROSCOE:

MR. DEVEAU:

That®"s right.

Right. So that"s the

MR. RICKERSON: Correct.

MR. DEVEAU:

said that included something.

Okay. 1 understood you

Just the i1ssues that

Mr. Roscoe included -- indicated?

MR. RICKERSON: That"s correct.

MR. DEVEAU:

Okay. And did we --

sorry, and we got the percentage on the large wind, that

was the 1.5 percent as well?
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MR. RICKERSON: That"s 1.5 percent.

MR. DEVEAU: Okay. Thank you.

MR. ROSCOE: Okay. Well, thank you.
I think for basis of cross-examination I think you®ve
answered what questions I have on that topic. 1711 save
my suggestions for how they may differ for later in the
hearing.

My last question i1s with respect to
the financial assumptions, specifically the interest rate.

Once again, iIn your opening statement
you refer to -- that the -- you did not rely on below-
market financing. At the risk of repeating yourself,
would you be able to comment on what you found iIs the
market for debt financing iIn -- currently in Atlantic
Canada for community-owned renewable energy projects?

MR. RICKERSON: There seem to be an
agreement among many we talked to, and then they all
seemed the mid-range 8 percent debt was a reasonable
assumption.

MR. ROSCOE: A reasonable assumption.
So this i1s based on -- and to be clear, this i1s based on

comments received from both industry and financial
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representatives, essentially because there is very little

market of existing projects like this that have been
financed?

MR. RICKERSON: This i1s based -- I™m
sorry, could you repeat the question?

MR. ROSCOE: Sorry, | just wanted to
be clear that these statements are -- the fact i1s that
there™s very little existing market of financed -- debt-
financed renewable energy projects of this size in
Atlantic Canada, so that you"re relying on input on what
it could -- on the market could be, which 1s -- 1"m not
saying that"s wrong. 1"m just saying that, to be clear,
there have been very few -- the "market" i1s almost
non-existent for financed renewable energy projects in
Atlantic Canada of this size.

MR. RICKERSON: What"s been reported
to us by developers has been very little debt financing
for small wind, for example.

MR. ROSCOE: Right.

MR. RICKERSON: Yeah.

MR. ROSCOE: So because of that you

had to take 1nput on what that market could be?
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MR. KEITH: And when we talked to

lenders we were careful to make sure they understood that
this was a project that had been accepted as a COMFIT
project and had a 20-year power purchase agreement with a
regulated utility at -- set at a cost-based rate.

MR. ROSCOE: Okay. No, and that"s ---

MR. KEITH: Hence we took that into

consideration.

MR. ROSCOE: Great. And actually that
sort of leads me -- well, In the conversations with
financers -- and | agree that that"s the only option you
really could have had because there i1s no market -- did

you talk about the experience of the developers that are
going to be building these projects?

MR. RICKERSON: In what sense?

MR. ROSCOE: Well, in that a lot of
these community projects, whether 1t be municipalities,
CEDIFs, co-ops, First Nations groups, will have very
little experience i1n developing projects of this size.
And 1 was wondering 1If that level of experience was
brought to the financers®™ attention or was requested by

the financers of you?
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MR. RICKERSON: To the best of our

ability we tried to describe to the financiers the types
of eligible entities under the COMFIT.

MR. ROSCOE: M"hm.

MR. RICKERSON: And let them draw
conclusions based on their own expertise and also based on
our conversations with them.

MR. ROSCOE: Okay.

MR. RICKERSON: We provided, for
example, the regulations and other documentation
describing what the eligible entities would be.

MR. ROSCOE: Okay. And they didn"t
ask for, you know, how many other projects have these
groups done before?

MR. KEITH: But I think we -- actually
we were careful to tell them that these -- some of these
projects could be developed by iInexperienced, you know,
community-based groups who"ve never developed an energy
project before.

MR. ROSCOE: Okay.

MR. KEITH: And we actually got a wide

range of responses from lenders to that question. Some
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lenders said, "I don"t care; i1t"s all about the PPA."

MR. ROSCOE: M"hm.

MR. KEITH: *If the PPA is solid, a
20-year PPA, 1 don"t care, you know, 1If they"ve ever
developed a project before.'” And again, this i1s a lender

whose financing after a project has been constructed.

Now, other lenders felt that that --
there would be some risk associated with that. So 1t --
there was a broad range.

MR. ROSCOE: Okay.

I —- can | assume that the
conversations regarding financing were on projects on a
one-off basis, or were the banking institutions assuming
some form of aggregation between projects in order to
reach a critical size?

MR. RICKERSON: They were -- that
topic didn"t come up In terms of aggregating to portfolio
of projects, but my assumption was -- my sense of the
conversation iIs they were assuming one-off projects.

MR. ROSCOE: One-off projects, which 1
think 1s appropriate. |1 just don"t see how even if

multiple groups do multiple projects there may be

10
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different partners or so forth that may make that

complicated.

Did any of the financial institutions
inquire about the assets that -- other assets of the owner
-- owning organizations? Like what recourse they may have
from these organizations?

MR. RICKERSON: It depended. Some
financiers actually assumed that it would be project-
financed and some didn"t. And those that assumed recourse
Jjust made broad assumptions about reasonableness.

MR. ROSCOE: Okay. So based on these
broad assumptions, | assume that no banking institution
got to the point where they were able to say here®s a term
sheet of the requirements for financing?

MR. RICKERSON: No.

MR. ROSCOE: No, okay. We haven"t
been able to get one either, so -- lastly, specific to --
mostly with respect to small wind projects, did they --
was there any requirement from the financial Institutions
regarding wind resource analysis? Did they say, "Sure
we" 1l finance but you®re going to need 12 months of met

tower data," or something like that?
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MR. RICKERSON: We didn"t get to that

level of detail. |I°m assuming that they -- typically a
financier for projects above a certain size, if project
financing, for example, would require that type of data.

MR. ROSCOE: M"hm. So i1t"s fairly
traditional of all wind project financing to require, you
know, resource analysis of a certain magnitude. The
challenge comes with these projects, especially within the
small class, but 1t"s not completely irrelevant for the
large wind class in this context, that it may be
challenging to effectively study the wind resource to the
level that is currently the norm in the wind energy
industry within the realm of this program because of the
costs associated.

An average met tower may cost $50,000
and required to be up for a year. 1In a, you know, a three
hundred or $400,000 small wind project that®"s a huge cost
and a long time to wait.

So my concern is that the information
that you received was going to be contingent on something
that wasn®"t budgeted for in the capital costs.

So in your -- there was no contingent
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-- did they -- did any of these say explicitly that they-"d

be able to finance -- did any of the financial
institutions that you spoke with explicitly say that they
would finance projects without met tower data?

MR. RICKERSON: Again, I think we
didn"t walk into project financiers through the full range
of potential of wind resources and corresponding outputs
from projects around the province and ask them, so given
this range of definite figures how would you finance or
not finance this, and given the conversations we were
having at this point. And our goal i1s to set
representative rates and reasonable rates. We"re able to
ask other financiers broader questions about what rate do
you think is representative and reasonable.

And what we kind of -- the 8 percent
we came up with ultimately was independently suggested by
several of the financiers we spoke with.

MR. ROSCOE: M"hm.

MR. RICKERSON: And also independently
supported by several of the stakeholders we spoke with as
well; definitely seemed to be a very solid average of

agreement around 8 percent.
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MR. ROSCOE: Okay. And that 1

understand based on the information that they had and I™m

not -- I won"t challenge whether or not i1t"s
representative of the range. 1711 assume that that"s
accurate.

My concern is that there are variables
that were not discussed with them that led to that range
that we may find as developers applying this program that
there may be hurdles that will make project financing not
feasible at the rates assumed.

Once we -- the risk iIs that we"re
going to go out in the fall once these rates are set and
once the program®s open and not get the same results from
financial iInstitutions that were included in the model.

And that"s just going to hurt the --
it"s going to hurt the effectiveness of the program, I
guess. So you won"t -- I guess the -- to conclude, the
specifics required for financing were not determined with
these financial institutions you spoke with to develop
this range.

MR. RICKERSON: So I think that"s

accurate i1n the level of specifics. 1 think there are two
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sets of questions we were discussing around financing with

the stakeholders that included, you know, return on
equity, debt, debt/equity ratio and term.

And 1 think when we were talking about
the wind community broadly and with other stakeholders,
that package of assumptions was ultimately to produce a
rate that the stakeholders agreed was reasonable and
potentially buildable another way.

So although one or two assumptions
could slide one or two directions and in fact they did
slide to allow for increase in rates around debt to equity
ratio, we moved from 60/40 down to 50/50.

MR. ROSCOE: MT"hm.

MR. RICKERSON: And also in terms of
debt term, we moved from 20, which Is assumption many
other feed-in tariff regimes, down to 15 and 10.

MR. ROSCOE: Yeah, right.

MR. RICKERSON: Those combined to
slide a bit up. They did not necessarily adjust debt,
which again, we thought was a relatively defensible
average. And ultimately the rate that was produced by

that package, again not with individual components, seemed
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to be found reasonable by many of the wind stakeholders.

There®s testimony to that effect that"s been filed.

MR. ROSCOE: Okay.

MR. KEITH: Can 1 add one more thing?

MR. ROSCOE: Sure.

MR. KEITH: You alluded to the risk of
being overly optimistic about financing and setting the
rates a little bit too low and having projects not happen
and that would be a bad outcome and we agree with that.

And 1 just want to point out that
we"re also balancing that against the risk of setting the
rates too high 1In an effort to ensure a robust outcome.

MR. ROSCOE: Yeah.

MR. KEITH: Knowing the risk on that
side 1s obviously that Nova Scotia ratepayers are
overpaying projects for 20 years.

MR. ROSCOE: No, I ---

MR. KEITH: So we"re balancing ---

MR. ROSCOE: 1 can completely
understand that that balance is required.

MR. KEITH: Okay.

MR. ROSCOE: One last question. Can
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you comment on of the -- how many financial institutions
you spoke with and how many of them have experience
financing wind projects, just iIn general terms?

MR. KEITH: I believe there were 14
institutions on the list of lenders and financing experts
that we talked to.

MR. RICKERSON: In terms of the exact
numbers, of which I don"t have that, we had broad
discussions about whether they had or were interested in
financing renewables In this space or not.

MR. ROSCOE: Okay.

MR. RICKERSON: So exact number of
wind financiers, 1 can"t tell you.

MR. ROSCOE: Okay. 1 believe I have
no further questions.

THE CHAIR: Thank you.

Seaforth Energy?

CROSS-EXAMINATION BY MR. BARRY

MR. BARRY: Good morning. We"re going

to focus our questions on both small wind and the large
wind. And quite specifically we"ll probably pick up on

Mr. Roscoe"s comments on very specific operations and
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maintenance. First and foremost on the small wind.

The CanWEA data on which you relied,
did you see or ask CanWEA where that data came from?

MR. RICKERSON: They said i1t was based
on their consultations with their small wind stakeholders
manufacturers.

MR. BARRY: Do you know what size
turbines 1t was from?

MR. RICKERSON: We assume it was an
aggregation of smaller turbines.

MR. BARRY: So you don"t have a list
of what manufacturers or what turbines or what sizes?

MR. RICKERSON: They did not provide

MR. BARRY: Did you -- on the project
listing that you had for 50-kilowatt sized projects where
you got the capital costs, did you have also the 0O&M costs
from those?

MR. RICKERSON: 1 believe we did.

I1"11 have to dig through the data. Did we? Did you
provide us the 0O&M data.

MR. BARRY: Yeah. On our side no we
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did not provide you with the 0&M data.

MR. RICKERSON: So if you -- then 1

guess 1T you all did not -- you provided us -- |1 wanted to
say thank you again for providing us that -- the robust
data set. 1 think of many stakeholders here you all were

most cooperative and collaborative iIn terms of providing
that.

In terms of our database of small wind
costs i1t was installed costs, 1If i1t wasn"t from you all
and 1f you also were -- just installed costs and that"s
what we had.

MR. BARRY: If I may recommend to the
Board i1f we could short circuit questions I might
recommend an undertaking that we look at actual 0&M costs
that would support the installed base of 50 kilowatt
projects. It could be supplied by CanWEA, i1t could be
supplied by manufacturers of 50 kilowatt projects. And I
believe 1t would address Mr. Roscoe®s questions as well.

MR. RICKERSON: Yeah, 1 believe we
could ask CanWEA and 50 kilowatt manufacturers to provide
O&M data.

MR. KEITH: Was that the request?
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MR. ROSCOE: Is that the request?
Yes.

MR. KEITH: 1 think 1t would make
sense to ask CanWEA i1f they could provide the data. 1™m
not -- are we willing to go back and canvass -- is that a
reasonable thing?

MR. RICKERSON: 1 think we could ask
CanWEA certainly to provide their list, a more granular
list.

MR. OUTHOUSE: 1Is there anyone here
from CanWEA today?

MR. BARRY: We"re members of CanWEA.
I would suggest that the information from manufacturers
specific to 50 kilowatts on the projects would not be
accurate the way they®ve portrayed their estimate.

MR. OUTHOUSE: But I guess -- what --
can"t you get i1t from CanWEA, Mr. Barry, or no?

MR. BARRY: We can get their -- we
have their estimate. We do not have a list of the
manufacturers from which they relied upon for that data.
Our own experience across 175 turbines installed around

the world would suggest that the estimate is quite low.
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MR. OUTHOUSE: But I guess, the thing
is this panel®s about -- i1s going to depart soon, | think,
in terms of their evidence. CanWEA i1s yet to testify. So
if that information should be provided presumably it
should be provided by CanWEA before it takes the stand.

THE CHAIR: Or i1t"s a question you can
ask them when they"re on the stand.

MR. BARRY: Yeah.

MR. OUTHOUSE: But your question, Mr.
Barry, was whether Mr. Rickerson or someone from the panel
would ask CanWEA for i1t?

MR. BARRY: 1 think 1 was suggesting
hopefullly a short circuit on to looking at 0&M costs that
are specific to 50 kilowatt projects in hopes to get the
Board the supporting data that would look at that as a
component of how the tariff was represented.

THE CHAIR: Well, why don"t we wait
until we hear from you folks and from CanWEA and then see
where we are. |If there®s a hole in the record then we may
see how we can fill i1t but --—-

MR. BARRY: Sure.

THE CHAIR: 1 guess i1t"s -- i1t would

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS



10

11

12

13

14

15

16

17

18

19

20

21

22

Page 404 NSUARB-BRD-E-R.10

be an odd situation to ask these folks to provide
information that a party to the proceeding has.

MR. BARRY: Yeah, 1 was -- no problem.
Yeah.

On the Exhibit D and Exhibit E -- and
this 1s to the interconnection costs; this would be iIn
roughly page 48 1 believe of your submission -- you had
set out a certain set of costs for interconnection costs
from Nova Scotia Power which had a listing of equipment
and related to $10,000.

And then In the next exhibit 1t
referenced it as, "Studies"” and that $10,000 was the cost
of studies. Could you just clarify that for us?

MR. KEITH: Yes.

(SHORT PAUSE)

MR. KEITH: Yes, there appears to be a
typographical error in Exhibit E and so we would like to
resubmit that -- a corrected version of that. It seems
that the row labels are offset from the actual data by one
row.

So 1f we could provide a corrected

version of this exhibit, as an undertaking, we’d like to
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do that.

The $10,200 is for NSPI equipment, as
reported in the NSPI data. We included no cost because
NSP1 told us there were no studies required, they have no
cost associated to ---

MR. BARRY: I agree. 1 just wanted to
make sure we clarified that.

MR. KEITH: Okay.

THE CHAIR: That will be Undertaking
U-9, to provide a corrected Exhibit E to your evidence.

UNDERTAKING U-9 - To provide a
corrected version of B-1, "E"

MR. BARRY: 1 think there may be
another typographical error there in the revenue line as
well in one of the tables where you had maybe transposed
the revenue from a large wind turbine and the small wind
turbine In i1nappropriate boxes. 1 think 1t’s In the same
table and if it’s not 1 apologize; I’m just going by
memory .

MR. KEITH: Okay. You can point me to
that.

MR. BARRY: 1’11 undertake i1t after
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instead of holding up the whole group.

MR. KEITH: Okay.

MR. DOEHLER: So 1f 1 understand, the
numbers are not going to change, just the labelling on the
column on the rows, okay.

MR. KEITH: That’s right.

MR. RICKERSON: Okay, thank you.

MR. BARRY: One question on the number
of groups that can participate in the COMFIT. We heard
that the municipalities are likely to struggle and not
undertake and that was a submission of Halifax on behalf
of many other municipalities.

We heard from the First Nations that
also said they were going to struggle to be able to
participate.

How did you factor In each of the
different community groups and/or model their ability to
participate when studying the tariff to believe that you
were accommodating or living within the spirit of the
guidelines or the regulations that the government had put
out?

MR. RICKERSON: 1 think we talked
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around this to some degree today already and yesterday,

that we want -- we didn’t take iInto account each
individual groups and its potential constraints or
opportunities.

Instead, we tried to find a
representative reasonable midpoint under which projects
could be developed.

We certainly had conversations with
different groups as we went along but to read those then
specifically from the model. Again, 1t’s a reasonable
midpoint.

MR. BARRY: Did the government provide
any further guidance on that as to the inclusiveness that
they assumed or would like to see in the rate setting?

MR. RICKERSON: Not to my knowledge.

MR. BARRY: 1I’m going to turn i1t over
to Mr. Pynn who is going to ask questions on the large
wind side.

THE CHAIR: For the sake of the record,
if you -- I know who you are but i1f you’d say for the
record who you are.

MR. BARRY: Sorry, Jonathan Barry from
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Seaforth Energy.

MR. PYNN: Paul Pynn from EON

Windelectric.
THE CHAIR: Thank you.
CROSS-EXAMINATION BY MR. PYNN
MR. PYNN: Right, so I guess I should
start —- first of all, good morning, everybody.

I should start with sort of a brief
introduction because 1 think 1t might be relevant.

We have -- my company has installed --
we’ve directly been involved i1In the development and/or
construction of about 200 megawatts of wind energy iIn
eastern Canada over the years.

Most recently we have installed and
been founding shareholders of the Watts Wind Energy
Project which 1s a 1.5 megawatt single turbine
installation 1in Nova Scotia which was organized as a
CEDIF, so I think i1t’s very relevant to the model that
you’ve presented in your evidence.

So my questions today are around some
of the areas where -- oh and by the way, we just

commissioned that turbine this week so i1t’s producing
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energy now.

My questions are around some of the
areas where the experiences we had with watts differs from
some of the assumptions you’ve made in your model.

And Mr. Roscoe has covered some of
this, so 1’1l try not to duplicate anything but
specifically, the 15-year amortization period for big
wind, above 50 kilowatts, you talk about a range, a
reasonable range being 10 to 15 years. You chose the
higher end of that range.

Did any of the lenders that you spoke
to commit to that sort of a range, the 15 years
specifically?

MR. RICKERSON: I wouldn’t say commit,
but they did say -- several lenders did say that 12 to 20
was possible or some also said that 15 was reasonable.

But again there was a range of terms
that were below that as well.

MR. PYNN: Okay. Did any of the
lenders comment on the probability that the upper end of
that range, the 15 years would be something that they

could do?
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MR. RICKERSON: They didn’t give me a
specific probability.

MR PYNN: No.

MR. RICKERSON: Like 90 percent, 75
percent.

MR. PYNN: Okay. Because our
experience was that none of the lenders would touch 15-ear
amortization. In fact, when we first modelled our watts
project we assumed, just as you did, a 15-year
amortization and when we get out on the street and talk to
a whole host of lenders we had to knock i1t back to 10
years because none of them would do a 15-year.

Okay, my next question is about the
assumption on interest-joined construction.

MR. RICKERSON: We also based i1t on a
comparables per month, did assume a loan tail after i1t’s
-- for a large wind and it was a 20-year term and an 18-
year assumed amortization period.

MR. PYNN: Okay. What’s a loan tail?

MR. RICKERSON: That’s the period
after which your loan ends but you still have a PPA

contract.
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MR. PYNN: | see, okay.

On interest-joined construction you’ve
recommended 10 percent. Did any of the lenders you spoke
to agree to a 10-percent interest-joined construction?

MR. RICKERSON: There had not been
that much discussion about the interest on construction
during the stakeholder proceedings until near the end.

So 1t hadn’t been something we had
focused our attention on with lenders specifically.

MR. PYNN: Okay. So what we found was
that none of the traditional lenders would finance the
construction and 1 think you mentioned that in the
evidence actually.

The lenders would -- are more
interested in financing after the construction 1is
complete. So that forces developers -- and our project
was evidence of this -- to go to non-traditional lending
sources for construction. So you’re left with a project
where you’ve got a COMFIT, a contract or a PPA of some
sort, and you can talk to lenders about long-term
financing but you’ve got no money for your construction so

you have to go to non-traditional lenders for that.
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And our experience has been that

they’re more expensive, so | guess my question i1s; did you
speak to any non-traditional lenders about construction
financing and the rates for that?

MR. RICKERSON: 1I°m not sure what you
mean by non-traditional lenders but the answer®s probably
no.

MR. PYNN: Not banks.

MR. RICKERSON: Okay, no.

MR. PYNN: Okay. So we did a lot of
that and as 1 said, none of the banks would touch 1t, we
had to go to a non-traditional lender and it was more iIn
the order of 20 percent.

My next question is about cost of
equity.

MR. RICKERSON: Yes?

MR. PYNN: You’re assuming 13 percent.

MR. RICKERSON: That’s correct.

MR. PYNN: Did you get any -- did you
contact or get any indication from any investment groups
or individuals or venture capital groups or pension funds,

anything like that, that would agree to providing equity
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financing for these types of projects at 13 percent
return?

MR. RICKERSON: Again, we didn’t
solicit anyone to agree to provide any equity on any
terms.

MR. PYNN: Okay.

MR. RICKERSON: We did ask what kind
of reasonable expectations for equity would be from a
variety of different stakeholders and that again ranged
from below where we reported to above, as we discussed
earlier In the proceeding.

MR. PYNN: Okay. So what sort of

investment groups did you talk to about that?

MR. RICKERSON: In terms of investment

groups, the main was one -- we had a conversation with the

CAPE Fund which works with the First Nations.
MR. PYNN: Okay. Any others?
MR. RICKERSON: No.
MR. PYNN: Okay, so just one?
MR. RICKERSON: Right.
MR. PYNN: Okay. We talked to a

number of i1nvestment groups and they all were interested
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in projects -- small projects like this, equity

investment, having a return of greater than 13 percent,
again, more in the order of 20 percent.

Okay, my last question is about
installed cost. You’ve assumed $3.8 million for a 1.5
megawatt project; right?

MR. RICKERSON: That’s correct.

MR. PYNN: Okay. OFf the groups that
you received feedback from, and 1 think there were seven
or eight of them, regarding the installed cost, had any of
those, aside from ourselves, actually installed a 1.5
megawatt project iIn Nova Scotia?

MR. RICKERSON: Not to our knowledge.
I don"t know 1T we got that specific level of detail.

MR. PYNN: Okay. So is it safe to say
that they were ---

MR. RICKERSON: To clarify, when Nova
Scotia Wind Developer opined to us about a certain --
about costs for a 1.5 megawatt turbine ---

MR. PYNN: Yeah.

MR. RICKERSON: --- we did not go back

to them and say, "Are you sure you installed a 1.5
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megawatt turbine In Nova Scotia".

MR. PYNN: Okay. So it"s ---

MR. RICKERSON: We basically took
their word as they submitted the comments and testimony.

MR. PYNN: Okay. So being that there
aren"t any other projects iIn Nova Scotia that size, 1
think 1t"s -- is 1t fair to assume that these were sort of
theilr best estimates?

MR. RICKERSON: Yes. 1 mean, I think
that what they submitted were their best estimates ---

MR. PYNN: Yeah, okay.

MR. RICKERSON: --- 1 would hope.

MR. PYNN: Okay, thanks.

You made reference to -- this iIs page
22, line 26, project costs that are roughly 11 percent
lower than 2008 project costs consistent with data showing
falling turbine prices since that time.

MR. RICKERSON: Yes.

MR. PYNN: What turbine manufacturers
did you get pricing from?

MR. RICKERSON: That was the new --

Bloomberg New Energy Finance Index, turbine index.
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MR. PYNN: Okay. So you didn"t speak

to any turbine manufacturers directly?

MR. RICKERSON: No, we didn®"t. Not iIn
terms of prices for 1.5 megawatt turbines. We did speak
with developers who confidentially gave us pricing on the
1.5 megawatt turbine, included manufacturers®™ quotes to
them.

MR. BARRY: Okay. Was any of that
pricing specific for a community group like we"re talking
here?

MR. RICKERSON: 1I1"m sorry, the turbine
price?

MR. BARRY: Yes. Were any of those
quotes specific to community groups?

MR. RICKERSON: No.

MR. PYNN: Okay. Last question; did
you consider the fact that all these COMFIT projects are
going to be on the distribution system and in most, if not
all, cases projects of this size on the distribution
system are going to have some voltage control issues with
Nova Scotia Power which will necessitate the use, as 1

say, In most cases, of direct-drive turbines and direct-
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drive turbines are iInherently more expensive than doubly-

fed induction generator turbines, which are more common on
transmission projects?

MR. RICKERSON: So Mr. Pynn, you
weren®"t, 1 think, here yesterday when there was an
undertaking commissioned on behalf of EON Windelectric to
-- on behalf of Black River to put your assumptions into
our model to see where things come out.

I think ---

MR. PYNN: Okay.

MR. RICKERSON: --- where a lot of
these questions seems to be leading is couldn™t --
ultimately, 1711 take a step back and look at this from a
where does the rate ultimately wind up, because as we"ve
talked about throughout this proceeding, there are many
inputs that could slide back and forth within a reasonable
mid-range that could deliver a rate.

And what 1°ve been hearing from and
what 1"ve modeled from both the suggestions about 0&M and
some of your work as well, is a lot of the suggestions
would actually raise the final rate that both turbines are
being given.
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And so far, that rate i1s already

generous compared to some other comparables we"ve seen and
sits right in the middle of where stakeholders on both
sides have talked about.

And if 1t went -- 1In fact, 1711 refer
to Ken Wheeler. Again, Ken Wheeler said that the small
wind rate was well within the range to be developed,
ultimately, and also for large wind they actually
suggested that there would be a price for -- slightly
lower than what we suggested.

So we could -- I don"t know 1f we took
your exact suggestions into account. We did conduct
sensitivity analyses on multiple variables within our
model .

We found that things like where we did
slide, some things you"re discussing upward. There are
other things reasonably within the mid-range like capacity
factor that could again slide slightly higher than where
we were. It would negate those and wind up basically back
at the same starting point.

So I guess to answer your question,

did we take into account voltage differences at that
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level, for the purposes of our analysis we didn"t

specifically. That"s because the larger kind of
aggregated decisions we were making seemed to make that
less relevant to the rates we were trying to set, that
level of granular analysis.

MR. KEITH: Okay. Can I ask a
clarifying question for both of you?

You"ve i1dentified a number of areas
where you think our Input assumptions should be slightly
different. Do you think the rate for small wind or large
wind should be higher?

MR. OUTHOUSE: 1 think in fairness,
Mr. Keith, they"ll get to testify iIn due course and that
question can be put to them when they®"re on the stand.

Right now they"re not obliged to
answer any questions; they“re just asking.

MR. KEITH: Okay.

THE CHAIR: And Mr. Outhouse gets paid

to do that.
(LAUGHTER)
MR. BARRY: I don"t mind answering.
MR. DEVEAU: 1 have one follow-up,
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sorry, one of the last questions that Mr. Barry asked you

about obtaining the quotes 1T you specifically address the
issue of community-based COMFITs or CEDIFs seeking a quote
from a manufacturer. And you said you had not done that.

Does 1t concern you that developers
who might be seeking multiple quotes for multiple projects
might be In a better negotiating position than perhaps a
SDIF or a municipality or, you know, co-op group,
community-based group who would be doing these sort of as
a one-off?

MR. RICKERSON: 1 think large
developers who can secure long-term contracts for
turbines, for example, are certainly In a better position
than community groups negotiating for one-off stand-alone
turbine.

MR. DEVEAU: And so having said that,
how do you think that affects your installed costs of the
project for COMFITs generally, 1f they"re -- you know, i1f
they"re truly community based?

MR. RICKERSON: For COMFITs generally?

MR. DEVEAU: Well, for projects that

are undertaken by municipalities or CEDIFs.
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Are you assuming there that those
projects would have some participation by a private
developer and they“"re the ones that could perhaps
negotiate that installed cost price?

MR. RICKERSON: So I guess
differentiating between broadly COMFITs and wind, I think
we generally did try to take into account through
consultation with stakeholders and others ---

MR. DEVEAU: Sorry, 1 meant wind.

MR. RICKERSON: Wind. Okay.

So for wind, we did look at installed
costs for projects that may not have had the same COMFIT
ownership eligibility but were in the same size range.
And a lot of times the large developers have long-term
contracts aren"t necessarily developing In that size
range, so we thought they were at least a reasonable
approximation.

In that size range -- sorry -- iIn that
tranche, there were a range of installed costs which are
both below and above the installed costs we ultimately
chose. We benchmarked both against what stakeholders told

us.
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We did look at a database of the U.S.

projects for under five megawatts compiled by the Lawrence
Berkeley National Lab, which puts our installed costs, our
total project costs around the same range we ultimately
decided on.

Having talked with Nova Scotia
stakeholders, i1t seems like maybe our installed costs
specifically may be on the lower end of what Nova Scotia
development to date has experienced.

But again, taking a step back and
looking at the rate broadly, when we adjusted for other
things we seen that the ultimately rate was solid enough
not to require additional adjustment within the installed
cost range.

MR. DEVEAU: So you don"t think the 51
percent requirement would negatively impact that figure?
Because the numbers you have now would not be co-oped
through municipalities. 1 mean, now you®"d have the 51
percent required.

MR. RICKERSON: So i1f 1 understand
correctly, 1t"s specifically the 51 percent requirement of

community ownership would impact the ability to source
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turbines?

MR. DEVEAU: For the cost you®ve
indicated.

MR. RICKERSON: So yeah, 1 think at
the scale we were talking about -- so 1 don"t think so, is
the short answer.

MR. BIEWALD: And this i1s all going to
the possibility that turbine providers might see this as a
negative thing and somehow raise thelr cost because It’s a
one-off smaller project.

But for all we know they may see i1t as
a positive thing to have a turbine with their name on it
or their manufacturing, you know, installed iIn the
community where people will see 1t and where 1t"s wanted
as opposed to a turbine that"s being put by a private

company on land where there might siting opposition, for

example.

MR. RICKERSON: Right. We have
definitely seen some -- before turbine prices started to
soften, there -- we did see some community groups have

trouble sourcing the largest turbine manufacturers like GE

or Siemens. But that said, especially with community wind
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development, again, so that®"s a very broad definition.

But there were kind of several firsts
where 1 wouldn®"t say second tiered, but turbine
manufacturers like Suzlon or some of the Chinese
manufacturers have well-established products but had not
yet entered the North American market were able to come iIn
and serve those community wind projects.

MR. PYNN: That’s it for me, thanks.

THE CHAIR: Just a question; Mr. Pynn,
we have a letter of comment from you which we’ve logged as
a letter of comment.

MR. PYNN: Okay.

THE CHAIR: But Seaforth is going to
be presenting evidence and have filed evidence. Are you

part of that panel that’s going to answer to that

evidence?

MR. PYNN: Yes.

MR. OUTHOUSE: 1 think that has to be
so at this stage, Mr. Chair, because he’s -- the premise

for a number of his questions, based on his evidence, 1f |
can put 1t that way in terms of the cost they’ve

experienced, and I’ve had one other request to cross-
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examine him on that evidence. So I think i1t’s at a stage,

it’s pretty well essential that he testify.

THE CHAIR: And if we’re not allowed
to test your evidence it’s going to be -- 1f the parties
are not allowed to test your evidence it’s going to be
difficult. 1It’s one thing for you to say ---

MR. PYNN: Yeah.

THE CHAIR: --- 1n questioning what
you’ve done and say in a letter of comment but ---

MR. PYNN: Yeah.

THE CHAIR: --- 1t’s going to be
difficult to —- 1f you don’t allow the evidence to be
tested, to give it the same status as a piece of evidence.

MR. PYNN: Okay.

THE CHAIR: Anyway, 1’11 leave that
with you to talk to Mr. Outhouse or somebody about.

MR. PYNN: Sure.

THE CHAIR: Thank you.

St. Francis Xavier University?

CROSS-EXAMINATION BY MR. COADY

MR. COADY: Good afternoon

THE CHAIR: Again, if all the

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS



10

11

12

13

14

15

16

17

18

19

20

21

22

Page 426 NSUARB-BRD-E-R.10
questioners could just state thelr names so the

transcribers know who you are.
MR. COADY: Yes, my name iIs Moses
Coady and 1°m representing St. Francis Xavier University.
Thank you, Mr. Chairman. My name is

Moses Coady and I°m representing St. Francis Xavier

University.
THE CHAIR: You only have to say i1t
once.
(LAUGHTER)
MR. COADY: This i1s from my notes.
Many of the questions that we have,
have been competently answered by the -- or covered off by

the Association of Nova Scotia Sawmillers, so 1t’s not my
intent to cross-examine you on those matters again today,
because I think they’ve been well covered off. But I
would like to list them or restate them directly from my
-— or from my direct testimony, iIf you don’t mind, those
which we are essentially iIn agreement with the
association.

The fuel escalator, which i1s an

important matter and has been covered off competently by
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the -- by our colleagues or -- St. F_X. i1s of the view

that a few -- or a fuel adjustment mechanism iIs, at a
minimum, the kind of risk remediation that would be
required for this project. And In the absence of that we
agree that a reopener of some sort to retest the
assumptions against the facts in the future would be
valuable.

We’ve gone through the debate around
extraction versus back pressure turbine. 1 think It’s
been well-established by the Sawmillers that a back
pressure turbine iIs uneconomic In these situations, and
for these projects to be feasible there needs to be an
opportunity to produce electricity when the steam load is
either -- when the steam load i1s low; 1.e., at a
university i1t’s a seasonal thing; 1t’s cold in the winter,
it’s warm in the summer. And in order to make these
economic, you really need to be able to have the capacity
to produce the electricity for that period of time when
the steam load i1s low.

The other 1 wanted to —---

THE CHAIR: Mr. Coady, is there a

question coming soon?
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MR. COADY: Well --—-

THE CHAIR: You’re going to have a
chance to make your submissions, but is there any
question?

MR. COADY: AIll 1 wanted to do was
identify what 1 agreed with, with the Sawmillers, these
are the four, five areas that | think ---

THE CHAIR: But you’ll have a chance
to make a presentation.

MR. COADY: We will not -- yes, at a
later date. 1Is i1t okay if | continue just to identify
them?

THE CHAIR: Well, 1 guess what I°m
most iInterested in is whatever questions you have for this
panel.

MR. COADY: I have a few questions,
but I wanted to restate first the agreement that we have
with the Sawmillers, i1f you don’t mind.

THE CHAIR: Well, 1 do mind, because
1’d like you to get to your questions.

MR. COADY: All right.

MR. RICKERSON: We have read the
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testimony.

MR. COADY: You have the written
testimony, okay. Well, I just said 1 wanted to i1dentify
that, the capacity factor, the annual minimum efficiency
and how 1t might affect a project like ours, the
construction financing, the federal tax rate on these
issues. That I wanted to, essentially, say that we are In
agreement with the Sawmillers and we will not go into
cross-examination as a result.

And then there i1s a few questions from
yesterday’s testimony that | did want to touch on briefly.

In discussions with Ms. Rubin
yesterday you agreed that you had not included the cost of
an EPC contractor in your model. 1t would be St. F.X.’s
intention to include an EPC contractor in our cost. And
we believe that that’s imperative to minimize the risk
around construction.

Would you agree that an EPC contractor
would mitigate some of the construction risk? And as I
understand i1t, EPC contractors give a given price, a
turnkey price, and, therefore, they assume some of the

risk and not the proponent.
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MS. SHAW: So I think that what you’ve

sald 1Is correct in that by hiring an EPC contractor you
have essentially -- you have sold your risk. So someone
else has acquired 1t and you’ve paid them to do so, is
generally the result.

The question there is really around,
how are you valuing that? For example, I think Ms. Rubin
mentioned yesterday that Nova Scotia Power uses EPC
contractors, or had for a particular project. And you
know, 1 don’t really believe that that’s surprises me.
When 1 worked for EPCOR, they also used EPC contractors
but 1t was as a risk management tool because they valued
cost certainty over the ability to minimize cost.

And 1 don’t think that that was
necessarily our intent iIn setting this rate, to find a
risk-free value that we could set a rate at, but rather to
set a reasonable rate that could be obtained, not a rate
that could be obtained with little risk.

MR. COADY: But would you agree that
an EPC contractor would reduce the overall risk of a
project such as one like St. F_.X.?

MS. SHAW: Yes, at a cost.
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MR. COADY: Yeah, and should that cost

be included in the COMFIT rate?

MS. SHAW: 1t 1s not a -- we didn’t
try to come up with a risk-free rate, no.

MR. COADY: I see. There are —- if
there 1s no EPC contractor, are there still construction
management costs?

MS. SHAW: Yes.

MR. COADY: And can you tell us where
in your model these are included?

MS. SHAW: There would still be
construction management costs, and 1 would say that i1t’s
an area that we assumed would be -- perhaps incorrectly --
to some extent absorbed by the host.

MR. COADY: You’ve allocated the cost
of thermal and the cost of electricity in such a way that
the vast majority of the cost iIs attached -- of the boiler
iIs attached to the thermal. And a small portion of that,
as | understand i1t, i1s attached to the electricity side.

MS. SHAW: Was that a question?

MR. COADY: Well, 1°m going to ask you

the question. And forgive me, 1°m a novice at this; |
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don’t do this every day so bear with me, 1f you don’t

mind.

MS. SHAW: 1°ve never done this before
either.

MR. COADY: But the situation at St.
F.X. 1s that it would be a greenfield site where there
would be no logical use of any existing materials that are
on the campus, i1t would be in a new site. And would you
say that i1n those circumstances a 50/50 division of the
allocation between thermal and electric would be
appropriate?

MR. KEITH: Well, 1 think you’ve
raised two questions there. One i1s, is the allocation of
costs appropriate, and the other question is you’re
proposing a different kind of project than we modelled.
You’re proposing essentially a greenfield project and we
modelled a project at an existing facility, where a lot of
the existing equipment could be used. And that’s
certainly going to account for a significant amount of the
cost difference between the project that you’re proposing
in the project that we modelled.

So on the question of cost allocation;
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I mean, this i1s actually a nice example of the other

appropriate method of cost allocation. Yesterday I
described that there were two, and one of them is the
method that we used, which is to cost out a steam-only
scenario and then to cost out an electricity scenario and
take the net cost and apply to that to the electricity
load. And the thinking there is that the steam host
should be indifferent in those situations because they are
receiving the same revenue iIn either case.

Now, clearly all steam hosts have an
incentive to get electricity ratepayers to pay a little
more and subsidize their steam. The electricity
ratepayers have incentive to argue i1t the other way.

The reason that we have done i1t this
way is because it"s the most efficient or the only way we
can find to ensure that these projects are really CHP
projects and meet the standard -- meet the clear iIntent of
the law, and that i1s to use the province®s resource
efficiently iIn combined heat and power projects.

And frankly, that"s one of the
concerns 1 would have about this project because it has an

overall efficiency of 28 percent, and 1 would have
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difficulty recommending that that project be allowed to
sell electricity on a tariff that was for combined heat
and power.

And another factor is that the 28
percent efficiency of the project drives the cost up.
When you"re converting biomass to electricity at 28
percent efficiency, your fuel cost per kilowatt hour is
going to go up significantly relative to a biomass -- a
CHP facility that"s operating at a 60 percent efficiency.

So you"re asking us to pay more for
electricity so you can generate more electricity and less
steam.

MR. COADY: Thank you.

I"m just going to move on to a final
point. And St. F._X. did not do any independent analysis
of financial issues for i1ts potential CHP project, so 1
have a few questions for Mr. Bodington.

Why are lenders so concerned about the
fuel cost?

MR. RICKERSON: Mr. Rickerson?

MR. COADY: Mr. ---

MR. RICKERSON: Mr. Bodington is, 1
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believe, sitting over there.

MR. COADY: Oh, Mr. Rickerson.

MR. KEITH: And you can direct these
questions to me.

MR. RICKERSON: Mr. Keith.

MR. COADY: Mr. Keith, 1f you would.
Why are lenders so concerned about the fuel cost?

MR. KEITH: It"s highly uncertain and
it"s potentially highly variable. And it"s a large cost
input.

MR. COADY: Would a 1.5 percent adder
on the interest rate entice a lender to extend debt to 60
percent?

MR. KEITH: We don"t know.

MR. COADY: There are comments about
recourse guarantees for debt iIn Synapse®s discussions.
How does such support affect Synapse®s 60 percent debt
assumption?

MR. KEITH: Can you refer to a
specific comment?

MR. COADY: Well, 1711 restate the

question i1f you wish.
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MR. KEITH: Yes.

MR. COADY: There are comments about
recourse guarantees for debt iIn Synapse®s discussions,
particularly I think with Mr. Christmas. How does such
support affect Synapse®s 60 percent debt assumption?

MR. RICKERSON: If I understand your
question correctly -- 1 realize I"m not Mr. Keith. We did
not include any guarantees in any of our -- we did not
assume any guarantees in our work. When you produce loan
guarantees, we assumed that to the extent those would be
applied, those would be developed outside the scope of
this proceeding by government or others.

MR. COADY: Okay. Thank you.

And what debt service coverage ratio
is realistic for biomass with the proposed CPI/diesel
indexing mechanism?

MR. KEITH: What debt service coverage
ratio 1s appropriate was the question?

MR. COADY: |Is realistic.

MR. KEITH: 1Is realistic. Well, the
lenders that we talked to were very reluctant to speculate

about the specific values and indicated that the cost of
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capital leased projects would be dependent on seeing a lot

more detailed information about a specific project; about
the fuel supply commitments that that projects had lined
up; about the power purchase agreement; how much fuel that

project was potentially sourcing on site, and things like

that.

So they said -- they essentially
indicated that the cost of capital could -- there was a
very wide range in which the cost of capital -- these cost

of capital parameters might fall. But they did indicate,
as | said, that our initial assumptions, they believed,
were overly optimistic and they urged us to raise our
assumptions.

MR. COADY: Okay. Have you ever
worked on a biomass project with a diesel cost index?

MR. KEITH: No.

MR. COADY: Have you not -- 1 was
going to ask, would you know, did it effectively lower the
cost of the capital, or would 1t effectively lower the
cost of the capital?

MR. KEITH: I don"t know 1f i1t would.

I can"t say for certain i1t would. Theoretically i1t would.
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MR. COADY: Okay.

MR. KEITH: It would reduce 1t some.

MR. COADY: And my final question 1is,
you described the Antigonish -- or the CD sale, St. F.X.
project, and you described the efficiency of the thermal
side. Would you not agree that St. F.X."s 8.4 megawatt
biomass project conforms with the definition of combined
heat and power?

MR. KEITH: Well, 1 believe the number
I stated was the overall plant efficiency?

MS. SHAW: Yes, not the production.

MR. COADY: Okay.

MR. KEITH: Not the steam side. So it
was the overall plant efficiency.

So, again, I™m in a difficult position
because I haven®t been provided with any guidance about
what the province believes the definition of a CHP project
is. For me, 1f you ask me -- and you did -- 1 would say
that no, a project that has an annual efficiency of 28
percent 1 would not allow that project to receive
subsidies intended for combined heat and power projects.

MR. COADY: Why?
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MR. KEITH: Because to me the term

combined heat and power suggests an overall annual
efficiency higher than that.

It"s just my opinion, and I"ve been

told to use my discretion. I1"ve asked for guidance on
this. 1%ve been told to use my discretion and | did.
MR. COADY: So -- well, 1 -- you know,

from our point of view, and this i1s not a question, and
1"11 be out of line with the Board again, but it"s -- our
concern was the combined efficiencies or the minimum
efficiencies would create problems for projects which are
sensible.

MR. KEITH: Right.

MR. COADY: Projects such as the
university project.

MR. KEITH: Well, as I understand it,
you"re proposing to install an 8 megawatt turbine, turbine
generator at the plant, and then ---

MR. COADY: No, at a remote location.

MR. KEITH: At -- okay, as part of the
facility.

And then -- so to get a sense of how
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much steam you"re producing versus how much electricity.

The annual steam revenue is $1.5 million from the plant.
The annual electricity revenue at your proposed
electricity rate is $11 million.

So we have a plant here that"s
generating a lot of electricity and not that much steam.

MR. COADY: Would it be feasible under
these circumstances to reconfigure the main plant capacity
to more balance that; and 1f that were done, would you
think that that would be a good thing?

MR. KEITH: Absolutely. 1 think if
you reconfigured this project with a smaller turbine
generator and didn"t try to generate as much electricity,
and 1 -- you know, 1"m probably out of line here, but stop
me.

I love this project. | want this
project to succeed because 1 think in the long run, where
we are looking at climate change, we need projects like
this and we need people thinking about district energy
solutions.

And so 1T a Nova Scotia policymaker

asked me, 1°d say you need to find a way to keep this
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 441

project moving and to keep working with these people and
make i1t happen, because this i1s the kind of project we
need.

But 1f you"re asking me to set a
COMFIT tariff based on the cost of this project, 1 can"t
recommend that.

MR. COADY: Thank you. That"s all.

THE CHAIR: Thank you.

Wind Prospect Inc.?

Mr. Doehler?

UNIDENTIFIED SPEAKER: Excuse me; 1is
it possible to ask one question, like a re-direct?

THE CHAIR: No.

CROSS-EXAMINATION BY MR. DOEHLER

MR. DOEHLER: |1 have some questions

that are all over the map I"m afraid. So just bear with

me as | go through them.

In your evidence on page 17, lines, 30

and 31, you state how the interconnection equipment owned
by a COMFIT project will not be depreciable for tax
purposes. | don®"t understand why.

MR. KEITH: We looked at the -- read

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS



10

11

12

13

14

15

16

17

18

19

20

21

22

Page 442 NSUARB-BRD-E-R.10

carefully the Class 43.1 regulations and found them to be
rather ambiguous in the terminology and but -- my reading
of that was that infrastructure that they call
“transmission” is not eligible to be ---

MR. DOEHLER: As long as you"re on
that class but 1t"s still depreciable for tax purposes
under a different class then.

MR. KEITH: Oh, I"m sorry what ---

MR. DOEHLER: That"s not raised, not
depreciable at all.

MR. KEITH: No. What I -- 1 guess
that was a mistake. What I meant was i1t"s not eligible
for accelerated depreciation.

MR. DOEHLER: For the 3.17?

MR. KEITH: Yeah.

MR. DOEHLER: Okay.

MR. KEITH: I apologize.

MR. DOEHLER: So when this was assumed
did you put any depreciation on this for tax purposes and
capital cost allowance or you just ignored i1t completely?
So it could be another -- or i1t could be another changer?

MR. KEITH: 1°d have to go back and
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look at that.

I believe the change on that would be
extremely small to take a cost i1tem that that"s small and
just change the depreciation. The Impact on the rate is
going to be quite small but I"m happy to look at that.

MR. DOEHLER: We may come to that a
little later on. That"s fine.

On page 18, lines 15 to 18, 1 want to
understand this property tax. The Board has some
familiarity with assessments.

But you"re talking about the iIndex or
replacement costs and appreciate based on age. So you“re
depreciating the total plant, including the land, i1s what
you"re including to try and then figure property tax rate?
There®s no market adjustment in there.

I don"t know how you calculated the
property tax. See In here the assessment base ---

MR. KEITH: Yeah we came up with a
grand simplifying assumption of one percent per year. And
this was -- our understanding of It was that every year,
not the land but the assessable equipment, was essentially

grossed up to current value and then depreciated.
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And so that depending on the cost iIn

that year of replacing that equipment based on the cost of
steel, the cost of labour, you know however things are
going, the individual indicated to me that the assessable
value of that plant could go up or down over time,
depending on how those two dynamics interacted; the
grossing up for replacement cost and then depreciation for
the age of the plant.

So what -- our assumption was that
sort of over a long period the net effect of those two
things was a 1 percent decline in the assessed value of
the assessable equipment.

MR. DOEHLER: I didn"t know machinery
equipment was assessed.

MR. KEITH: [It"s not.

MR. DOEHLER: Yeah.

MR. KEITH: And so the -- we"ve been
careful 1n the various tariffs to only apply property
taxes to other equipment.

MR. DOEHLER: The structures?

MR. KEITH: Yes. For example in the

combined heat and power tariff | believe the -- we use a
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cost -- project cost.

MR. DOEHLER: Mr. Chernick takes
exception to your inflation factor In his evidence. |
believe he"s, In his evidence, talking about 3.6 percent
and your inflation factor is around 1.75. Any comment

about that?

MR. KEITH: 1 believe 1t"s -- ours is

1.92 --—-

MR. DOEHLER: Nine two sorry.

445

MR. KEITH: --- which is based on Nova

Scotia Power"s 2009 IRP update.

MR. DOEHLER: So i1t"s based on that.
So you"re still standing beyond your -- because probably
Mr. Chernick ---

MR. RICKERSON: And where in Mr.
Chernick"s testimony ---

MR. DOEHLER: If you look on page 20.

MR. RICKERSON: Of Mr. Chernick®s?

MR. DOEHLER: Yeah.

MR. RICKERSON: So he®"s increased to

1.7, suggesting. |It"s on line 4, three and four. Get to
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line 6, nominal 3.6.

Bruce, do you have an opinion on that?

MR. BIEWALD: Bear with me just a
second. The issue is the comparison of our number with
Mr. Chernick®s 3.6 number on page 20, line 6 of his
evidence.

MR. DOEHLER: 1It"s on page 20 of his
evidence. He"s taken the 1.92 and he®"s come to 3.6
nominal .

MR. BIEWALD: Yeah. And I think he"s
specifically looking there at the biomass fuel escalator.

MR. DOEHLER: So 1t"s just the
escalator i1tself?

MR. BIEWALD: 1 think he"s accepting
the 1.92 general inflation rate that we -- that"s roughly
ours or exactly ours and from NSPI"s IRP and then he*s
saying there®s a real escalation on top of that.

MR. KEITH: Based on diesel fuel.

MR. BIEWALD: Diesel fuel. So 1 think
it has -- this has to do with the specifics of the biomass
escalator 1 believe, not the general price inflator.

I don"t think there®s any
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disagreement.

MR. DOEHLER: The next one; 1 know a
fair amount of questions have been asked about the 13
percent, 15 percent. And a lot of i1t seemed to be based
on Heritage Gas. |If I have i1t correctly from the
testimony yesterday, you"re using the Heritage Gas
understanding based on the decision issued by the Board or
IS there some more research you"ve done on that to try and
see where the riskiness of this compared to any of these
COMFIT projects?

MR. KEITH: No, it was based on review
of the decisions from the Board and their analysis, their
characterization of the risk to a Greenfield utility.

MR. DOEHLER: So then you look at this
being the same type of risk as the Greenfield utility --
Greenfield Gas utility as similar as to the amount of
risk.

There®s different risk different
areas, | understand that.

MR. KEITH: 1 think the -- our
conclusion there was that there®s a lot of uncertainty in

there and we didn"t have a -- you know we"re talking about
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projects, the kind of projects that no one"s really seen

before.

And so that i1t was -- we felt i1t was a
good place to start.

MR. DOEHLER: And you realize of
course Heritage Gas has a rather large revenue deficiency
account which is -- you know, that was set up for the
risk.

MR. KEITH: Yeah.

I guess the other -- Wilson just made
one more point there and that i1s that we used the Heritage
Gas rate as starting point, and then we had discussions
with stakeholders and lenders and we didn"t feel that our
discussions with them provided enough certainty to move
off of that initial starting point.

MR. RICKERSON: There are wide
variations on both sides.

MR. DOEHLER: 1 know that we"ve talked
about the wind, small wind, big wind, 50 kilowatt break
off point, I"m trying to figure out what iIs -- how do we
define these 50 kilowatt projects or units.

So i1f someone has a field of four 12
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and a half kilowatts is that -- or let"s say a field of

four 15 kilowatts i1s that a 50 kilowatt project or a 60-
kilowatt project, which means i1t goes iIn the next rate, or
is 1t by unit?

MR. RICKERSON: Our understanding is
we were setting a rate for 50 kilowatts and below, so we
would aggregate those below. That was our initial
understanding.

My understanding was that we received
clarification from government that they wanted to set it
based on a 50-kilowatt project. 1"m not sure if they
meant a standalone turbine or, at this point, an
aggregation of smaller turbines.

MR. DOEHLER: So i1f someone
theoretically could iIncorporate a bunch of companies and
have 40 kilowatts In each one and have i1t at the same site
or some project, they could then get the lower rate all
the way through?

MR. BIEWALD: 1 think that the
government has a lot of discretion or leeway in deciding
which COMFIT projects to approve or reject, or to

condition approvals, and that those sorts of things can"t
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really be accounted for in the setting of the rate. We"ve
struggled with that over this process.

And so you know, it"s -- that"s an
example of the type of issue that is important, to be
sure, but trying to deal with that In the setting of the
rate 1s just sort of cumbersome or impossible, really.

And so I think that falls into the ---

THE CHAIR: 1 did that. 1"m sorry.

MR. BIEWALD: That i1t doesn"t -- that
it falls Into the set of things that the government can
reasonably address, most reasonably address iIn 1ts process
of facilitating these projects and In approving or
rejecting or conditioning particular ---

THE CHAIR: The witness for the
Ecology Action Centre identifies this as a real risk. 1
assume you"ve read his evidence. And he has at least one
rate solution by way of a -- 1 was going to take you to
that.

Have you had a chance to review his
suggestions, and does that work?

MR. RICKERSON: Yes. Which suggestion

in particular?
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THE CHAIR: Yeah, the third one. 1

can take you to 1t i1If you want.

Their evidence i1s Exhibit B-14.

MR. RICKERSON: And this is the E3
Analytics®™ testimony?

THE CHAIR: Yeah. What he says is
there®s a glaring opportunity for what he calls regulatory
arbitrage ---

MR. RICKERSON: Yes.

THE CHAIR: --- between less than 50
kW and more.

And 1f you go to page 7 and 8 of his
evidence -- well, 1f you go to the bottom of page 7, top
of page 8, he has three possible solutions. The third one
appears to me to be a possible rate solution.

Have you had a chance to look at that?

MR. RICKERSON: Yeah. These are all -
- there"s a universe of policy arbitrage design issues out
there that have been applied or not applied according to
policymakers®™ objectives In a wide range of both feed-in
tariff and other policies out there. And these are

certainly the range, some of them that have been applied.
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There are others that relate to kind
of interconnection oversight as to how many smaller
projects are interconnecting the same point or how many
small projects are located adjacent to each other with
certain distances.

And so depending on how the province
wanted to move forward or not move forward, If policy
arbitrage i1s a concern then there®"s a menu of options to
choose from, and these are definitely some of them.

THE CHAIR: Well, I have to say when 1
read 1t, 1t was a concern to me, iIs there a rate option --
in other words, iIn designing the rate can we Incorporate
his suggestions In a way that would avoid this risk?

MR. RICKERSON: Are you specifically

calling —--

THE CHAIR: Well, I was ---

MR. RICKERSON: --- on number 3, the
one that ---

THE CHAIR: --- going to ask you about

all three, but we might as well get into It now.
The third one appeared to me to be a

rate design solution. Now, I"m going to ask him about
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this, but I"m not going to get you back, so I was going to

ask you too.

MR. RICKERSON: Sure. Happy to answer

We did consider these three options
and we conclude that, in fact, the requirement to set one
rate for each technology applied here as well and, iIn
fact, with full tariff differentiation that would imply
many rates, specific rates. And also with linear
interpolation, that"s effectively an individual rate for
each plant potentially that comes forward.

So you could have a broad array of
rates. You could have 100 rates under that as well.

So under that interpretation we stuck
specifically to 15 below and then above, and figured that
if there were limitations to be placed on policy
arbitrage, those would be a policy solution to be applied
after the rate-setting process.

THE CHAIR: So i1s there a rate
solution that you can think of to the problem?

MR. KEITH: I guess that would depend

to some extent on the interpretation of the regulations.

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS



10

11

12

13

14

15

16

17

18

19

20

21

22

Page 454 NSUARB-BRD-E-R.10

THE CHAIR: 1 understand that, and
that"s something I"m going to have to grapple with. But
you“ve ---

MR. KEITH: Okay.

THE CHAIR: --- you"ve dismissed the
third one based on your interpretation of the regulations.
Whether or not I agree with you, you®"ll find out when you
read the decision.

But is there a rate solution that you
think can solve this problem?

MR. RICKERSON: If I understand
correctly, 1t"s a rate solution to solve policy arbitrage.

I think linear interpolation -- 1f the
constraints are off of how many rates we"re going to set,
then linear interpolation would solve potentially some of
the policy arbitrage issues.

THE CHAIR: 1 understand your point on
that.

MR. RICKERSON: Okay.

THE CHAIR: Is there another solution
you can think of that can solve this problem In the design

of the rate?
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MR. RICKERSON: No.

THE CHAIR: Thank you.

MR. DEVEAU: Sorry. Just as a
continuation on that -- 1"m going to ask you some
questions later about terms and conditions on tariffs.

But have other jurisdictions included this type of issue
in terms of policy arbitrage iIn the tariffs themselves, or
has government taken care of i1t in the approval process or
whoever i1s approving these projects?

In other words, you know, this is
obviously -- there are cut offs In other jurisdictions as
well. Is that correct?

MR. RICKERSON: There are.

MR. DEVEAU: So these types of issues,
have they been addressed in tariffs or have they been
addressed by -- i1n the approval process of these projects?

MR. RICKERSON: The ultimate solution
has typically been iIn policy outside of tariffs. 1 think
Iin some instances there have been unpleasant surprises
from governments that hope to control with rates and they
found they were confronted with new and innovative forms

of policy arbitrage -- rate arbitrage, 1 should say.
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THE CHAIR: This 1s a real problem.

MR. RICKERSON: It is. If —- it is if
that"s of concern. You know, some jurisdictions actually
have recognized the possibility for rate arbitrage and
said, you know, "In our interpretation of this law or

regulation that"s perfectly okay. Let the market do what

it will.™

IT there"s a problem, 1f 1t"s
perceived as a problem, then yes, it can get -- yes, it
iIs.

MS. SHAW: You know, specifically to
the Ontario FIT program, there are qualifications that lie
outside of the rates, and this i1s taken care of In those
project qualifications.

THE CHAIR: And how are the
qualifications 1mposed?

MS. SHAW: As admittance criteria to
the program, so unless your project meets these criteria,
you can"t apply.

THE CHAIR: But 1t"s not part of the

rate itself?
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MS. SHAW: It doesn®"t -- no. Once you

have qualified, then your project gets the rate that"s

set.

THE CHAIR: Yeah. The difference in
Ontario, of course, Is iIt"s not set -- the FIT rates
aren"t set by a Board like this. 1It"s not set In a

proceeding like this.

MS. SHAW: That"s correct.

THE CHAIR: Yeah. So we"re limited to
doing what the regulations allow us to do, and 1 guess
what 1 was searching for your help on is some sort of rate
design solution to what 1 think the Ecology Action Centre
has i1dentified as a real risk here.

Well, you"ve agreed with me i1t"s a

real risk.
MR. DOEHLER: Can 1 continue now?
MR. DEVEAU: Sorry.
THE CHAIR: 1 didn"t mean to take
over.
MR. DOEHLER: [It"s an area we were

going to go into anyway.
I want to talk about these -- i1f you
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look on your evidence again, page 25, lines 14 and 15, |

want to pursue this a little bit more. |1 know 1t has been
pursued quite a bit. And that"s the cost of steam-only
scenario in which the facility i1t is common to allocate
the cost of steam only.

You say it is common to calculate the
cost of steam only, and 1 know a lot of questions have
been asked about this, about the 50/50 and the thing.

Why do you say the word "‘common'?

MS. SHAW: 1°m sorry. What line are
you on, specifically, here?

MR. DOEHLER: Line 14:

"To make this allocation, it 1is
common to calculate the cost of
steam-only scenario in which the
facility decides not to pursue
CHP."

MR. KEITH: Well, 1711 give you my
answer and then Ms. Shaw can add to that.

In several projects that we"ve worked
on before, we"ve seen -- we"ve worked with consultants

who"ve i1ndicated to us that this is commonly done, and
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that"s sort of my basis for accepting it.

Do you have a ---

MS. SHAW: I have seen i1t a variety of
ways. |If you"re focusing on "‘'common,'™ it Is done this
way. It"s -- 1f you"re asking i1f i1t"s, you know, 60
percent of the time done this way, I don"t really have a

good response for that.

MR. KEITH: 1 guess perhaps a better
statement of that would have been this i1s an acceptable or
not uncommon way to do i1t and the reason that we"re doing
it this way iIs the reason | described yesterday about to
attempt to ensure that these projects are real CHP
projects.

MR. DOEHLER: And a lot of the
discussion was about the costs that you put in there and
the detailed and the aggregate level and things like that.
And 1 understand the questions we just had from St. F.X.
about, you know, the engineering costs and those type of
things and construction costs.

But when you did your aggregate, were
you assuming that those aggregate the costs included all

those type of things just for the difference? Because 1™m
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presuming a lot of those costs would be incurred i1f you

built your plant to meet whatever steam needs you need.

MS. SHAW: Yes. So really we were
focusing on differential costs.

MR. DOEHLER: And as you said, the
detail you has i1s more this gross one -- you can challenge
and some of the detail you don"t have it in there, but you
assumed from the beginning all those costs were included
in the differential you put in -- put forward?

MS. SHAW: Yes. You know, we have
mentioned a few areas here over the last day or so where
their parasitic load, for example, that we may make a
different judgement on that particular item, but I think
that we still believe that overall we"ve got a
recommendation which is reasonable and i1s our best
recommendation for stimulating a reasonable amount of
projects under this tariff.

MR. DOEHLER: Now, you have mentioned
-- 1 want to talk about parasitic load too, | mean, I
think 1t"s -- we heard i1t"s 14 percent overall.

And 1T | heard you correctly yesterday

and again today, there is some parasitic load that maybe
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not -- had not considered in the turbine or whatever. But

the majority of that 14 percent or some percent Is -- a
good chunk of that 14 percent is already included In the
steam plant ---

MS. SHAW: Yes.

MR. DOEHLER: --- is sort of where
you’re standing?

MS. SHAW: Exactly.

MR. DOEHLER: So when we asked you to
do scenarios yesterday to say all these different
additions. So i1f you were going to do a differential do
you have a figure you could use for the difference? It"s
not 14 percent obviously, and 1 think 1 noticed 5 percent,
3 percent, or 1f you have an i1dea what that number may be?

MS. SHAW: So something like 110 or
115 kilowatts out of 2500 kilowatts i1s really where 1
think that difference was.

MR. DOEHLER: So 1t"s around the 5
percent type thing for parasitic load. So those are the
type of calculations you do for us that you"re going to
submit as the undertaking?

One of the undertakings was to put all
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the different attributes that people suggested to you

yesterday and you were going to run them all because you
already ran those scenarios.

Could you also include one to say what
the parasitic load would be based on your scenario, all
those costs are right there?

MR. KEITH: Yeah.

MS. SHAW: Yes.

MR. DOEHLER: So the -- okay, so it
would be the 5, whatever that number is.

MS. SHAW: Yeah.

MR. KEITH: Yes.

MR. DOEHLER: So you know i1t is. |
don’t think you need a new undertaking for that that could
be added to an old undertaking.

MR. KEITH: I think our understanding
was that that was one of the undertakings we were going to
provide.

MR. DOEHLER: So you would base 1t on
parasitic load where people say it should be 14 percent
which 1s not quite the way you did it.

MR. KEITH: You could provide the rate
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impact on both assumptions.

MR. DOEHLER: Okay. Perfect.

MR. KEITH: Fourteen (14) percent.

MR. DOEHLER: So that would be
undertaking whatever number that was then, I"m not sure.

MR. KEITH: Well, 1 think as we
understood yesterday, we were going to provide the
sensitivity analysis of the Alliance"s proposal of 14
percent.

MR. DOEHLER: Yes. An addendum to
that, that’s 14 percent given your testimony, it should
not be.

MR. KEITH: Right.

MR. DOEHLER: 1It"s -- it should be
around whatever that other number is.

MR. KEITH: Yeah.

MR. DOEHLER: So that should be -- do

we have an undertaking number for that? Six. U-6 -- will

be In addition to Undertaking U-6 then.
UNDERTAKING U-6(a) - To include
the full amount of parasitic

power in the calculations, as
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well as a separate calculation

using the differential amount of
approximately 5 percent

MR. DOEHLER: Thank you.

You know, on the CHP, 1f 1 understand
the model you®ve put together, is you®"re assuming a base
steam load requirement of 100 PSI, and then from that you
gross up and say here"s the differential costs ---

MR. KEITH: M"hm.

MR. DOEHLER: --- so you can run a
turbine.

MR. KEITH: M"hm.

MR. DOEHLER: Now, we hear from the
sawmillers, of course their operating PSI seemed around
15. So therefore there®"d be a larger differential 1 guess
that they"d have to yield i1f they wanted to put an
electric -- a CHP plant in.

MR. KEITH: There could be, and we --
they did provide information to us suggesting that the
operating pressure of their systems is at 15.

And 1In order to get some more

information and try to confirm that we sent that
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questionnaire out to them and we asked them specifically
about the name plate design and where the safety releases
were set and things like that to have an understanding of,
sure, someone may be operating a boiler now at 15, but it
had potentially -- i1t may have the capacity.

And so, you know, In the absence of
getting any information back on that, we made that
assumption.

MR. DOEHLER: So that they could
operate 100 and then hence the differential cost to go the
600 or 700 PSI ---

MR. KEITH: Yeah.

MR. DOEHLER: --- or whatever you do
to operate these things.

MS. SHAW: So excuse me. To follow-up
on Mr. Keith"s response; for example, the difference in a
15-pound use and 100-pound use is going to be not just an
capital cost, 1t"s also going to be an operating cost, and
there will be a difference to some extent in, for example,
labour as well.

MR. DOEHLER: Again, you used the

operating table 100 PSI. So those iIncremental costs from
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a 15 PSI boiler has now operated to 100 PSI, however they

have to do i1t, with other different labour and more fuel
costs, i1s just there is lost In a way because you did not
assume any differential between 15 and 1007?

MS. SHAW: That"s correct.

MR. DOEHLER: In your evidence -- and
I can"t put my finger on it right now, you did state that
the cost, on this question earlier, the cost of wind power
components is actually decreasing the capital costs. So
iIs this expected to continue?

MR. RICKERSON: From the forecasts we
have seen, and again these are forecasts, there may be a
slight downward trend but then possibly a levelling. With
a slight increase it might negate the downtrend we"ve seen
over the past two years. The significant decline
represents 2008.

MR. DOEHLER: So therefore the rates
that we"re now setting that could be around for 20 years
or whatever the number i1s, they"re based on capital costs
that would be probably be endured for quite a period of
time based on your view?

MR. RICKERSON: That"s correct. |1
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think In other jurisdictions i1n order to account for

changing market conditions there are adjustments, either
automatic or through review, as you are contemplating at
this point.

MR. DOEHLER: The same would be true
of other technologies as well as they developed 1t. Like
tidal, 1 think was raised, that"s also experimental.

Those costs could drop in the future too, but we don"t
know .

MR. RICKERSON: Right. It depends,
yeah.

MR. DOEHLER: [I"m reading that the --
when you do all your modeling and come to these rates that
you"re suggesting to us, and 1 think going to Mr.
Merrick"s questions of yesterday, i1t could be
theoretically arranged but of course that was not your
emit, your emit was to find a number.

But that given how you -- how 1 heard
how you seemed to develop it and let"s assume there is 20
projects come under whatever rate we want to take,
whatever technology. Of those 20 projects you expect half

of them to do better and half to do worse, roughly, so
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that"s what you"re trying to aim at?

MR. KEITH: Yes.

MR. DOEHLER: The nod isn"t picked up
well on the microphones.

MR. KEITH: Sorry. And that"s the
challenge here in being directed to set one rate. And
that"s the reason that people turn to additional tariff
differentiation.

So just as you point out, the are
number -- In any given resource class, there are a number
of different projects, and if you plotted them from lowest
cost to highest cost, you get sort of this supply curve.

And so what our job has been is take
all the -- to talk to stakeholders, talk to lenders, to
look i1n other jurisdictions and see what"s been going on
there. To look at bids that NSPI has received and try to
piece together what we think that supply curve looks like
and then determine where do we want to set the rate on
that supply curve, understanding that everybody under that
on the supply curve i1s going to get a little bit more than
people over that.

And, again, that"s when people
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recommend setting a tariff that"s going to be applicable

to any number of projects based on an analysis of a
specific project at a specific site.

IT you"re going to use that tariff you
better make darn sure that it"s at the place iIn that
supply curve that you want it to be because 1If 1It"s up on
the high end you"re just giving windfall profits to
everybody under there.

MR. BIEWALD: And 1 would caution
against thinking too specifically about how we were
slicing the curve. You know, are we setting the rate at
the median or the mode or the second standard deviation,
or where in that distribution of projects we"re aiming to
put the proposed rate because i1t"s difficult to define
this set of projects that you"re talking about.

There®s almost an infinite number of
bad projects, you know, worse, and worse, and worse. SoO
depending, you know, depending on how you define that
population of possible projects you might be putting -- so
I would go back to trying to set the price so there®s a
reasonable number of viable projects that will be

successTtul.
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So, you know, an active COMFIT sector

that will produce something like 100 megawatts over time
is really the goal, and when we try to think of it
statistically or —- at least |1 tend to get more confused
than helped.

MR. DOEHLER: Well, then so some of
this would depend too on the creative financing packages
that are put together and the packages i1tself that
suppliers might put together and all those type of things
come into play -- the marketplace will come into play to
determine whether some of these risks can be reduced or
pushed off somewhere else and things like that. But those
are all things that you in your mind you said that will
probably come in the marketplace, 1If 1"m hearing i1t
correctly.

MR. BIEWALD: Absolutely and i1t"s not
for example necessary that every lender or every investor,
every possible investor in the province or in North
America have an interest and an enthusiasm for putting
money Into these projects. We need a few.

We want there to be competition in

terms of the investing and the lending. But you know some
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of the questions that went to -- you know, this particular

entity would be hesitant to get involved iIn i1t or this
other entity would need 17 percent return. It -- so what?
What we really need i1s some, you know, viable number of
investors and project developers and lenders interested in
these projects. So that®"s the way we thought about i1t.

MR. DOEHLER: Given the questions
yesterday and today, | get a sense that people accept the
financial model you®ve done but maybe not necessarily the
inputs. Would that be the sense you"re getting? 1 mean,
other people 1 know can give evidence later on.

MR. KEITH: Yeah. |1 don"t think
throughout the entire stakeholder proceeding and including
up to today we"ve heard anyone say you should be using a
different model or -- 1 mean, maybe initially there was
some other models pointed to, but there was never a
sustained groundswell of support for a different model.

MR. DOEHLER: And sorry to jump
around, I"m going back again to the incremental costs for
the steam and electricity. And we"ve -- by the questions
people are saying, well,, i1t should not be incremental

costs, should be 50/50.
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And 1"m just looking at is that the

term you"ve used and the way you seem to have used it and
the way you®ve explained it, 1"m understanding, IS an
economic allocation. You just said, "Okay, here®s avoided
costs, 1f you had a steam plant you"d have to include
those regardless and here®s the difference and hence
that"s all the electricity should bear,"™ versus an
accounting allocation which may be some other basis.

Is this what the difference might be
that you ---

MR. BIEWALD: That"s exactly right.

So 1f there were an allocation of 50/50 or some other, you
know, accounting based allocation or allocation for some
other purpose then, fine, for that other purpose.

But for the purpose of deciding
whether to pursue -- whether 1t"s economically rational to
pursue this project or not, the right way to look at it, 1
think, 1s the incremental cost for that scenario relative
to the scenario that you would otherwise do.

That"s the way we"ve approached it and
I think that"s perfectly in fitting with the intention and

our task, which i1s to design the rates such that they"ll
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be a reasonable number of viable projects. And 1 think

that this i1s the way an economically rational decision-
maker would decide whether or not to pursue the project at
a specific rate.

MR. DOEHLER: So those are where
accountants, those terrible accountants got it wrong,
maybe?

MR. BIEWALD: They did it fine for
accounting purposes and taxes but not for decision-making
about iInvestments.

MS. SHAW: If I could just add to what
Bruce said. You know, you were earlier, Mr. Chair, asking
about policy arbitration in terms of the wind rate. And
really because the policy arbitration for the biomass has
to do with how you®"re allocating costs, this is iIn fact --
to some extent 1t"s a rate-based solution to a potential
problem with arbitrage between steam and electricity.

MR. KEITH: And I guess you"ve alluded
to the possibility of an accounting approach and, you
know, once the fuel goes iInto the boiler -- 1 mean, you
can account for the cost of the fuel but once i1t"s in the

boiler there®s no unambiguous accounting approach to say
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how much of that fuel went to steam and how much -- and
that"s why we"l1l continue to debate this for a long time.

MR. DOEHLER: My last question; a fair
amount of reference i1s being made to a review of this all
going to happen in 2012 or whatever it is. |1 —-- unless
I"m missing something, 1 haven®t found anywhere iIn the Act
or the regulations that"s i1n there. 1Is this just a
statement? Unless you can point me to some other ---

MR. KEITH: It appears iIn the
Renewable Electricity Plan in several places.

MR. DOEHLER: It appears in the plan
but 1t"s not in the Regs. or --—-

MR. KEITH: I"m not sure if 1It"s iIn
the Regs. We can check that and get back to you.

MR. OUTHOUSE: 1 think 1t"s a matter
of record that 1t"s not iIn the Regs.

THE CHAIR: No, but I guess 1 was
going to ask this question so I might as well ask 1t now
because 1t makes sense. |1 get the sense that you“re
suggesting, however it be done, that these rates be looked
at in —- after a period of time to see how they"ve

operated.
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MR. KEITH: Absolutely.

THE CHAIR: And that could be built In
the rate design, 1 assume?
MR. KEITH: Absolutely. And

especially, for example, for the tidal rate. You know we

THE CHAIR: Well, in fact -- again,
the Ecology Action Centre suggests that that specific one
be re-opened in a -- periodically.

MR. KEITH: Yeah.

THE CHAIR: But 1 heard you yesterday
suggest -- or not suggest but 1 took you to say that maybe
we should be looking at all of these rates after a period
of time?

MR. KEITH: 1 think that makes a lot
of sense.

THE CHAIR: Do you have a sense of
when that should be? And maybe it"s by technology, is it?
I don"t know.

MR. RICKERSON: 1 think there"s often
a balance. If the intent of the COMFIT, which seems to be

from some of the documents here Is to encourage greater
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investor security, then there"s a balance between

frequency of review and ---

THE CHAIR: Well no, clearly 1if
somebody has -- 1 didn"t think of it that way. |If
somebody says a rate and they take i1t to the bank and they
get financed on it we"re not going to re-open that one.

But 1f, for example, there"s no take-
up on these rates for whatever reason and we want to ask
the question why, on a go-forward basis 1t seems to me
that could be into the rate.

I"m not sure we can unscramble the
eggs, If that"s your concern.

MR. RICKERSON: No, 1t"s -- I think
you know -- there are different examples out there of how
people adjust, how the jurisdictions adjust. Germany does
a routine review every four years. They found,
particularly with PV recently -- which i1s not an issue
here -- they needed to actually review more often.

But four years has been adequate for
the Germans anyway for other technologies.

THE CHAIR: | assume they don"t do a

retroactive adjustment?
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MR. RICKERSON: Never.

THE CHAIR: No.

MR. RICKERSON: No. And I1°d -- but
they also do have a kind of automatic annual decrease put
into the German schedule In between those four year
reviews. There®s also, | believe, other jurisdictions
that don"t have an automatic decrease, just rely once
every two years.

From some folks we"ve talked to iIn the
market once every year or more frequent may be -- may
introduce more investment insecurity into the market that

could change that quickly based on development cycles for

THE CHAIR: So do you have a view or
does the panel have a view as to what an appropriate time
to allow to go by before these rates might be reviewed, or
do you want to think about that?

MS. SHAW: Perhaps while they"re
thinking about i1t 1°d like to suggest that one iImportant
aspect would be publishing when that is going to be. That
it's --—-

THE CHAIR: No, i1t would have to be in
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the tariff. In other words we"d have to decide that now.
What I"m looking for advice is on what the tariff should
say.-

MR. RICKERSON: Given that we"ve
talked about testing the market, 1 think maybe after a
year to 18 months might not be bad. But then going
forward maybe once every year, if review is the only
option they"re using to control volume.

THE CHAIR: 1Is that just a technology
matter? In other words, would there be a less frequent

review for wind than, say, tidal?

MR. RICKERSON: 1 don"t feel
particularly -- I don"t know. 1 think certainly I could
make that call on PV, 1 think, and some of these other

technologies 1 wouldn"t feel comfortable making that call.
I think one and then followed by two is reasonable.

THE CHAIR: So that"s to become a
fulltime job?

MR. DOEHLER: So a proceeding like
this every two years? No.

MR. RICKERSON: I wouldn®"t say this

whole proceeding. 1 think once a lot of the work has been
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done or i1s being done during this process in terms of

building a model, soliciting initial stakeholder
positions, and then trying to arrive and debate on what
reasonable 1is.

I think moving forward adjusting the
kind of flag in the ground, if you will, requires less
effort and less work.

MR. DOEHLER: [I"m just curious why you
say two years though after you do an initial review after
a year and a half, but whatever i1t i1s every two years and
we tend to have a bit of a tradition here of three years,
sometimes four.

And I"m just wondering why you picked
two? Is technology changing that rapidly, would you be
more frequent reviews?

MR. RICKERSON: 1 actually -- when you
get up to -- as far as coming at 1t from an iInvestor
perspective of balancing frequency against how often
you"re re-opening the case for development cycles, from
two or four, I guess I don"t have much of an opinion. 1
know others on the panel do.

MR. BIEWALD: You might consider
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coordinating with the IRPs and some sort of cycle that
fits with the Integrated Resource Plans.

I think in terms of the first review
it would appropriately deal with not just market changes
but the things that we may have gotten wrong. Like, you
know we"ve saild over and over we"re taking our best shot
at this, there®"s uncertainty and so on.

And so I think the first review iIs
particularly broad in the sense of sort of fixing things
and correcting things where we -- you know, we may have
misjudged the market. We may have predicted things

incorrectly. We"ve taken our best shot at it.

But then subsequent to that I think it

would -- the reviews would really be dealing more with
kind of changes in the technology and so on. And they

would be much less burdensome, quicker. But 1 think the

first review could -- hopefully wouldn®"t be as much effort
as this -- the last four months, but i1t could be
significant.

THE CHAIR: And because these aren™t
inexpensive exercises. | mean, there"s a medium here,

it"s costing everybody to be here, including you guys.
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MR. BIEWALD: Understood. And there-®s

also the cost, | think, In terms of market certainty that
it's -- 1f we -- 1f our crystal balls were better, we"d
like to set the rates and leave them in place so that the
market will have time to respond and not be disrupted by
rates.

MR. DOEHLER: So i1f 1 hear you saying
iIs to reduce some of the uncertainty and some of the
differences we"re having here, that if we had a review --
I don"t know, some sort of design in one and a half years,
it would help reduce some of that uncertainty, 18 months,
24 months, type of thing.

Is that what 1 heard you say, that to
reduce some of the uncertainties they have iIn the model
now If we had a review in 18 to 24 months that might be a
positive sign?

MR. BIEWALD: 1 think there"s a lot to
be said for having a review In one or two years that will
be -- give everyone some reassurance that the province
isn“t spending more than 1t needs to, you know, this sort
of windfall profits issue that many people, including

ourselves, are concerned about, and the underpaying so
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that we don"t actually get projects.

And 1 think the -- you know, periodic
review, especially that first one within the first year or
two 1 think would be extremely helpful.

MR. DOEHLER: Thank you.

THE CHAIR: Except there®s always the
risk that nobody will build anything on the assumption
that they can be more persuasive In a year and half"s time
too.

MR. RICKERSON: And Mr. Chair, 1 think
that this is something to be counter-balanced by the
potential spectre of 100-megawatt limitation. There"s a
finite degree of ---

THE CHAIR: So you want to get 1in.

MR. RICKERSON: There"s some
incentive, at least, to develop.

THE CHAIR: 1 know it"s not just the
100-megawatt Blimitation. There are limitations which
we"re aware of in the distribution system as to how many
people can connect where.

MR. RICKERSON: Yeah.

THE CHAIR: Mr. Deveau?
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QUESTIONS FROM MR. DEVEAU

MR. DEVEAU: The first question,
Panel, | refer to the Act. | just have a few questions on
that.

Ms. Bonang, do you have a copy of
that? 1 assume you have the Regs., but you may not have
the Act, and there"s just a few questions on that.

And I"m looking at Section 4(a), and
it"s particularly our duties iIn setting the tariff. And
"1l just read through them for the benefit of everybody
else.

The provision 1"m looking at is
Section 4(a)(i1v), which essentially are the broad
provision that says:

"In setting a tariff pursuant to
this section, the Board shall
determine.._."

Now, (&) is the class or classes of
generation facility. 1 think that"s pretty clear; (b) is
whether a tariff is to be adjusted periodically and, where
it Is to be adjusted, the basis for the adjustment; (c) is

the effective date for commencement of a tariff; (d) is
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the duration of a tariff; and (e) is the terms and
conditions under which payment iIs to be made by public
utility to generator.

So (a) is obviously clear. We dealt
with that. Jumping to (c), the effective date, | assume
we"d do that in short order after our decision.

The duration, let"s go there, which 1s
(d), the duration of the tariff.

I understand that all the tariffs
you"ve -- with the exception of biomass is a 20-year
duration. What you"re suggesting is the tariff be in
place for 20 years. Is that correct?

MR. RICKERSON: That"s correct.

MR. DEVEAU: Now, perhaps -- 1"m not
quite clear what you"re suggesting for biomass In terms of
duration.

Are you suggesting for the $156 rate,
which is composed of a fixed component of $94, are you
suggesting that the $94 be set for 20 years and then at
the -- you know, the $62 fuel adjustment be adjusted
annually?

I wasn"t quite sure as to the duration
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-- what the duration of the biomass rate was.

MR. KEITH: I believe we are proposing
that the $92 fixed rate would be fixed for 20 years.

MR. DEVEAU: Okay. And then the fuel
escalator would be, obviously, annually.

MR. KEITH: Well, we haven"t
recommended a period. It could be -- we"ve said
"periodically."”

MR. DEVEAU: Oh, okay. So what would
you suggest, then, iIn terms -- every year or every five
years or every two years, or ---

MR. BIEWALD: Yeah. |1 think every
year could be reasonable for that. 1 think every five
years would be too long for the variable rate adjustment.

MR. DEVEAU: Yeah, 1 think 1 just
threw that out. | didn"t mean it to be five years.

But I think what you®re suggesting is
annually or any ---

MR. BIEWALD: 1 think annual would
probably strike a good balance between sort of the fine --
you know, getting it right moment to moment and then

administrative burden.
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MR. DEVEAU: Okay. Now, going back to

(b) for a minute:
" ..whether a tariff iIs to be
adjusted periodically and where
it I1s to be adjusted, the basis
for the adjustment.”

We"ve talked about the adjustment for
the biomass, obviously, the fuel part. We"ve also talked
just a bit earlier in your responses to the Chair about a
review that -- whether i1t"s called an adjustment or
review, that would be another adjustment that we can make.

Are there any other adjustments you
can think of that we may want to consider on a periodic
basis?

MR. RICKERSON: On a periodic basis

MR. DEVEAU: Apart from a review.

MR. RICKERSON: Sure. We"ve been
doing a lot of work on this recently, so I"m just trying
to organize my thoughts here.

I think it if"s a periodic basis,

another thing that could be done -- things that are
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typically done periodically are a review Is triggered or
there"s some kind of automatic adjustment based on a
schedule laid out. That could either be a uniform
adjustment, a uniform step, and that could either occur
after an amount of time such as a year or after a certain
amount of capacity is reached, or it could also be, for
example, based on the technology®s projected experience
curve.

So for example, early in Germany®s
feed-i1n tariff rates for solar, they would -- they claimed
that their automatic annual decreases were based on what
they expected the experience curve to be.

An i1ssue with automatic adjustments 1is
that there"s often, accompanying them, the presumption
that the market -- that you, the country or the
jurisdiction, is creating the market to the extent that
you will force alongside standard market development,
you"ll be having a hand In cost reductions, either through
pulling the market along and having the non-hard costs
such as iInstalled -- installation and labour increase in
efficiency or, iIn the case of Germany again with PV, that

your market will be so large that you will be actually
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setting global commodity prices for the panel price, and
therefore, your decreases will drag down market price with
it.

MR. DEVEAU: Anything else? Was that
it for adjustments?

MR. RICKERSON: That"s largely what we
see, yeah.

MR. DEVEAU: Drop down to (e), the
terms and conditions under which payment is to be made by
a public utility to generators.

And here I™m just thinking obviously
there"s a rate and any review we talked about, but do any
other jurisdictions include iIn their tariffs particular
boilerplate or type of term and condition that we should
consider applying here in terms of, you know, what happens
in Ontario or Vermont in terms of terms and conditions?

MR. KEITH: You mean iIn terms of a
contract, contract terms?

MR. DEVEAU: Well, I"m not sure.

THE CHAIR: Tariff.

MR. KEITH: Tariff terms.

MR. DEVEAU: Tariff terms. It talks
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here about terms and conditions under which payments are
to be made, so I"m just wondering -- in tariffs, for
instance, tariffs iIn Vermont, do they have anything much
farther than providing for a rate and a review in the
tariff i1tself?

MR. KEITH: There is a section of the
regulations that may be relevant that says that the
Minister, iIn consultation with NSPI, must prepare a
standard form of power purchase agreement.

MR. DEVEAU: Right. That would be
outside the scope of what we have to do.

I*m thinking here of something we
actually have to put in the rate there.

MR. RICKERSON: 1I1"m having trouble
honestly thinking about what terms and conditions might be
internal to the tariff versus those that might be external
and covered in other regulation.

I"m not -- nothing jumps out at me
thinking through the other feed-in tariffs out there that
have additional attachments necessarily. They might be
considered terms or conditions that are internal to the

tariff.
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MR. DEVEAU: Okay. A few questions --

I don"t want to jump around too much, but they"re pretty
short.

Yesterday in questions, | think, from
Ms. Rubin -- 1 think 1t may have been Ms. Rubin -- she was
asking you about debt -- 1"m sorry, about ROE and on the
CHP -- particularly on the CHP projects, and perhaps even
generally had talked -- you said you had talked to
experts, you had talked to stakeholders. You obviously
looked at Heritage Gas.

You also indicated that you had looked
at other jurisdictions, and | think you mentioned Ontario
and Vermont. But looking at your testimony at page 14, 1
didn"t see you refer to ROEs i1n other jurisdictions. Do
you recall if you actually did look at that, and what the
numbers were?

MR. RICKERSON: Absolutely. We"ve
looked at ROEs across more jurisdictions than just Vermont
and Ontario, specifically for feed-in tariffs also over iIn
Europe and some municipalities In the U.S.

I think for Ontario it"s 11 percent

and for Vermont it started at 12.13 percent and was
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reduced during the review down to 9.75 percent.

MR.

DEVEAU:

Okay. And that"s

generally across resource categories, or —--

MR. RICKERSON:

Yeah, that was the

same assumed -- 1 know for Ontario 1t"s the same ROE for

all technologies, and 1 believe Vermont it is as well.

It 1s, actually, because it"s

legislated. In other jurisdictions, although the ROE may

vary, 1t tends to be set across technology classes.

MR.

MR.

MR.
Europe?

MR.
need a minute.

MR.

DOEHLER:

RICKERSON:

DOEHLER:

RICKERSON:

KEITH: 1

that, I"1l1 just emphasize that to

that we started with the Heritage

vetted that with stakeholders and

another issue that we vetted that

jurisdictions.

And you know,

DICTUM DIGITAL INC.

You said Europe too?
Yes.

What rates were there 1in

That"s got —- 1711

guess while he"s doing
the point of -- the fact
Gas number and then
lenders, but this is

number with across other

for us the final
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analysis i1s when we plug those numbers into our model and

we get a number out, does the number look reasonable

compared to the market data we see. So that was sort of

our line of thinking on the ROE.

THE CHAIR:

That was also the number

that the National Energy Board used for the Maritimes &

Northeast Pipeline when it was a greenfield pipeline, 13

percent, which was about the same time as we were doing

the Heritage decision because Heritage hooks to Maritimes

& Northeast.

MR.

KEITH: 1t"s strange that we pick

an unlucky number for risky projects.

Rickerson?

MR.

MR.

DEVEAU: Have you got that, Mr.

RICKERSON:

find is for the Netherlands, 1 bel

10 percent for PV up to

Il do. The one 1 can

fieve it did range from a

-—- waste energy was 12 percent.

DEVEAU: What energy, sorry?

Waste energy.

DEVEAU: Waste energy?

MR.

MR. RICKERSON:

MR.

MR. RICKERSON:
sorry, | don"t have them with me.

DICTUM DIGITAL INC.

Yeah. For others, I™m
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MR. DEVEAU: Okay. Is that something

you want to provide in an undertaking? Do you have them
available or -- 1 don"t want you to go out and search
them, but 1f you have them -- If you did the research.

MR. RICKERSON: Some. We can provide
some for Germany but then kind of a black box.

MR. DEVEAU: Oh, okay. We"lIl ---

MR. RICKERSON: So we did the work,
then got a kind of, "Sorry, we can"t tell you."

MR. DEVEAU: Right. Okay.

MR. KEITH: And again, to be clear on
the biomass tariff in Vermont, they didn"t actually end up
using results from a model that had assumptions in i1t, the
Board determined there was too much uncertainty and they
left the statutory default rate in place.

MR. DEVEAU: Right.

Yesterday, in questions from Ms.
Rubin, she asked you what policy factors led you to choose
the CHP model that you did choose. And you indicated that
there was policy from government that the biomass resource
should be used as efficiently as possible.

And 1 think that was you, Mr. Keith.
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MR. KEITH: Yes.

MR. DEVEAU: And I"m just wondering
what the source of that policy was. Was it in regulation
or was it some other policy?

MR. KEITH: 1t"s language in the
Renewable Energy Plan.

MR. DEVEAU: Okay. On that point, I™m
wondering, there"s a section, Section 8 of the
Regulations, that talks about the biomass cap being
limited to 500,000 dry tonnes.

Is that an indication of policy -- you
just got a certain amount of biomass that you can use. Is
that a reason for actually saying, you know, you®"ve got to
use that efficiently, that there"s a cap on the biomass?

Is that a basis for saying that, or
no?

MR. KEITH: Well, sure, it would be
another reason to use i1t as efficiently as possible 1T the
province has determined that 1t"s -- you know, It"s
appropriate to cap it.

MR. DEVEAU: Okay. 1°d refer you --

Ms. Bonang, perhaps -- do you have the binders there?
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MR. KEITH: Yes.

MR. DEVEAU: 1"m looking at -- it"s
the letters of comment, the second -- B-13.

B-13, and 1t"s the second letter there
I*m looking at.

MR. KEITH: From the Municipality ---

MR. DEVEAU: Of Clare, yes.

MR. KEITH: Yes.

MR. DEVEAU: And that"s -- one issue
in particular, they"re saying that they"d like to see an
increase for the higher labour costs associated with the
boiler engineers i1n relation to CHP. And they say:

"It"s to compensate for the
increased labour costs associated
with the legislative requirement
of having boiler engineers on
site 24/7."

I think this may have been raised by
the Sawmillers as well.

Do you know whether the 24/7
requirement applies to a steam-only plant before it

considers adding a CHP system?
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MS. SHAW: So that depends on a number

of factors which would lead to a rating for the facility.
Under -- for example, the type of facility that we
modelled as a base steam-only plant would be considered a
Class 3 facility i1in the province.

The Sawmillers Association, In their
testimony, basically were saying that we had considered a
Class 3 facility but, in fact, most sawmillers, as 1
understand, have -- and as 1 infer out of what they
submitted, have a Class 4 facility.

So for a Class 4 facility under the
Power Engineers Act in this province, a Class 4 facility
iIs, Indeed, required at a base level to be attended, to
have an operator there whenever i1t"s operating. However,
for the heating boiler of the size that they have said
that they have, you are allowed to get dispensation from
that, from the Chief Power Engineer of the province, to
reduce that to what"s called periodic supervision, which
says that ---

MR. DEVEAU: You"re talking steam only
here.

MS. SHAW: Yes.
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MR. DEVEAU: Right.

MS. SHAW: And in that case, i1f you
are successful and you get periodic supervision, you still
have to have someone there, but -- and 1™"m really
interpreting here -- but the result of that is somebody
has to be there who is assigned to watch the boiler, but
he 1s, In this case, allowed to do other things.

MR. DEVEAU: Right. But my question
relates to whether this cost -- and obviously -- or the
concern raised here, i1s it really —- is it truly an
incremental cost related to your, you know, CHP model or
iIs It a cost that would be incurred iIn any event?

MS. SHAW: We have -- 1 would say
first In response to this letter that we have included
labour costs for the CHP plant that were appropriate for
the CHP plant, and they are reflected iIn this tariff.

MR. DEVEAU: But are they ---

MS. SHAW: Your specific question is,
are they required specifically because i1t"s combined heat
and power. The answer iIs no, It"s not because It"s
combined heat and power, but because of the amount of

steam that could be produced.
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MR. DEVEAU: 1t goes to the pressure,

doesn™t 1t?

MS. SHAW: The pressure as well as the
volume.

So the result of having a CHP plant is
that 1t"s got a higher rating, but you could have a higher
rating iIn a steam-only plant.

We have a second-class CHP plant. St.
Francis has said that they would have a first-class plant,
but 1"ve also had experience, for example, with steam-only
plants that were first-class and second-class plants.

MR. DEVEAU: Okay. So again, 1t
depends on the type of project or type of plant you begin
with; there"s a range.

MS. SHAW: Yeah.

MR. DEVEAU: It doesn"t necessarily go
-— just because of CHP, doesn"t necessarily go to the
increased requirement for 24/7 coverage?

MS. SHAW: That"s true, yes.

MR. DEVEAU: It depends?

MS. SHAW: Yes.

MR. DEVEAU: Okay.
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MR. DOEHLER: Yeah. Sorry, 1 just

want to get clarification. So that your base model, which
is 100 PSI ---

MS. SHAW: Yes.

MR. DOEHLER: --- is that a Class 3?

MS. SHAW: 1t"s a Class 3 plant.

MR. DOEHLER: So, and if I -- then if
I understand the answer you just gave, to go to a class --
600 PS1 or whatever i1t i1s iIn the amount of steam you need,
it would be Class 2?

MS. SHAW: 1t"s 600 PSI and the amount
of steam --—-

MR. DOEHLER: Which you need for a CHP
plant.

MS. SHAW: --- 1t"s Class 2.

MR. DOEHLER: 1In a Class 2.

MS. SHAW: Now, for example though,
the CHP plant that was submitted with -- for Francis
Xavier 1s a Class 1 plant.

MR. DOEHLER: Right. But your old
model was on the Class 3 to Class 27

MS. SHAW: Yes.

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS



10

11

12

13

14

15

16

17

18

19

20

21

22

Page 500 NSUARB-BRD-E-R.10
MR. DEVEAU: Okay. My next question

is 1In relation to Mr. Chernick®s evidence, Exhibit B-4.
It"s page 24 and 25. Are we there?

MR. KEITH: Twenty-four (24) and 57

MR. DEVEAU: Twenty-four (24) and 25?

MR. KEITH: Yes.

MR. DEVEAU: And that®"s in relation to
his comparison of the NSPI, the 2008 RFP results. And you
reviewed this evidence, | assume, once you received I1t?

MR. KEITH: We did.

MR. DEVEAU: And my question relates
to his use of those comparators of the 2008 RFP results.
And he makes a number of -- he notes on page 25 there are
a number of adjustments to those results obviously in
terms of the ecoenergy credits, the lower turbine for
structure costs, the fact that the COMFIT rate would have
less risk, and the fact that NSPI"s rates may not
necessarily involve community concessions like donation of
land and so forth.

I"m just wondering first, one, do you
agree with his use of the NSPI -- those -- that 2008 round

of RFPs and do you agree that that i1s a useful comparison,
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and 1T so how do you feel about his adjustments?

MR. RICKERSON: Sure. So 1 think,
yes, | agree they"re a useful point of comparison. |1
think they are one of several points of comparison that we
utilized, including stakeholder feedback and the
comparables on the other side.

For example, we mentioned in Vermont
it was for comparably sized wind. With the tax credits
taken Into account, we"re up around $189 a megawatt hour.
And then iIn Ontario for community owned wind with a one
cent kilowatt hour add in, we"re up around | think $149,
$148.

So we were dealing with a range, on
the one hand, of value, and we"re also dealing with a —
working under the presumption that we are going to be
shooting for 100 megawatts of something, and that the
lowest cost resource that we"ve i1dentified has been wind.

And also cognizant of the under the
Renewable Electricity Plan and also the update where they
said that one of the things they were striving for was
geographic diversity. So we thought there would be some

balance between the upper end and the lower end of these
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projects.

And why did we think some of these
projects occupied the lower end was because they, from our
experience anyway, at the rates they came In at, seemed to
be more along the lines of, like, our market diffusion
curve; there are early adopters and there®s everybody at
the other end. And these may have been characterized more
-- more reason to explain kind of the lower range. These
may have been early adopters who were more willing to kind
of take on risk or take on different costs. And they may
not -- you might not be able to find a full, let"s say, we
assume 50 megawatts, 60 megawatts of wind i1f wind 1Is going
to occupy a large piece of that 100 megawatt distribution
capacity. You may not be able to find 50 megawatts of
comparably low-priced wind at that stage.

Another issue we weren"t quite clear
on was the ownership of these and how if they were
ultimately successful with their original developers or if
they were they were then taken over by NSPI.

But they certainly informed, as we
were looking across the range of comments we received from

stakeholders whether to push the rates up or push the
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rates down, we certainly were an anchor on the lower end.

MR. DEVEAU: 1I"m sorry. 1°m going to
go back to CHP for one minute. You -- Ms. Shaw, you said
yesterday that CHP meant different things in different
jurisdictions, | think were your exact words.

And 1"m just wondering in those other
jurisdictions any tariffs that you or other members of the
panel may have seen in terms of CHP in other
jurisdictions. Are they defined -- 1In those other
jurisdictions are they normally defined in the
regulations, are they normally defined in the tariffs iIn
terms of what the tariff is limited to, or is 1t like here
that the CHP is -- i1t"s an arbitrary decision -- or
decision, I"m not sure if 1t"s arbitrary, but a decision
i1s made for whatever reason to set the rate for a
particular type of CHP project and see what comes in.

Are they defined in other
jurisdictions in tariffs or regulation or just left open
as well?

MR. KEITH: Yeah, 1 can speak to
Vermont and Ontario. And there is In the -- a requirement

for biomass in Vermont.
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MR. DEVEAU: Tariff requirement or a

regulation?

MR. KEITH: I don"t know. (inaudible)
efficiency standard?

MR. RICKERSON: 1 think the efficiency
standard i1s legislated.

MR. KEITH: Yes, 1 believe 1t is
legislated.

So there i1s an efficiency standard,
and off the top of my head I can"t quote you the specifics
of 1t but 1 can provide you -- 1 can direct you to
documents iIn Vermont that talk about that standard. And
that"s -- the intended goal of that standard is to ensure
that these projects are really CHP projects.

In Ontario, for the biomass, 1 believe
there 1s no requirement that biomass be combined heat and
power to receive the feed-in tariff. Is that correct?

MS. SHAW: Yes, that"s correct.

The current FIT rates in Ontario don"t
have that qualification. Ontario has run the previous --
the Ontario Power Authority has previously run RFPs, which

had criteria in them as well as contractual requirements
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in the PPA that certain amounts of steam were gone to a

use -- went to a use for use, 1f you will. But usually, 1
guess -- 1 believe that | see these criteria more in the
qualifications for what kind of facility i1s allowed to
enter under the tariff rather than as a function of the --
in —— within the tariff.

MR. DEVEAU: Okay. And my last
question relates to development costs. And perhaps what
11l do is refer you to your Exhibit F, the various
tables, Tables 1 to 5.

And just -- perhaps 11l just ask it

in a general way. Obviously, for wind you"ve got for
sorry, for small wind, for hydro, you®ve got zero for the
development as an i1nput, you say it"s included under
equipment installation, you"ve got 42,000 for biomass, for
project development. For large wind, you®ve got 500,000,
and for iInstream tidal, you®ve got 950,000.

I"m just wondering in particular I™m
referring to Mr. Giroux®™ evidence in terms of hydro. He
mentioned $40,000 for environmental costs, and 1 think
there was a $5,000 figure for archaeological studies.

You®ve got hydro at zero. So am I to
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assume that those types of environmental costs are truly
included In that equipment installation whether it"s for
hydro or for other environmental costs for other
categories?

MR. KEITH: I would say that a lot of
them are, but some of them probably are not. For -- you
know, the -- it was clear when 1 discussed this with folks
in Vermont that there were -- when they worked with the
developers there were project development costs included
in that. But I would imagine that there are requirements
in Nova Scotia that are different. For example, regarding
Aboriginal lands and things like that that are not
included. So I would say that Mr. Giroux has a legitimate
point that there may be a small amount of costs. 1 don"t
know 1If they"re small, maybe they’re large. But there may
be costs excluded from that and we just didn’t have the
resources to, sort of walk through the development costs
on it, you know, break it out Into 20 different categories
and go through the costs.

MR. DEVEAU: And this -- those
development costs would include planning costs as -- iIn

terms of land use planning costs, that sort of thing as
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well?

MR. KEITH: Yes.

MR. DEVEAU: Dealing with the
municipalities, permitting, that sort of thing?

MR. KEITH: Yes.

MR. DEVEAU: Just briefly, the 500,000
for large wind and the almost a million for iInstream
tidal, why are they so large? 1 think you’ve dealt with
that but ---

MR. KEITH: Oh, the project
development costs?

MR. DEVEAU: Yeah, the project
development costs.

MR. KEITH: Well ---

MR. DEVEAU: Are they more related to
design or ---

MR. KEITH: Like, 1 can speak to tidal
and we -- the information that we got from project
developers was that because this i1s a new technology and a
lot of the, you know, regulatory processes aren’t -- you
know, there’s maritime legislation that’s still pending

and things like that. That there’s -- 1t’s very
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inefficient and 1t -- there are a tremendous amount of

issues there. Other iIssues with tidal, just the costs

associated with the resource assessment of the site are
dramatic ---

MR. DEVEAU: Feasibility studies, that
sort of thing?

MR. KEITH: --- dramatically higher
than, you know -- for example at a wind site you put up a
tower and you measure it. At a tidal site you have to
send divers down and you can only send them down during
slack tide. So you know, you get a team of divers and you
send them down for 20 minutes and they have to come up and
then they sit on the bank for 12 more hours and eat lunch
while you pay them.

MR. DEVEAU: Yeah.

MR. KEITH: So i1t’s just this sort of
orders of magnitude more expensive. But these are
probably costs that will come down In time as the
technology develops, and that’s a real good reason to
revisit that rate.

MR. DEVEAU: And what about large

wind?
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MR. RICKERSON: 1 think for large wind
that’s primarily based on our conversations with the
market, and stakeholders and reasonable assumptions.

MR. DEVEAU: Okay. Thank you.

QUESTIONS FROM THE CHAIR

THE CHAIR: I won’t keep you, just a
couple of questions.

The Consumer Advocate suggested that
there might be potential benefits to community energy
projects, donation of land, tax breaks, that sort of
thing. And he suggests you didn’t take that into account.
Did you consider that or not consider 1t?

MR. RICKERSON: We did, 1 think
there’s a question again of reasonably available
donations. There have been other iInstances where some
jurisdictions have considered -- for example with Ontario
with their ecoenergy grant or incentive, they said well,
it’s available but not necessarily reasonably available.
We don’t think that all -- most generators would be able
to get i1t, given 1ts limitation.

Similarly, there i1s a question of how

many will we assume to be commercial projects could
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reasonably expect to get land donations or charitable

donations. And we thought that it -- well, 1t didn’t get
us to the 100 megawatts of potential capacity. Otherwise,
ifT there were that level of altruism, 100 megawatts would
have been built out through donation alone already. And
so there was a -- we decided that that works on the lower
bound of 1f people can get that, great. But that may be
offset by other challenges with other transaction costs
with certain communities. So that was part of the
balance.

MR. KEITH: There’s also a little bit
of a chicken and egg problem there when a developer is
approved for the COMFIT rate and then goes and asks for

donations. The person says, "'You’re getting the COMFIT

rate, why should I, you know, waive your property taxes?"
THE CHAIR: 1 guess my other question
is, | think I’ve heard you say on a couple of occasions if

you had to run the model again, knowing what you know now,
for example parasitic power and the escalation of fuel
costs for biomass, whether 1t’s the levelized cost or the
initial cost, that you might do i1t again. But is there

anything that has been put to you that would cause you to
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change your overall recommendation in any of this rates?

MR. KEITH: No, and 1 think on the --
specifically on the point of biomass, 1If we were to go
back and revisit the rate we wouldn’t simply add In some
omissions. We would look at all the evidence that we
received. You know, evidence from Cape Breton
Explorations who says that, you know, the rate’s fine with
them, and we’d do some more research on that to understand
those issues.

But 1 think in the last analysis, if
you go back to my image of a supply curve and trying to
figure out where we are on i1t. In some of these
technologies, for example, large wind, when we put the
pieces together we get a pretty clear picture of the cost
of large wind and that’s why we’re arguing with large wind
people over plus or minus 10 -- 5 or 10 percent on the
rate.

When we try to put those pieces
together for biomass we get a tremendous range and so in
the face of that, we feel like you really need to look at
the market data, and you really need to make sure that

whatever rate you start with makes sense. And so we have
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placed a lot of weight on the data we see iIn the market

and so that’s why we believe 1T we went back at this again
and looked at it, we wouldn”t come out with a rate that’s
dramatically different, because we feel like we really
need to be respecting the market data.

THE CHAIR: Any questions arising out
of Board questions?

MR. REYNOLDS: One please.

FURTHER CROSS-EXAMINATION BY MR. REYNOLDS

MR. REYNOLDS: The Commissioner asked
the question about small wind. |1 was wondering, as much
as the Chairman has told me that they’re following the
rules of the Regulations, what interpretation did you put
on the letter from the Deputy Minister back in December?

MR. RICKERSON: 1Is that the letter
that you’re referring to about ---

MR. REYNOLDS: As far as 1 know this
is the only letter he wrote.

MR. RICKERSON: --- small wind costs

MR. REYNOLDS: Yes.

MR. RICKERSON: --- all the way to 50
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kilowatts and comparing with CanWEA?

MR. REYNOLDS: Yes.

MR. RICKERSON: And what’s your
question about that?

MR. REYNOLDS: How did the -- what --
how did you respond to the letter?

MR. RICKERSON: So In response to the
letter we requested a copy of CanWEA’s model which was
developed by -- CanWEA’s model which was developed by
Garad Hassan (Sp?) in advance of the second technical
session. It wasn’t provided In advance of the second
technical session, nor was it provided by -- during the
time of the second technical session.

In CanWEA”s follow up comments to the
second technical session they did provide a more -- they
didn’t provide the model but they and Garad Hassan (Sp?)
did provide a more detailed breakout of the assumptions
that informed their model. From that, and 1 guess this is
-- there were some comments made by CanWEA, but there were
some things they realized that the Garad Hassan (Sp?)
model omitted, such as -- that we assumed such as

interconnection costs and 1 believe property taxes and
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others that would have raised the 33 cent rate

considerably.

There are other -- they also relied on
the Ontario large wind rate for parts of that. So we did
detail out where the assumptions were and identified
where, 1f they’d added in our assumptions, the cost would
have come closer to parity. And then we also identified
ifT we had adjusted our model how it would come closer, and
the gap was relatively small.

MR. KEITH: 1If you look at page 21 of
our evidence.

THE CHAIR: Are there any other
questions arising out of Board questions?

FURTHER CROSS-EXAMINATION BY MR. GIROUX

MR. GIROUX: Just as a follow up to
the Chair’s last question about the -- you’re happy with
the rates and all that. 1 mean, don’t you see that the
potential for the distribution slot sizing can
dramatically affect all of the ---

THE CHAIR: 1 didn’t raise that.
That’s not a question arising out of Board questions.

MR. GIROUX: Well, you asked 1f we
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were happy -- or if they were happy with their rates.

THE CHAIR: 1 did.

MR. GIROUX: Okay.

THE CHAIR: Any questions arising out
of Board questions? Mr. Outhouse, redirect?

MR. OUTHOUSE: 1 have no questions,
Mr. Chair.

THE CHAIR: Thank you, it’s been a
long day and a half, but we very much appreciate your
coming and providing this evidence, and we will look
forward to your undertakings.

I think we’ll break until 2:30, does
that give people enough time?

-—- Upon recessing at 2:21 p.m.
-—- Upon resuming at 2:32 p.m.

THE CHAIR: Ms. Rubin.

MS. RUBIN: Thank you, Mr. Chair.
Seated at the witness table is the witnesses for the
Alliance of Nova Scotia Sawmillers, Jeffrey Bodington,
Fenton Travis and Patrick Hayes.

And 1°d ask that you affirm the

witnesses, please.
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MR. FENTON TRAVIS, Affirmed:

MR. PATRICK HAYES, Affirmed:
MR. JEFFREY BODINGTON, Affirmed:
DIRECT EXAMINATION BY MS. RUBIN (QUALIFICATIONS)

MS. RUBIN: Mr. Hayes, I"1l begin with
you. You were retained to address the assumptions
recommended In the Synapse report and to prepare a generic
biomass CHP plant facility study?

MR. HAYES: Yes, that is correct.

MS. RUBIN: And that is Exhibit B-11.
And your evidence attaches your curriculum vitae?

MR. HAYES: Yes.

MS. RUBIN: Now, just to briefly
review your qualifications, you have an engineering degree
from the U.S. Merchant Marine Academy?

MR. HAYES: Yes.

MS. RUBIN: And a specialty in what?

MR. HAYES: Nuclear engineering.

MS. RUBIN: And you“"re also a U.S.
Coast Guard Third Assistant Engineering -- have a Third
Assistant Engineering Operating Licence, correct?

MR. HAYES: Yes, that"s correct.
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MS. RUBIN: And an MBA from Georgia

State?

MR. HAYES: Yes.

MS. RUBIN: And you hold Professional
Engineering and General Contracting Licence?

MR. HAYES: Yes.

MS. RUBIN: Now, before joining ESI iIn
1993 you operated maritime steam plants for a number of
companies?

MR. HAYES: Yes.

MS. RUBIN: Now, who is ESI?

MR. HAYES: ESI is a design build
engineering firm. We specialize i1n environmentally
friendly power plants. We"ve been iIn business since 1978.

We specialize particularly in biomass
and solid fuel projects.

MS. RUBIN: And what is your
responsibility within the company?

MR. HAYES: Currently 1°m the Director
of Sales. My responsibilities include all of the
conceptual design engineering, budgeting, preliminary

calculations for mass and energy balance, permitting
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 519
duties, consulting, marketing and business development.

MS. RUBIN: You said you did project
engineering?

MR. HAYES: I did as a current
position at ESI, yes.

MS. RUBIN: And as such, what would be
your responsibility in that role?

MR. HAYES: My responsibility in that
role were to perform calculations for the design of the
facility including equipment sizing and selection,
evaluation of materials of construction, interface with
bidders, selection of equipment for the facility and then
design of the facility.

MS. RUBIN: And you®ve performed
engineering and budgeting studies for more than 30
biomass-fired steam and power facilities?

MR. HAYES: Yes.

MS. RUBIN: Do you have any experience
in Canada?

MR. HAYES: Yes.

MS. RUBIN: Can you elaborate on that?

MR. HAYES: Sure. One of the first
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jobs 1 had at ES1 was the construction manager of the

biomass-fired CHP for Corner Brook Pulp and Paper in
Newfoundland. 1 also have done work for MacKenzie Green
Energy, which is a BC CHP. And I"ve done numerous studies
for other development in Canada.

Right now we"re working as -- we"ve
been selected as a finalist for the St. Mary®s Paper CHP
under the Ontario tariff system.

MS. RUBIN: Okay. Mr. Chair, I1°d ask
that Mr. Hayes be qualified to give opinion evidence in
the development, budgeting, design, construction and
operation of biomass CHP facilities.

THE CHAIR: Any questions on
qualifications?

MR. OUTHOUSE: 1 just have one
question, Mr. Chair.

CROSS-EXAMINATION BY MR. OUTHOUSE (QUALIFICATIONS)

Mr. Hayes, have you done any project
engineering apart from this one on the biomass plant 2
megawatts or In that range?

MR. HAYES: Of thermal load, yes. Not

a CHP facility. The smallest CHP facility that I"ve done
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engineering on was two 5-megawatt units for Pennsylvania

Power and Light.

MR. OUTHOUSE: Developed at the same
time?

MR. HAYES: They were. They were
sister units designed as back-up for a critical system in
-— just outside Redding, Pennsylvania.

MR. OUTHOUSE: That"s all the
questions 1 have.

THE CHAIR: He"s so qualified.

MS. RUBIN: Thank you.

DIRECT EXAMINATION BY MS. RUBIN

MS. RUBIN: Now, Mr. Hayes, you filed
your evidence March 26th, 2011. It is labelled B-11.

And 1In addition to that evidence, you
filed -- you prepared and filed a CHP plant facility study
dated March 21, 2011. That"s also labelled Exhibit B-11.

MR. HAYES: Yes.

MS. RUBIN: You adopt that evidence as
true and correct?

MR. HAYES: Yes.

MS. RUBIN: Mr. Bodington.
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MR. BODINGTON: Yes.

DIRECT EXAMINATION BY MS. RUBIN (QUALIFICATIONS)

MS. RUBIN: You were retained to
review the financing related assumptions In the Synapse
evidence and to provide your own opinions on these issues.
Correct?

MR. BODINGTON: Correct.

MS. RUBIN: And you filed a report
March 22nd, 2011 and have your curriculum vitae. That is
Exhibit B-11 as well.

MR. BODINGTON: Yes, | have that here
also.

MS. RUBIN: Okay. Now, just to review
your qualifications.

You have a Bachelor of Science in
Economics and Statistics from the University of California
in Berkeley?

MR. BODINGTON: Yes.

MS. RUBIN: A Masters in Science and
Applied Economics from Cornell?

MR. BODINGTON: Yes.

MS. RUBIN: And you have four
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Securities registrations?

MR. BODINGTON: That"s correct.

MS. RUBIN: Now, you spent four years
with the Research Planning Association?

MR. BODINGTON: Resource Planning
Associates, a management consulting firm that specialized
in energy-related issues.

MS. RUBIN: Okay. And seven years
with Bechtel Group?

MR. BODINGTON: Yes.

MS. RUBIN: And what i1s that?

MR. BODINGTON: Bechtel Group is one
of the largest engineering and construction firms In the
world. It does engineering design, buys equipment, builds
plants, that sort of thing.

MS. RUBIN: And what was your role
with the company?

MR. BODINGTON: I worked on a number
of different power projects and coal-related projects.
I"m not an engineer. | worked with and for engineers on
the business and finance and contracting related issues

concerning power and pipeline projects.
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MS. RUBIN: And then in 1990 and to
the present you founded and you are the President of
Bodington and Company?

MR. BODINGTON: Yes.

MS. RUBIN: And what is -- what does
that company offer?

MR. BODINGTON: What Bodington and
Company provides to clients is investment banking
services. We finance projects, we sell projects, we
advise buyers of power projects. We restructure power
project deals that have gotten iInto trouble, and we do
occasional consulting assignments where that sort of
experience i1s useful.

And today is an example of one of
those assignments.

MS. RUBIN: And Mr. Bodington, you®ve
been involved In financing, selling and restructuring over
400 biomass-fired projects?

MR. BODINGTON: I and my team have
been 1nvolved i1In over 400 power projects; more than 20 of
those were biomass. The other 370 or so were other

technologies.
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MS. RUBIN: Okay. |Is that biomass ---

MR. BODINGTON: 1"ve worked natural
gas and so on.

MS. RUBIN: Sure. Biomass CHP?

MR. BODINGTON: Probably two-thirds of
the biomass plants that we"ve sold or restructured or
financed have also had steam hosts, so let"s say about
two-thirds were CHP.

MS. RUBIN: And do you have experience
with biomass facilities that have a diesel fuel cost
adjustment?

MR. BODINGTON: Yes, I do. In the
power purchase agreement, yes.

MS. RUBIN: Mr. Chair, I1"d ask that
Mr. Bodington be qualified to give opinion evidence in
financing, valuation and transactions concerning
electrical power projects.

THE CHAIR: Any questions on
qualifications?

What does i1t mean to have a Securities
registration?

MR. BODINGTON: Oh, when we sell or

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS



10

11

12

13

14

15

16

17

18

19

20

21

22

Page 526 NSUARB-BRD-E-R.10
advise on a power project financing, it will be a special

purpose entity. In the U.S. 1t would be, let"s say, an
LLC. And an ownership interest In an LLC Is a security.

THE CHAIR: Okay.

MR. BODINGTON: And in order to advise
clients on what would be characterized as a securities
transaction, under the loose definition of such under the
U.S. Securities and Exchange Commission rules, my firm
needs to be a broker/dealer registered with the SEC. The
firm needs to be a member of the financial industry
regulatory authority, FINRA, and I need to have a Series
7, a Series 24, a Series 63, and a Series 79 so that we do
everything on the sunny side of what can be vague
securities laws when we advise clients on -- believe 1t or
not, a biomass-fired power plant can be characterized as a
securities transaction concerning the financing related
ISsues.

THE CHAIR: Thank you.

He"s so qualified.

MS. RUBIN: Thank you.

DIRECT EXAMINATION BY MS. RUBIN

MS. RUBIN: Now, Mr. Bodington, if you
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could turn to your evidence, please?

MR. BODINGTON: Yes.
MS. RUBIN: Did you have any errata or

corrections to that evidence?

MR. BODINGTON: 1 do have one
correction. 1 believe 1t i1s on page 8. My mistake, it is
on page 9.

About two-thirds of the way down,
there 1s a paragraph beginning, "Further assuming.” The

third line below that "supporting a 20-year loan" should
read, "a 15-year loan.'” That i1s correction of a
typographical error; i1t doesn®t change my conclusion or
opinion.

MS. RUBIN: Okay. And with that
errata, do you adopt the evidence that you filed March
22", 2011 as Exhibit B-11 as true and correct?

MR. BODINGTON: Yes.

MS. RUBIN: Mr. Travis, you have a
mechanical engineering degree from the University of New
Brunswick?

MR. TRAVIS: That"s correct.

MS. RUBIN: And a diploma in technical
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management?

MR. TRAVIS: Yes.

MS. RUBIN: And you are a Certified
Energy Manager?

MR. TRAVIS: That"s correct.

MS. RUBIN: What 1s that?

MR. TRAVIS: 1t"s a certification
given by the American Electrical Engineers, and 1t"s
basically just a certification that you have a good
working knowledge of the electricity industry.

MS. RUBIN: And you®ve worked in the
forestry industry for eight years with Marwood in New
Brunswick and in Nova Scotia?

MR. TRAVIS: That"s correct.

MS. RUBIN: You have direct experience
in the development of a 25-megawatt biomass power plant to
be constructed 1n New Brunswick?

MR. TRAVIS: Yes. It was a project

that we had been working on for a number -- probably about
three of four years. It had recently come to a
conclusion.

It wasn®t successfully developed, but
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yeah, 1 had worked on 1t for three or four years iIn its

project development.

MS. RUBIN: Okay. Now, you also filed

evidence on March 22", 2011 marked as Exhibit B-11.

MR. TRAVIS: Yes.

MS. RUBIN: And in addition, you filed

an Excel spreadsheet model of the biomass CHP.

Was that prepared by you, that
spreadsheet model?

MR. TRAVIS: Yeah. 1 put the -- 1
substituted in our numbers into Synapse"s model and that
was subsequently the result 1s what you see in that
exhibit.

MS. RUBIN: Okay. And in addition,
you filed an outline of the differences between the ANSS
model and the Synapse model and the ---

MR. TRAVIS: That"s right.

MS. RUBIN: --- model and -- sorry.
The spreadsheet and that outline ---

MR. TRAVIS: Yeah.

MS. RUBIN: --- are marked as Exhibit

B-15.
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Do you adopt that evidence as true and

correct?

MR. TRAVIS: 1 do.

MS. RUBIN: Mr. Chair, Mr. Travis has
an opening statement for the panel. And I do have copies;
I"ve provided them to Ms. Bonang.

THE CHAIR: Just wait a second till we
get it.

MR. TRAVIS: Sure, no problem.

THE CHAIR: This will be Exhibit B-18.
-—— EXHIBIT NO. B-18:

The Alliance of Nova Scotia
Sawmillers Opening Statement
OPENING STATEMENT - ALLIANCE OF NOVA SCOTIA SAWMILLERS

MR. TRAVIS: Mr. Chair and members of
the Board, thank you for the opportunity to provide this
opening statement.

The ANSS i1s a group of sawmillers in
the Province of Nova Scotia with an interest in
development of biomass combined heat and power projects.
We will only be able to undertake such a project, however,

iT the rate set iIn this hearing warrants the investment.
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We agree with Synapse that the goal

should be to set a rate that will encourage a reasonable
level of development activity.

We therefore approached the COMFIT
rate-setting process by asking the question, "How will we
know 1t the rate proposed by the UARB consultants is a
rate that will allow us to construct a project?"

To answer this question, we needed to
determine what the cost of generating electricity would be
at a plant that would reasonably match the scale of
operations of a typical sawmill In Nova Scotia.

We secured expertise In two key areas
of engineering and project finance. The experts we
selected both have substantial experience in dealing with
biomass power projects, which is a niche technology class
that differs from conventional generators.

To understand key operating parameters
of the power plant such as capital cost, 0&M costs, fuel
requirements and energy production, we commissioned ESI
Tennessee to perform an engineering study for a small CHP
plant.

ESI has extensive and focused
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experience with steam and power projects, and particularly

biomass projects. This study is the foundation for the
ANSS COMFIT analysis.

The other critical element in
determining the cost of generating electricity is
determining the terms under which the project i1s likely to
be financed. The ANSS retained Mr. Jeff Bodington based
largely on his extensive experience with financing biomass
power projects.

Mr. Bodington was asked to take into
consideration all of the variables for a small CHP plant
in the 2-megawatt range and to determine what the terms of
financing would be.

The ANSS work has demonstrated two
areas of substantial difference between our estimate of
the COMFIT rate and the Synapse estimate. These areas are
the capital cost estimate and the terms of financing for
the project.

ESI has estimated that the capital
cost required to construct a plant in the 2.4-megawatt
range is $6.56 million per megawatt, while Synapse has

estimated that the cost i1s 3.77 million per megawatt for a
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2.05-megawatt plant.

ES1 believes the source of the error
and resultant low capital cost estimate stems from
acquiring individual price quotations for major equipment
and not adequately accounting for balance of plant
construction costs to actually integrate and build the
facility.

In contrast, ESI"s estimate iIs a
complete estimate that provides a fully operational,
turnkey power plant.

While benchmarking on a dollar cost
per megawatt has frailties, i1t does let the Board see if
the capital costs are reasonable on a broad scale.
Economies of scale favour larger plants.

We are confident that Synapse has
significantly under-estimated the capital cost of the
plant based on the ESI evidence, the CBCL study submitted
by St. F.X. and the comparators previously before this
Board in the NSPI NPPH biomass capital expenditure
hearing.

The second-largest influence with

respect to the difference in the COMFIT price is the
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project financing assumptions.

Synapse has assumed that the project
can be financed based on 60 percent debt and 40 percent
equity at a cost of debt of 9.5 percent and equity at 13
percent. Mr. Bodington disagrees with this assumption
based on the size of the project being too small and too
risky to attract any debt. In his opinion, the project
would be financed with 100 percent equity.

Mr. Bodington also assesses the risk
associated with locking In to a fixed price contract with
a CPI1 diesel index escalator for fuel cost as an area of
significant risk that would require a return on equity of
17.5 percent, and not 13 percent as suggested by Synapse.

IT an adequate fuel risk mitigation
mechanism were in place to better address potential fuel
price escalation such as a reopener or fuel adjustment
mechanism, then the return on equity of 13 percent would
be adequate.

That is why the ANSS i1s requesting a
two-year review and reopener. To put the risk associated
with the CPI diesel escalator in context, 1t would be akin

to asking NSP1 to guarantee the electricity rates at
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today®"s price for 20 years based on an escalator that
tracks the cost of mining coal. The price of mining coal,
drilling for oil, extracting natural gas or harvesting
wood has little to do with 1ts market price.

In addition to the major differences
in capital cost and financing, there were a number of
other variables that had a significant influence on the
COMFIT rate difference.

We believe that Synapse has
underestimated labour costs by failing to appreciate the
Nova Scotia regulatory requirements for boiler engineer
staffing. A very small plant at the 2-megawatt scale has
the same 24/7 oversight requirements as a much larger
facility at 60 megawatts, as an example.

IT 1t is within the Board®s power in
this proceeding, we recommend that the Board recommend a
review by the province of these requirements which would
operate to the benefit of ratepayers through a potential
reduction in the COMFIT rate.

Synapse does not appear to have
included the electricity requirement, otherwise called a

parasitic load, that a biomass CHP plant has to operate
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conveyors, fans, electric motors and other equipment to

operate the plant. All form of power plants have a
parasitic power load that needs to be accounted for.

With respect to allocation of costs
for extraction steam. The cost of generating the steam
that goes through the turbine and on to the heating plant
is entirely allocated to the heat user In the Synapse
model .

ES1 will explain that this i1s an
unusual and, In our view, Inequitable allocation, as these
capital and fuel costs are typically shared. While the
proportion of sharing may be debatable, the sharing should
not be.

With respect to boiler efficiency,
Synapse has overestimated boiler efficiency at 80 percent
in 1ts analysis where ESI has estimated the boiler
efficiency at 69 percent.

With respect to other 0&M expenses,
Synapse doe not appear to include operating expenses such
as the cost of water, water treatment chemicals, ash
disposal and other O&M expenses. These are included iIn

the ESI 0O&M cost estimate.
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And I"ve included In the hard copy of

this document a table which summarizes the main
differences between the Synapse tariff assumptions and the
ANSS tariff assumptions.

The capital costs and financing
assumptions by a large margin create the biggest
difference between ANSS rate and the Synapse rate;
however, parasitic power consumption, labour estimates and
the other differences have a cumulative effect that is
significant as well.

The ANSS sought to determine an
accurate cost of generating electricity from a small-scale
biomass CHP plant such that a COMFIT rate could be
established to facilitate the construction of these
plants.

Based on the expert evidence that we
have filed and the analysis that has been performed, we
are very confident that we have provided strong and
reputable information to assist the Board in making its
decision for the biomass CHP COMFIT rate.

Thank you.

MS. RUBIN: The panel is available for

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS



10

11

12

13

14

15

16

17

18

19

20

21

22

Page 538 NSUARB-BRD-E-R.10

cross-examination.

THE CHAIR: Thank you. Mr. Merrick?

MR. MERRICK: No questions.

THE CHAIR: Black River Wind?

CROSS-EXAMINATION BY MS. CAMERON

MS. CAMERON: 1 just have a quick
question about ---

MR. TRAVIS: Sure.

MS. CAMERON: --- reference to a
COMFIT as opposed to a FIT.

MR. TRAVIS: In what sense?

MS. CAMERON: I was of the
understanding that the biomass was qualifying as a FIT.

MR. TRAVIS: 1"m not aware of the
distinction. 1 assumed that we were under the COMFIT.
I"m not aware of that.

MS. CAMERON: There®s no
differentiation between the treatment of ---

MR. TRAVIS: Not of ---

MS. CAMERON: --- sawmill operators
and wind?

MR. TRAVIS: Not that I"m aware of as
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in the regulations.

MS. CAMERON: 1 see.
CROSS-EXAMINATION BY MR. LIVINGSTON

MR. LIVINGSTON: Just to follow up on
that question.

MR. TRAVIS: Sure.

MR. LIVINGSTON: 1"m Neal Livingston.

It was our understanding from looking
at the government policy that sawmillers and biomass were
functioning under different rules so that those categories
were being given a feed-in tariff rate in the sense that
they did not require to be organized financially under a
CEDIF.

MS. RUBIN: Mr. Chair, I think we"re
debating the interpretation of the regulations here.

MS. CAMERON: I think we"re actually
just asking for clarification. We"re not debating 1t; we
just are asking for ---

MR. LIVINGSTON: Yeah, 1t leads into a
question about finance which Mr. -- which you"re talking
about.

MR. TRAVIS: But what -- 1 guess I
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don"t understand the question.

MR. LIVINGSTON: I believe that the
regulations in their final form determined that sawmillers
and biomass and tidal did not -- could get the -- a feed-
in tariff rate that the Board would be setting but did not
have to organize their financing structure through a CEDIF
and that you were allowed, as private companies, to build
your projects outside the other requirements that were
organized by a CEDIF.

MR. TRAVIS: Yeah, I believe that"s
correct. We can develop our country with -- our projects
with 100 percent of our ownership. That"s correct.

MR. LIVINGSTON: Okay. And can you
describe anything about how that process came to allow
biomass and tidal projects -- biomass specifically, 1
guess that"s your area -- through meetings with government
or whatever to determine that your rules would be
different for biomass than for wind or hydro?

MR. TRAVIS: Yeah, we put forward the
argument that sawmills form a very important part of our
community and the -- you know, in a lot of cases iIn our

instance, the owners of the sawmills are actually
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residents in Nova Scotia. And we argued that our sawmills

were very much a part of the community and therefore
should be included on that basis.

Some of the sawmills that are iIn our
group actually are owned by fourth-generation families
from Nova Scotia.

MR. LIVINGSTON: And that argument led
to the government modifying its rules under the ---

MR. LIVINGSTON: I don"t know i1f that
argument led to the modification of the rules. You"d have
to ask the government. But that was the argument we put
forward.

MR. LIVINGSTON: All right. Okay.

In suggesting that a lot of these
plants are going to have to be financed with 100 percent
equity -- that"s what you"re suggesting?

MR. TRAVIS: Yes.

MR. LIVINGSTON: Are you also
suggesting that"s possible to do?

MR. TRAVIS: Yeah, I mean, we haven"t
tested the market yet, but we"re assuming that, yes, that

we can acquire 100 percent equity at this point. But like

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS



10

11

12

13

14

15

16

17

18

19

20

21

22

Page 542 NSUARB-BRD-E-R.10
I had said, we hadn"t -- we haven"t tested the market yet,

so we"ll have to test the market on that.

MR. BODINGTON: I will add to that
that many of the biomass plants which we have been
involved with that are up and operating had been financed
with 100 percent equity. So from my experience, 1°d do
much more than suggest that it"s possible to finance small
plants with 100 percent equity. It"s actually what"s
often done. 1 can point to many examples.

MR. LIVINGSTON: Your examples are
from the United States?

MR. BODINGTON: Yes.

MR. LIVINGSTON: And the United States
has i1nvestment tax credits, 1 believe, for investing iIn
renewable energy projects; i1s that correct?

MR. BODINGTON: The U.S. of course
differs In many respects; tax law is only one example.

While the tax grant -- a lot of people
refer to 1t as an iInvestment tax credit. There"s actually
an important difference.

The 30 percent tax grant has changed

recently, the capital structure of a project, how you get
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all the money and what you use to pay off what.

That doesn"t alter the fundamental
risk profile of a biomass power project. The fundamental
risk profile is driven by fuel; having to get it, having
to burn 1t, and all the issues related thereto.

Those fundamental risk iIssues are what
drive -- and the size in the case of a small project,
financing to 100 percent equity. The 30 percent tax grant
is not a factor in driving to any particular levered or
unlevered -- | mean debt or without debt structure.

MR. LIVINGSTON: So in a Canadian
setting where there isn"t the similar tax break, you“re
suggesting that that®"s not going to make a difference
between there being a significant incentive to iInvest
which exists iIn the States?

MR. BODINGTON: 1"m saying that
Canadian investors without some of the benefits of the
U.S. will have to raise more equity, and that will make
the project more costly. But that doesn®t make a project
impossible, and 1t certainly doesn"t mean that you have to
raise debt instead. My view Is that the only way to do

these smaller projects i1s equity.
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MR. LIVINGSTON: So 1 know a family

sawmilling business in Cape Breton, and one of the things
one of the owners said to a number of us one day was that
their take on the policy when 1t was originally announced
was there"s no way that I"m going to let somebody own 51
percent of some facility that"s 1in my sawmill land, and
this policy has to get changed.

And 1 guess my reflective comment on
what you said. But In that respect to investment, how do
you see it being possible to attract that investment as
100 percent equity and allow there to be an agreeable
contractual relationship between that equity coming in and
the ownership of the sawmill and the -- 1 guess, and how
the whole thing would work?

MR. BODINGTON: So that you were
looking at me recently. [I"m happy to respond to that
question.

MR. LIVINGSTON: Oh, i1t could be any
of you. Sorry.

MR. TRAVIS: You go ahead.

MR. BODINGTON: All right. We weren"t

asked to evaluate the detailed entity structure. Let"s
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assume for a minute that it"s financed 100 percent equity.
You mentioned an approach under which a community
organization would provide 51 percent.

Amongst many projects there i1s great
reluctance to share ownership with anyone so that the guys
providing the money get to make the decisions. That"s
very important. [It"s even more important for smaller
projects because they can"t afford all the costs of
negotiating amongst various parties.

Now, when 1t comes to a structure that
would involve, let"s say, 51 percent ownership, 1 won"t
dismiss that as impossible and 1 will give you a very
specific example of how several projects are structured to
get around such sorts of problems.

And two of these that I"m thinking of
just off the top of my head are biomass CHP projects.

The way you do this is that it comes
down to a matter of control, who gets to make the
decisions. And in situations where you may have majority
ownership by one party but another party coming in and
providing money says, '""Hey, I"m not going to do this

unless 1 get to control the deal,'”™ what we do in a U.S.
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LLC or —- 1 don"t know enough about Canadian law to know

how 1t might work up here, but there is an operating
agreement in the case of an LLC that prescribes voting
rights. And what we would do, for example, is we would
not say that you get to vote your percentage interest. We
would say votes have to be unanimous.

And that way, the party providing that
49 percent gets what we sometimes call blocking rights or
the right to control a deal or stop foolish expenditures.
There still needs to be a high level of trust between the
parties, but there are contractual ways to share control
of a project entity and a project.

There are contractual ways to make
sure that one party doesn"t get steamrolled by another.

MR. DOEHLER: And 1 presume a 50/50
split would do the same thing.

MR. BODINGTON: You know, we hate
50/50 splits because you don"t want to have a stand-off.

In that case, you"d still want to make
a vote unanimous so that somebody has blocking rights.
You really -- you go to many lengths to avoid a stand-off.

MR. LIVINGSTON: I guess this question
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is a little bit directed at the Chair.

I*"m unclear relative to jurisdiction
whether or not you"re here just to set rates or are you
also examining the risk to the ratepayers as a judgment,
which 1s what you would normally do at a hearing?

THE CHAIR: That"s certainly very much
forward In my thinking, yes. So I mean, there®"s a balance
here we have to look for.

One 1s to discharge our obligation
under the Electricity Act and the renewable regulations,
but we"re also here not to give away the shop with respect
to ratepayers, iIf that"s your question.

MR. LIVINGSTON: Thanks. That
clarifies sort of the range of positioning some of the
questions.

Within what you"re talking about, I™m
just trying to be clear i1s that iIn a situation where part
of the government®"s intent in this policy i1s to have local
ownership, so in a situation where 100 percent of the
equity has to come from outside and the industry has
lobbied against there being sort of the CEDIF as the

determiner of 51 percent ownership and therefore the
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sawmill -- this plant can get a true FIT.

I"m not clear on i1f 1t has to be
locally owned or not, first of all. So are you -- do you
have any clarity about that?

MR. TRAVIS: No, I"m not sure what the
ownership requirements are in terms of the sawmills”
inclusion in the COMFIT. 1°"m not aware of the exact
specifications of ownership In terms of whether 1t"s local
or -—-

MR. LIVINGSTON: Yeah, I don"t think
you're really a COMFIT. You"re a FIT. 1 think even some
of the government documents have called ---

MR. TRAVIS: Sure. If that"s the

case, I hadn"t -- it could very well be the case. 1°m not

MR. LIVINGSTON: So I"m just trying to
get clarity in terms of the ratepayers and possible risk
is that i1s i1t possible that a foreign entity would come iIn
and build this plant and 100 percent of that revenue from
-- would go out of the province? And i1f that happened,
that entity would get a special feed-in tariff which is

set by the Board; is that possible the way you see 1t?
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MR. TRAVIS: Well, no. | mean, we

plan on i1nvesting In these plants, our sawmills, so 100
percent equity will be a portion of -- the way I always
envisioned i1t, 1t would be a portion of -- certainly a
portion of our investment, without question.

MR. LIVINGSTON: Okay, that"s good.
That"s clarified.

FURTHER CROSS-EXAMINATION BY MS. CAMERON

MS. CAMERON: 1 just had a question.
Maybe 1t"s -- I"m not sure if you can answer It or not.

MR. TRAVIS: Sure.

MS. CAMERON: But 1 was wondering, IS
there kind of a rule of thumb as to what the percentage
increase would have to be in capital expenditures to have
a CHP as opposed to just generating electricity?

Is 1t, like, 20 percent more capital
investment or 30, or ---

MR. TRAVIS: Yeah. Maybe I"I1 get
Mitch to talk about that. He"s got more experience.

MR. HAYES: It really depends on the
balance and we kind of walk back to what Synapse was

talking about, and they"re trying to define a CHP.
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The larger percentage of extraction
you have to sell to the steam host, the larger percentage
-— 1t"s typically treated as a delta between the
electrical plant and a CHP plant.

But the reality of it is that you"re
talking about extraction from the turbine and decreased
steam available in the back end of the system, and that"s
really the delta that you®re talking about.

But when these plants are built, you
never see one built such that i1t"s operating in CHP mode
only because the risk is too great that something will
happen to the steam host, and so what truly happens is
you"re paying a small incremental cost, approximately 5
percent to 10 percent of total capital, to go from an
electrical generating station to a CHP facility, assuming
that you don"t have to run miles of steam line or
something unusual like that.

But 1f you"re talking about adjacent
facilities, you"re probably in the range of 5 to 10
percent capital.

Does that answer your question?

MS. CAMERON: Yes, that does. Thank
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you very much.

And so 1f you"re looking at output
from having a CHP, I would assume that"s a more efficient
use of the fuel In that you"re getting a greater output.

What -- do you have a rule of thumb on
how much greater the output is from what you"re doing?

MR. HAYES: So the output on an
electrical basis for a CHP i1s actually lower because
you"re using some of the steam for a steam host.

In this particular case, looking at a
plant based around an 18,000 pound per hour steam host at
15 psi, the difference between the electrical generation
of 2.41 megawatts and 1.6, 1 believe, megawatts, you"re
looking at an 800 kilowatt difference in electrical
generation. But on the steam side, the assumed efficiency
of the system i1s significantly higher because on an
electrical generation system you lose all of the energy
when you condense the steam to condensate In the condenser
side of the cycle.

That"s why when you hear people talk
about steam -- or electrical-only plants having very low

efficiency, 16, 18 percent, they"re losing a significant
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amount of that heat of vaporization when they condense,

whereas i1n a steam host you®"re assuming that all of that
energy is being transferred to the steam host.

That"s why CHP facilities typically
have 40-plus percent efficiencies. And we were just
discussing this earlier with St. F.X. 1 think that
Synapse miscalculated their thermal efficiency
significantly because they ignored the returning
condensate coming back from St. F.X. If their condensate
IS jJust somewhere In the range of 170 degrees and they get
about 70 percent of i1t back, their efficiency jumps from
28 percent to around 42 percent, which 1 think under any
definition would qualify as CHP.

I just wanted to make that
clarification that that"s a pretty standard error when
you"re looking at a CHP plant. If all you do is calculate
the efficiency of a normal generating plant, you take the
inputs -- sorry, the outputs divided by the i1nputs and
people forget the CHP contribution, which is that
returning hot water, which goes to heat the water going
into the boiler, which dramatically iIncreases the overall

thermal efficiency.
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And 1 wanted to point that out, that 1
think St. F.X. certainly does qualify as a CHP under that
scenario and that that was just miscalculated by Synapse
on the fly.

MS. CAMERON: So overall for a
ratepayer perspective, the CHP is actually a more
efficient kind of situation.

MR. HAYES: 1t is. From a ratepayer
perspective, the facility -- and especially from a FIT or
COMFIT 1n which you"re trying to get return for the local
environment, whether that"s through the people that are
investing in it or through the university or municipality
or somebody like that, 1t"s a more efficient system.

Having a steam user and having a
combined system is more efficient overall by almost any
measure, by pretty much every measure. So it"s definitely
better than a straight generating facility on an
efficiency and use side.

MS. CAMERON: So there"s a little bit
of a bias if you"re just looking at electrical production
and trying to establish a FIT for that compared to a CHP

in that you"re actually subsidizing something that has a
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lower rate of return because of what the production is.

MR. HAYES: 1I"m not sure. Can you say
that one more time?

MS. CAMERON: I"m not sure.

I"m saying that if you"re trying to
establish a FIT for just straight-up electrical production
compared to combined, like CHP, that the CHP i1s more
efficient, so the ratepayer®s actually not having to
subsidize 1t In some way that they are i1t they"re doing a
non-CHP facility.

MR. HAYES: That should be correct,

yes.
MS. CAMERON: Yeah.
MR. HAYES: In almost all economic
models you"re sharing -- it"s the discussion yesterday

with Synapse, you"re sharing that energy to boil water,
the heat of vaporization, so If -- and 1t"s especially
good for the environment if you can combine these plants
because the actual energy put into the system is
significantly larger on the heat of vaporization side than
it 1s on taking 1t up from 15 psi to 600 psi to generate

electricity.
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So you know, 80 percent of your energy

goes into boiling the water and then 20 percent goes into
generating the electricity on top of that. So when you
share those, you®"re reducing fuel usage, emissions, you"re
increasing the efficiency of the system, and pretty much
by every yardstick a CHP facility benefits all of those
metrics.

MR. BODINGTON: I need to add one more
item to that discussion.

Most of the talk about the efficiency
of CHP so far which 1 agree with, although I"m not an
engineer, has focused on the thermodynamic efficiencies of
the plant, how less heat is wasted. That"s a good thing.
That all by itself does not benefit ratepayers. 1t only
benefits ratepayers if the increased energy efficiency
saves cost and those costs get passed through to
ratepayers in the form of lower rates that are cost based.

You won"t get those ratepayer benefits
in, for example, strictly market determined rates. So
you"ve mentioned several times the iImportance of ratepayer
benefits.

What 1 wanted to add to the discussion
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in sum Is just that the thermodynamic benefits that Mitch

has been talking about do flow to ratepayers when rates
are cost based, as we"re discussing here. That may not
happen In the case of market based rates.

FURTHER CROSS-EXAMINATION BY MR. LIVINGSTON

MR. LIVINGSTON: A couple of other
questions that roll Into sort of ratepayer risk and cost,
they don"t have to be set.

When your industry lobbied government
to say that you wanted to be exempted from these COMFIT
rules, did you also argue that there should be -- that the
COMFIT shouldn®t apply to any of the sectors, that any
small business, for iInstance, could -- 1n wind or hydro or
biomass should be allowed to function under the same rules
that you were saying that you wanted to function under?

MR. TRAVIS: No, we took -- we went
there on behalf of the forestry iIndustry and the
individual companies iIn our group.

MR. LIVINGSTON: Did your industry at
all approach government about becoming a partner or a loan
guarantor or a lender through, let"s say, the industrial

expansion fund to your sector relative to building these
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projects at all?

MR. TRAVIS: Could you repeat that
question?

MR. LIVINGSTON: Did your sector --
I"m just curious if your sector has approached government
about becoming either a partner, a lender or a loan
guarantor to providing assistance to any of these projects
getting built.

MR. TRAVIS: No, not that I"m aware
of.

MR. LIVINGSTON: Okay. Thanks.

I think that"s 1t. Thank you.

THE CHAIR: Thank you.

The Canadian Wind Energy Association?
Cape Breton Explorations is not here. Champlain Tidal is
not here.

The Ecology Action Centre?

(SHORT PAUSE)
CROSS-EXAMINATION BY MR. SIMPSON

MR. SIMPSON: Good afternoon, Mr.

Chair, Board counsel and members of the panel.

I*m Jamie Simpson. [I"m with the
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Ecology Action Centre, and 1 coordinate the forestry
program there.

1°d just like to start out that, iIn
your view, do you feel that the support for the forest
products industry or a section thereof should have any
bearing on the setting of tariff rates for biomass
electricity in Nova Scotia?

MR. TRAVIS: 1"m not sure if 1
understand the question.

MR. SIMPSON: Should -- 1 can repeat

Should a desire to support the forest
products industry have any bearing on the setting of the
tariff rate for biomass electricity?

MR. TRAVIS: 1 think that the tariff
rate should be set based on cost.

MR. SIMPSON: Based on cost alone?

MR. TRAVIS: Yeah. 1 think i1t should
be based on cost of generation plus what the reasonable
return 1Is.

MR. SIMPSON: Okay, thank you.

Could you explain to me your
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understanding of the Renewable Electricity Plan as it

pertains to the amount of biomass wood available?

MR. TRAVIS: 1t"s been a while since
I"ve read the plan, but I believe that -- are you
referencing the cap on the biomass? Is that what you"re
referencing particularly, Jamie, the 500,000 dry tonnes?

MR. SIMPSON: Yes. And specifically,
I"m curious whether you see that as a cap on supply or a
cap on demand.

MR. TRAVIS: Generally, 1 think we
view it as a cap on supply, from our perspective.

MR. SIMPSON: All right. And yet the
plan states that -- 1 can just quote from the plan.

MR. TRAVIS: Sure.

MR. SIMPSON: "This plan caps new
electricity generation from
forest biomass."

Would that not suggest that it"s
putting a cap on new electricity generation from forest
bromass?

MR. TRAVIS: Well, I guess yes, to a

point when you reach the -- If -- when you reach the cap,

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS



10

11

12

13

14

15

16

17

18

19

20

21

22

Page 560 NSUARB-BRD-E-R.10
you have -- essentially there®s no place else to, you

know, build plants without further supply, right? So 1
guess iIn that sense, when you’ve hit the cap, it is
restricting you to a point, but up until that point i1t’s -
- you know, the supply is there, right.

MR. SIMPSON: Right. 1t just seems to
be a bit of a misconception -- and maybe 1°m mistaken
here, but 1t seems to be a bit of a misconception that
this 1s somehow a cap on supply where my understanding the
supply of biomass i1s one thing, but the plan doesn’t
actually address the total supply of biomass.

It simply sets a limit as to how much
demand can be created for whatever the supply of biomass
is that’s out there. Is that not correct?

MS. RUBIN: Mr. Chair, I think again
we’re getting into the interpretation of legislation.
Speaking of the plan, it’s a will of government. The
regulations and the Act set out what will be followed.

I mean, the regulations speak of the
forest biomass cap. | don’t think Mr. Travis IS any more
qualified to interpret them than Mr. Simpson is here.

MR. SIMPSON: 1 believe that the
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regulations also support the same wording here, that i1t’s

a ——-—

THE CHAIR: Let’s deal with the
objection first.

Did you want to respond to that, or
did you want to go on to another question?

MR. SIMPSON: What was the objection?

THE CHAIR: Well, basically you’re
asking ---

MS. RUBIN: The objection is it"s a
question of law.

THE CHAIR: --- for an interpretation
of regulations by these witnesses. 1 mean, the
regulations speak for themselves.

MR. SIMPSON: Right.

THE CHAIR: You and anybody else can
give us your interpretation in argument. 1°m not sure
it’s advancing the hearing to ask these lay witnesses
their interpretation of legislation.

MR. SIMPSON: Okay. 1 guess | just
wanted to establish that 1t’s a cap on demand, not a cap

on supply for the purpose of establishing the risk
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associated with the supply of biomass or the cost of

acquiring biomass.

THE CHAIR: And 1°m not sure the
withesses are able to help you with that.

MR. SIMPSON: Okay. Fair enough.

Are you familiar with a report by Don
Floyd and Chaney from 2007 about the current status and
future opportunities for the forest industry iIn the
Maritime Provinces?

MR. TRAVIS: 1 personally am not.

MR. SIMPSON: 1°d like to submit an
exhibit for you to take a look at. And this i1s the pulp
wood chip price index for the Atlantic Provinces from 1990
to 2007.

THE CHAIR: This will be Exhibit B-19.
-—— EXHIBIT NO. B-19:

Figure 1- Pulpwood Chip Price
Index for Atlantic Provinces from

MR. SIMPSON: In your evidence, Mr.
Travis, you say that the fuel supply risk is the single
largest risk to combined heat and power plants. And i1t’s

being argued that the cost of borrowing money to finance a
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combined heat and power plant should be Increased above

what the consultants have recommended, you know, to
significantly increase the tariff that would be paid for
biomass electricity, all based on the risk that’s
associated with procuring biomass and ---

MR. TRAVIS: Actually, what we
recommend is that there be some kind of a mitigating
factor to maintain the return on equity at what Synapse
has suggested. So by that it would be a -- and like a
reopener, as an example, so each two years you would have
a chance to -- 1Tt the market was down, so the price of
fuel was lower than actually contemplated by the community
feed-in tariff here today when the Board sets the rate.

IT the price of wood fibre i1s actually
lower, then we would suggest that the rate should be
dropped at each reopener. |If the biomass price is higher,

then we would suggest that it be bumped up.

So we just -- we’re suggesting simply
that we want a market price so, you know, we don’t -- we
just simply want to be -- to have risk coverage so if the

price goes one way or the other, whether i1t’s up or down,

the price gets adjusted accordingly.
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MR. SIMPSON: But in addition to that,

you’ve managed to convince the consultant, Synapse, to
increase the cost of borrowing from eight percent to 9.5
percent and you’re asking for an additional increase of
that to 13 percent. And then 1Tt there’s no adequate fuel
adjustment mechanism -- In your view adequate -- then you
want that increased to 17 percent.

And this i1s not small change and this
is all based on this perceived risk of acquiring the fuel
supply. And 1 would suggest to you that, you know, if we
look at the historical evidence of wood ---

MS. RUBIN: Mr. Chair, I think there
was a question in there or a few questions, or ---

THE CHAIR: 1 think he’s getting to
his question.

MS. RUBIN: Okay. It’s just there
were some statements that were embedded in that which 1
don’t think the panel necessarily i1Is going to accept.

MR. SIMPSON: So 1f we look at the
historical prices paid ---

MR. TRAVIS: Yes.

MR. SIMPSON: --- you know, I don’t
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see -- | guess my question here Is how can you argue that

there 1s a significant risk of acquiring fuel ---

MR. TRAVIS: Sure.

MR. SIMPSON: --- when we see that the
price of a low grade fibre such as pulp wood chips ---

MR. TRAVIS: Right.

MR. SIMPSON: And this graph here --
and 1°m referring to the graph 1 just submitted -- has not
been adjusted for inflation, and yet the overall price has
decreased from 1990 to 2007.

So where -- you know, on what basis do
you see this risk?

MR. TRAVIS: 1°m happy to answer that
question.

IT you take 1in to July of 1993, and
let’s assume we were setting the rate back then, and you
took the market price of chips back then and then you got
a contract with no escalator, or, sorry, you got a
contract where CPID is an escalator. But then, you know,
between July, let"s say, ’93 where 1t seems to bottom out
there, you set the price based on that market instance.

And then you go out to, let’s see where i1s i1t, the three
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years or four years to 1996.

Effectively, the price has escalated
incredibly over that period of time and i1t is unlikely
that a CPID escalator would have covered that risk off iIn
that period of time and you’d be sustaining severe losses
at the plant. So that -- you know, that’s why we think
it’s 1important to have a reopener.

And then also, as well, 1f you had to
set the tariff rate In 1996 at sort of the peak and then
you look down a couple years down the road, you would see
there would be excessive profitability there because the
market would have dropped for the price of wood and --
which 1s the reason why we’re such an advocate of having
an adjustment mechanism to make sure that there’s not too
much of a high payment but also, too, that we don’t lose
excessive amounts of money when we invest iIn these
projects.

So I’m really happy that you were able
to -- I wish 1 had talked to you in advance, actually, and
got this information because 1t’s -- you know, it’s
helpful to -- | tried to go out and 1t’s difficult when we

don’t really do -- deal with too much hardwood pulp.
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I was trying to focus on that and get
some historical information. So that’s precisely why we
want to make sure that there’s a reopener iIn that
instance.

MR. BODINGTON: I have to add a couple
of things just based on the torture of actually trying to
get projects financed.

Here are a couple of observations
concerning this particular graph. The first is that it’s
not the fuel for the power plants; i1t’s a related
commodity. We don”’t know what the correlation 1is.

The second i1s that -- and I think this
IS much more important -- this i1s inherently looking back.
And while 1t’s instructive to do that, investment and
rates of return are all about looking forward and the
risks associated with looking forward.

And someone may look back at this and
say -- 1T this were a graph for what fuel would actually
cost, they may look back at this and say, you know, if 1°d
built the plant and gotten the price in January 1990, 1°d
be okay, but i1if 1°d built the plant and got the price in

January 1993, well, the bank would own it now and 1 would
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have lost all my money.

That’s not an acceptable business
plan.

Another thing about this kind of
analysis that’s very important to recognize in the case of
biomass 1s that it doesn’t make sense; 1t’s not economic
to ship biomass throughout the Atlantic Provinces, which
is the scope of this particular index.

Biomass power is a very local thing.
It"s usually not economic to ship fuel more than
100 miles. Most of the plants we work on, most of their
fuel comes from within that 100 miles.

So the price of biomass fuel or the
value of biomass fuel, 1f you"re selling it, if you're
using your own self-supplied fuel, i1s determined by very
regional micro sorts of factors.

For example, 1Tt a mill goes out of
business, then within that 100 mile zone the amount of
chip supply may have dropped dramatically. In order to
try to get more fuel, you may be talking about 150 or a
200 mile truck haul. That"s uneconomic.

So mills adding shifts, reducing
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shifts, adding capacity, going out of business, timber
sales, construction projects, forest management practices,
cleaning up from beetle kills and all these kinds of
things are what affect the supply and demand for biomass
fuel. And all of those things are -- happen on a very
tight regional basis.

None of those things are picked up iIn
an index such as this that 1 know of or that 1"ve had any
experience with.

So the milieu of those reasons and
risks and that investment is all about looking forward
instead of looking backward are the reason that looking at
things like this may be a useful part of due diligence,
but 1t"s not a foundation for a business plan that my firm
could finance. Too risky.

MR. HAYES: And he"s talking relative
terms when we keep saying drastic, but I mean, if you take
the peak versus value in here, you®"re changing the value
of this by 77 percent. So i1If you"d have signed this up
back 1n January of 1990, then the fuel costs between then
and the bottom of this pricing would have changed 77

percent.
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IT you™d set i1t back in January of

1990 and this thing had escalated every year for 17 years,
the ratepayer would have overpaid by tens of millions of
dollars for this electricity because the price dropped.

I think that"s our whole point. It"s
just that i1t is variable and highly variable. Seventy-
seven (77) percent is pretty highly variable to me, and |
think that we"re advocating that both the ratepayer and
the owner of the facility are best served by looking at
the fuel costs relative to what they“"re paying for
electricity.

MR. DOEHLER: Just before you proceed,
this term, relative value, what"s that? Relative to
temperature of the day? Relative to what? | don"t know
what relative value 1is.

MR. SIMPSON: 1It"s just instead of
putting actual price there, they®"ve just simply set the
numbers as an arbitrary ---

MR. DOEHLER: So 1t"s not indexed to
inflation?

MR. SIMPSON: No, it"s not indexed to

inflation.
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MR. DOEHLER: So some number. Thank

you.

MR. SIMPSON: Yeah, 1t was — yeah, you
could just substitute the price of pulp wood chips iIn a
given year and that would be what the number is. It"s
just showing the relationship of change over time.

The -- so even 1T you were able to
have that fuel adjustment mechanism, you still feel that
that does not adequately cover off the risk.

MR. TRAVIS: No, we"re suggesting that
the Synapse, you know, 13 percent is adequate.

MR. SIMPSON: The 9.5 percent.

MR. TRAVIS: Well, you"re talking
about debt and equity. We"re suggesting that there can"t
be any debt in the project at all, so you"re talking about
something different, apples and oranges.

So we"re agreeing with Synapse®s 13
percent equity -- assignment of 13 percent equity.

MR. SIMPSON: Right. Provided you get
that extra ---

MR. TRAVIS: Right, exactly. Provided

we have the ability to mitigate the fuel supply risk both
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to the benefit of the developer, which i1s us, and also to

the developer -- to the ratepayer because if you get down
-— 1T we"re down on one of these values where we"re high
and we set the price based on wood price today that"s
high, then, you know, the ratepayer over time will pay
more than they should have.

In the same respect, if we“re In a
valley and we"re low today and the future price iIs going
to escalate quite substantially, then you"re going to have
a lot of, you know, bankrupt CHP plants hanging around
Nova Scotia.

So all we"re saying i1s that, look, it
benefits both the ratepayer and the developer to have a
look at the costs and adjust the costs associated with the
market. In fact, 1 have suggested a particular mechanism
for doing that on -- in my evidence, 1 believe. And let
me just have a look there and 11l see 1T | can bring that
up -

But essentially, 1f you have -- we"re
purporting -- in my evidence we"re purporting to -- we-"d
be very happy to report the purchase costs for our fuel

and that be the basis of the Board®"s knowledge.
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So if you had -- In two years®™ time
they had a reopener to look at, you know, what"s the
market price of fuel and biomass for the CHP plants and
had that be the benchmark, so after a couple of years of
operation we report the fuel price and the Board can see,
okay, this i1s the fuel price. You know, It"s -- the
diesel escalator either didn"t get 1t to where it should
be or yes, i1t did and it"s doing fine, we don"t have to
adjust 1t, or it"s too low or 1It"s too high. We might
have to make an adjustment.

That®"s what we"re purporting to be
able -- we want to be able to say, look, here®"s what we"re
paying for the feed stock and, you know, we"re happy to do
that. We"re not -- we just feel 1t°s really -- 1t"s just
very important In order to be able to develop these
projects at all, you really have to get that fuel cost
risk down in the equation.

MR. SIMPSON: In your evidence on
page 9, you state that a biomass CHP proponent®s fuel risk
iIs no different than NSPI.

I"m just wondering if you could

explain exactly what you mean. 1"m assuming that you"re
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saying that that price of a non-renewable, a fossil fuel,

IS going to go up over time. And are you -- basically
you"re saying that that same sort of trend is going to
happen with the biomass fuel?

MR. TRAVIS: Well, just you simply
don"t know iIf 1t"s going to go up or down. |If you look at
your chart there, you"ve got it going up and down and up
and down.

And the fluctuations is the problem,
right. We don"t -- biomass -- what i1s purchased at a
market price and is subject to influences of multiple
things, the influence of markets similar to maybe -- you
know, the things that influence biomass are different than
would influence coal, but essentially both coal and
biomass are market-driven type commodities, right.

So you have to -- there are supply and
demand issues going there, you know, where if a mill —-
another mill comes up and there®s more demand then the
price is likely to increase. Or i1f a couple of mills go
away, then, you know, the price is going to drop.

And that"s sort of what we were

referencing there In that case. In that instance, the
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comparison between the two operations iIs somewhat similar

in that instance.

MR. SIMPSON: And yet is not fossil
fuel a finite resource compared to biomass, which is
ostensibly a renewable resource?

MR. TRAVIS: True, with the exception
of when you put a cap on it and there®"s only so much we
can harvest iIn a given time, right? We -- you know,
there®s a limit to how much you can harvest at a given
time.

You can"t simply go out and cut
everything, right. | mean, that"s not reasonable, so we -
- there"s a harvesting limit each year, so we have to live
within that restriction.

MR. SIMPSON: |Is the -- does the
demand outstrip the supply, then?

MR. TRAVIS: Yeah, I"m not sure i1f 1
understand what you"re ---

MR. SIMPSON: Well, you"re saying
there"s a limit on how much you can cut, so | assume that
means that you"re saying that there"s a -- that the total

demand i1s more than what you can go out and cut.
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MR. TRAVIS: No, that"s not what we"re

saying.

MR. SIMPSON: Right. So we would
agree that there"s ---

MR. TRAVIS: We can only -- there are
only going to be so many power plants in the province of
Nova Scotia based on sustainable harvesting of the
resource.

You know, the same way we do with the
other forest products with sawmills and pulp and paper.
There®s a limit -- DNR, as you know, there"s -- obviously
you know what the situation is there, and so we aren"t
purporting that there"s any different scenario for
biomass.

There®s going to be, you know, a
sustainable range that you can operate and then there
would be a certain amount of plants built -- capable of
being built In that range with respect to those that use
forest resources.

MR. SIMPSON: So 1f 1 can summarize
what you®"re saying i1s that supply and demand are going to

equalize.
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MR. TRAVIS: 1"m not sure i1f I quite

understand that, to be ---

MR. SIMPSON: Well, you just said that
the —- 1t"s similar to other situations iIn the forest
products industry where we have a certain amount of
capacity to consume the resources and then a certain
amount of resource, and those two balance out.

MR. TRAVIS: Yeah, | guess that"s
probably -- that®"s correct.

MR. SIMPSON: Right. Right.

The -- 1In your evidence you state that
the sawmill has no ability to guarantee the efficiency of
a CHP system, has no control over how much process heat it
will use.

MR. SIMPSON: So I"m just trying to
get at the point where a facility that"s called CHP by
name is in function actually a CHP plant. And just where
does i1t cease to be a CHP plant?

MR. TRAVIS: Let me -- our primary
business i1s to produce forest products, so without
question when our drying kilns need heat, that"s our first

and primary goal. You know, we"re going to -- steam is
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the absolute number one -- getting steam to the drying

kiln to dry our forest products and get them sold i1s the
number one goal for us.

So to the extent that we can -- you
know, to the extent that we have, you know, lumber going
through the kilns, that"s the capacity with which we can
put steam to the process.

I guess that"s the best answer 1 can
give you.

We can"t guarantee -- | can"t sit here
and guarantee you today that 1°m going to dry kiln 20
million board feet of lumber next year. The market might
be bad and I might only dry kiln 10, so which means
there"s going to be a little bit less heat go from the
plant to the drying kiln. And that"s just the nature of
our business.

But what you can be sure of is that if
I need heat in that drying kiln, I"m definitely taking
heat to that drying kiln from the power plant, so that"s
the -- 1 guess that"s the only -- we can"t offer any
better than that. That"s the best that we have to offer.

But while we"re running, you can be
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certain that we"re going to be using heat, without

question, because that®"s a necessity for us and our
products.

MR. SIMPSON: Fair enough. But let"s
say, for example, a sawmill was shut down for 10 out of 12
months of a year and so was not using the process heat
during those 10 months and only producing electricity.

For that year, would you say it"s
still a combined heat and power plant?

MR. TRAVIS: Yeah. Well, 1 mean, the
plant is using heat, so yeah, 1 would suggest that it is.

Under severe circumstances like that,
I mean, there®s only so long you can go and operate your
sawmill successfully being down, you know, 10 months out
of 12 1n a year. So I would suggest that those are very
exceptional circumstances and that you wouldn®t, you know,
operate for long periods of time under those conditions or
you wouldn®"t be in business, I guess, is the issue, right?

So yeah, 1 wouldn"t -- yeah. 1 would
still consider that 1t"s a CHP plant because during the
time that it"s operating, you know, It"s going to be using
heat when 1t can. But under normal circumstances, It"s
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going to be using a fairly substantial amount of heat
during its normal operation, I guess is what 1 would say
to that.

MR. SIMPSON: So you don"t see any
sort of minimum overall yearly efficiency necessary to
justify ---

MR. TRAVIS: Yeah. |If I could
guarantee you today that 1 could run my dry kiln for X-
amount of time In a year, 1°d be happy to give you a
guarantee on the efficiency, but I don"t know. The lumber
market dictates how 1 use my dry kiln.

So | can guarantee you that we"re
going to be -- when that dry kiln needs steam, | guarantee
you we"re going to be putting steam Into the process, and
that"s the best 1 can do from our business.

We, unfortunately, can"t offer any
better or any worse than that. We just -- we"re subject
to our requirements of the market to which we sell and to
the lumber market, so ---

MR. SIMPSON: And you feel it"s fair
to base the tariff rates on whatever®s necessary to make

sure that you can still generate electricity even 1f your
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mill*s not -- even 1T the sawmill iIs not operating.

MR. TRAVIS: Well, the -- having a
condensing turbine with an extraction reduces the amount
of risk from a prospective lender. Like Jeff, as an
example, when he looks at a project like ours and he sees
that, you know, i1f It was a back pressure turbine and its
electrical generation is fully dependent on the use of the
steam In the plant and then Jeff would go downstream and
kind of look at our business and see, okay, well, you guys
had some pretty rough years over the last two or three
years. You guys have been barely operating at 60 percent
capacity.

Your power plant business would have
failed because you wouldn®"t have been driving enough
electricity through the plant based on the operation of
your kiln and, therefore, the risk goes up in the project.
And 1t gets to the point where i1t becomes -- you know,
when the -- the sawmill®s already iIn tough shape when
you"re running at 50 percent anyway and then, in addition
to that, 1f you"ve got a power plant that"s dependent on
producing megawatts because 1t"s linked to the kiln, the

steam going into the kiln, well, you"ve got an even worse
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problem then because you®ve got a power plant sitting idle

for a lot more time than you expected.

And you®"re losing money on that power
plant because your fixed costs aren®t being recovered with
the number of megawatt hours you"re expecting to come out
of the plant.

So i1t really badly compounds the
problem if you don®"t have the option of doing the
extraction stream and yet don"t have the flexibility of
going back to maybe generating a little bit more
electricity and back and forth of having that flexibility,
it makes 1t difficult.

MR. SIMPSON: It sounds like sawmills
are risky businesses to invest in. [It"s surprising that
there®s no other opportunities for developing combined
heat and power projects in Nova Scotia.

I guess I would just like to say that
the ---

MR. TRAVIS: Well, 1 think that there
is. | mean, St. F.X. Is here and they"re hopeful that
they“re going to be able to develop a combined heat and

power project at the university to supply heat to the
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campus, so | would suggest that there are other

opportunities and that sawmills are only one.

We"re not advocating that we"re the
only show in town here. We"re happy to see that, you
know, municipalities and other organizations participate
in the COMFIT in the same way we"d just like to have this
opportunity to as well, so | don"t think that 1 would
agree with that at all.

MR. SIMPSON: But the risk that you“re
talking about is inherent to sawmills here that you"re
speaking of where -- you know, where you could -- the use
of that process heat i1s risky, as it"s going to be
variable.

MR. HAYES: Yeah, but I think you"re
talking about a risk with any steam host. That"s the
thing we"ve seen across the board.

Municipalities can have people move
away. They can have an extremely warm year, and if they
fall below some efficiency threshold, does that mean that
you cancel their tariff because i1t was really warm one
year?

IT you have a hospital go out of
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business or i1f you have a paper mill that"s a steam host

go out of business or have a bad year or not need i1t or
it"s very warm -- | mean, there"s so many variables that
dictate how a steam host operates, you can"t peg one down.

I mean, Synapse had a near impossible
time trying to define CHP, and 1 don"t blame them because
everywhere you go in the world, we run iInto the same
issues. There is risk inherent with having a steam host,
but 1t"s better for both the steam host and the ratepayer
to have a combined heat and power plant.

So we"re trying to balance that, and 1
think equitably.

And we"re not asking for the rate to
be set on operating on electricity only. The model that
the ANSS 1s suggesting is that they are operating 60
percent of the year with full steam use, which might be
unrealistic for them to operate under that scenario.

And if they can"t operate at that
scenario, then they lose money because their core business
is the wood, and the power represents, what did you tell
me, less than 2 percent or ---

MR. TRAVIS: Yeah, the sales for our
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business each year.

MR. HAYES: So i1f they can"t run the
lumber mill, they®ve got serious problems.

The model is based on 60 percent
utilization, which 1s a pretty aggressive number for them.

I"m not sure what St. F_X."s model 1is
based on from a CHP standpoint, but almost nobody®"s usage
iIs based on 100 percent use of the steam flow. It varies
in almost every steam host.

MR. TRAVIS: Yeah. And even in a host
like St. F_X. as an example, as Mitch has alluded to, that
variability in the use of the heat which affects the
system®s efficiency 1Is -- you know, has to do with the
weather.

IT 1t"s a real cold, cold year, the
efficiency of the overall plant Is going to be greater
because they"re going to use more heat in the university
and produce less electricity. In the same instance with
the sawmill, if we have a great year and we"re handling
lumber through that dry kiln, our efficiency®s going to be
greater.

And 1t doesn"t matter really what the
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steam host i1s. You"re always going to have some kind of a

bit of a variability there.

And like Mitch said, the rate that
we"re proposing here is based on 60 percent, which 1is
pretty well max when you include -- you consider the fact
that we"ve got to take the kilns out of the kiln, unload
the charges, load them back in. That"s pretty well as
good as we can do at 60 percent.

IT we go below 60 percent, It"s going
to start impacting us negatively financially from the rate
-- the COMFIT rate set, right?

So we think we"ve been pretty I would

say -- maybe we probably haven®t been conservative enough,
but you know, I mean, below 60 percent I think we can do
it. And I don"t think that we should -- 1 don"t think
that the ratepayers should, you know, be -- we ought to be

setting the COMFIT rate up to a worst-case scenario in a
sawmill, so that we haven"t proposed that.

We"ve proposed a normal operation at
60 percent utilization, and we certainly aren"t proposing
that the ratepayer pay for a situation where the sawmill®s

only running two out of 12 months like that.
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MR. SIMPSON: This is my final

question here.

In your evidence, you state that from
an environmental perspective these projects should be
encouraged to produce as much energy as they can, whether
it 1s from heat or electricity, or both. And that seems
to be at odds of what the environmental community IS -- iIn
Nova Scotia has stated.

And I"m just curious why you would say

that you base this is on an environmental perspective

because ---

MS. RUBIN: Do you have a page
reference?

MR. SIMPSON: Goodness. 1 apologize.
I don"t.

(SHORT PAUSE)

MR. TRAVIS: Let me go find that,

Jamie. 1 know where you"re talking about there.

That was In one of my submissions to
Synapse, right?
MR. SIMPSON: Yes, I believe so.

(SHORT PAUSE)
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MR. TRAVIS: Yeah, Nancy, all my

evidence is all in one exhibit, Is i1t not?

MS. RUBIN: Yes.

MR. TRAVIS: Yeah. So in B-11, I
think 1t"s In reference to my letter to Synapse regarding
the efficiency issue.

MS. RUBIN: That"s Appendix B.

MR. TRAVIS: 1Is it? Okay.

I think Jamie®s referring to the
bottom of the letter, "In closing”, | believe.

THE CHAIR: 1 see i1t. Go ahead.

Just read it Into the record 1s fine.

MR. TRAVIS: 1711 read the paragraph,
so | think I"ve got i1t right. Just give me a second. 1I™m
just going to read it over.

(SHORT PAUSE)

MR. TRAVIS: So 11l just pick up on:
"Biomass-generated energy
provides a means to meet this
target regardless 1T 1t iIs being
used at 65 percent efficiency or

17 percent efficiency.”
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Is that the area you were referencing?

MR. SIMPSON: Yes.
MR. TRAVIS: Okay. Then I say:
"Yes, it is preferable to
maximize the environmental
benefit of the energy, and to the
extent that our processes will
allow us to do so, we will.
However, in striving for the
ultimate environmental
efficiency, it i1s important not
to cut off._."
Sorry. |I"m reading from the -- 1%ve
got a draft of that. You"ll have to forgive me.
MS. RUBIN: Sorry. The actual
document says:
"It 1s Important not to lose
sight of the ultimate goal, which
iIs to use less fossil fuels.”
MR. TRAVIS: Right. And that"s what 1
was referring to there, Jim.

I think what is it exactly that you --
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does that answer your question? Maybe you want me to

answer another question.

MR. SIMPSON: [I"m just surprised that
you would come back to an environmental argument ---

MR. TRAVIS: Right.

MR. SIMPSON: --- for this when the
environmental ---

MR. TRAVIS: What 1 was saying, Jamie,
is that whether or not -- you know, we were talking about
minimum efficiency standards. And what 1 was saying 1s
that whether -- you know, whether you®"re operating at 41
percent in the plant that we"re proposing today, right, or
you"re running a biomass electricity only plant, in both
instances you"re offsetting -- you"re getting ready to use
a fossil fuel. In both iInstances you“"re avoiding using
coal. And we think that that"s better than using coal.

MR. SIMPSON: Now, recognize that
that"s 1n contrast to the science around ---

MR. TRAVIS: Actually, the 27 member
countries of the European Union disagree with you on that.
They"re going -- they have a requirement in their country

or in their countries whereby they®"re going to iIncrease
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their biomass electricity usage by 95 percent by 2020 in

their plants.

Now, 1t"s not to say that they"re
definitely going to be iIncreasing it by 95 percent, but
they have submitted national allocation plans as required
by the European Union to demonstrate how they"re going to
meet their 2020 targets of 20 percent in the E.U.

And the 27 member countries together
are going to be -- plan to increase their biomass
generated electricity by 95 percent in 10 years.

So there are others out there that
would disagree strongly with your position and the Ecology
Action Centre position on the environmental benefits, or
lack thereof, of biomass generated electricity.

I would be included 1In that group.

MR. SIMPSON: 1 get that.

Yeah. 1 guess we don"t want to get
too deep into this, but I would say that regulation
follows science. Science comes first, and then regulation
evolves and 1t apps to the science, and right now the
science 1s clear that proceeding with biomass at any

efficiency is certainly not ---
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THE CHAIR: Mr. Simpson, we"ve had
this debate 1n another forum and the Regulations in the
Province of Nova Scotia say that biomass i1s renewable, and
that"s what the Board has to deal with.

I understand you disagree with that,
but that®"s not our decision.

MR. SIMPSON: That"s right. That"s
right.

I just wanted to call a point to
question why you would argue from an environmental
perspective here.

Great, thank you. That concludes my

questions.

THE CHAIR: Thank you.

First Nation Engineering and Technical
Services?

Fundy Tidal Inc.?

Mr. Giroux?

MR. GIROUX: 1 have nothing.

THE CHAIR: HRM isn"t here.

Johnson Controls, do you have a
question?

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 593

MR. LEITCH: (OFf mic)

THE CHAIR: Thank you.

KMKNO, any questions?

MR. CHRISTMAS: No.

THE CHAIR: Thank you.

Lahave Renewables?

Liberal caucus office isn"t here.
Membertou First Nation isn"t here. Minas Basin, | don"t
see here. Colchester, 1 don"t see here.

Northumberland Wind Fields Inc.?

Department of Energy or any other
government department?

Mr. McGrath.

MR. McGRATH: Thank you, Mr. Chair.

CROSS-EXAMINATION BY MR. McGRATH

MR. McGRATH: Good afternoon, Panel.
I just have a few very high level questions, and Mr.
Travis, 1 think they“re probably mostly for you.

Just i1n terms of the makeup of the
Alliance of Nova Scotia Sawmillers, is that just the six
members noted In your evidence?

MR. TRAVIS: Yeah. 1| mean, we"re not

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS



10

11

12

13

14

15

16

17

18

19

20

21

22

Page 594 NSUARB-BRD-E-R.10
an official association or anything. We just kind of

grouped together a bunch of like-minded sawmills that had
kind of a similar interest and maybe similar opportunity
and we agreed to, you know, put a submission iIn together
for this community feed-in tariff rate.

It could have included more; 1t could
have included less. 1It"s not a very -- It"s not an
official association, 1711 put 1t that way.

MR. McGRATH: The scale of operations
for the sawmills that are members of your group, would
that be the same for all of those members?

MR. TRAVIS: No, i1t isn"t, actually.
We picked -- there®"s a couple of sawmills that are
probably going to be -- we picked the largest probably
three out of six just because of the economies of scale.

I mean, granted, the economies of
scale are not great even at the 2-megawatt size, but we
felt going much smaller than that wouldn®t be reasonable,
so we picked the bigger of the group, which i1s about three
of them roughly operating at around 18,000 pounds per
hour.

There®s a couple that don"t. And
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there was those that weren®"t interested in sharing their

information with me. At the end of the day, we did kind
of -- we all grouped together as buddies, but we did
fiercely compete with one another too, so bear that in
mind.

MR. McGRATH: The facilities at these
plants, would they be comparable?

MR. TRAVIS: Yeah. We all run -- from
the ones that were able to give me information which was,
I believe, about four out of six of the guys in the group,
we all run 15-pound boilers. And now, the age of our
facilities, | didn"t really get Into that too much with
the guys.

I know that some of us have old gear
and some -- I mean, Marwood as an example, we"ve got a
bunch of different heating sources kind of sprinkled
around our different plants and we"re actually looking to
organize it all into one central heating plant and make a
bigger one so that we could use renewable energy.

We"ve got some propane and we"ve got
some oil and we"ve got a whole bunch of different stuff,

electricity and a bit of wood. So we just want to, you
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know, get 1t all kind of conglomerated into one boiler

located at one site and that kind of thing.

MR. McGRATH: Do you know whether all
six of your members currently have biomass boilers?

MR. TRAVIS: 1"m not sure about Group
Savoie, but I am -- yeah, we have a little bit of oil, as
I had mentioned before, but we do have wood as well. And
then 1 believe that, yeah, the balance of them are all for
any biomass boilers as well, so yeah.

MR. McGRATH: Five out of the six, and
one you"re not sure of?

MR. TRAVIS: Yeah, that"s right, 1
would say, yeah.

MR. McGRATH: And the rate that you
have developed, based upon your Inputs in the Synapse
model, | believe that was $339?

MR. TRAVIS: Yeah, 1°d like to talk
about that for a minute. 1[1"m glad you brought that up.
That $330 is actually -- it"s not going to be $330 and
here®s why.

The Synapse model, when we did our

comparison, we didn"t have -- we didn"t do a capital cost
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estimate on a boiler with ESI, and ---

MR. McGRATH: Only.

MR. TRAVIS: Yeah, biomass only.

MR. McGRATH: Not a generated boiler.

MR. TRAVIS: Right, and not a
generated boiler with ESI. We used Synapse®s estimates,
right?

We think 1t"s highly likely that based
on what we see of their estimates of the combined heat and
power plant, that there®s a very good possibility that
they were off on their capital cost estimates for their --
for the boiler-only scenario. And so, you know, in the
event that those costs were to go up that would reduce the
rate because the net off would be lower 1f that boiler was
higher In -- also, you look at parasitic power load. We
didn"t have anything In there from Synapse because they
didn®"t include parasitic power load. We did, and 1t was
$235,000, right? This would be a considerable amount of
parasitic power load in the boiler-only scenario, right?
You need to subtract that off of that amount, right?

So that $330 is -- it"s really not

that instructive, to be honest with you, because we didn"t
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-— we weren"t able to do -- there was a lot of missing

information on that side of the equation.

When you start playing with things
like the capital costs and stuff, that has trickling
influences In other parts of the model. Not to get too
complicated and too down iInto the details in how the model
works, but it"l1l filter down through the other areas of
the model and 1 think 1t"1l have a fairly significant
effect.

We -- 1 haven"t got Mitch to do that
assessment yet so I can"t tell you today what 1 think the
rate would be. Certainly we could have ESI, you know, do
an estimate like that, but it"s not going to be, you know,
$330.

THE CHAIR: So what i1s the -- so
what®"s the rate you"re asking the Board to approve?

MR. TRAVIS: Well, the -- we had --
because we used the Synapse numbers, what we"re saying 1Is
that we don"t believe, based on what we saw from their
estimation on the combined heat and power analysis, we
think that there®s probably some errors in their boiler --

the capital cost assessment. There®s certainly errors
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when i1t comes to the emission of the parasitic power load.
And so those have to be worked in and accounted for to
come up with the rate.

And we didn"t do a -- we unfortunately
didn"t do a capital cost assessment on the boiler-only
scenario with ESI, so we don"t have our information, we
were using theirs. And what I"m suggesting is that we
believe their boiler capital cost 1s -- 1t"s probably a

good chance that 1t"s not right on the basis that their

combined heat and power plant wasn"t right either, 1 guess
is what 1"m saying -- trying to say, Mr. Chairman.
THE CHAIR: 1 guess the problem is,

this hearing ends on Friday ---

MR. TRAVIS: Right.

THE CHAIR: --- and we have to go make
a decision.

MR. TRAVIS: Right.

THE CHAIR: And at the moment we have
156 from Synapse. | thought we had a number for you of
339, but you“"re telling me we may not. 1 don"t think we
have a number from St. F.X. So there®s only number on the

table at the moment.
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MR. TRAVIS: The number we provided is

-- we believe that i1t has -- 1t could be -- if given a bit
more time we could refine 1t and make it -- improve the
accuracy of it, 1 guess iIs what I"m saying In that
respect. And we believe that i1t could be -- the accuracy

of that number could be improved.

MR. DEVEAU: Ms. Rubin, perhaps you
could help me. The -- or help us, I should say. The
undertaking that you sought from Synapse in relation to
the spreadsheets, is that going to help us iIn relation to
the rate or not?

MS. RUBIN: It won"t because the
problem is that the view of Mr. Hayes and Mr. Travis 1is
that the capital costs that have been assumed iIn the
boiler-only scenario are understated because they suffer
from the same frailties as the CHP estimate. And Mr.
Travis®™ evidence i1s that i1f there were additional
opportunity to have Mr. Hayes®™ firm do a capital cost
assessment of the boiler-only scenario so that when that
netting was done we would have a reduction in the 339.

MR. TRAVIS: 1°d like to apologize.

In the beginning when I did this, the capital cost study
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with Mr. Hayes®™ firm, i1t requires about eight weeks to do

a really good capital cost analysis. So | started this
back In January. 1 didn"t see quite how 1t was going to
unfold with the boiler net off scenario, otherwise 1
certainly would have had -- iIn retrospect 1 certainly
would have got an itch to do a boiler capital cost study,
so 1°d like to apologize for not having the information
available.

THE CHAIR: 1"m not looking for an
apology, but at the end of the day we"ve got to go away
from this hearing and set a rate, and you can understand
my problem.

MR. TRAVIS: Sure.

THE CHAIR: Sorry, 1 didn"t mean to
interrupt.

MR. HAYES: Mr. Chairman, if I may.
My suggestion would be to ask Synapse to do the
undertaking that we had and to review the capital cost
estimates that we"ve brought up examples of that we feel
like there were gaps.

IT they"re doing a delta analysis they

should certainly be able to look at the detailed breakdown
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I gave them on the CHP plant and try to allocate some sort

of budget towards that and determine, okay yes, we assumed
piping was going to be okay but now they know that 15 PSI
piping certainly does not work for 600 pound pressure.
They"re going to have to replace the piping, they"re going
to have to do construction, they“re going to have to do
things like that.

They should be able to do a delta
analysis that it puts us in the right ballpark. 1 would
think that they should be able to do that. That would be
my suggestion as part of their undertaking, If that"s
okay .

THE CHAIR: I think 1711 leave it to
counsel to maybe have a discussion.

MS. RUBIN: Mr. Chair, certainly we"d
like to be as helpful as possible. 1 don"t know If 1t"s
possible for Mr. Hayes to do a similar type of analysis if
it could be done by way of undertaking so that we could
provide at least an approximation of a recommended rate
accounting for the adjustments.

And maybe that®s a question you can

ask the panel. 1 don"t know. Having heard i1t takes eight
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weeks to do a study I don"t know if within the undertaking

time 1f 1t can be responded to.

THE CHAIR: 1"m going to suggest you
and Mr. Outhouse have a discussion after you"ve had a
chance to -- i1f they don"t finish today, you can talk to
them anyway about this issue, but I think we probably will
finish.

But I am not sure just -- I"m not sure
I want to make this up on the fly, so we"ll see how this
unfolds. I just -- I"m surprised that we"re at the point
where we don"t have a number other than the Synapse number
and the hearing ends on Friday.

MS. RUBIN: Mr. Chair, we"ve been
extremely constrained in this proceeding time-wise in the
way it"s unfold -- the panel. My clients have tried to be
helpful to the process. We only received the ---

THE CHAIR: 1°m not being critical.
I"m just saying there"s a gap here.

MS. RUBIN: There i1s, and that®s why
we had requested an extension of time to deal with this,
and 1t was rejected and part of 1t was because of the

evidentiary issues.
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THE CHAIR: Yeah, but we started this

process in October.

MS. RUBIN: But we didn"t have the
capital cost information because the first draft came in
based on an EPA study from 2007, and the information from
Ms. Shaw was she wasn®"t retained until February. So we
didn"t have this on which to base this so we didn®"t know
the numbers that were coming from Synapse.

THE CHAIR: Do you have a sense of the
order of magnitude of what the change is going to be from
3397

MR. TRAVIS: We can certainly make an
approximation and provide that number to you, Mr.
Chairman, 1f you®"d like us to do so.

THE CHAIR: Sure. Okay, that"ll be
Undertaking U-10.

UNDERTAKING U-10 - To provide an
approximation of the new proposed
tariff to replace the $339/MWh

THE CHAIR: 1 used to hate i1t when
people waded Into my cross-examination.

MR. McGRATH: You“ve been very
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helpful, Mr. Chair.

MS. RUBIN: Mr. Chair, can 1 just
clarify the undertaking that was requested? It"s ---

THE CHAIR: 1It"s to give me an
approximation of what the number would be other than 339.

MS. RUBIN: Thanks.

MR. McGRATH: Thank you, Mr. Chair.

MR. OUTHOUSE: Mr. Chair, 1 would only
say one thing. 1 assume from the fact you requested it
that you would expect it to be available at some time
before this panel at least departs the hearing so that
they could be asked about 1t?

THE CHAIR: I haven®t really focused
on that issue. 1 don"t -- how long reasonably would it
take, Mr. Hayes?

MR. TRAVIS: We"ll try to run it
tonight and get the information tomorrow.

THE CHAIR: Great. |If you could,
sure.

MR. TRAVIS: Yeah.

MR. McGRATH: My last question, Mr.

Travis, was going to be to ask you whether the rate that I
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had thought you had put forward, the 339 rate, was robust

enough to permit all of your members to develop CHP
projects or only a portion of them. But what I think 1

will do as, as you"re going to put forward a different

number ---

MR. TRAVIS: Right.

MR. McGRATH: --- is ask that question
in a deferred way. |If you could just respond to that when

you put forward your number as well.

MR. TRAVIS: Would you like me to
respond to your -- 1 could probably respond to your
question based on the new information, you know,
regardless one way or the other.

MR. McGRATH: Okay.

MR. TRAVIS: We set up -- see, what
we’ve done is we’ve set up -- our entire basis for the
suggestion of our COMFIT is based on the cost of
generating electricity for a 2.4 megawatt plant which we
think 1s, you know, reasonable given our -- the scale of
our, you know, largest members, which is probably three or
four of them.

There’s other issues that come into
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play. Some of us have very new boilers, in which case,
you know, you have to do an economic assessment. |If you
spent $10 million on a new boiler, $5 million on a new
boiler and you just built 1t four or five years ago,
you’re probably -- even though the COMFIT rate might be
good, I don’t think that the ratepayers should have to pay
a bunch of extra money to Incent us to tear perfectly good
equipment down; right?

So i1In that sense, for people -- for
sawmills that have equipment that’s installed that’s --
doesn’t -- that’s got some useful life left, those guys,
even though they probably have the ability to do it, may
not do 1t. Folks like ourselves and Marwood, we’ve got a
bunch of stuff we want -- we don’t like anyway and we want
to build a new -- probably going to build a new boiler
anyway. We’re probably going to be in.

I can’t speculate to the, you know, to
the level of the other sawmills iIn terms of what they’ll
be able to do because there’s so many other variables
beyond just whether the rate’s right.

But we’re confident that our rate

provides a rate where 1f you had to build a COMFIT or,
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sorry, if you had to build a CHP plant at that scale then

it would be available to them 1f nothing else was a
problem, 1 guess is the issue.

MR. McGRATH: For all of your members,
though.

MR. TRAVIS: Yeah, some of the --
yeah. Some of the smaller member sawmills, just because
of the scales of economy, you know, maybe they would have
to build a half megawatt plant. And I know what the scale
of economy s on going from like 10 megawatts to two.

It may not make sense for them, but 1
didn”t feel 1t was appropriate to, you know, to get down
into that half megawatt range for a couple of smaller
plants. You know, like we did the best we could with a
reasonable size sort of plant.

And so, you know, we could have made
it down to, you know, infinitely small plants so everybody
could be included, but that would be -- beyond what’s
asked of the ratepayers today, it would be even higher
than that.

So we picked our three larger members

of our group, and that"s it. So I mean, 1If those guys --
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iT the other guys below can find those economies iIn that

scale, then, you know, more power to them from that

perspective. But that’s where we evaluated i1t, at that
18,000 pound level, and that really kind of puts you --
you have to be sort of in that category, in that range.

Now, bigger projects like St. F.X., if
you’re bigger than that, you know, there’s -- you know, of
course we’re all restricted to distribution inter-
connection, right, which is going to be somewhere between
-- 1In that six megawatt range or something. And you know,
depending on where you’re located it could be less than
that.

So that’s, I guess, what my comments
would be on that.

MR. McGRATH: 1 guess really what I
was looking for is the rate that you have, the $339 per
megawatt hour ---

MR. TRAVIS: Yes.

MR. McGRATH: --- whether at that rate
all of your members, if they wanted to, would be able to
develop a CHP project.

MR. TRAVIS: Since we evaluated at the
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2.4 megawatt scale and there would be those who could not

produce electricity at the 2.4 megawatt scale because
their heat load wouldn’t be comparable, 1 would suggest
those mills probably would not be able to participate iIn
that sense.

MR. McGRATH: And that is two of the

Six?

MR. TRAVIS: Yeah, 1t’s probably going
to be two, although -- yeah, somewhere around two of six,
yeah.

Now, I don’t know about the rest of
the sawmills In the province that weren’t a part of our
group. But I would speculate, and 1t’s just speculation,
that 1t”’s two of six.

Now, there could be some different
economies that I’m not aware of iIn those plants that 1
could be speaking off base here.

Like you know, I can’t -- everybody
has different situations, lots of different influencing
factors. But if I had to -- if you wanted me to give you
a speculation today then 1 would say yeah, probably, you

know, you’d be maybe looking at four of six of us that
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would be capable of -- at that rate that would be -- it

would make economic sense for us to do so.

MR. McGRATH: And are there other
sawmills 1n the province who would be larger than your
smallest two that aren’t ---

MR. TRAVIS: Yeah, 1 would say that
probably Leewood Bell and Bowater’s sawmills would be
capable of doing that and -- but you know, the issue there
is that Bowater, of course, owns Bowater sawmill and
they’re running a 25-megawatt CHP. They’re probably not
going to take biomass out of their sawmill here.

But 1°m not sure what those economics
are. |1 can’t speculate on behalf of Bowater. But that’s,
you know, 1 think -- so you’re maybe looking at, you know,
six iIn that case that have the capability of doing that.

MR. McGRATH: Thank you very much.

MR. TRAVIS: My pleasure.

THE CHAIR: Thank you. Nova Scotia
Power? Nova Scotia Sustainable Electricity Alliance?

CROSS-EXAMINATION BY MS. ASHWORTH
MS. ASHWORTH: Good afternoon. | just

have one quick question for Mr. Bodington.
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Just based on your experience In the
financial market and looking at the evidence that’s
submitted by the Ecology Action Centre and NovaSea under
Exhibit B-14 -- or sorry, evidence B-14, Exhibit A.

Do you have access to that? Sure.
Yeah, | can paraphrase it.

It’s essentially the decision that --
or the proposal that Nova Scotia Power put to the Board
asking for a cap on the net metering capacity into the
distribution grid of 20 megawatts.

MS. SHAW: Do you have a page
reference?

MS. ASHWORTH: 1t’s under -- sorry, B-
14, Exhibit A 1s what 1 have.

THE CHAIR: It’s page 13.

MS. SHAW: Thanks.

MR. BODINGTON: What i1f you asked your
question and then 1’1l read this ---

THE CHAIR: Microphone, please.

MR. BODINGTON: Oh, thank you.

IT you could ask your question and

then 1711 read this, but 1711 let you know that evaluating
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this decision wasn’t part of the scope we were retained to

do. But I’m happy to try to be helpful.

MS. ASHWORTH: Sure, yeah. And i1t’s
really just for ---

MR. BODINGTON: Okay.

MS. ASHWORTH: --- clarity, or for
information®s sake.

So looking at that exhibit, 1°m
wondering 1f that would increase the risk perceived by
financial institutions for COMFIT projects, especially --
or given the fact that there i1s no accountability on time
requirements for COMFIT applications to get through the
Nova Scotia Power queue.

And 1 apologize 1f this 1t totally new
to you. | mean, you can say you don’t want to answer the
question.

MR. BODINGTON: 1 heard a related
question earlier. Let me summarize the situation to see
if I understand i1t correctly, and on that basis answer 1it.

IT I understand i1t correctly, 1t’s
that there would be some limitation on how many projects

with given capacity could connect to the system because
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the transmission system has constraints that you can’t

exceed. Is that ---

MS. ASHWORTH: Yes, it is the
distribution system that we’re dealing with.

MR. BODINGTON: Okay.

MS. ASHWORTH: But -- yeah.

MR. BODINGTON: 1 think that would
have a negligible, almost immaterial effect on cost of
capital, and 1711 tell you why.

Development, when done right, iIs a
very disciplined process. What you have to do is identify
the deal killers as fast as you can and at as low cost as
possible.

So in the face of a transmission
constraint, when you’re developing a project you need to
evaluate a whole bunch of things just to establish its
fundamental feasibility. And I won’t go through that list
right now, but establishing that you can connect and sell
your power is a critical deal killer to i1dentify right up
front.

And unless you need to spend -- iIn

some cases you have to -- a million dollars on a system
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impact study, you can identify these kinds of constraints

right up front at very low cost.

IT they’re deal killers, you’re done,
you move on. You haven’t spent all that capital that
needs a return and you haven’t spent so much that you’ve
taken big risks that you needed to compensate those who
provided the capital for taking.

All that make sense?

MS. ASHWORTH: Yeah, I guess what I’m
hoping -- or my concern is that 1’m hoping that Nova
Scotia can avoid 1s a similar situation to what Ontario is
going through whereby a number of projects made it through
that initial sort of screening process for good capacity
allocation and then were in the queue and then were told
that they couldn”t connect. And had since spent a bunch
of money to get to that point, to project development
point, and then were sort of rejected.

So given that the power utility or the
system operator, In this sense, from Nova Scotia Power has
already i1dentified -- or maybe not explicitly i1dentified,
but has said that they are concerned about their ability

to connect even net metering sized projects and they’re
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asking for a limitation on that, 1°m wondering if there’s

some -- 1T that would then lead over to some risk on the
COMFIT connections, especially given the fact that there
IS no requirement In the electricity regulations that Nova
Scotia Power must connect projects by a certain timeframe
after they"re iInto the queue?

MR. BODINGTON: Go ahead, and then
I"11 say some more.

MR. HAYES: I think that risk i1s laid
off on the developer in reality before they get to the
point of either equity or debt financing.

Typically, that evaluation study done
through the power authority will be completed before --
you"ll have that in hand along with your environmental
permit and your use -- your land use permit and your water
use permit.

You have to have a certain number of
things in line as the developer, whether that be an owner
or a community group or whoever. You have to have all
those things lined up before you can get to the financing
portion of this where at that point you should know or not

know whether it"s a deal killer under Jeff"s assertion.
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MR. BODINGTON: Let me answer that

question from another perspective.

IT we stand back, and you®ve seen in
my testimony that my opinion is that the rate on equity
that would be necessary to make biomass CHP go was 17 1/2
percent.

IT we stand back from that number and
ask where 1t came from and then fit your question into
that, regulated utilities earn between eight and 10
percent. That"s the return on equity to stockholders.

Under that scenario, the stockholders
aren"t taking a lot of risk. Most risk is laid off on the
ratepayers. Fuel costs and other things are passed
through. So the starting point i1s eight to 10 percent.

Now, 1f we"re asked -- 1f we"re asking
investors to take on the risks associated with biomass
fuel where they can"t pass those risks through to someone
else, we have to add another four or five percent. That
gets us iInto the low teens.

Now to your question. |If we"re also
adding on to investors the risks associated with

development and construction that they can®t pass through
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to anyone else, we add another four or five percent. Yes,

every project is different, but you can see how the build-
up of risk gets me to the 17 1/2 that | observe in the
market.

Now, what you"re describing is an
element of that construction and development risk piece of
the weight that investors say | need a return on to
compensate me for all those risks.

There®s no science which says the risk
of a failed inter-connection queue position is worth half
a percentage point. 1Is i1t worth something? Absolutely.
Is 1t worth a couple? 1 don’t think so.

It"s an element which goes into the
developer®s analysis and makes them say when 1 put all the
risks associated with an -- with development and
construction together, I need to add something onto that
utility rate of return because the utilities aren"t taking
that risk.

It"s a factor. 1 think the specific
list that you"re describing 1s a small, perhaps very
small, factor, but 1t"s an example of why investors want

what they want.
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MS. ASHWORTH: So i1f 1 understand your

-— 1f 1 can summarize correctly, you"re saying that in
your 17 1/2 percent analysis for the biomass rates you

were considering some of the risks associated with grid

connection?

MR. BODINGTON: Only in an abstract
way. I know that those risks exist.

We"ve certainly had those kinds of
problems on projects that 1"ve worked on as well. 1 won"t

pretend that there®s any science or analysis where 1 could
say my consideration of that particular risk led to a
quarter point adjustment.

MS. ASHWORTH: Okay. And 1l guess ---

MR. BODINGTON: 1It"s not like that.

MS. ASHWORTH: 1 guess maybe the
question should not be just for financial iInstitutions
that are providing debt because In most cases they"d be
providing it on a take-out basis anyways. Correct?

So once the construction and some of
these risks have already been ---

MR. BODINGTON: Well, hang on. I™m

talking -- 1 was talking about equity, not debt.
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MS. ASHWORTH: Okay.

MR. BODINGTON: And iIn the case of
these small biomass CHP projects because of the risks and
also because of their small size, | don"t think iIt"s
realistic to talk about debt at all.

MS. ASHWORTH: Okay. Right. So it
would be on the equity side which would be ---

MR. BODINGTON: Yes.

MS. ASHWORTH: --- covering the
construction and the ---

MR. BODINGTON: Yes.

MS. ASHWORTH: Okay. Great. Thank
you. No more questions.

Thanks, Mr. Chair.

THE CHAIR: Thanks very much.

I"d just point out for the benefit of
people who were reading the extract of this decision that
Nova Scotia Power®s request for a 20-megawatt cap had
nothing to do with capacity in the distribution system.

It was a cap they were looking for
that would trigger a review of lost revenue. And the

extract In this decision may not make that clear, but if
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you read the whole decision, you®"ll see that"s what the 20

percent cap related -- the 20-megawatt cap related to.
It didn’t relate to distribution
capacity at all. 1 know it because | wrote the decision.
(LAUGHTER)

THE CHAIR: QUETTA. Mr. Reynolds

isn“t here.

Scotian Wind Fields?

Seaforth Energy?

St. F.X., any questions?

MR. COADY: Thank you, Mr. Chair.

I don"t have any questions for this
panel but I1"m -- there was something that the -- a

statement made by the Chair that 1 would like to respond
to if | get a chance to.

THE CHAIR: The Chair of the Board or
the Chair of the panel?

MR. COADY: The Chair of the Board.

THE CHAIR: Sure.

MR. COADY: The suggestion was that
there was no number attached to the Antigonish project.

THE CHAIR: If there is, |1 didn"t see
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it.
MR. COADY: 1It"s 21.3.
THE CHAIR: No, In megawatt -- cents

-- dollars per megawatt hour.

MR. COADY: Oh, well, that would be --

I calculate these things i1n cents per kilowatt hour.

THE CHAIR: So i1t"s 21.3 cents per
kilowatt hour?

MR. COADY: Yes.

THE CHAIR: My apologies.

MR. COADY: No, not at all.

THE CHAIR: Wind Prospect Inc.?

It"s over to you, Mr. Outhouse. |
guess we"ll start with you in the morning. You"re going
to be a while?

MR. OUTHOUSE: 1°11 be a while, Mr.
Chair. 1 have very few questions for Mr. Hayes, a few
more for Mr. Bodington, a few more still for Mr. Travis.

And at least part of my questions to
Mr. Travis -- a part of the questions | was going to ask
relates to that 339 number so I1*d be -- certainly 1 would

want to see the new number before 1 start that.
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THE CHAIR: So what you"re telling me

iIs you"d be dragging the park if I asked you to start?

MR. OUTHOUSE: Yeah. So I"m happy to
go tomorrow morning.

I don"t whether -- what Mr. Hayes®
travel arrangements are, or Mr. Bodington. And I don"t
know how long the Board would be with them, either, so
that"s another ---

MR. HAYES: No, I can stay as long as
you need me to. My Fflight is not until tomorrow evening,
but 1f it runs longer tomorrow I can change. But I™m
supposed to fly out tomorrow, late afternoon.

MR. OUTHOUSE: 1 don"t think there"s
any risk of that.

MR. BODINGTON: My current schedule 1is
to leave early tomorrow afternoon, but I"m here to answer
your questions. 1 will change that schedule 1f you have
questions.

THE CHAIR: I can"t imagine we"d be
much more than an hour and a half in the morning.

MR. OUTHOUSE: No, Mr. Chair.

THE CHAIR: 1 think we can -- you"ll
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be able to both meet your schedules.

MR. HAYES: Great. Thank you very
much.

THE CHAIR: So we"ll adjourn until
nine o"clock tomorrow morning.

MS. RUBIN: Mr. Chair, just as a point
of clarification, can 1 consult with the panel with
respect to the undertaking?

THE CHAIR: Sure, yeah. The normal
rule 1s -- and I should have stated this.

The normal rule is that you"re not to
discuss your evidence with anyone other than other panel
members. But for purposes of answering the undertaking, 1

don"t have a problem i1if you discuss i1t with Ms. Rubin.

-—- Upon adjourning at 4:29 p.m.
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