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Hali1fax, Nova Scotia
--- Upon commencing at 9:03 a.m.
THE CHAIR: Any preliminary matters
before we start?
Then for cross-examination, Mr.
Chernick, First Nations Engineering and Technical
Services?
Fundy Tidal?
HRM -- no, sorry. Fundy Tidal?
MR. MERRICK: Mr. Chair, if we could
take just a moment while we get plugged i1n down here.
MR. CHERNICK: 1 can plug in cords and
listen to questions at the same time.
MR. PAUL CHERNICK, Resumed:
CROSS-EXAMINATION BY MR. MORIN
MR. MORIN: Good morning.
MR. CHERNICK: Good morning.
MR. MORIN: Let"s have a good day.
Danny Morin, President of Fundy Tidal
Inc. interested in the COMFIT for small-scale tidal and
the New Stream which also applies to run a river.

I"m also President of the WindField
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Page 916 NSUARB-BRD-E-R.10
Inc., a community corporation In Cape Breton interested in

wind and I"m the Past President of six other community
corporations in the province.

I think we heard plenty about CEDIFs
yesterday and it"s not my intention to labour on about
those at this time.

Most of my comments relate to pages 13
to 17 in Mr. Chernick®"s evidence.

Mr. Chernick, are you aware the COMFIT
application process will commence at the end of these
hearings on a first-come, first-serve basis?

MR. CHERNICK: I don"t recall having
seen anything from the Ministry indicating how it would
handle applications, whether they would batch them, do
them first-in, first-out. They have wide discretion in
terms of what they approve and when they approve it, so |
really don®"t know.

MR. MORIN: Okay.

MR. CHERNICK: First-in, first-out
would --—-

MR. MORIN: That"s my understanding.

MR. CHERNICK: --- make sense, but on
DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS
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NSUARB-BRD-E-R.10 Page 917
the other hand, the government has other concerns about

the distribution of projects and they may want to have
sort of an open season, give people some period of time to
get their applications in and then look at them to see
whether there"s any conflicts.

I really don"t know what they"re going
to do.

MR. MORIN: Okay. My understanding 1is
at the completion of setting the rates that the
government"s ready to move with an online application
process on a first-come, first-serve basis.

MR. CHERNICK: 1 believe they~d
indicated that an online application will be available,
but what they do with those applications when they come
in, again, | just don"t know.

MR. MORIN: And are you aware of the
specific requirements to be eligible for the COMFIT, the
various components that might comprise that application?

MR. CHERNICK: 1 have read through
that list. 1°m generally familiar with 1t. [1%ve got the
Regulations on my computer if you"d like me to look at

them.
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MR. MORIN: No, I wanted to just point

out three of those requirements as relevant to the
discussion this morning.

One 1s the requirement for a business
case that"s viable, and part of that i1s understanding the
financing you will bring to bear to the project and
evidence of community support ---

MR. CHERNICK: Yes.

MR. MORIN: --- which Is a big part of
your comments relating to tide and other areas.

On the topic of a business case, the
capital costs iInter-connection, operating and maintenance
and the development costs are a key part of that business
case. And | believe your iIssues or concerns are around
development costs and return on investments, specifically
with regard to tidal.

So my point is, out of those costs it
seems that your concerns are around the development costs
specifically and the return of i1nvestment as opposed to
the capital costs that are being proposed.

MR. CHERNICK: Yes. 1 did not

critique any of Synapse®"s estimates of capital cost.
DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS
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MR. MORIN: Okay. Are you familiar

with the various development costs that are associated
with tidal energy in particular?

MR. CHERNICK: 1"ve never really been
through that process. |1 don®"t know how many people have
been through the process of developing a tidal project or
reviewing or overseeing it In any way, so | can"t say that
I am.

I understand the general issues
involved in developing a small renewable project, and I
don"t think 1t"s too difficult to transfer the concept of
finding a good wind site to finding a good tidal site and
thinking about foundations to thinking about the
connection to the seabed and thinking about the connection
to distribution system, how your support services are
going to be provided and so on.

But 1"m sure that there are details 1In
terms of permitting and licensing that are quite different
for something under the water than above the land.

MR. MORIN: So I"ve learned.

And 1 bring this up around the iIn-kind

contributions. |1 don"t disagree with the sentiment that
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what has made community energy proponents In Nova Scotia

successful 1s the amount of -- huge amount of volunteer
time. We all serve as Board members with corporate
expertise, community expertise, travel, conferences. 1It"s
been five years to get to today and setting these rates.

And 1t 1s what makes us unique and
strong; however, we"re at a point now where we"re hitting
hard costs, which are development costs and capital costs
that are over and beyond our communities®™ capability to
contribute in-kind, which has been largely time.

And 1 think a big part of that has
been advocacy and policy making over five years to ensure
that communities have a right to own their resources.

I wanted to counter some of -- there
are some very specific differences in tidal energy around
development, and I just wanted to run through a few of
those areas for the Board"s concern.

The process of determining a site is
much more expensive and complex than perhaps In wind.
Geotechnical bathymetry surveys, benthic surveys, sea
mammals, First Nations consultations and, to Mr.

Christmas®™ point, i1t iIs In our budget today, a Mi“kmaq
DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS
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ecological knowledge study. Not particularly relevant to

the other classes under this COMFIT; maybe large wind.

So those costs are all out-sourced,
requiring large boats, ships, divers and such that we
can"t contribute i1n-kind any further, and they are rather
expensive, as shown in the development costs as the folks
from Synapse and us in the industry have developed.

So -- and also there®s an interesting
situation that where we are located is iIn provincial
jurisdiction in the water, so the ---

THE CHAIR: Did you have a question
for Mr. Chernick?

MR. MORIN: Yes.

THE CHAIR: Please ask it.

MR. MORIN: Given the nature of the
development costs being different that I"ve outlined,
would you agree that perhaps your premise that we would be
able to take advantage of much more greater level of
community in-kind support might be not relevant to tidal
energy?

MR. CHERNICK: Well, I assumed for

both large wind and tidal 50 percent reduction iIn the

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS
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development cost. You"ve pointed out some factors which

could make that overly optimistic for tidal.

Obviously the 50 percent was not
developed through a rigorous analysis of exactly what
could be done.

Of the things that you listed, clearly
some of those are things which would not be suitable for
volunteers. On the other hand, some of the consultations
on walking filings through the permitting process, some of
that can be done with the support of community time and
effort.

But 1 take it from your question that
you think my $28 a megawatt hour reduction is optimistic
and you might argue that it should be somewhat smaller.
It"s not a really large part of my overall reduction in
the proposed rate for tidal.

But you certainly may have a point
about individual cost components and I did not get it to
that level of detail.

MR. MORIN: Thanks. The contributions
by the Municipality or other proponents, we can see that

we have different proponents iIn this mix. My point around
DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS
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our issues are on provincial waters and therefore the

Municipality has to taxation jurisdiction, et cetera.

So it"s also another -- although the
community would like to support us, our iInfrastructure®s
out In the water and doesn"t merit -- they can"t help.
Their support®s been invaluable in policy and community
support.

They also sit on our Board of
Directors and give their time.

MR. CHERNICK: 1"d just like to point
out that 1 didn"t assume any property tax relief for tidal

because there wasn®"t any property tax because, you know --

MR. MORIN: The -- I*"d like to bring
up the topic of finance and how these projects will be
financed. The -- we are -- we just talking somewhat of
debt, 6 percent 1 believe and a different number for
return on equity that you®re proposing.

We believe there®ll be no debt
available to tidal energy projects at this stage. And I
would just like to, for the record, see 1T we can remove

that i1ssue of debt in the equation related to tidal. The
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purpose of the COMFIT being to install and provide that
kind of data to banks so they can support our efforts as
we grow.

MR. CHERNICK: Let me check but I
believe that I assumed the same debt/equity structure
assumed by Synapse. And my recollection was that there
was no debt and I accepted that.

MR. MORIN: Okay. Of the projects,
then, 1t"s only tidal that doesn’t benefit from the
possibility of debt which i1s often important to a project.
And therefore as 100 percent equity we may experience
higher costs in return on equity. And it is at this stage
all private equity or community equity.

The -- 1 brought up the COMFIT
application process commencing hopefully within a couple
of months and -- with the point that i1f your business case
iIs not In hand at this time and you have not identified
that i1ncome support and also that you should have a good
understanding how you"re intending to finance these
projects.

Fundy Tidal Inc. has several COMFIT

applications we intend to submit. It"s our belief that at
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5 million per 500 kilowatts, 10 million per megawatt that

we"re looking at 20 to $40 million to achieve our goals
even at 3.5 megawatts that you suggest as a cap-

That"s a large amount of money for
Nova Scotians to come up with. We"re realistic that we"ll
probably have a private partner on 49 percent.

Mr. Chernick brings up the point that
-- around verdant power, | think it"s on page 15 and
perhaps a misconception. We"re referring to technology
developers and their return on investments and their
activities and how we shouldn®t expect high returns.

Community proponents, as eligible
under the COMFIT, we are not technology developers.
Technology developers are not ---

THE CHAIR: Do you have a question for
Mr. Chernick? You"re just giving evidence here which is
not -- this 1s not the opportunity to do that. If you
have a question for Mr. Chernick, please ask i1t.

MR. MORIN: Certainly. 1711 phrase
that In a question, sorry.

You make the supposition that

technology developers should not be expecting a high
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return on their investment such as verdant.

Would you agree that COMFIT-eligible
proponents are not technology developers?

MR. CHERNICK: Yes. And there®s sort
of disconnect between -- 1 read the Synapse report as
suggesting that the manufacturers were basically going to
have to finance these projects which means that there
would be some legal fancy footwork involved in structuring
the arrangements so that there was -- the community --
ownership and the eligibility for the COMFIT, but I got
the sense that Synapse®s conclusion was nobody else was
going to be interested iIn putting money into this unproven
technology and basically these installations would be --
and | would agree, they would be for the purpose of
proving a technology.

And exactly how the contractual
relationships are worked out between the manufacturer and
the local entity, 1 really haven™t tried to figure that
out under a somewhat complicated legal structure they get
into.

But 1"m assuming that the equity

ultimately comes from the manufacturer who*"d be using the
DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS
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COMFIT structure as a way of testing and demonstrating the

technology and being able to say we"ve installed these
projects in cooperation with our community partners and
they"re working and they®"re actually producing some power,
and would then be i1n a position to get contracts for
commercial development that would allow them to scale up
production and bring down their costs. And if they can"t
do that then they"re going to be iIn a -- i1If theilr costs
remain near where the COMFIT values are even with my
adjustments, they"re not going to be commercially viable
compared to other renewables.

MR. MORIN: Understood. So under the
Regulations we understand that 51 percent must be owned by
the eligible, then -- would you agree then that the
technology developer could be a 49 percent interest on the
project but it"s ---

MR. CHERNICK: They could own i1t and
they could effectively provide the financing.

MR. MORIN: Okay. That"s not the case
with Fundy Tidal. We do have several technology providers
but we buy equipment, we sell electricity.

We"re fortunate they"ve done those
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tests In other communities in the past that mark milestone
so more a comment than a question. 1 believe that that
statement doesn’t hold.

Page 17 and 18, under "Reality Check"
we have the section on comparing tidal rates to previous
Nova Scotia Power RFP processes which is not possible with
tidal. And Nova Scotia Power will enter into a feed-in
tariff process in the months ahead I believe to establish
a feed-in tariff for their initiatives iIn Minas Passage.

So i1In this case once again tide and
what has happened before with Nova Scotia Power and it"s -

- it would be good to compare the two but that"s sort of -

THE CHAIR: Do you have a question for
Mr. Chernick?

MR. MORIN: Would you agree that your
statement that to compare to Nova Scotia Power,
historically, RFP process to tide doesn’t apply in this
case?

MR. CHERNICK: Yes, 1 think those
comments were directed to the large wind category.

MR. MORIN: Okay. That concludes my
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questions. Thank you.

THE CHAIR: Thank you.

Halifax Regional Municipality isn"t
here. Johnson Controls aren™t here. KMKNO isn"t here.

LaHave Renewables?

MR. TOWSE: Here.

THE CHAIR: Good morning.

MR. TOWSE: Good morning, Mr.
Chairman, Mr. Chernick.

CROSS-EXAMINATION BY MR. TOWSE

MR. TOWSE: I have a number of
questions. 171l pose the questions directly to your
testimony, page 34, line 7 where you propose a series of
adjustments to the tariffs. My questions will be
directed, mostly, towards large wind category but will
inevitably be relevant to some of the adjustment -- other
adjustments that you propose.

Firstly, the proposed adjustment

regarding wind capacity factor, you note that the capacity

factory proposed by Synapse is lower than that which is
experienced by some of the latest proposed projects by

Nova Scotia Power.
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Most of the projects which are to come

-- have either recently or are to come online with Nova
Scotia Power are iIn areas of the province which are noted
for their high capacity factor.

Is 1t not possible that that would
distort your evidence and the proposed adjustments would
not be relevant to projects which, by the nature of the
distribution network will be distributed around the
province and that therefore the average capacity factor
experience by those projects will in fact be either lower
or at the capacity factor proposed by Synapse?

MR. CHERNICK: Well, the Hatch Report
didn’t i1dentify any regions in which the capacity factor
would be lower than Synapse’s estimate. 1 quote their
numbers in my testimony and the lowest one i1s 31 point
something percent as | recall.

There i1s some trade-off between a
widespread distribution of resources and efficiency which
ultimately the Board may have to make a decision about.

But clearly, if you set rates for the
wind turbine that would have the highest interconnection

costs i1n the lowest wind situation, you can imagine then
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you’re going to be vastly overpaying for all the ones that

have moderate interconnection costs and are in good wind
situations.

IT you set the rate based on average
expected wind then anybody with average or better wind or
worse than average wind but some other advantage in terms
of financing or other cost factors would be able to
utilize the COMFIT. There will be some projects that will
not be economic and I think that that’s sort of implicit
in the COMFIT, that not everybody i1s going to qualify, not
everybody i1s going to make it, financially.

I certainly wouldn’t suggest that the
capacity factor for large wind be set at the very best
sites for which -- or the best regions, for example, which
Hatch estimates about a 43 percent capacity factor. |1
think that would restrict you to a couple of areas in the
province and would not be in keeping with the intention of
allowing participation from many parts of the grid.

MR. TOWSE: However, the restrictions
on the availability of grid connections which the COMFIT
places on developers does imply that projects will be

distributed around the province, would you not agree?
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MR. CHERNICK: Yes. They won’t be

everywhere but they will be 1in many places, that’s the
intention.

MR. TOWSE: So you would agree that it
IS reasonable to assume a capacity factor which is closer
to the average of that experienced by operating wind
projects rather than that experienced by wind projects
situated in some of the windiest parts of the province?

MR. CHERNICK: Well, 1 think the
existing wind projects have capacity factors well below
what would be expected on average and how they were so
poorly sited or whether they just have very short towers,
because they’re from an earlier generation of
technologies, 1 don’t know -- I don’t know why those
numbers are so low.

But 31 percent seems to be lower than
you would expect on average in the province.

MR. DEVEAU: 1°m sorry; could you
explain why you make that statement, on what do you base
that assertion?

MR. CHERNICK: Well, just that the

capacity factors are quite lot. And I said I don’t know
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why they are so low but something appears to have changed

over time.

MR. DEVEAU: But low in relation to
what?

MR. CHERNICK: Low in relation to the
capacity factors expected for the new plants coming
online, low compared to the Hatch Report estimates of
capacity factors in any of the zones iIn the province.

MR. TOWSE: But I mean to continue my
question relating to that, the Hatch Report looks at
capacity factors across parts of the province which are
distant from the sites which would be -- to which a
project connected to the distribution network would be
sited, you know, they’re looking -- I mean, I°m assuming
that you’ve looked at the publicly available wind resource
map of the province?

MR. CHERNICK: Yes, and 1 don’t know
where there is room on the distribution system and how
that overlays with wind resources.

MR. TOWSE: But if you -- |1 mean as
anyone with any rudimentary knowledge of the distribution

system would know, the distribution system serves those
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areas which have some population; is that not correct?

MR. CHERNICK: If there’s nothing --
if there’s no use In an area there i1s not likely to be a
distribution system, that’s right.

MR. TOWSE: And you would also agree
that the areas of high wind resource in the province are
centred in Cape Breton along the Cobequid range and in
coastal regions?

MR. CHERNICK: Yes.

MR. TOWSE: You know, the coastal
regions, as you would know from travelling around the
province and I’m assuming you have some knowledge of the
population distribution in Nova Scotia but the coastal
regions are relatively highly -- have a relatively high
residential population and so are areas where there
wouldn”t be a significant amount of land available for
wind and the Cobequid regions are relatively sparsely
populated and so would not have a strong distribution
network.

MR. CHERNICK: Well, that’s
interesting speculation and 1 wish that NSPlI had given us

the information necessary to map the wind resource on top
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of the distribution ---

MR. TOWSE: 1I’m not assumed -- 1°m
just basing my question on the population density rather
than having any detailed knowledge of the NSPI
distribution network.

We’ve established the distribution
network essentially follows patterns and areas of
population density.

MR. CHERNICK: Population and
industrial and commercial development, yes.

MR. TOWSE: So ---

MR. CHERNICK: And the answer to your
question i1s, | don’t know how the distribution -- what
amount of distribution capacity is available where. NSPI
has not released that information and therefore we can’t
do what you are trying to do through your speculation.

It"s possible that you®re right and
that the capacity -- the better sites that have
distribution connections available will have lower
capacity factors than 1 have used 1In my analysis.

Clearly the sites that were developed

as part of the -- or being developed as part of the
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community RFP that -- small wind RFP that NSPI conducted
are both i1n areas with decent wind and with distribution
capacity.

You may be speculating that there®s
not much of that left, but that"s just speculation.

MR. TOWSE: No, I"m not speculating
that there®s not much left, as you have said.

I*m arguing that those projects are
predominantly located In the northern part of the
province, in Cape Breton, which has a very high capacity
factor, as you will know from reviewing the wind resource

map of the province, which is available online. And my --

MR. CHERNICK: A very large ---

MR. TOWSE: 1 welcome your acceptance
that the available distribution capacity may be iIn areas
of low wind capacity and, therefore, the Synapse capacity
factor may be reasonable.

MR. CHERNICK: Well, they"re not
reasonable based upon anything we know now. If one
follows your line of speculation and assumes that the

projects that responded to the RFP and were awarded
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contracts were flukes, then that would be different.

But these are not large projects that
are connecting to transmission. They"re connected to
distribution. They would meet the COMFIT other than their
ownership, In some cases, 1T they were being proposed now
instead of in 2008. And their average is 37 percent.

There are projects with lower capacity
factor projections that came In with attractive prices,
must have had some other cost advantage. So capacity
factor is an important driver in the cost. It"s not the
only driver in the cost.

And we"ll have to see once the COMFIT
is in place. |If you pick a low capacity factor, then
you"re going to be overpaying for wind resources in
average locations even with the 37 percent. You“"re going
to be overpaying for the wind projects in the very best
locations, and there"s a trade-off there.

And if you wanted to make sure you
could buirld wind any place there was space on the
distribution system and a physical place to put a turbine,
you would need a much higher rate, but I don"t think

that"s the purpose of the COMFIT program.
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MR. TOWSE: 1 would agree that that"s

not the purpose of the COMFIT, and 1 would also agree that
a capacity factor of 31 percent doesn®"t allow you to build
a wind turbine and receive a commercial return anywhere
that there"s space on the distribution network and there
is physical space for a turbine.

I think we will disagree on whether
your proposed adjustment is reasonable for projects in
reasonably windy areas. 1 think your -- 1 would assert
that your line of argument is based on the -- on taking
evidence that is from a small sample of projects and 1
would further argue that the capacity factor from
operating wind projects iIn the province is more
representative of those which are likely to be experienced
across the areas of the province where there is going to
be space on the distribution network.

I will go on to the -- your argument
that projects under the COMFIT should receive capital -- a
low rate now proposed by Synapse on capital.

You argue that debt is likely to be
available at 6 percent for these projects, rather than the

rate proposed by Synapse. And my understanding of your
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argument is that that rate is likely to be available

because of projects being supported by municipalities and
by universities which you suggest have less than a low
rate of iInterest on debt than typically experienced by
commercial wind developers.

Would that be reasonable to -- is that
a reasonable synopsis of your argument?

MR. CHERNICK: No. 1 would think that
universities and municipalities would fund the projects
entirely with debt and would be much lower cost since they
don"t require an equity return and may not even have a
place in their accounting system to consider an equity
return.

For the other ownership structures, my
perspective is that 1t the community supports the project
and the community wants the project, whether the debt
comes from municipal financing or from concerned citizens
or from community organizations that a 6 percent is a
pretty good return on debt.

And if the locals are not interested
in Investing in the project at a 6 percent return, then

they"re not very interested iIn the project and 1t"s not
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really a community project.

MR. TOWSE: 1I*11 ask questions
relating to municipal debts and this other source of debt
separately.

Can you offer any evidence that any
municipal government In Nova Scotia is contemplating a
COMFIT project?

MR. CHERNICK: A COMFIT, not
specifically. Hang on a second.

I was doing some research online
recently and came across a study done for one of the
municipalities of alternatives including a municipal wind
project. 1 don"t know how Interested any municipality is.

They haven®t been active in this
process. HRM has shown up and basically said, "We don"t
think we want to do 1t."" We haven®t heard from anyone
else.

MR. TOWSE: Would it not be reasonable
to assume that 1t municipal governments were iInterested
that they would have indicated some willingness to
participate in this project -- iIn these hearings?

MR. CHERNICK: Well, certainly if they
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 941

focused on it and they had decided they were interested,
they would probably have shown up in some way.

MR. TOWSE: So your suggestion that
the COMFIT rate be reduced because municipal governments
have access to low rates of debt suggests and is not
supported by the evidence that no municipal units appear
to be iInterested In COMFIT projects.

MR. CHERNICK: Well, the absence of
evidence is not evidence of absence.

My experience with municipal
governments and their response to programs offered by
higher levels of government, by the province or state or

federal governments, iIs that once the program is in place

and somebody, sometimes an outsider, often a member of the
community, brings the opportunity -- or sometimes a member

of staff or even a member of the governing Board -- brings

the i1ssue to the attention of the local government. Then

things sometimes start to happen and they say, ""Oh, we can

do that.” Not there i1s a possibility that something will
be set up or there are rates being set which may or may
not be attractive. They don"t tend to get involved in

that kind -- at that kind of level.
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When something outside of their core

interests pops up that"s an opportunity to save energy,
improve the environment, do something that their
constituents want to have happen, that looks like 1t"s
financially viable for the municipality, then they start
to look at 1t. So the fact that they“re not involved now
does not mean that they will not be involved iIn the
future.

But more importantly, they®"re one of
the categories, actually two of the categories,
municipalities and their creations, are two of the
categories of eligible owners of COMFIT programs, so -- of
COMFIT projects. So you have to deal with what would
their costs be 1f they were to be interested. We do not
know who is actually going to step forward to develop
COMFIT projects, finance COMFIT projects.

MR. TOWSE: But we"re not here to set
rates specifically for municipalities. We are here to set
rates for all COMFIT projects.

MR. CHERNICK: That"s right, and
therefore ---

MR. TOWSE: So setting a rate
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specifically for those -- for that level of iInterest

experienced by municipalities would be unfairly
detrimental, wouldn"t you agree, to other participants in
the process?

MR. CHERNICK: Which is why I didn"t
propose i1t. If I had believed that municipalities were
going to be the major driving force behind financing these
projects 1 would have said you would have 100 percent debt
at 6 percent. As i1t i1s, 1"ve accepted Synapse®s
debt/equity ratios and included much more expensive
equity.

MR. TOWSE: You also referred to a
mechanism by which members of the community could provide
debt to these projects.

Are you aware of any -- 1 mean, you
will be aware of the capital requirements for renewable
energy projects, and I would -- would you agree that the
debt requirements for projects assuming, you know, debt
equity of let"s say 50 percent and a capital cost of maybe
$3 million per megawatt would be in the region of, you
know, $75 to $150 million of debt?

MR. CHERNICK: 1"m sorry, are you
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talking about for the entire -- for 100 megawatts?

MR. TOWSE: Yes. Let"s say ---

MR. CHERNICK: That sounds, right off
the top of my head, for the entire province.

MR. TOWSE: Yeah, so you®re suggesting
that individuals can contribute a fairly significant
amount of debt to these projects, essentially outside any
existing financial institutions?

MR. CHERNICK: Well, some of them
would be iInstitutions as well.

MR. TOWSE: Would ---

MR. CHERNICK: Community banks, I
don"t know what you call them up here, but ---

MR. TOWSE: Sorry, I"m not aware of
any community banks In the province.

MR. CHERNICK: If you don"t have any
local sources of funds, you don"t have any corporations
that have funds ---

MR. DEVEAU: Just so we"re all on the

same page. Do you -- what about credit unions?
MR. TOWSE: I am aware of the credit
unions. 1°ve spoken to the credit unions. They have
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indicated that they may be willing to support COMFIT

projects, but the amount of capital that they have
available i1s extremely limited.

MR. DEVEAU: Are you aware of the
credit union movement in Nova Scotia? Are you aware what
that’s -- of that structure, Mr. Chernick?

MR. CHERNICK: Well, 1t sound -- 1 was
actually going to give the example of credit unions, and 1
was thinking, well, I know they"re important in the United
States, | don"t know how important they are in Nova
Scotia, but thank you for that information.

Again, | haven®"t, you know, 1 haven"t
gone through and tried to assess the capital reserves of
each category of potential support.

MR. TOWSE: But Mr. Chernick you“re
making an argument ---

MR. MERRICK: Let the witnhess answer
the question.

MR. CHERNICK: 1 think I was through
in that case, but thank you.

MR. TOWSE: You"re making an argument

for reduction in the rate based on the availability of
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capital from individuals at a rate lower than that

normally available to commercial -- through commercial --
the banking -- the commercial banking system, but you“re
not aware of any mechanism by which that finance might be
made available. |Is that correct?

MR. CHERNICK: 1 disagree with the
last part of the question.

MR. TOWSE: Well ---

MR. CHERNICK: You"re asking me about
have I determined exactly how many hundreds of thousands
of dollars can be mobilized through various -- through
municipal financing, through financing by the COMFITs,
through credit unions, through individual i1nvestments, and
the answer is no I haven®t tried to do that.

But those are all mechanisms, and i1f
you want to -- you know, if you have some evidence that
this i1s only going to be enough to finance 5 megawatts
altogether, well that would be relevant. We don"t have to
get 100 megawatts right off the bat. We don"t have to get
100 megawatts through the COMFIT program at all.

So 1t might make sense to start by

seeing whether communities can finance these projects
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without turning them into stocking horses for commercial

investors.

And the -- I don"t see anything in the
Regulations or anything in the Act that says -- or in the
energy plan, renewable energy plan, that says that this
program is supposed to be providing a way for the capital
markets to make a lot of money off of Nova Scotia
ratepayers.

It"s supposed to be for the community.
And when you say community to me, 1 think of the people
who contribute to building a library, to building a
community centre, to making their community a better
place, to putting the photovoltaic’s on the roof of my
high school.

And 1f you"re saying, well, we just
can"t do it at this scale, well, the government has laid
out this mechanism. If the community wants to do i1t and
can do it, great. |If not, the government can come up with
other mechanisms and not turn the community F-I-T iInto
some kind of a hybrid which i1s really just a front for
wall Street.

MR. TOWSE: I think your analogy might
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be better i1t you said than Bay Street rather than Wall

Street as we are i1n Canada.

MR. CHERNICK: You may get your money
from Germany. You may get it from China.

MR. TOWSE: 1"m not getting the money
from anywhere, Mr. Chernick.

MR. CHERNICK: By you, I meant, you,
the Province of Nova Scotia through your COMFIT programs.
And your community, if your community -- if you and your
community want to develop a project.

IT you don"t want to develop a project
-— | don"t see anything in what the government has done
that says we want to coerce communities, to bribe the
communities, to beat the communities into going out and
finding commercial partners to build projects with a fig
leaf of community participation, but with every dime
coming from the major money centres.

And if you can show me something where
the government said that®"s our purpose, 1 will apologize.

MR. TOWSE: Have you finished?

MR. CHERNICK: Yes.

MR. TOWSE: Thank you. Thank you for
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 949
that.

MR. CHERNICK: 1 hope that clarifies
the nature of the ---

MR. TOWSE: Well, 1 think that
clarifies your perspective, yes.

MR. CHERNICK: Thank you.

MR. TOWSE: Could 1 ask what your
experience Is in working with community groups in Nova
Scotia?

MR. CHERNICK: 1 haven™t.

MR. TOWSE: Thank you.

Can you confirm that you are aware ---

MR. CHERNICK: 1"m sure it would be a
pleasure because you®re very pleasant people.

MR. TOWSE: Thank you.

Can you confirm that the -- that you
are aware that the Department of Energy is providing that
community support for projects would be indicated by both
their own (inaudible) projects as required by the
Regulations and letters of support from municipal --
development and municipal government and members of the

community?
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MR. CHERNICK: Yes.

MR. TOWSE: We will go on to look at
the amount of equity that you -- that would be required.

The -- assuming a debt/equity ratio of
50/50 then we"re also looking at you know the same order
of magnitude of equity required for COMFIT projects that
we"ve already discussed around debt.

You"re aware that communities have
been able to invest in wind projects and the problems
through the CEDIFS for a number of years?

MR. CHERNICK: Yes.

MR. TOWSE: Are you aware as to how
much money the CEDIFS have been able to raise through
that?

MR. CHERNICK: 1 am not. OFf course I
haven®t had a COMFIT to help attract capital and
demonstrate the feasibility of the projects.

MR. TOWSE: But you -- I mean you
would be able to actually go onto the -- this -- the
relevant government websites and see that CEDIFS have
actually -- the CEDIFS focused on wind have actually

raised a total of about $3 million over the past seven
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years.

MR. CHERNICK: 1 actually went onto
the government website and tried to accumulate that kind

of information and was not able to find 1t. Maybe 1 don"t

MR. TOWSE: 1 will be quite happy to
provide you with the link.

MR. CHERNICK: Are you asking for an
undertaking here?

MR. TOWSE: No, I"m just saying that
1T you want assistance in finding this information I™m
quite happy to provide you with you know with the links
that will enable you to find that information.

So your assertion that communities
should be willing to accept a low rate of return is
essentially based on your experience of building libraries
and putting photovoltaic cells on the roof of municipal
buildings in your local area. [Is that correct?

MR. CHERNICK: There are other
examples from other places. There"s certainly the CEDIFS
that have been successful 1In Nova Scotia. There are

examples of community projects especially around
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photovoltaics which are regional ---

MR. TOWSE: Which are not part of the
COMFIT.

MR. CHERNICK: No, but they are --
they"re a relative straightforward technology available iIn
small Increments that have been developed by community
groups around the United States.

So it"s not -- like, I have a couple
of really unusual examples in mind. Your question seems
to be about scale and 1 think we all agree that we don"t
know the scale of the response to the COMFIT.

MR. TOWSE: But the -- you comment --
your comment about scale is interesting because, you know,
the government™s energy strategy assumes that the COMFIT
program is going to be a key part of goal to meet their
renewable energy targets by 2015. Is that not reasonable
to interpret from the statements that have been made and
the publications that have been presented by the
government?

MR. CHERNICK: 1 would say a part but
I don"t know that 1t"s a key part. 1 haven"t seen

anything from the government that indicates that it"s
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necessary. Or even a firm reliance or a specific reliance

on an amount of energy from the COMFIT.

MR. TOWSE: Well, I find that
difficult because you know my reading of the government®s
information iIs that they -- in order to meet the renewable
energy targets by 2015 they require 900 gigawatt hours per
annum of new renewable energy.

Three hundred (300) gigawatt hours
from NSPI projects, 300 gigawatt hours from independent
power producers under an RFP, and 300 gigawatt hours from
the COMFIT projects.

MR. CHERNICK: Do you have a
reference?

MR. TOWSE: 1 didn"t bring that, you
know, the document produced by the government with me.

But 1 believe 1t"s iIn the energy strategy.

MR. CHERNICK: What I"ve -- you mean
the Renewable Electricity Plan?

MR. TOWSE: Yes.

MR. CHERNICK: 1 quoted in my opening
statement what 1 saw in the plan which was a very general

reference to 100 megawatts from small and community
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renewables.

There®s -- again, depending on how you
define small, NSPI i1s almost halfway there before the
COMFIT. And certainly can obtain more through RFPs. It
can build more.

I haven"t seen anything where the
government said, "In order to make our plan work we need a
certain amount from the COMFIT."™ And a COMFIT i1s simply
eating into the amount that NSP1 would obtain less
expensively through other procurement mechanisms.

MR. TOWSE: 1I"m not aware of the
procurement mechanisms that you"re identifying. Would you
-- could you clarify that?

MR. CHERNICK: NSPI"s owned projects

come in around $100 a megawatt hour.

MR. TOWSE: 1"m aware of the historic
cost of the NSPI projects. [I1°"m not aware that NSPI have
plans to -- or have been mandated by the Province to

provide more than 300 gigawatt hours from their own
projects.
Maybe you have information that"s not

available to NSPl because, you know, certainly my
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conversations with them indicate that they"re planning to

build sufficient capacity to provide 300 gigawatt hours.

MR. CHERNICK: 1 -- you know you keep
referring to things that are not in the record and are not
before me and I can®"t comment on what you think somebody
at NSPI might have meant based upon their understanding of
something.

But the fact that you put together a
plan that says well we think the COMFIT will give us, 1
believe the number was zero to 300 gigawatt hours. It"1l
give us some number of gigawatt hours, and the remainder
will be met by some combination of RFPs and NSPI
construction and co-firing. That"s -- and the fact that
you can find the number of 300 gigawatt hours might happen
from the COMFIT and the rest will be filled in by NSPI
does not mean that somebody has mandated 300 gigawatt
hours. If you can find that mandate, 1°d be happy to look
at 1t. But I don"t believe i1t exists. 1 mean, I have no
evidence to believe i1t exists.

MR. TOWSE: Okay. Going down the list
of the adjustments you propose you comment on a land

donation. 1 fail to see why individual landowners would
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see that as, you know, something that they would
contribute to a community-wide project. But I don"t have
any evidence to counter your assertion that such, you
know, landowners exist in Nova Scotia.

I would argue that that adjustment 1is
not justified because you present no evidence to -- iIn
support of your claim that, you know, landowners are
willing to make that donation.

Reduced development costs, are you
aware of the -- do you have experience other than your
involvement iIn the photovoltaic projects in your
community, do you have any experience of working with
renewable energy projects of this scale?

MR. CHERNICK: Well, I have worked in
various capacities with developers of small renewables.

MR. TOWSE: And iIn what capacity have
you worked with them?

MR. CHERNICK: Well, I"ve been a
consultant, primarily on the economics, on the rates that
they“re likely to receive; those kinds of issues.

MR. TOWSE: You ---

MR. CHERNICK: So 1’ve been -- I’ve
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been aware of their process and the various hurdles
they’ve had to go through ---

MR. TOWSE: Okay.

MR. CHERNICK: --- dealing with
licensing.

MR. TOWSE: So you’re aware that in
order to meet the requirements of regulatory bodies and
financial institutions, the various reports have to be
prepared and roads have to be built to particular
standards.

So you’re assuming that the reduced --
the contribution that community members are able to make
will be to their standards and will meet the criteria of
the regulatory bodies and financial institutions involved
in those projects?

MR. CHERNICK: That’s sort of a broad
question. There are certainly situations in which a
community member -- it can be very helpful, perhaps even
essential in walking an application through the permitting
process and getting local permits of identifying
landowners and getting their cooperation in siting the

facility, those sorts of things.

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS



10

11

12

13

14

15

16

17

18

19

20

21

22

Page 958 NSUARB-BRD-E-R.10
There are other -- as | was talking to

Fundy Tidal people, clearly there are studies that require
technology and expertise that you’re not going to find iIn
the community.

MR. TOWSE: And so you feel it’s
reasonable that your adjustments are very -- a 25 percent
reduction in development costs i1s reasonable given that
the best the community members may be able to contribute
is help i1in walking people through the process?

MR. CHERNICK: Well, the permitting
process iIs an expensive part of the process and putting
together the permit application and appearances before
various boards, sitting down with the various -- people
have to sign off on a variety of permits is a time-
consuming process and to the extent that you have
community members doing that for their project, rather
than hiring a professional or a team of professionals to
do that you reduce your cost.

You’re asking me how 1 know it’s 25
percent; you’re right, 1t’s a guess. It might not be
exactly the right number. 1 think there are a lot of

guesses In this process and mine is probably not the worst
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but 1t’s probably not the best either.

MR. TOWSE: So you would think that,
you know, permitting being a relatively small part of the
development process of renewable energy project and that
there are very many technical studies that have to be done
which aren’t related to the permitting process, you would
think -- you would still think that assistance in walking
an application through the process justifies a 25 percent
reduction?

For example, let’s take a large wind
project, you have to do a wind study which is not a
permitting process; you have to an environmental
assessment, which i1s not a permitting process. The only
permits that you actually require are the permits, you
know, the applications to the municipal government.

I fail to see that that -- 1 mean
that’s a relatively small part of the development cost.

MR. CHERNICK: 1t sounds like you’re
making an argument for your submission here.

MR. TOWSE: Sorry?

MR. CHERNICK: You seem to be making

your argument that 1 expect to see In your submission.
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As I said, 1 didn’t dig out ---

MR. TOWSE: No, Mr. Chernick, I°m
actually asking you to provide some evidence for the
submission that you have made and you’re saying that it’s
your best guess, is what 1’ve heard.

MR. CHERNICK: And i1f your critique of
my guess iIs that I haven’t gone through all of the steps
of the development process and tried to figure out what
can be done in whole or in part by community inputs rather

than pay professionals and how much that would affect the

cost, 1 agree.

MR. TOWSE: Thank you.

I don’t really want to address the --
well, I will address the property tax relief adjustment

because I do have experience of working with community
projects and actually applying on behalf of those
community projects for property tax relief.

I, In my experience, municipal
governments, particularly lower municipal governments in
Nova Scotia do not have large budgets, typically have very
tight budgets and 1 would welcome any evidence that you’re

able to provide that suggests that municipal units in Nova
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Scotia would be willing to provide property tax relief to

COMFIT projects.

MR. CHERNICK: Well, I don’t have any
empirical evidence. | mean, obviously i1f 1t”’s municipally
owned they’re not going to be taxing themselves.

And how they interact with non-profits
and whether they tax other activities of non-profits, and
the adversities, I’m not familiar with.

MR. TOWSE: Thank you.

THE CHAIR: Did you make a property
tax adjustment for large wind?

MR. CHERNICK: No.

THE CHAIR: Thank you.

MR. TOWSE: No further questions.

THE CHAIR: Thank you very much.

Liberal Caucus office isn’t here.

Membertou First Nation?

Minas Basin?

MR. PETERS: No questions.

THE CHAIR: Sorry, 1 didn’t realize
you were here. Thank you.

Colchester?
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Northumberland Wind Farms Inc?

Government of Nova Scotia?

MR. McGRATH: No questions, Mr. Chair.

THE CHAIR: Nova Scotia Power?

MS. GODBOUT: No questions, Mr. Chair.

THE CHAIR: Nova Scotia Sustainable
Electricity Alliance?

CROSS-EXAMINATION BY MS. ASHWORTH

MS. ASHWORTH: Good morning, Mr.
Chernick.

MR. CHERNICK: Good morning.

MS. ASHWORTH: Janice Ashworth here
from the Nova Scotia Sustainable Electricity Alliance.

1’d just like to refer you to your
opening statement, to the final page, you suggest that
CEDIF investors would receive 15 to 18 percent after their
tax Incentives, a return on their iInvestment.

I’m just wondering iIf you can explain
the calculation for that number?

MR. CHERNICK: Well, ideally that
would be a table with all the numbers but basically what 1

did was to take the return and then add in to the return
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coming into the CEDIF the return that the CEDIF investor

would be getting from tax credits.

MS. ASHWORTH: And what was that tax
credit assumption that you made?

MR. CHERNICK: Thirty-five (35)
percent in the first year, 20 percent in Year 6 and 10
percent in Year 11.

MS. ASHWORTH: Right. So considering
that that’s a 65 percent tax credit and your numbers are
15 to 18 percent, can we assume that the benefit -- the
return on equity to the CEDIF investors would otherwise be
negative 50 percent?

MR. CHERNICK: No.

Ms. ASHWORTH: Can you explain -- can
you help me figure out that calculation then?

MR. CHERNICK: Well, if the investors
only got the tax credits and got no return back from the
CEDIF then after the fTirst year they’d have a negative 65
percent return because they would have put in $1,000, say,
and got back 350 from the government.

Then you have to do the internal rate

of return to figure out what the present value is of
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getting another $200 five years later, another $100 five

years after that. |If they all happened at the same time
you’d have a negative 35 percent return, just from the tax
credit.
But there’s a positive return from the
CEDIF cash flow. So when you combine that positive return
plus the -- it’s less than 35 percent overall because i1t’s
spread out over a long period of time, you wind up with
the figures that I cited. And i1f you’d like, 1 could
provide a nice table laying that out and explaining the
calculation.
MS. ASHWORTH: 1 would actually; 1
would like to see that.
THE CHAIR: That will be Undertaking
U-13.
UNDERTAKING U-13 - To provide a
spreadsheet showing the positive
rate of return calculated for
CEDIF investors
MR. CHERNICK: Thank you, | was
considering that nobody was going to ask me for an

undertaking and 1 was feeling slighted.
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MR. GIROUX: You can wash my car.

(LAUGHTER)

MR. CHERNICK: Can we put that in the
record?

MS. ASHWORTH: So if we can make that
assumption then, that CEDIF investors would receive --
because of their tax credits would have a positive rate of
return.

MR. CHERNICK: M”hm.

MS. ASHWORTH: Then can we also make
the assumption that because of the tax credits that are
not available for co-ops or not-for-profits which are also
under the COMFIT eligibility that they would not see that
same positive rate of return?

MR. CHERNICK: 1 believe that in my
analysis of Mr. Livingston’s hypothetical 1 got a small
positive rate of return, i1t was like 4 percent, from the
activities of the CEDIF i1tself and that was a case that
involved some costs much higher than Synapse postulated
and 1t required 50 percent financing -- equity financing
at a 20 percent return.

So there was very little left over for
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the CEDIF. But under those circumstances there was still

a small positive return.

Another organization using the same
structure and with Mr. Livingston’s assumptions would also
get a small positive return. They wouldn’t get the CEDIF
investors much higher returns.

And whether that would be adequate for
their purposes or not, I don”t know. But again, 1°m not
accepting Mr. Livingston’s assumptions about the costs and
the capital structure. But even If you did, his numbers
don’t produce a zero return.

MS. ASHWORTH: So from this
conversation it sounds to me like you accept or
acknowledge that CEDIF’s are -- because of the tax perks
that they offer to their investors they are an incentive
for accumulating investment from the community?

MR. CHERNICK: 1 would say they’re a
very strong investment. 1°m envious of Nova Scotians.

MS. ASHWORTH: Right. And 1 guess
based on what Mr. Towse has said before, we’ve only see a
$3 million investment from CEDIFs. So would you say that

iT that incentive -- a strong incentive as you’ve called
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it —- financing mechanism is having a hard time raising
the 75 million that we will need for the COMFIT program,
that co-ops and not-for-profits might have a hard time
raising more than that?

MR. CHERNICK: Well, first of all, 1
don”’t know whether his $3 million is right, so I can’t
comment on that.

MS. ASHWORTH: 1 think we can accept
that that number is publicly available on the website.

MR. CHERNICK: You can accept i1t, 1|
haven’t seen 1t. 1°m sorry, 1°m not trying to be
difficult, 1 just don’t know.

But the purpose of the COMFIT is to
give the community group some assurance that there’s a
market out there for power and between municipalities and
non-profits and co-ops and CEDIFs and universities and i1f
they can find a way to overcome the structural problems,
the tribal bands, to get some community involvement iIn

developing renewables.

No one sector has to raise that amount

of equity. And in fact, if it’s done through some of the

structures i1t would probably be almost entirely -- or
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entirely debt financed.

MS. ASHWORTH: Okay, thank you for
that.

On page 13, line 8 of your evidence --
1’11 let you flip there. You’ve made the claim here that
municipalities may lend low interest financing or free
land lease agreements for renewable energy projects.

As you’ve talked about with the Mr.
Towse before this, do you have any statements from
municipalities who’ve expressed an ability, an interest to
do something like this?

MR. CHERNICK: No, I’m extrapolating
from other projects that 1 would consider community
projects, whether that’s building a playground or a
library. That even 1t the effort is coming primarily from
groups within the municipality 1t’s my experience, at
least in rough and tumble New England, the municipalities
generally provide some kind of support for real community
efforts because the community supports them.

And 1°m making the assumption that
Nova Scotia municipalities would similarly be responsive

to the interests of their residents and constituents.
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MS. ASHWORTH: Are you familiar with

the Municipal Act in Nova Scotia that would either allow
or forbid municipalities to actually go into a lease
agreement with an entity that’s outside of their
jurisdiction or -- not outside their jurisdiction but
outside of their ownership?

MR. CHERNICK: 1 have not reviewed
Nova Scotia law on that issue.

MS. ASHWORTH: Can you give examples
of other municipalities, whether iInside or outside Nova
Scotia who may have done something like that?

MR. CHERNICK: Of providing access to
municipal land for a project that’s owned by the
municipality?

MS. ASHWORTH: Right.

MR. CHERNICK: 1 would have to
research that to give you specifics. 1 think I have -- 1
think 1’ve heard of such projects but I’m not sure exactly
what the ownership structures and relationships were so 1
would really -- 1°d have to research that In order to give
you an informed answer.

And if 1t’s not allowed under Nova
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Scotia law then 1 stand corrected on that point.

MS. ASHWORTH: Okay, I guess I’m just
trying to get to the evidence that substantiates your
claims seeing as this is an evidentiary-based hearing it
seems to me that to change any decisions that have been
made based on evidence we would also need equal evidence
to contradict those.

Are you familiar with the borrowing
cap in Nova Scotia and how much municipalities have
borrowed under that cap already?

MR. CHERNICK: 1 am not.

MS. ASHWORTH: Okay, that would be
another piece of evidence that would be necessary to make
the claims here you’re claiming.

MR. CHERNICK: Well, if the
municipalities cannot borrow to finance projects then they
probably cannot be the owners of COMFIT projects.

MS. ASHWORTH: 1 think that’s some of
the concern for municipalities and why they’re not in the
room here.

MR. CHERNICK: That would be one

explanation.
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MS. ASHWORTH: In your statement to

Black River Wind yesterday you had suggested that the
transmission queue process was dysfunctional and that was
a word that you had used.

I’m wondering if you could elaborate
on that.

MR. CHERNICK: Well, I think that the
reason that some of the projects that were accepted in the
NSP1 RFP ran into trouble, one Important contributor to
that was that they could not get financing because they
could not get a transmission study out of NSPI. Without
the financing, they couldn’t buy their turbines. Without
buying the turbines, they couldn’t get -- obviously
couldn”t get them delivered and could not be ready to
start construction when they finally got NSPI to produce a
transmission study.

Now, the grid operator part of NSPI
said well, we have rules approved by the Board for how
we’re going to go through this process. And as a result,
given their staffing constraints, | guess, they had a
system in which they were doing studies or projects that

were still early in the planning phase and didn’t have a
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contract and had no prospect of going forward in the near

term, while the projects from the RFP were sitting on the
shelf.

Now, this 1s my sort of reading from
the documents in the various cases I’ve been in.

And then the company filed with the
Board for a change iIn the queuing procedure that brought
the projects with contracts up to the front of the queue
and got that process moving, so some of the projects that
had problems were then able to proceed.

I believe one of the projects that the
-— | think for Point Tupper, I believe that NSPI wound up
buying their turbines to keep the process moving forward
because the developer couldn’t get financing because they
didn”t have the connection study that NSP couldn’t
produce. And that led to NSPI’s co-ownership of the
project since it was a less expensive alternative for
ratepayers than paying for the PPA.

And there may be one other that NSPI
wound up buying because of financial problems due iIn part
to their --- to the transmission queue problem.

But 1 think that issue has been
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mitigated, at least, i1If not completely resolved, and that

going forward transmission issues should be less of a
problem for development. OFf course, 1t won’t affect the
COMFIT.

MS. ASHWORTH: So you mentioned that
it’s been mitigated. 1 am unfamiliar with the steps that
NSP1 has taken to ameliorate the queue issues. Can you
explain them?

MR. CHERNICK: Well, specifically that
the ---

MR. OUTHOUSE: Mr. Chair, 1 wonder 1if
it’s necessary to do this. There was a ---

MR. CHAIR: There’s a decision of the
Board on this i1f you’d like to read i1t.

MR. OUTHOUSE: Yeah.

MR. CHAIR: But I don’t think it
affects these COMFIT projects.

MS. ASHWORTH: Okay. We”ll go on to
the next question.

Are you aware of any incentives that
are -- oh, I guess we’ve already talked about CEDIFs.

Sorry.
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Can you explain any experience you’ve

had In feed-in tariff design and rate setting previously?

MR. CHERNICK: Well, as 1 mentioned iIn
my opening -- my introduction, | guess, going back to the
early 1980s 1°ve been involved i1n setting rates for what
the United States would call qualifying facilities, small
renewables and co-generators. And my resume lays those
out in more detail, but 1’ve done a number of proceedings
relating either to specific facilities or to setting rates
in general.

MS. ASHWORTH: Are you also familiar
with the international literature that demonstrates that
feed-i1n tariffs are more cost effective as a means to
generate renewable electricity than the RFP process?

MR. CHERNICK: 1 am not familiar with
that literature.

MS. ASHWORTH: Okay. Well, in your
opening statements you had suggested that the RFP model
was a workable model. And I°m wondering if you can
provide the numbers of projects that were awarded to
independent power producers versus those that were

developed by those independent power producers since 20047
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And 1 believe this was a request that

Black Wind River -- Black Wind Hydro requested yesterday.

MR. CHERNICK: 1 don’t think they
actually requested i1t, but we were talking about whether
that would be available.

Are you turning their question Into an
undertaking request?

MS. ASHWORTH: Unless you have it
there with you, then ---

MR. CHERNICK: 1 haven’t added up the
numbers, but 1 think 1 can, assuming that the numbers of
contracts awarded and, obviously, a number of projects
that are in the pipeline are still known. But those are
all public information for which I might have to check
with NSP1 to confirm.

MS. ASHWORTH: That would be great.
Thank you.

THE CHAIR: So that will be
Undertaking U-14.

UNDERTAKING U-14 - To provide
the success rate of the RFP
projects
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MR. CHERNICK: Would it be appropriate

to ask NSPI whether ---

MS. GODBOUT: In the event that
Mr. Chernick is able to provide that now, 1 can probably
provide some assistance because he asked me yesterday. |1
believe we’re talking about the community -- or the
distribution RFP information, but ---

MR. CHERNICK: 1 think we’re talking
about from the commercial size projects from ---

MS. GODBOUT: Oh.

MR. CHERNICK: --- earlier from that.

MS. ASHWORTH: What we’re looking at
is more the success rate of the RFP process.

MR. CHERNICK: Of the earlier RFPs.

MS. ASHWORTH: Not the distribution
RFP.

MR. CHERNICK: Not just the -- the
distribution RFP, 1°m not aware of any change in the --
since -- | don’t have any information on any projects that
have failed since contract award.

MS. GODBOUT: Yeah, right. So 1 think

we can talk in general terms that -- I think all of that
DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS
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Pricing and names of

proponents would not be, but 1 think otherwise you can

certainly talk about the projects that are well known to

the Board.

MR.

CHERNICK:

I was planning on

providing a response that would say, whatever the number

was, eight projects got contracts iIn this process and one

never signed the contract and two failed after the process

and that was a total of so many megawatts out of the total

of some other number of megawatts that was awarded.

MS. ASHWORTH: Yeah. That would be
perfect.

MR. CHERNICK: [Is that the data that
you’re looking for?

MS. ASHWORTH: Yeah, that would be
perfect. Thank you.

MR. CHERNICK: 1 can provide that.

MS. ASHWORTH: Thank you.

MR. MERRICK: Mr. Chairman, that might
be a more appropriate undertaking of NSPI. 1 mean, we’re

sending this witness to NSPl to get the information and

report back.

DICTUM DIGITAL INC.
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IT NSPI is prepared to undertake to
produce i1t, that would be the more direct way, 1 would
think.

THE CHAIR: Why don’t you and
Ms. Godbout chat about 1t and see how we might most
effectively do 1t? NSPI hasn’t produced a witness.

MR. CHERNICK: 1 believe 1 actually
have all this information.

THE CHAIR: All right.

MR. CHERNICK: 1t’s just the
confidentiality issues that 1 want to be careful of.

MS. ASHWORTH: So my final topic 1°d
like to discuss 1s In response to your comment on COMFIT
being a face for Wall Street or Bay Street, however you
choose.

I*m wondering if you’re familiar with
the community eligibility requirements iIn other
jurisdictions for feed-in tariffs that are specific to
communities?

MR. CHERNICK: The only other
community feed-in tariff provisions that I"m aware of are

those in Ontario. And I°m aware that there i1s an adder
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for community projects, but 1 don’t know what the criteria

are for community involvement.

MS. ASHWORTH: Am 1 allowed to explain
for the further -- to further extend my questioning?

So community requirements In Ontario
has a sliding scale from 10 percent as being the minimum
to get a certain percentage of that price adder.

MR. CHERNICK: Yeah. Oh, I°m sorry.

I did know that the -- whatever the qualifications are,
and I think I read through that list at some point, but I
don’t remember them. That ---

MS. ASHWORTH: The ones in Nova
Scotia, you mean?

MR. CHERNICK: No, the ones for
Ontario.

MS. ASHWORTH: Okay. Okay.

MR. CHERNICK: But I°ve read through
that list, and that there are certain categories of
entities that are eligible and that the sliding scale that
you referred to is applied to the rate that if it’s 100
percent owned by the community entities, then they get the

full adder, and if It’s ——-
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MS. ASHWORTH: Just to qualify --—-

MR. CHERNICK: --- 1711 take the 10
percent number, they would get 10 percent of the adder.

MS. ASHWORTH: Right. Yeah, it’s
actually only up to 50 percent ownership they would get
the full adder.

And just for other clarification,
Ontario’s community eligibility requirements are for the
whole province, so anyone from In Ontario Is considered a
community owner.

Can you explain the difference between
Nova Scotia’s community requirements as compared to
Ontario’s that we just discussed?

MR. CHERNICK: 1 would have to look
back at the Regulations about where the 25 members of the
various organizations would have to come from.

MS. ASHWORTH: Right. So you"re
familiar that 25 members must come from within Nova Scotia
and I can tell you that they have to come from ---

MR. CHERNICK: 1 believe 1t was Nova
Scotia.

MS. ASHWORTH: --- within a
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municipality in which the project is built.

MR. CHERNICK: That"s what 1™m
checking on.

THE CHAIR: Section 20.

MR. CHERNICK: Yes, 25 members reside
in the municipality where the generation facility is
located for the co-operative, the non-profit or the CEDIF.

MS. ASHWORTH: That"s right. So from
our comparison to Ontario, that would seem as a much more
stringent requirement also considering Nova Scotia has a
population the size of Ottawa.

It"s a much more limited amount of
population that one can draw on for investors. Would you
agree?

MR. CHERNICK: Oh, Nova Scotia is
certainly a smaller entity iIn every way than Ontario
except perhaps iIn spirit.

MS. ASHWORTH: Right. And -- 1in
spirit. So that 25 member requirement is also different
than Ontario"s i1in which an individual can be considered a
community. Are you familiar with that?

MR. CHERNICK: 1"m sorry, say that --
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I"m —-—-

MS. ASHWORTH: The 25 member
requirement ---

MR. CHERNICK: Yes.

MS. ASHWORTH: --- means that one
individual farmer or landowner cannot themselves install a
wind turbine, for example.

MR. CHERNICK: That"s true. So 1In
Nova Scotia, i1f you wanted to go forward under the co-
operative, not for profit or community approaches,
basically -- and were basically willing to finance the
project yourself, you"d have to get 24 other people to
sign up as part of the operation.

You -- they don"t have to put in as
much money as you do. They would have to be members,
however that"s defined.

MS. ASHWORTH: Right. So I would
think -- and I"m asking you 1f you would agree with me
that that requirement is there to ensure that the
benefits, economic benefits do stay within the community
in Nova Scotia.

The community of locality. Not just
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the community of Nova Scotia, but that immediate community

of locality.

MR. CHERNICK: 1 don"t know whether
that was to keep economic benefits within the community or
to ensure that 1t -- there really was some community
support and 1t wasn®"t just one obnoxious landowner who was
going to do this thing and annoy everybody else in town,
that he should at least should be able to find -- well,
you know, maybe his wife and kid and then he has to find
some neighbours in town who would sign on iIn order to be
eligible.

I don’t really know what the
government had in mind in picking that number and that
requirement, but It seems to me to be a reasonable
requirement to demonstrate that this Is a community
project and not just an individual backyard project.

MS. ASHWORTH: Right, okay. 1 think
we agree on that.

MR. CHERNICK: Yes.

MS. ASHWORTH: I hear it both ---

MR. CHERNICK: And you"re right that

that is different from Ontario, which 1 believe does allow
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individuals to qualify.

MS. ASHWORTH: Correct. Thank you.
That"s the end of my questioning.

Thank you, Mr. Chair.

THE CHAIR: Thank you. QUETTA, Mr.
Reynolds isn"t here.

Scotian Wind Farms, Mr. Roscoe.

MR. ROSCOE: Thank you, Your Honour.

CROSS-EXAMINATION BY MR. ROSCOE

MR. ROSCOE: Mr. Chernick, 1 promised
the Board counsel that I would remain brief today, and I
intend to live up to that promise. My question is solely
based on the nature of community ownership.

I guess 1711 start by asking, Mr.
Chernick, 1f you have an opinion on why community
ownership was formed as part of the feed-in tariff
program.

MR. CHERNICK: My assumption was that
the government wanted to use the feed-in tariff to make it
easy fTor these entities that are i1dentified as community
entities to participate and to be a part of the renewable

energy movement in Nova Scotia and that specifically for
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small wind that there be an opportunity for a lot of

people around the province to put up turbines, small
turbines, and get paid for them, even though nobody
expects those to be a cost-effective part of a renewable
energy plan.

MR. ROSCOE: Right. It"s certainly
not the lowest cost form of electricity, so there had to
be some other reason for doing it, | guess.

What -- would you agree that the
economic activity that would develop from those projects
would be higher than other projects and, therefore, that
might have been a reason that the Nova Scotia government
included 1t In this program?

Perhaps -- in fact, to rephrase, are
you aware that through the Wheeler process which led to
this -- these Regulations and the change to the Act that
it was highlighted that the economic development from
community-owned projects can be between five and ten times
higher than those owned by standard commercial
developments?

MR. CHERNICK: [I"m not familiar with

that. And I"m sorry, 1 can®"t comment on i1t other than the
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return of the -- return on investment flowing back into

the community and being re-spent in the community, 1 can"t
see a major difference, although possibly a community-
owned enterprise would be more likely to hire a local
contractor to do some work rather than bring somebody in
from New Brunswick to ---

MR. ROSCOE: That i1s -- that plays
part of 1t. The -- I guess i1t was highlighted also that
it"s actually the ownership, the ongoing ownership of
these projects which will generate the most economic
development from these projects over the other two, which
would be local jobs in the installation and construction
phase and local jobs in the operation and maintenance.
That the ownership and, essentially, the long-term
profitability of these projects is really the biggest
economic driver.

MR. CHERNICK: Well, the things that
you just listed, the construction and operation and
maintenance, really, most of the operation and maintenance
is going to be done from local staff.

And certainly if you"re putting up a

large wind farm, i1f you"ve got 20 to 30 turbines, you“re
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going to have somebody nearby to take care of the routine

work and when something happens you®re probably not going
to want to wait for a team to fly in.

So you"re going to have those benefits
regardless of whether 1t"s a commercial or a community ---
MR. ROSCOE: Right.

MR. CHERNICK: --- project. Again,
for construction you"re -- you know they®"re -- local firms
can pour concrete and I would imagine that in a lot of
situations an international developer would hire local
people, but they also might have a team that they"ve
already worked with, say, In New Brunswick that they would
bring in to do it.

So there might be a little less
economic benefit from commercial development, but I

wouldn®t expect 1t to be a big difference.

MR. ROSCOE: 1 think It"s -- what was
actually said was that, you know, there"s -- there are --
while there are -- may be slight economic benefits, i1t"s

more the ownership that"s important for long-term economic
growth and economic development.

And that has been stated by the
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Department of Energy, therefore, 1 question whether or not

that sense of volunteerism or sense of that they“"re doing
this for the good reasons, not for an investment, actually
works counter to the economic development argument, which
has been a big focus of community ownership in this plan.

MR. CHERNICK: 1 guess I"m not really
sure how the ownership affects the economic development
other than the iInterest or dividend payments going back to
local people rather than to Bay Street.

MR. ROSCOE: So if we could assume for
the sake of argument that economic development was an
important part of why this program was implemented, that
the suggestions that you have made iIn your evidence and
your other comments regarding the return on investment for
community ownership would actually work against that
principle.

MR. CHERNICK: If the purpose is to
extract money from ratepayers, additional money that
wouldn®t have to be paid i1f you used commercial
renewables, and redistributed through debt and interest
payments to local community members, then 1 don®"t see how

that"s assisting the economic development of Nova Scotia.
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And to the extent that you"re charging

Nova Scotians higher rates and paying a substantial part
of the debt and interest payments to non-Nova Scotians who
are outside investors at the rate that Synapse is
assuming, then you®re pumping money out of the province.
So I don"t really follow your logic.
IT these projects were limited to economic development
zones and there were a requirement -- requirements
specifically for amount of cash being spent iIn those zones
or something like that, then 1 could follow that argument

more clearly. But I just don"t see it the way you“ve laid

it out. I°m sorry; i1t doesn"t really make sense to me.
MR. ROSCOE: Okay. I guess I

certainly don"t want to digress into the value of -- the

economic value of this just based -- of different types of

energy and which types of energy end up with more energy
leaving the province than others.

But I guess 171l restate that if --
set aside whether or not you believe it"s true that there
IS an economic development aspect to this community
ownership, 1If that was the case -- assume that was the

case rather than arguing that point. If that was the
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case, would discounting the return on equity for those

community iInvestors not work counter to that assumption?

MR. CHERNICK: 1f, in fact, the --
you"re only paying community investors, if it"s not going
outside the province ---

MR. ROSCOE: Right.

MR. CHERNICK: --- then paying --
again, |1 don"t see how charging money to the residents of
Nova Scotia to give them higher returns on renewable
projects iIs -- it"s going to put more money into their
pockets as investors, but take money out of their pockets
as electric consumers.

And 1 don"t see where there®"s a gain.
There would be a redistribution within the province, but
if that"s -- the increment that you get from some tweaking
of the system, I"m just not seeing how i1t would help.

IT the purpose of the government
setting up this system was to, in addition to encouraging
developers, the tidal technology developers, from looking
at Nova Scotia as a test bed and giving communities the
opportunity to build small wind, in particular, at

uneconomic prices but to feel connected to the system and
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to part of the solution; if, In addition, one of the

objectives was to recirculate funds within Nova Scotia for
a particular reason, i1t"s possible that doing -- setting
more efficient rates would be counter to that goal. But I
can"t understand why that goal would make any sense.

MR. ROSCOE: Okay. That"s fair.

No further questions.

THE CHAIR: Thank you.

Seaforth Energy?

CROSS-EXAMINATION BY MR. PYNN

MR. PYNN: Good morning, everybody.

MR. CHERNICK: Good morning. Nice
wind pins everybody has.

MR. PYNN: Thanks.

Okay. 17"ve just got a couple of quick
questions.

Are you aware, Mr. Chernick, that the
Watts project was successful In securing ecoenergy funding
from NRCan which would add a cent a kilowatt hour to our
rate?

MR. CHERNICK: 1 know that they

qualified for it. |1 didn"t think that 1t got on line by
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March 315%, so I -- and certainly their offering documents

didn"t express any confidence iIn qualifying for the -- 1In
actually receiving the ecoenergy credit.

MR. PYNN: Right.

MR. CHERNICK: So that"s what 1 know
about their success.

MR. PYNN: Okay. So I can confirm
that we were successful In that.

MR. CHERNICK: Okay. Then you beat
the construction schedule that the company had been
expecting for you, as 1 recall, which was -- would bring
you on at the end of this year. Congratulations.

MR. PYNN: Thanks.

MR. CHERNICK: And on a present value
basis, the eco -- over the 20 years, the ecoenergy is
worth about $8 or $7 a megawatt hour, depending on how you
do the flattening.

MR. PYNN: Right. Okay.

So I guess with that information,
would i1t be fair to say that when you said In your opening
statement that the levelized value of the contract price

at Watts 1s 8 percent lower than the Synapse proposed
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rate, would that be not accurate now, with that new

information?

MR. CHERNICK: Well, the rate
comparison is still the same. Given what you"ve said, if
the Watts investors were counting on getting the ecoenergy
credit, then presumably the next project like that that
they did, they would want something -- assuming everything
else was i1dentical, they"d want a higher rate, in the 132
kind of range instead of 124.

But they"d have to add another eight

mills onto the bid, all else equal, for an identical

project.

MR. PYNN: Right. Okay.

The next question I"ve got iIs, are you
aware that of the successful -- of all the successful

proponents in the 2008 RFP, of which Watts was one, for
distribution projects, only one single turbine has
actually been iInstalled, even though those projects didn"t
have the extra requirement of having more than 50 percent
ownership?

MR. CHERNICK: It is news to me that

Watts made the March 315t cut-off, and 1 don"t know the
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status of the others.

MR. PYNN: Okay.

MR. CHERNICK: And I didn"t believe
that they were expected to be on by now.

MR. PYNN: Yeah. Okay. Thank you.

The next two are a little bit more
broad.

Have you done a calculation to
estimate what the financial impact of -- let"s say this
program was wildly successful and we got 100 megawatts of
green energy online.

Have you done the calculation to see
what the impact would be on the average Nova Scotia
ratepayer”s monthly bill?

MR. CHERNICK: Yes, 1 did that in my
testimony in terms of a percentage iIncrease. Tell me what
your bill is, and 111 give you a rough sense of what that
means.

I haven"t worked it out for
residential versus industrial and 1 haven™t tried to go
through the cost allocation process, so I™m —- 1t will

obviously vary from one customer ---
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MR. PYNN: Sure.

MR. CHERNICK: --- to the next.

MR. PYNN: Sure, sure.

THE CHAIR: That"s the chart on page
317

MR. CHERNICK: Yes.

There are two comparisons; one with my
proposed rates and one with Synapse®s proposed rates. And
for the Synapse rates, the rate effects are shown on page
31. And then for my proposed rates, they"re shown on page
35.

MR. PYNN: Okay. Thanks.

Last question.

On the other side, have you done a
calculation to estimate the economic benefits that you
might see from installing 100 megawatts of green energy
construction projects equating to somewhere in the
neighbourhood of $280 million in what would be
predominately rural Nova Scotia? Have you tried to
estimate that?

MR. CHERNICK: No, I don’t think

that’s a net effect of the COMFIT rates, that the
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renewables are going to get built one way or the other and

they”’ll eirther be owned by commercial developers or
they”’ 1l be owned by COMFIT-eligible parties or they’ll be
owned by NSPI, or maybe some other entity will emerge as
an owner.

But somehow it will get built because
there’s a renewable energy target that the province has
set for NSPI, and one way or another NSPl i1s going to make
that.

So I don’t know that i1t really makes a
whole heck of a lot of difference whether 1t’s COMFIT or
some other ownership structure.

MR. PYNN: Okay. I guess it would
depend on if you recognize or iIf you agree with the
concept that community-owned or community ownership iIn
projects could result In more benefits, economic benefits.

MR. CHERNICK: And as 1 just discussed
a few minutes ago, it could produce some benefits In some
places, but that would be offset by costs elsewhere in the
province i1f you’re only talking about a different rate
level. So | don’t see that -- again, that there’s a big

difference, but there may be some, depending upon how you
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parse it out and what assumptions you make.

MR. PYNN: Okay, that’s all 1 have.
Thanks.

THE CHAIR: Thanks very much.

St. F.X. 1 don’t see Mr. Coady here.

Wind Prospect Inc.

So we’re down to you, Mr. Outhouse. 1
think we”ll break for 15 minutes.
-—- Upon recessing at 10:54 a.m.
-—- Upon resuming at 11:17 a.m.

THE CHAIR: Mr. Outhouse?

MR. PAUL CHERNICK, Resumed:
CROSS-EXAMINATION BY MR. OUTHOUSE

MR. OUTHOUSE: Mr. Chair, I’m going to
start by -- and 1 won’t be long, but there’s been a lot of
talk about the Renewable Electricity Plan and I°m not --
I’m going to put a complete copy and mark 1t as an
exhibit. And 1 have excerpts from i1t, brief excerpts
which 1 wanted to ask Mr. Chernick about.

And probably everybody here has it
anyway .

THE CHAIR: That will be Exhibit B-24.
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-—- EXHIBIT NO. B-24:

Excerpts from B-23, specifically
pages 2, 10, and 25

MR. OUTHOUSE: Mr. Chernick, there’s
been some discussion between you and other questioners
about the community-based feed-in tariff, 1ts purpose and
your interpretation of what’s iIn the plan.

And 1n particular, In your opening
statement you made a comment about Synapse’s
interpretation of the plan and specifically you referenced
the 100 megawatts and where it may come from. And you
dealt with that on page 2 of your opening statement.

And the portion that you quoted at the
top of page 2 in your opening statement from the plan
you’ll find on page 10 of the excerpt that 1 just gave
you.

MR. CHERNICK: That’s correct.

MR. OUTHOUSE: And you’ll see that it
i1s under the section “Community-based Feed-in Tariff”’;
correct?

MR. CHERNICK: Yes.

MR. OUTHOUSE: And the last sentence
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on that page says that:

“Government will review and, i1f
appropriate, adjust the COMFIT
program in 2012 to ensure that we
learn from our experience and ensure
that the objective of supplying 100
megawatts through community small-
scale renewable electricity projects
iIs met.”

Correct?

MR. CHERNICK: Yes.

MR. OUTHOUSE: Now, as 1 understand
your opening statement and your evidence, you interpret
that as meaning they expect to get 100 megawatts of
community small-scale renewable electricity, but not
necessarily through the COMFIT. You don"t make that
linkage between the 100 megawatts and the COMFIT. 1Is that
what I —--

MR. CHERNICK: The COMFIT would be
part of that, but not necessarily all of it.

MR. OUTHOUSE: Okay. 1°m not, 1

guess, disputing as a matter of linguistics that sentence
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couldn”t be iInterpreted that way, but go back to page 2 of

the plan.
And 1t’s iIn the Executive Summary and
I’m looking at the section “Community Projects, Fixed
Price”.
MR. CHERNICK: Yes.
MR. OUTHOUSE: You’ll see that it
says:
“To encourage a range of projects
widely dispersed throughout the
province, this plan establishes a
community-based feed-in tariff,
COMFIT, for an expected 100
megawatts of renewable electricity
projects connected to the grid at
the distribution level.”
MR. CHERNICK: Yes.
MR. OUTHOUSE: Correct?
IT 1 guess | read those two sentences
together, i1t seems to me that the more probable
interpretation is that there’s a link between the 100

megawatts and the FIT program; do you agree with me? 1In
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the author’s mind.

MR. CHERNICK: 1 don’t know. 1 think
we’re -- angels are dancing on the head of a pin here, but
MR. OUTHOUSE: 1 think you’re the

angel.

MR. CHERNICK: There’s a difference in
my mind between the expectation of 100 megawatts and an
objective of 100 megawatts and depending upon or relying
upon 100 megawatts.

So perhaps we can agree that the
meaning of the 100 megawatts in the plan 1Is somewhat
vague. There’s no explicit mandate to the Board to set
rates that will produce 100 megawatts from the COMFIT.
Government s thinking that a COMFIT would probably come -
- unexpected value basis perhaps would come up with 100
megawatts over some period of time.

There’s some goal without a specified
starting date for 100 megawatts. 1 don’t see anything
that indicates reliance on that.

MR. OUTHOUSE: 1 understand your

answer .
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While we have the document in front of

us, the other page 1°d like you to refer to i1s page 25,
which i1s probably the last one In the document I gave you.
MR. CHERNICK: Yes.

MR. OUTHOUSE: And 1t’s on a slightly
different point. And there’s been, again, considerable
back and forth between you and previous questioners about
the -- 1 guess how you raise capital, whether it’s on a
commercial basis or some other basis.

And 1 just want to direct your
attention to the first full paragraph on the right-hand
side of the page, last sentence:

“A FIT will result In somewhat more
expensive electricity than open
competitive bidding, but It gives
the smaller projects a degree of
market certainty.”

Do you believe that your proposal that
these COMFIT projects, apart from biomass -- the COMFIT
projects apart from biomass can be financed at, 1 guess,
your average rate debt ---

MR. CHERNICK: M”hm.
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MR. OUTHOUSE: --- and equity is 8.5

percent. That"s what you®"ve recommended ---

MR. CHERNICK: Yes.

MR. OUTHOUSE: --- as | understand it.

MR. CHERNICK: Yes.

MR. OUTHOUSE: And that comes from as
I -- again, you looked at a debt rate of six percent, sort
of a municipal type rate; correct?

MR. CHERNICK: A municipal rate or a
good rate for community investors.

MR. OUTHOUSE: Okay. And 11 percent
on the equity side.

MR. CHERNICK: Yes.

MR. OUTHOUSE: And average the two on
a 50/50 split.

MR. CHERNICK: Actually, the 8.5
percent, obviously Synapse uses different ---

MR. OUTHOUSE: Yes.

MR. CHERNICK: --- capital structures
for each technology and in my calculations 1 accepted
those. But for the simple comparison of returns, | used

50/50 1n my opening statement.
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MR. OUTHOUSE: So do you believe that

that 8.5 percent that you"ve come up with for raising
capital for these COMFIT projects would give them a degree
of market certainty? 1Is that your view?

MR. CHERNICK: Well, 1t"s the rate
that gives us certainty. |If the rate is too low so that
nobody can participate, then i1t"s just certain that they
won"t participate.

But the point i1s that if you set a
rate for which some projects would be viable, then the
rate is certain and they don"t have to go through an RFP
process and risk having done all that work and just get
beaten out by the competition to have to start over with
the next round of RFPs, which may be a couple of years
down the road. That"s obviously an obstacle, an
impediment for development.

MR. OUTHOUSE: Thank you.

1"d like you, i1f you would, to turn to
page 29 of your evidence, Mr. Chernick. 1It"s on the same
subject. You can put that plan exhibit aside.

On page 29 you"re setting out sort of

five COMFIT build-out scenarios; correct?
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MR. CHERNICK: Yes.

MR. OUTHOUSE: You"re looking at the
100 megawatts, which is sort of the, I guess, target ---

MR. CHERNICK: Expectation, rough
estimate ---

MR. OUTHOUSE: --- expectation,
whatever words you want to use.

MR. CHERNICK: Back of the envelope,
yes.

MR. OUTHOUSE: And you"ve then gone
through various scenarios of blending who"s going to
contribute to that 100 megawatts. And in the middle, case
number 3 i1s the balanced.

MR. CHERNICK: Yes.

MR. OUTHOUSE: And that gives you five
megawatts of small wind, 50 of large wind, 20 of biomass,
20 of hydro, five for tidal.

MR. CHERNICK: Yes.

MR. OUTHOUSE: Correct? And just to -
- just on that scenario, | just want to look at the
capital because you"ve accepted, at least for purposes of
this exercise, Synapse®s capital, Synapse®"s capital
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estimation?

MR. CHERNICK: Yes.

MR. OUTHOUSE: Yes, okay.

THE CHAIR: This will be Exhibit B-25.
-—— EXHIBIT NO. B-25:

Table entitled, "Capital Cost -
Balanced Case™

MR. OUTHOUSE: 1 know that you came up
with these cases on page 29 and then worked through rate
impacts based on those cases; correct, Mr. Chernick?

MR. CHERNICK: Yes.

MR. OUTHOUSE: And all 1'm -- all this
table does 1s just set the capital by your balanced case
and i1t shows the installed cost of capital for each of the
projects at the balanced case. And as you can see in the
far right column, it totals 375.8 million?

MR. CHERNICK: Yes.

MR. OUTHOUSE: And you applied the 8.5
rate, blended rate for equity and debt, to which
categories?

MR. CHERNICK: 1"d have to check the

capital structure for each of the technologies. 1 don"t
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remember which were 50/50 and which were 60/40. The tidal

is 100 percent equity In —---
MR. OUTHOUSE: Yes.
MR. CHERNICK: --- the Synapse model.
MR. OUTHOUSE: So that would be 11
percent? You applied 11 percent to tidal, did you?

MR. CHERNICK: In my proposed rate

impact ---

MR. OUTHOUSE: Yes.

MR. CHERNICK: --- actually, for tidal
I assumed that the manufacturers would be -- as I

interpreted Synapse assuming that the manufacturers would
be financing these projects and that they would be --
they"d be lucky to get any return, and so | put in a six
percent equity return for that.

MR. OUTHOUSE: Okay.

MR. CHERNICK: So that"s six percent.
Do you want me to pull capital structure for each of the
others or —--

MR. OUTHOUSE: Well, 1"m sure, for
example, you applied it to the large wind.

MR. CHERNICK: 1 believe that was
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50/50.

MR.

MR.

OUTHOUSE:

CHERNICK:

cannot keep all of these numbers

all the time.

MR.
you ---

MR.
to check.

MR.

MR.

—-- that would be 8.5.

MR.

MR.

the capital structure?

MR.

that subject ---

MR. CHERNICK:

OUTHOUSE:

CHERNICK:

OUTHOUSE:

CHERNICK:

OUTHOUSE:

CHERNICK:

OUTHOUSE:

NSUARB-BRD-E-R.10

Okay .

I"m sorry. 1 just

in the right categories

I understand. 1 think

Let"s take that subject

Okay .

So that would be about

And hydro?

Do you want me to check

That"s -- 1f you"d take

I would take that

subject to check because it"s 50/50.

MR. OUTHOUSE:

those two for the moment ---

MR. CHERNICK:

DICTUM DIGITAL INC.

So 1T we look at just

M®hm.
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MR. OUTHOUSE: --- we"re looking at

raising north of $200 million for those two categories of
projects.

And 1T | understand your evidence
correctly, you"re saying you believe that that capital can
be raised for those projects at an average of 8.5 percent.
Is that what you®re saying?

MR. CHERNICK: That that"s what I
would suggest that the Board start out assuming, yes.

MR. OUTHOUSE: You think that"s
realistic? Bearing in mind that ---

MR. CHERNICK: 1 haven"t really
thought about the total capital generating potential of
all the potential entities involved, and so I can"t tell
you whether i1t would work or not.

MR. OUTHOUSE: The last time 1 looked,
I think NSPI"s rated average cost of capital was eight,
might be a small fraction under or small fraction over,
depending on the moment you look, but eight. And we"re
talking here these ones having 8.57?

Does 1t seem a reasonable balance?

MR. CHERNICK: 1"m sorry. Are you
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asking about the amount of money that can be raised or

whether the returns that 1"ve laid out are reasonable for
community projects?

MR. OUTHOUSE: Both. But to be clear,
I simply wanted to make the point that it"s a substantial
amount of capital you®"re proposing to raise at 8.5 percent
in the categories large wind and hydro.

MR. CHERNICK: Yes.

MR. OUTHOUSE: And if you do that at
8.5 percent, what 1"m pointing out to you iIs that the
weighted average cost of capital for these two types of
projects is approximately the same as Nova Scotia Power"s.

Does that seem to you to be a
reasonable thing from a market perspective?

MR. CHERNICK: Well, again, not
necessarily if you are going to the capital markets and
asking them to finance these projects. If they"re
community projects largely financed with municipal,
university and community funds, then that return may be --
I think would be quite reasonable.

Now, your -- the other part of your

question about we"ll match that against the total amount
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that needs to be raised and I have not done the work

necessary to determine how much could be raised over the
next four or five years by those entities iIn the province,
so | just can"t tell you how much you could do and whether
this would be feasible or not.

MR. OUTHOUSE: Mr. Chernick, I"m going
to move on to another subject very briefly. If you would
just turn to page 9. Yes.

You were asked some questions earlier
this morning about the capacity factor.

MR. CHERNICK: Yes.

MR. OUTHOUSE: And I just wanted to
refer you to the list of sites at the top of page 9. And
this 1s from the Hatch Report, 1 believe.

MR. CHERNICK: Yes.

MR. OUTHOUSE: Correct? And what
you"re showing there are the results in the Hatch Report,
and i1t has west -- and this is the capacity factor --
33.35 percent?

MR. CHERNICK: Yes.

MR. OUTHOUSE: Valley, 34.59 percent;

Truro, 31.86; Pictou, 31.86; Canso Strait, 43.59; Sydney,
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43.59.

MR. CHERNICK: Yes.

MR. OUTHOUSE: And so you have picked
a capacity factor of 37 percent?

MR. CHERNICK: Yes.

MR. OUTHOUSE: You recommended ---

MR. CHERNICK: Yes.

MR. OUTHOUSE: --- using that capacity
factor. And only two of those areas, namely Canso Strait
and Sydney, would demonstrate having that capacity factor?

MR. CHERNICK: They would be higher.

MR. OUTHOUSE: Yeah. They would be
higher. The others are all -- the other four are lower.

MR. CHERNICK: That"s correct.

MR. OUTHOUSE: And ---

MR. CHERNICK: The 37 percent, by the
way, did not come from the Hatch Report. It came from the
average that NSPI1 i1s expecting for the small projects
under contract to it.

MR. OUTHOUSE: If we looked at these
numbers, though, for example, in Truro, 1t"s closer to 32

than 31, admittedly, and Pictou, 31.86; both the same.
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We"re looking in that central area of the province 31, 32.

Between 31 and 32; correct?

MR. CHERNICK: Yes.

MR. OUTHOUSE: And did you give any
consideration to whether projects iIn that area, given the
Hatch results, could succeed at all under your proposed
capacity factor of 37 percent?

MR. CHERNICK: Well, 1 didn"t try and
do the numbers with all the different combinations of
assumptions that are possible.

MR. OUTHOUSE: Capacity factor i1s one
of the sensitive —--

MR. CHERNICK: 1t is a very important
factor.

MR. OUTHOUSE: --- issues that --
yeah.

MR. CHERNICK: And the -- 1 believe
one of the small wind projects under contract to NSPI at a
price lower than that assumed by Synapse was projecting a
lower capacity factor. Presumably they had lower costs.

So there are obviously other things

that matter as well, but if you"re -- 1T the rate iIs set
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at 37 percent and you®"re in an area with 31 percent

capacity factor, then you"re going to have a harder time
making a go of i1t and you"re not going to be able to get
as good a return out of iIt.

MR. OUTHOUSE: Thank you, Mr. Chair.

MR. DOEHLER: I didn"t expect the
sudden cessation.

(LAUGHTER)
QUESTIONS FROM MR. DOEHLER

MR. DOEHLER: Just a few questions,
Mr. Chernick.

On page 7 of your evidence in line 1,
you propose a limit of 3.5 megawatt for small wind and you
give us your reasons. Is there any rationale for the 3.5,
or i1s that just sort of a number you picked, any rationale
for the 3.5 megawatt rather than 5?

MR. CHERNICK: Well, 3.5 megawatts of
tidal given the rate that Synapse has proposed would have
about the same rate effect as the 5-megawatt limit on
small wind that is set in the regulation, so taking that
as iInspired guidance as to what kind of rate impact is

tolerable for a preferred -- a technology category that is
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preferred for non-economic reasons, that would -- the 3.5

megawatts would be an equivalent pay-in for ratepayers as
the 5-megawatts of small wind.

And that seemed to me to be a
reasonable balancing of iInterests.

There®s nothing magical about that
particular calculation, but It -- and i1t seems to be a
number that would allow a few or several projects to go
ahead, depending upon the size of the equipment installed.
And 1T there"s a vast rush at the prices that the Board
approves, then the Board might look at reducing the price
and allowing more.

But at this point, 1 think even given
the range of uncertainties in all of the technologies,
tidal just blows beyond those ranges. And we don"t really
know what kind of response we"re going to get.

MR. DOEHLER: Right. Same page, line
18. Are those two numbers reversed? You®ve got 93.9
subject to escalation and 55.6 fixed.

Should the numbers be reversed?

MR. CHERNICK: Yes, they are. 1™m

glad somebody read my testimony.
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MR. DOEHLER: At least more than just

me. Okay. So those should be reversed.

MR. CHERNICK: Yes. Thank you very
much .

MR. DOEHLER: On page 13 -- no, Sorry.
That"s already been answered. Okay.

On page 25 on lines 17 through 19, you
talk about operating at a known feed-in tariff should
reduce the risk of development comparing the proposal.

Was this part of your analysis of why
the 11 percent rather than 13 percent suggested by
Synapse? Because you®re taking some of the risk out, 1iIs
what you®re saying here.

MR. CHERNICK: Yes. 1 guess
conceptually it could be, although the context here is iIn
terms of comparing the previous bids that were based on
getting an ecoenergy credit to the -- to what you might
get under a COMFIT. And all else equal, you"d expect that
it would be somewhat less expensive to develop a project
where you know at least the price you will get if you can
get over the hurdles of iInter-connection and the other

development issues.
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MR. DOEHLER: Thank you. That"s all

my questions.
QUESTIONS FROM MR. DEVEAU

MR. DEVEAU: 1 just have a few
questions.

Perhaps while we"re In your report,
could you go to page 7 and 8? And that"s the -- at the
bottom of page there, with respect to the proposed fuel
escalator for biomass. The top of page 8.

MR. CHERNICK: Yeah.

MR. DEVEAU: Are you there?

MR. CHERNICK: Yes.

MR. DEVEAU: You say in the last
sentence:

"In this case, the Synapse
proposal would inadvertently
apply an effective fuel
escalation rate of about 4.2
percent."

Are you suggesting that i1t should be
2.2 percent? What are you saying it should be?

MR. CHERNICK: What I was saying was
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that Synapse had double counted fuel escalation and they

put It Into the rate from the beginning as a levelized
cost, so inflation at the general inflation rate was
included. And then if you assumed the general inflation
rate and 1 had to pick a diesel rate, so I used the EO
forecast.

And 1 just ran through the numbers and
I said so in that situation in which the escalator was
supposed to have produced a biomass inflation rate of 2.2
percent, Synapse had inadvertently built in 4.2 percent
because the other 2 percent comes from level zing 1t iIn
the first place.

So I was just trying to help the Board
understand what the significance of this double counting
was. No, I wasn’t offering any forecast of biomass
pricing.

MR. DEVEAU: 1 just want to be clear
with -- and perhaps you could turn to page 34. That’s
your summary.

MR. CHERNICK: M”hm.

MR. DEVEAU: You -- and 1 just want to

be clear. Six percent i1s debt, 11 percent iIs equity on
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small wind,

Page 1019
large wind and hydro; on biomass and tidal,

you have accepted the recommendations of Synapse.

Correct?

MR.

were you ---

MR.

MR.

MR.

corrections?

MR.

MR.

MR.

MR.

for that.

MR.

MR.

wind and hydro.

MR.

accepted Synapse’s ---

MR.

MR.

MR.

DICTUM DIGITAL INC.

CHERNICK:

DEVEAU:

CHERNICK:

DEVEAU:

CHERNICK:

DEVEAU:

CHERNICK:

DEVEAU:

CHERNICK:

DEVEAU:

CHERNICK:

DEVEAU:

CHERNICK:

DEVEAU:

I’m sorry, which page

Page 34.
Okay, I°m sorry.

That’s your summary of
Yeah. For ---

For debt and equity ---

Yes.

-—- you’ve got 6 and 11

Right.

For small wind, large

For biomass 1’ve

Right.

-—— assumptions.

And tidal?
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MR. CHERNICK: And for the tidal 1

recommend the assumption that, as 1 think Synapse assumes,
that basically the technology developers will be financing
these projects and that they would -- should be very
pleased to get a six percent return on a demonstration
project like this.

My proposal would provide much higher

rates for them than they would get in most places. And

MR. DEVEAU: But that had nothing to
do with respect to debt or equity.

MR. CHERNICK: Well, that gives them a
six percent ---

MR. DEVEAU: Six.

MR. CHERNICK: --- return on
100 percent equity.

MR. DEVEAU: 100 percent equity rate.

MR. CHERNICK: Which again seemed to
me to be a pretty good deal for a testing facility.

MR. DEVEAU: And i1n relation to the
tidal, obviously for Nova Scotia since we take our tides

for granted, and I just have a few little questions on
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that in terms of a question you answered. | think i1t was

yesterday when you were reviewing the various types of
COMFIT energy, renewable classes.

You talked about tidal and, you know,
put the rate on what it is or, you know, see what happens
and i1t may encourage Nova Scotia to become a leader.

In terms of COMFITs or FITs generally,
is tidal -- are there any other jurisdictions in the world
where -- are we really one of the leaders here?

MR. CHERNICK: Well, you’re one of the
leaders. 1 don’t recall offhand whether -- 1 believe
either lreland or Scotland has some kind of a standard
offer for tidal, but I think there’s only one other iIn the
world.

MR. DEVEAU: Okay. And when you say
that, are you referring to in-stream tidal and development
tidal? | realize development tidal is not a subject for
this hearing, but are you talking about in-stream tidal as
well?

MR. CHERNICK: Well, I may be a little
confused about these -- the categories in the Regs.

MR. DEVEAU: Okay.
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MR. CHERNICK: But I believe that the

distinction is not between in-stream and developmental. 1
believe they all have to be in-stream, that is, not
involving impoundments like the Annapolis plant has.

MR. DEVEAU: Oh, okay.

MR. CHERNICK: And that the difference
between the COMFIT and the developmental would be that the
developmental can be of any size and connect into the
transmission system. And the i1dea i1s to get larger,
perhaps actually commercial size projects, that maybe
would be getting close to competition with other
renewables.

MR. DEVEAU: Because the in-stream 1is
only distribution.

MR. CHERNICK: And the COMFIT is only
distribution.

MR. DEVEAU: Right.

MR. CHERNICK: And i1f they do use iIn-
stream tidal as if that were the critical distinction --
but 1 don’t think that’s what’s meant in the Regulations.
I think they all have to be just sitting there with the

water passing by the blades to qualify.
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MR. DEVEAU: Okay. Thank you.
QUESTIONS FROM THE CHAIR

THE CHAIR: Just a couple of
questions.

Could we go to page 10 and -- where
you talk about how you got your 37 percent capacity
factor?

MR. CHERNICK: M”hm.

THE CHAIR: And you say:

“For the distributed connection
of wind plants installed after
2007, NSPI1’s reported energy
output forecasts Imply capacity
factors of 37 percent.”

What was your source for that? That
number surprised me when I read it.

MR. CHERNICK: The company has
provided a number of status reports on their renewable
compliance -- let me just make sure that -- yes. For
example, there was one filed March 9th, 2010 with the
Board.

THE CHAIR: Okay.
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MR. CHERNICK: By -- and i1t also was

provided in the Point Tupper proceeding as Consumer
Advocate IR-3, Attachment 1.
THE CHAIR: And are any of these Nova
Scotia Power owned installations?
MR. CHERNICK: No. Those are all
independent.
THE CHAIR: Okay. Now, back to
page 6. Mr. Doehler asked you about the tariff
conditions. And the first one, and 1 should have asked
our engineering staff this and 1 didn’t, but you say:
“No project would be eligible for
a COMFIT 1f 1t might result iIn
power flowing backwards in the
distribution substation.”
What are we trying to prevent here?
MR. CHERNICK: This is based upon my
conversation with a couple of individuals from NSPI’s
distribution operations. And as | understand 1t, we’re
not necessarily trying to prevent anything specific.
The distinction is that 1Tt power flows

back through the substation, which 1t can do, and
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generally that doesn’t cause a problem for the substation,
onto the transmission system, then depending upon the
scale of that flow, you could have problems arising on the
transmission system.

You could be overloading components or
-- especially in the event that you’ve got a certain
pattern of generation and a transmission line goes down,
the flow on some other transmission line might cause a
breaker to overload and melt and cause all kinds of
problems.

THE CHAIR: But Nova Scotia Power’s
equipment doesn’t do that automatically?

MR. CHERNICK: Doesn’t automatically?

THE CHAIR: Prevent the backflow?

MR. CHERNICK: My understanding 1is
that they do not prevent the backflow, and preventing the
backflow would require turning down the generators on the
line.

So the flow onto the transmission
system might not be a problem, in many cases at small
levels would not be a problem, but Nova Scotia Power’s

position is that they would need to study that for each
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situation, at least each substation, generically in terms

of 1f we had this much flowing back what would happen.

And the distinction that 1 believe is
intended here is that the COMFIT Is not -- projects are
not eligible for the COMFIT i1f they would get into that
situation and require that kind of study.

THE CHAIR: All right. Okay. Then 1
understand your point.

MR. CHERNICK: And I did not
understand that at first and 1 didn’t understand why that
would be a limitation.

THE CHAIR: Okay.

MR. CHERNICK: I recommend that the
Board make that explicit in the tariff because I don’t see
it Iin writing anyplace else.

But 1t”’s my understanding that that’s
what -- when the government has talked about a
200 megawatt limit on the distribution system, of which
100 megawatts might be exploited by the COMFIT, that
they’re using that criterion.

THE CHAIR: Now, finally, can I -- 1

don’t really care whether you go to page 31 or 35. But I
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want you to step me through your rate impact table. It"s

one of them. Maybe using your 'Balanced,™ which is
Column 3, just so I clearly understand exactly what you’ve
done here.

MR. CHERNICK: Okay.

THE CHAIR: So let’s go to page 31,
which 1Is the Synapse impacts.

MR. CHERNICK: Fine.

THE CHAIR: And just use Column 3,
which i1s the balanced.

MR. CHERNICK: Okay. So what 1 did
there was to -- and 1 didn’t show every step of this
because 1t would have been a page full of numbers.

What I did was to multiply the tariff
rate times the capacity factor assumed by Synapse times
the number of megawatts assumed In that case, and got a
total bill that would be paid to the COMFIT projects.

I then subtracted from i1t either the
base cost of fuel that I list above as sort of a measure
of what might be saved iIn the sort term, just backing down
existing generation, or $110 a megawatt hour representing

what I think is a fairly generous estimate of what new RFP
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renewables would cost.

And so | subtracted that value,
whether 1t’s the avoided fuel or avoided renewables, from
the total payments under the COMFIT and got those two
lines, the dollars saved per year i1If avoiding either base
fuel or the RFP renewables.

And then 1 divided those by sales --
excuse me, by the revenues of NSPI and got a percentage
Increase.

And those are the -- why there’s two
percentage increases, one for -- if you’re just backing
out the base fuel, the net cost of the COMFIT i1s higher
and there’s a higher percentage effect on rates. And if
you’re backing our renewables, you would have been
spending more than base fuel to get the renewables, so
there’s a smaller net effect.

THE CHAIR: But you don’t add up those
two numbers, 3.9 and the 2.

MR. CHERNICK: No. No, you might be
paying the 3.9 for a couple of years until you would have
added renewables otherwise, and then you’d be paying the 2

percent.
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And of course, NSPI’s revenue base

will be changing over time as well, so these numbers are
based on a snapshot as i1f the entire COMFIT came in
immediately. This increase would be spread out over a
period of years.

THE CHAIR: In the table on 35 i1s the
same exercise just using your rates.

MR. CHERNICK: Right.

THE CHAIR: Okay. Thanks very much.

Any questions arising out of Board
questions?

MR. OUTHOUSE: Mr. Chair, 1 have a
question. 1’11 confess 1t’s an omitted question; not
something arising out of the Board’s. | just want to try
and clarify the record on something.

MR. CHERNICK: 1t would be nice i1t we
could do that on something.

FURTHER CROSS-EXAMINATION BY MR. OUTHOUSE

MR. OUTHOUSE: You were asked for an
undertaking just a few moments ago by a previous
questioner on RFP projects which had gotten, 1 think,

contracts and had failed.
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And 1In your course of your testimony,

I think both yesterday and today, you made reference to
some failures on account of problems getting the studies
done on the transmission system.

MR. CHERNICK: Yes.

MR. OUTHOUSE: 1 lived through that
process, too, and I’m not claiming to have perfect memory,
but I don’t recall any project failures related to
transmission study constraints or blockages in that queue.

So when you do the undertaking, would
you indicate which, if any, you understand failed because
of problems with the studies on the transmission access?

MR. CHERNICK: 1 believe that the ones
that had the problems, that some of those wound up being
completed by NSPI. The only one of the ---

MR. OUTHOUSE: Would you identify that
as well 1f you can?

MR. CHERNICK: Yeah.

MR. OUTHOUSE: Because as | said, my
understanding at the moment is that there are no such
projects. So I would ask you to review that carefully and

ifT you can find such projects, i1dentify them, please.
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 1031
MR. CHERNICK: 1 certainly -- and of

course, 1t would be one of the factors contributing to
their problems.

MR. OUTHOUSE: Okay. Thank you.

MR. CHERNICK: 1 was not blaming NSPI
for the failure of Layman Brothers.

MR. OUTHOUSE: All right.

Mr. Chair, 1f that addition just to
the same undertaking could be noted.

THE CHAIR: Sure.

MR. OUTHOUSE: Thank you, Mr.

Chernick.

THE CHAIR: 1 forget which number it
was. It must be 14.

MR. OUTHOUSE: 1t would have been the
last one, 1 would say, Mr. Chairman.

THE CHAIR: Fourteen (14).

Did you have a point, Mr. Reynolds?
Is this a procedural point? Is this a procedural point,
Mr. Reynolds?

MR. REYNOLDS: First, Mr. Chairman, an

answer and response that came from one of your questions.
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THE CHAIR: Oh, sorry.

MR. REYNOLDS: One of your questions
you were asking about -- it was the form of the response
that concerned me.

THE CHAIR: Sure, go ahead.

MR. REYNOLDS: Maybe it will be that
my answer will be found iIn whatever ---

THE CHAIR: 1t’s a question arising
out of my question.

MR. REYNOLDS: Yes, the question and
the witness responded and said, “l would recommend that
the Board include such a" ---

THE CHAIR: The condition.

MR. REYNOLDS: 1°m asking if it’s
appropriate to ask a question about ---

THE CHAIR: Sure, go ahead.

MR. REYNOLDS: Well, it’s about the
form of the answer.

THE CHAIR: Sure.

MR. REYNOLDS: And I can ask it and
then object.

FURTHER CROSS-EXAMINATION BY MR. REYNOLDS
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Are there any other recommendations

you’d make to the Board iIn respect of any licence or rate
that offers from this? That’s my question.

THE CHAIR: Do you mean any tariff
conditions?

My question was -- he had suggested
two qualification to be put in the tariff, one related to
the amount of tidal that we allow for whatever rate we
allow, and the second related to this backflow, which 1
didn”t understand until he explained 1t to me, from the
distribution system to the transmission system.

So do you have a question about that?

MR. REYNOLDS: My question was the
idea of the witness suggesting that something explicitly
be included In the tariff; that’s all.

THE CHAIR: Okay.

MR. REYNOLDS: The format.

THE CHAIR: 1°m still not sure 1
understand your question, but go ahead and ask it.

You mean are there any other tariff
conditions he’d recommend?

MR. REYNOLDS: Yes.
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THE CHAIR: That’s a little beyond my

question but ---

MR. REYNOLDS: All right.

THE CHAIR: No, no, that’s fine. 1°m
feeling generous at the moment.

(LAUGHTER)

MR. CHERNICK: The only ones that 1
came up with are listed on pages 35 and running over on 36
for some of the discussion of my evidence, and those are
that the projects get approval from the Minister, that
they meet the requirements of the Regulations, that the
small wind be within the 5-megawatt statutory limit, that
the tidal be within 3.5 megawatt rate impact limit and
that the constraint on feeding power back into the
distribution -- excuse me, Into the transmission system be
included In the tariff.

So it’s basically formalizing In the
tariff things that are already required by the Regulations
or implicitly assumed, I believe, by the government, plus
my one addition of the limit on tidal.

MR. REYNOLDS: Thank you.

Mr. Chairman, 1°d reserve my comment
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to ---

THE CHAIR: Sure.

MR. LIVINGSTON: Mr. Chair, 1 have one
question.

THE CHAIR: 1 think LaHave is next.
Did you have a question?

FURTHER CROSS-EXAMINATION BY MR. TOWSE

MR. TOWSE: Yes. Mr. Chailr, just a
point of clarification regarding the potential for COMFIT
projects to feed energy back into the transmission system.

And it’s my understanding that if a
project proposed -- iIf any energy project proposed to NSPI
has that potential, then they would require a transmission
inter-connection study and not a distribution inter-
connection study, and would therefore already not be
eligible for COMFIT.

I believe that that additional
requirement i1s superfluous.

THE CHAIR: Thank you.

MR. CHERNICK: To the extent that that
was a question, my answer would be 1t’s my understanding

that’s the intention, but 1t’s not written In any
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Regulations that I°m aware of. And the Minister might

well impose that limit, but it seem like it makes sense to
-— 1T that"s what 1s mentioned ---

THE CHAIR: 1°m not sure we need to
debate 1t. 1 mean, one way or another i1t has to be done
or there’s going to be costs incurred by Nova Scotia Power
in installing equipment.

Mr. TOWSE: Well, firstly, Mr. Chair,
I wasn’t asking a question, Mr. Chair, so I’m not quite
sure why he responded.

THE CHAIR: Because that’s what we’re
doing right now, asking him questions.

MR. TOWSE: 1 was making a point of
clarification.

THE CHAIR: We had that problem
before. This Is the parties®™ opportunity to ask Mr.
Chernick questions.

MR. TOWSE: Okay. Well, 1’11 direct
the question to Mr. Chernick, then. Are you aware of the
procedures that you -- that an applicant to Nova Scotia
Power is required to follow who"s under the distribution

interconnection application procedure?
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 1037

MR. CHERNICK: 1"ve looked through the
-- that procedure iIn the past. 1 wouldn®t want to try and
reproduce it from memory. But I understand that if there
would be backflow onto the transmission system, which 1is
what we were talking about, then a transmission study
would also be necessary.

MR. TOWSE: And are you also aware
that the Regulations currently require all applicants to
have a distribution interconnection study completed, not a
transmission interconnection study completed?

MR. CHERNICK: 1 don"t think the
Regulations prohibit the transmission study and 1 don"t
think they talk about backflow onto the transmission
system and so therefore 1’m suggesting that there be some
clarification on that point.

I*m not trying to limit the
applicability; I"m just trying to clarify the language.

MR. TOWSE: Thank you, Mr. Chair.

THE CHAIR: Mr. Livingston?

FURTHER CROSS-EXAMINATION BY MR. LIVINGSTON
MR. LIVINGSTON: I just want to get a

point of clarification here. 1 believe you"re stating iIn
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your evidence, and also In response to the Chair"s
question, that you think that there"s evidence that a 37
percent capacity factor exists to make you think that
that"s the one that the Board should be using in a
reasonable fashion. 1Is that correct?

MR. CHERNICK: Yes, that that"s the
average for the projects that have contracts ---

MR. LIVINGSTON: Are those projects

MR. CHERNICK: --- the small wind ---

MR. LIVINGSTON: So those projects to,
1"d say, a 90 percent, plus or minus 5 percent degree have
not been built, I believe. 1Is that correct or iIncorrect?

MR. CHERNICK: 1 think I was asked
that question and I said that I didn"t know what the
schedule for those projects are.

MR. LIVINGSTON: Okay. But the basis
of your calculation of 30 percent comes from actual
production or information that was filed theoretically
about those projects for their potential to produce; which
one”?

MR. CHERNICK: They were -- 1 assume
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that the data came from the filings of the proponents and

that they®ve been accepted by NSPI for the purpose of its
calculating contribution to i1ts renewable electricity
standard compliance.

MR. LIVINGSTON: So you“re basing your
calculation on data for projects that are not -- that at
that point In time were not built, Is that correct?

MR. CHERNICK: That"s true. That was
not actual data.

MR. LIVINGSTON: Okay.

MR. CHERNICK: That was a projection
and a Hatch Study i1s an analysis of wind speeds, not of
historical data.

MR. LIVINGSTON: And are you familiar
with the application form that was filled out by the
applicants relative to those projects being approved?

THE CHAIR: All 1 asked him was his
source of information.

MR. LIVINGSTON: That"s what I™m
asking, his source of information. 1°m trying to
determine where that came from.

THE CHAIR: Okay.
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MR. LIVINGSTON: Are you familiar with

the application for those projects that were formed or
where were you -- I"1l put 1t more accurately so 1t will
take less time.

Exactly where did you receive that
information from to make a capacity factor determination
for those projects?

MR. CHERNICK: From the summaries of
projects provided by NSPI in various compliance filings
and updates to the Board.

MR. LIVINGSTON: Okay. And if I was
to tell —- no.

IT I was to tell you as an applicant
to that process that the applicants did not have to file a
capacity factor calculation as part of their forms, would
that be of any iInterest to you relative to the fact that
you"re claiming a calculation for those projects which may
not have been provided by the applicants?

MR. CHERNICK: Well, if they -- 1f the
information did not originally come from the applicants
then NSPI must have generated the estimates themselves

based upon data available to them.
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MR. LIVINGSTON: Okay, thank you.

THE CHAIR: Any other questions
arising out of Board questions?

Any re-direct, Mr. Merrick?

MR. MERRICK: No, Mr. Chairman.

THE CHAIR: Well, thank you, Mr.

Chernick. The Board appreciates your coming and providing

this evidence.
MR. CHERNICK: My pleasure.

THE CHAIR: So next is CanWEA?

MR. OUTHOUSE: That"s correct, Mr.

Chair.

(SHORT PAUSE)

THE CHAIR: Good morning. |If you just

turn the mic on and then state your name for the record

and then 1711 swear you 1iIn.

MR. LEVY: My name is Tom Levy, here

to represent the Canadian Wind Energy Association.

THE CHAIR: Sure.
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MR. TOM LEVY, Affirmed:

THE CHAIR: Now, our practice here 1is
to allow you a brief opening statement summarizing your
evidence and then anybody who wants to cross-examine you,
can.

MR. LEVY: Okay.

OPENING STATEMENT - MR. TOM LEVY

MR. LEVY: CanWEA is pleased to have
an opportunity to provide input Into this process. We
strongly support this process and we applaud the
Government of Nova Scotia in showing leadership iIn setting
community-based feed-in tariff rates.

We do, however, feel that restrictions
as to who qualifies for COMFIT will restrict and hinder
the uptake of the program, but that broadening this
category to individuals the program will be even more
successftul than we anticipate i1t to currently be.

We also feel that a third category for
wind turbines in a 51 to 300 kilowatt range for mid-
turbine sizes be added.

And that"s essentially a summary of

our submission.
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THE CHAIR: Thank you.

Mr. Merrick, any questions?

MR. MERRICK: No questions, Mr. Chair.

THE CHAIR: Ms. Rubin, any questions?

MS. RUBIN: No questions, Mr. Chair.

THE CHAIR: Black River?

CROSS-EXAMINATION BY MS. CAMERON

MS. CAMERON: Hi, 1"m Peggy Cameron
with Black River Wind.

Just based on some of the other
testimony we heard earlier from Mr. Chernick, there was
mention -- a reference made to the ecoENERGY credit and
I"m wondering i1f you could explain what the length of that
credit is for, iIf it"s continuing or if you believe 1t --
what the nature -- what the opportunity applicants under
the COMFIT would have to procure funds from that source?

MR. LEVY: The ecoENERGY credit has
not been renewed by the Federal Government and so at this
time 1t"s unlikely to have an affect on COMFIT until such
a time as i1t i1s renewed. And at that time I think a
decision can be made as to how 1t would influence COMFIT.

But 1"m not In a position to speak on that at this point.
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MS. CAMERON: And when did the
eCOENERGY credit end?

MR. LEVY: The ecoENERGY credit ended,
I believe, in 2010, although perhaps other people in here
can confirm that or help refine that date. The money --
the fund associated with that has essentially been run
dry; 1t has not been renewed.

MS. CAMERON: And was -- 1f an
applicant was successful in receiving i1t, was it for a
defined period of time or was i1t for the life of the
project?

MR. LEVY: Those are details that I™m
not 100 percent familiar with and not prepared to really
comment on, on specific details associated with ecoENERGY.

MS. CAMERON: Based on my knowledge, 1
understand 1t was a 10-year period. 1 think Mr. Chernick
had referred to It as being a 20-year period but ---

MR. LEVY: I think 10 sounds about
right, yes.

MS. CAMERON: Yes, okay, thank you.

CROSS-EXAMINATION BY MR. LIVINGSTON

MR. LIVINGSTON: I had one question.
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Either In some submission to this

hearing or to the Renewal Energy Plan, CanWEA, iIn a
letter, stated that they thought that technologies that
were in development and weren®t commercialized shouldn®t
be part of a FIT or COMFIT. And 1 guess iIn this
regulatory environment here, tidal would be one like that
potentially, and 1 wondered i1f you wanted to elucidate
about CanWEA"s position about non-commercialized
technologies receiving FITs.

MR. LEVY: I don"t believe we made any
submission iIn this hearing on other technologies, other
than the wind energy, no.

MR. LIVINGSTON: Okay. Thank you.

THE CHAIR: Canadian Wind Energy
Association?

Champlain?

Ecology Action Centre?

MR. VOGEL: No questions.

THE CHAIR: First Nations aren’t here.
Fundy Tidal isn’t here. Mr. Giroux isn’t here. HRM isn’t
here.

Johnson Controls?
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KMKNO isn’t here.

LaHave, any questions?
CROSS-EXAMINATION BY MR. TOWSE

MR. TOWSE: Mr. Levy, you refer 1in
your evidence to -- sorry, page 4, you comment on the
Synapse Exhibit J, "'Large Wind" and you comment that the
equipment and installation cost defined in the assumptions
sheet appear to be extremely low, experience in the market
would suggest that these costs of $1.71 million per
megawatt as seen within the models are insufficient.

Would you be able comment on -- given
your experience and the experience of CanWEA members in
the marketplace, could you comment on what you consider to
be a realistic equipment and installation cost for
projects of this scale?

MR. LEVY: Yes. On page 3 of our
submission we provide a table that describes our
recommended inputs into a similar process iIn Quebec.

And we note iIn that table based on the
study that was undertaken on our behalf by Heli-Max a
price of $2.8 million per megawatt is likely more

appropriate for projects of this scale.
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 1047
The caveat being on that is that that

number came for 25-megawatt projects. Projects of this
scale being considered here at 6-megawatts may experience
even higher prices, simply based on economies of scale.

MR. TOWSE: You would suggest that --
would you suggest that a figure of $2.8 million per
megawatt might be appropriate even having regard to the
declined turbine prices experienced over the past two to
three years?

MR. LEVY: Based on information from
our member. which is where CanWEA draws essentially nearly
all of its information, that would be a more appropriate
number, yes.

MR. TOWSE: Thank you.

THE CHAIR: Membertou?

Minas Basin?

Colchester isn’t here; Northumberland
Wind Farms?

DOE or any other government
department?

MR. McGRATH: No questions.

THE CHAIR: Thank you.
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Nova Scotia Power?

MS. GODBOUT: No questions, Mr. Chair.

THE CHAIR: Nova Scotia Sustainable?

MS. ASHWORTH: No questions.

THE CHAIR: Thank you.

Mr Reynolds, any questions?

(SHORT PAUSE)
CROSS-EXAMINATION BY MR. REYNOLDS

MR. REYNOLDS: Afternoon, Mr. Levy.

IT you were -- you were In the room, |1
haven’t been in all that long but in the time 1 was here 1
heard quite a few -- some Board Members and Mr. Outhouse
asking you questions about the importance of the concept
of the load factor In wind energy.

Now, what can you tell us is
available? You mentioned that, to my knowledge, that the
Canadian Wind Energy Association includes pretty much all
of the main players iIn the field across Canada. Is that
correct?

MR. LEVY: Yes, sir.

So load factor, do you mean capacity

factor?
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MR. REYNOLDS: All right, capacity

factor. 1I1"m a steam man myself.

MR. LEVY: 1It"s a nuance.

MR. REYNOLDS: Figures that were
talked of here were as low as 15 percent, as high as 37
percent and the sensitivity you would have realized as to
what i1s a reasonable number to use, something that’s been
questioned by Mr. Outhouse and by the Board, the
importance of 1i1t.

What can you tell the Board as to the
information available In the form of one -- protocols by
which the -- this factor i1s calculated by various member
of your members and how often they report or when they
report or if they report?

MR. LEVY: There’s a lot of variables
that go into play in the capacity factor. There’s no --
essentially there’s no standard approach In determining
capacity factor and that different organizations may have
different means of measuring it.

There i1s a lack of data in this
industry in general, notwithstanding capacity factor.

There are no requirements, 1t 1Is my understanding, to

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS



10

11

12

13

14

15

16

17

18

19

20

21

22

Page 1050 NSUARB-BRD-E-R.10
submit that other than through programs that pay based on

annual energy output. An example would be the ecoENERGY
Program, the federal government, through Natural Resources
Canada will collect capacity factors and aggregate that
data.

And we have -- most recently had
updates through our annual conference on those averaged
numbers that are based on various regions and different
project classes.

It 1s noted that that i1s aggregated
data and not project-specific and that variables that can
effect the siting and location of wind plants, as well as
the methods in which data was gathered will all effect the
capacity factor.

It 1s a very difficult number to pin
down for regions because there are too many variables that
will affect it.

But the source that CanWEA goes to is
our membership and Natural Resources Canada.

MR. REYNOLDS: So i1f i1t’s aggregated
data 1 sort of wonder of what value is 1t? Have you an

opinion?
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MR. LEVY: The more data we get the

more accurate 1t will be and we obviously encourage our
members to provide us data insofar as they can. There are
certainly confidentiality issues associated with providing
that data.

But the value of data i1s the value of
the data; the more we have the better and the more
accurate i1t becomes.

MR. REYNOLDS: 1°ve also raised
questions when there were witnesses here iIn respect of
some of the other wind programs here in Nova Scotia and |
raise question with respect to availability and | raised
them In the context of my understanding of availability iIn
terms of the availability of equipment on the boiler
island and the turbine angle In the steam power plant.

And 1 was told that none such
consideration i1s given and at the same time 1°m hearing
from -- anecdotally, 1’1l grant you, from colleagues iIn
the west, that half of the time the famous, or infamous
station In Pincher Creek in Alberta, half the time the
units are out of service.

So when you get data from, say,
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Pincher Creek as to what their output i1s how do you

interpret 1t? What value is 1t?

MR. LEVY: We iInterpret it carefully.
We”’re not provided specific data for specific wind plants
and so therefore I can’t comment on the nature of that
question.

I can tell you that availability will
affect the capacity factor.

MR. REYNOLDS: Could I raise the
question, what would you consider if | were to suggest
that now that here in Nova Scotia there appears -- there’s
beginning to be a much greater uptake on the use of wind
energy, that any subsequent rate applicant be expected to
submit a protocol showing the annual methodology in
catching the availability -- that means was the machine
able to work at all and then the energy that’s collected
over the course of a year.

Would that be a reasonable thing ---

MR. LEVY: Are you asking me whether
we would support our members providing that data?

MR. REYNOLDS: Yes.

MR. LEVY: My honest answer to that 1is
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I have to go to my members to ask that question.

MR. REYNOLDS: Pardon?

MR. LEVY: 1 have to go to my members
to ask that question whether there’d be interest in doing
that and we have not had that discussion at this time.

Is data important for this industry,
yes. Will we lobby that our members provide that
information? 1 have to go to my membership to ask that
question first.

MR. REYNOLDS: The Board here is
expected to help develop and confirm a rate which will
translate into cents per kilowatt hour of electricity.

MR. LEVY: M"hm.

MR. REYNOLDS: Would you -- can you
explain —--

MR. LEVY: 1°m simply saying that
given the commercial sensitivity of that data, in order
for me to take a position on that 1 have to go to my
membership first.

MR. REYNOLDS: Thank you. Very good.
Thanks.

THE CHAIR: Thank you.

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS



10

11

12

13

14

15

16

17

18

19

20

21

22

Page 1054 NSUARB-BRD-E-R.10
Scotian Windfields, Mr. Roscoe?

CROSS-EXAMINATION BY MR. ROSCOE
MR. ROSCOE: Thank you, Your Honour.
Good morning, or good afternoon,
Mr. Levy.

I have a couple of specific questions
about your evidence relating to the interconnection costs
and regarding operation and maintenance.

On Page 1 of your evidence you
requested more information regarding the $13,300
interconnection costs from Synapse. Did you receive any
additional information from Synapse regarding that
request?

MR. LEVY: [I’m not aware of any
further information coming in, no.

MR. ROSCOE: Okay. But in general the
-- your concern was that that cost may be low?

MR. LEVY: Our concern was we didn’t
know what went into providing that number and we needed
more information In order to evaluate whether that was a
good number or not. And that was the basis of that

submission.
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MR. ROSCOE: Have you read the

evidence from Scotian WindFields regarding the
interconnection costs and our assumptions that that number
i1s based on?

MR. LEVY: I have.

MR. ROSCOE: And did you seem -- did
you feel that the assumptions made by Scotian WindFields
were reasonable?

MR. LEVY: Insofar as you have
experience In this jurisdiction and in this region
interconnecting, | would assume that that i1s reasonable,
yes.

MR. ROSCOE: Okay. Thank you.

My other questions are regarding
operation and maintenance costs.

Earlier this week under cross-
examination the Synapse group referred to information they
received from CanWEA in the -- 1n reference to the figures
in Exhibit I of their testimony regarding the small wind
tariff calculations.

They have included a ---

THE CHAIR: Do you want that,
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Mr. Levy?

MR. LEVY: No, I1°m okay. 1°m okay.
MR. ROSCOE: The two figures they
included In the operation and maintenance costs in

Exhibit 1 are $1,642 for routine operation and maintenance

MR. LEVY: M”hm.

MR. ROSCOE: --- and $2,010 annually
for insurance.

MR. LEVY: M”hm.

MR. ROSCOE: They’re the only two
costs that are included.

In your evidence submitted you
reference the previously mentioned survey of your
membership regarding operation and maintenance and list
2.7 cents per kilowatt.

MR. LEVY: For large wind.

MR. ROSCOE: For large wind.

MR. LEVY: Yeah.

MR. ROSCOE: And -- which i1s actually
higher than the rate used for small wind here.

Would you feel that iIn general the
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costs of operation and maintaining a smaller wind turbine
are larger or have an increased percentage or increased
cost per kilowatt hour than large wind?

MR. LEVY: [I’m not essentially In a
position to respond to that because 1 don’t build, operate
or maintain wind plants. We rely solely on information
from our membership. And insofar as they provide us with
those -- that level of detail, which they often don’t ---

MR. ROSCOE: Right.

MR. LEVY: --- we -- again, we have to

rely on information

MR. ROSCOE: Okay.

MR. LEVY: --- from our membership.

MR. ROSCOE: And has CanWEA collected
any information from i1ts membership regarding the
maintenance of 50 kilowatt wind turbines?

MR. LEVY: Specifically a 50 kilowatt,
no.

MR. ROSCOE: No.

MR. LEVY: Although would that be
included from members who operate and build 50 kilowatt

wind plants or wind turbines I should say? Yes, that
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would likely have been included iIn those discussions, both

within caucuses and, you know, directly with members.

MR. ROSCOE: Okay. The 2.7 cent per
kilowatt hour, can you comment on what that -- what is
included 1n that, like what features? Is It routine 0&M
as indicated? Does i1t include insurance, land lease and
so forth?

MR. LEVY: 1 can’t comment on what
data i1s feeding into that. | know that there are several
aspects associated with operations and maintenance. There
are the so-called nuts and bolts and grease, the hard
costs, and then there are soft costs associated with
operations and maintenance.

Those soft costs are very difficult
for us to get a handle on primarily because they vary
region to region, province to province, and obviously
owner to owner.

So it 1s likely that the information
that got fed into us providing that number was focused
solely on the hard costs, 1.e., nuts and bolts and grease,
and i1nevitably could not account for those soft costs,

which as I said, vary.
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MR. ROSCOE: Okay. Would you be able

to comment regarding -- do you have any experience or 1is
there any knowledge of a typical land lease for a small
wind project that would be classified under the small wind
tariff for this?

MR. LEVY: 1°m not aware of any ---

MR. ROSCOE: No.

MR. LEVY: --- specific documentation,
no.

MR. ROSCOE: No. 1It’s a -- from all
reality the land lease for this is sort of a new aspect
for all of us, I think. The typical per megawatt rates
don’t necessarily apply when you go down to kilowatt hour,
or 50 kilowatts.

So based -- 1 guess my final question
i1s, based on the information that you -- that CanWEA has
collected regarding operation and maintenance costs, would
you feel that i1t would be more prudent for the inputs into
the tariff calculation to be based on local experience
rather than that collected from the members on a
25 megawatt level?

MR. LEVY: I think local experience
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has a lot to say on that. As | said, | think the regions
can vary and CanWEA collects information from a broad
based group that stretches from coast to coast and
includes also a group that operates and maintains a wide
variety of wind turbine sizes and classes.

Insofar as regional data is available,
I would agree with you that that regional data should be
taken 1Into account.

MR. ROSCOE: Okay. Thank you very
much. No further questions.

THE CHAIR: Seaforth Energy.

CROSS-EXAMINATION BY MR. BARRY

MR. BARRY: Thank you, Mr. Chair.
Jonathan Barry from Seaforth Energy.

Just a couple quick follow-up
questions to the last line of questioning.

Mr. Levy, can you tell us specifically
where the O&V data estimate came from, the source?

MR. LEVY: From our membership.

MR. BARRY: Do you know how many
members?

MR. LEVY: I don’t have that number,
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no.

MR. BARRY: Do you know what size
turbines 1t would have represented?

MR. LEVY: 1t would have been a broad
based grouping. As | said, ranging in sizes from small
kilowatt machines into the 100, 250 kilowatt machines, iIn
speaking of the small wind category.

For the larger wind category it would
have been coming from members that are in the megawatt
class size range.

MR. BARRY: Do you know how many
members would have been specific to the 50 kilowatt?

MR. LEVY: No.

MR. BARRY: You had said that you’ve
assumed that the 0&M estimate that CanWEA had provided was
likely specific to oil and grease and the hard cost of
maintenance.

Do you have an estimate for what you
think additional soft costs might be for operating and
maintenance?

MR. LEVY: 1°m not in a position to

comment on those, no.
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MR. BARRY: Do you know specifically
what was included in the cost estimate that was supplied
to you by your members?

MR. LEVY: No, I don’t. 1°d have to
drill down with those individual members and look at the
data that they used to generate that, and i1t’s unlikely
that they would provide us with that level of detail.

MR. BARRY: Given what you just heard
around operations and maintenance, do you have a
recommendation or an educated recommendation that you
might make to the Board as it considers operations and
maintenance costs for a 50 kilowatt project?

MR. LEVY: 1 think the soft costs need
to be accounted for. And as | said, I’m not In a position
to comment on what those specific soft costs would be.

Things that might feed into them would
include travel time and technician time; land lease
insofar as i1t applies to that project. | note that
insurance was a separate i1tem, but other aspects such as
critical component failure should be considered but likely
not annualized as those numbers can vary project to

project as well.
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MR. BARRY: Thank you.

Mr. Chair, I’m not sure how to carry
on, on how to determine those costs or how 1t would be
helpful for the Board to determine.

THE CHAIR: Sure i1f you want to ask
him that question.

MR. BARRY: How would you recommend
the Board might gather those costs, soft costs to
determine how they might input into the Synapse model such
that they could determine a rate?

MR. LEVY: 1 would speak with the
people who are active in this region. 1 would also
consider i1nput from people who have experience in other
regions operating projects of similar scales.

MR. BARRY: And in your opinion of
people who are represented in the region when you did a
search with Scotian WindFields, would Scotian WindFields
be considered somebody that you would accept input from?

MR. LEVY: I would.

MR. BARRY: And would Seaforth Energy
be somebody you would consider input from?

MR. LEVY: I would in so far as
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everybody has that data and are able to provide it.

MR. BARRY: Thank you. No further
questions.

THE CHAIR: Thank you.

St. F.X. 1 don"t think is here. Wind
Prospect, Inc. Mr. Outhouse?

CROSS-EXAMINATION BY MR. OUTHOUSE

MR. OUTHOUSE: Mr. Levy just a couple
of things. In your evidence you had, on the bottom of
page 3, made a recommendation after your chart ---

MR. LEVY: M”hm.

MR. OUTHOUSE: --- that based on the
assumptions that you"ve shown in the table and the
experience and expertise of CanWEA"s members with projects
up to 25 megawatts, you believe that 12.5 cents a kilowatt
hour iIndexed at 100 percent represents the minimum
underlying price that the Board should consider for a
relatively small COMFIT -- for relatively small COMFIT
projects.

In other words up to six megawatts.
My question was about the iIndexed at 100 percent.

MR. LEVY: Yes.
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MR. OUTHOUSE: And were you

recommending the indexing based on CPI?

MR. LEVY: Yes.

MR. OUTHOUSE: And you were
recommending that the entire tariff or just a -- not the -
- well let me put it this way -- did you include the
capital component in that? Was i1t the entire tariff or
was it simply O&M, 1f I can put i1t that way?

MR. LEVY: 1t was the entire tariff.

MR. OUTHOUSE: It was the entire
tariff?

MR. LEVY: Yeah.

MR. OUTHOUSE: Are you aware of any
other tariffs that have been iIndexed at 100 percent of
CPI?

MR. LEVY: | believe that what got fed
into that was through experience in Quebec. There are
other jurisdictions which have an escalating component.
Ontario 1s another example of an offer at 20 percent of
the feed-in tariff rate to be escalated.

MR. OUTHOUSE: Twenty (20) percent on
CPI?
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MR. LEVY: In Ontario it"s 20 percent
escalator, yes.

MR. OUTHOUSE: Yeah.

MR. LEVY: That"s right, 20 percent
component of the feed-in tariff rate be escalated.

MR. OUTHOUSE: Yeah. All right.
You®"re not aware of any 100 percent CPl inflated tariff?

MR. LEVY: 1°d have to do some
research on that and get back to you.

MR. OUTHOUSE: Okay. As you sit here
today you®"re not aware of any such tariff? Okay.

Looking at your chart on the bottom of
page 3 | notice that 1t shows a debt equity ratio of
70/30.

MR. LEVY: Yes.

MR. OUTHOUSE: And as 1 read the way
you®ve got the ratio written and people flip these numbers
around from time to time it"s 70 debt, 30 percent equity?

MR. LEVY: Yes.

MR. OUTHOUSE: And that would be based
on information received from your members?

MR. LEVY: That was. That was based
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on information from members and also assumptions made by
Heli-Max in executing that model for us.

MR. OUTHOUSE: Okay. All right. And
it"s based on that model that you"re making your
recommendations here?

MR. LEVY: Yes, sir, for the large
wind component.

MR. OUTHOUSE: Yes. Just with respect
to the COMFIT -- or sorry, the ecoENERGY credit, you
indicated that it had expired and in effect that you
thought ended at the end of 2010.

And we"ve heard evidence this morning
from one Proponent here who has built a project which was
just commissioned, that they did get the ecoENERGY credit.

You then said -- so the ecoENERGY
credits won"t affect COMFIT -- and you used the word
“until 1t"s renewed”.

And I"m not sure whether you said
unless and until or not but what"s your understanding of
the current status?

MR. LEVY: In terms of ecoENERGY it

has -- there®s no signal from the federal government they
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will be renewing that.

MR. OUTHOUSE: Okay. That wasn"t
something that was in the i1ll-fated budget ---

MR. LEVY: There was nothing in the
ill-fated budget ---

MR. OUTHOUSE: --- not that you
recall?

MR. LEVY: --- on ecoenergy. We
scoured, we couldn’t find anything.

MR. OUTHOUSE: Now, CanWEA has been a
participant in this process from the beginning; correct?

MR. LEVY: Yes, sir.

MR. OUTHOUSE: And your -- some of
your members here have been participants in the process.
Was 1t your understanding that Synapse solicited cost data
from your members and from CanWEA itself?

MR. LEVY: 1 believe their submission
said yes they did solicit information.

MR. OUTHOUSE: Sure. And I just heard
Mr. Barry suggesting who the Board should talk to but this
has been a process been ongoing for some months there®s no

impediment that you®re aware of which would have prevented
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your members from providing that cost added to Synapse?

MR. LEVY: The only impediment would
be avairlability of data.

MR. OUTHOUSE: Okay. All right. Do 1
take 1t from some of your responses that there may be some
difficulty, even from CanWEA®"s perspective, In getting
data from its members in terms of its completeness?

MR. LEVY: Most certainly.

MR. OUTHOUSE: And your members treat
that as highly confidential information?

MR. LEVY: They do.

MR. OUTHOUSE: They don"t want to
share 1t with each other?

MR. LEVY: They don"t.

MR. OUTHOUSE: Not necessarily even
all that happy to share i1t with you?

MR. LEVY: They are not.

MR. OUTHOUSE: So i1t"s sort of you
make your own nest sometimes?

MR. LEVY: Data availability in this
industry is a big issue.

MR. OUTHOUSE: Okay. All right.
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Those are all my questions.

THE CHAIR: Thank you. Did you want
to question?

CROSS-EXAMINATION BY MR. DOEHLER

MR. DOEHLER: All right, a very quick
one. One page 3 and on page 4 where you talk about the
cost per megawatt for the assets. Bankers and engineers
always get confused at the big letter M. Here you“re
meaning a million not a thousand right?

MR. LEVY: Yes, sir.

CROSS-EXAMINATION BY MR. DEVEAU

MR. DEVEAU: Mr. Levy, just a few
questions.

MR. LEVY: Sure.

MR. DEVEAU: First of all, your
testimony about the data collected by the federal
government, Natural Resources Department, you said that
they were aggregated by regions?

MR. LEVY: They"re aggregated on
several different scales, regions being one of them.

MR. DEVEAU: All right. And what do

you mean different scales? What other scales?
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MR. LEVY: There would be time of year

scales. Capacity factor will vary by season and by year
SO --—-

MR. DEVEAU: Oh, I see. And even that
would be broken out by regions as well?

MR. LEVY: And even that is broken out
by regions as well.

MR. DEVEAU: Now in terms of Nova
Scotia are we -- or iIn terms of the regions are we talking
about Atlantic Canada or are we talking about ---

MR. LEVY: Atlantic Canada.

MR. DEVEAU: --- Nova Scotia?

MR. LEVY: 1 believe Atlantic Canada
although 1 would have to -- actually I might have 1t right
here -- 1 can double-check 1Tt you like.

MR. DEVEAU: Will i1t take you a long
time? Perhaps just ---

MR. LEVY: If 1t"s on my desktop.

MR. DEVEAU: Right.

MR. LEVY: I1f not, I can -- I™m
actually having a hard time getting into our shared drive

through my computer. So if 1t"s on my desktop I will have
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it. | believe it"s Atlantic Canada.

No, 1 don"t have 1t here.

MR. DEVEAU: Okay. Perhaps as an
undertaking could you confirm whether that information is
available for Nova Scotia particularly or parts of Nova
Scotia, and if 1t i1s available for a -- all or a part of
Nova Scotia to provide 1i1t.

IT 1t"s larger than Nova Scotia then
just to confirm that.

MR. LEVY: I should clarify, the data
as presented by Natural Resources Canada was provided in
the presentation at our annual conference.

MR. DEVEAU: Right.

MR. LEVY: The actual data was not.
It was -- rather it was tabular format in terms of charts
and figures. And i1s likely not robust enough. However,
what I will do is I will speak with my contact at Natural
Resource Canada and find out whether that information
could be provided specific to Nova Scotia.

MR. DEVEAU: Okay, 1f you could do
that.

MR. LEVY: I could also -- 1°d be very
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happy to provide that presentation insofar as the Board

wishes to -- for your review.

MR. DEVEAU: Sure, okay. Yes, that
will be undertaking?

THE CHAIR: That will be Undertaking
U-15.

Undertaking U-15 - To confirm the
data on Capacity Factor from
Natural Resources Canada, i1f
compiled for Nova Scotia; and, i1f
it is, to supply a copy, include
the presentation 1t available

MR. DEVEAU: And just -- I"m sorry
11l -- just on that point, what process is in place for
Natural Resources to collect that data?

MR. LEVY: Naturally ---

MR. DEVEAU: 1Is i1t only part of the
applications for the eco credit or how do they gather that
information?

MR. LEVY: 1 can"t speak specifically
on the mechanisms in which they gather 1t. 1 will surmise

that 1t 1s based on Information provided by the

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS



10

11

12

13

14

15

16

17

18

19

20

21

22

Page 1074 NSUARB-BRD-E-R.10
memberships on their annual energy output from their wind

plants as that feeds into the eco energy credit which is
based on a kilowatt hour production.

Beyond that I have no knowledge of how
it"s collected.

MR. DEVEAU: And my last question on
page -- your chart on page 3.

I wasn’t quite sure what the source of
this was. 1 realize that you mention a couple of sources
there, but was i1t from Heli-Max In Quebec, was It part --
partly Ontario or just partly -- just based on data from
across the country?

MR. LEVY: The information came from
the Heli-Max report based on assumptions that they made
and based on their experience iIn the industry. That would
have been from our membership, In general, iInsofar as
they’ve worked for those members on behalf of them.

MR. DEVEAU: With Heli-Max.

MR. LEVY: With Heli-Max.

MR. DEVEAU: So -- but in just the
paragraph above the table, the very first sentence:

“This figure i1s based on a 2008
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study by Heli-Max. Have examined

the appropriate price structure
for community-based projects up
to 25 megawatts in Quebec.”

MR. LEVY: Yes.

MR. DEVEAU: So is that only related
to that Quebec study?

MR. LEVY: These assumptions were used
for the Quebec study and we feel that they would be
appropriate here as well.

MR. DEVEAU: Although we’re using the
Quebec study, but they came from across the country?

MR. LEVY: They -- I can’t say where
they -- 1In terms of where they specifically from. The
data was used by Heli-Max to determine an appropriate FIT
rate based on the assumptions made.

MR. DEVEAU: Okay. So you’re not sure
whether they’re only Quebec or ---

MR. LEVY: I would doubt they were
only Quebec.

MR. DEVEAU: Okay, thank you.

THE CHAIR: Well, thanks very much.
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The Board very much appreciates CanWEA providing their
written evidence and also your appearing here this
morning. So thank you.

MR. LEVY: It’s a pleasure.

THE CHAIR: I guess we should break
for lunch, should we? Or do you want to ---

MR. OUTHOUSE: You should -- just the
usual canvass to see i1f anybody -- unless you intended not
to.

THE CHAIR: Sorry. Any questions
arising out of Board questions. | jumped the gun here.

MR. OUTHOUSE: You were right the
first time.

THE CHAIR: Great. Thanks very much.

MR. OUTHOUSE: Mr. Chair, I suggest we
adjourn. Mr. Couture will be here at 2 o’clock.

THE CHAIR: Okay. So we”ll adjourn
until two.

MR. OUTHOUSE: Yeah.

THE CHAIR: Great. Thanks.

-—- Upon recessing at 12:46 p.m.

-—- Upon resuming at 2:03 p.m.
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MR. OUTHOUSE: Mr. Chair, during the
lunch break Mr. Levy approached me and he indicated that
he had been able to confirm a point of information which 1
had asked him about he wasn’t able to speak to on the
stand. He did want to clarify that and so I”’ve asked him
to come back.

THE CHAIR: Sure.

MR. TOM LEVY, Resumed:

MR. LEVY: Thank you, 1| appreciate
this. 1 will be very brief.

I1’ve confirmed with my colleague, the
Policy Manager for Quebec and the Maritimes, that in fact
in Quebec, for community projects under 25 megawatts the
starting price is $12.5 cents a kilowatt hour and 100
percent of that is iIndexed at CPI.

THE CHAIR: Thank you.

MR. OUTHOUSE: And that is wind you’re
saying?

MR. LEVY: That is wind, yes.

THE CHAIR: Thank you.

MR. LEVY: Thank you. That’s all.

THE CHAIR: Great.
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I won”t thank you all over again.

So now i1t’s the Ecology Action Centre.

MR. VOGEL: Thanks very much.

We”ll be calling Toby Couture of E3
Analytics to the stand.

And we would ask that the Board
recognize that he be recognized to give opinion evidence.

THE CHAIR: So would it be opinion
evidence on ---

MR. VOGEL: Sorry, on the COMFIT and
feed-iIn —-—-

THE CHAIR: Feed-in tariffs.

MR. VOGEL: --- tariffs in general,
yeah.

THE CHAIR: Associated i1ssues?

MR. VOGEL: Exactly.
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MR. TOBY COUTURE, Affirmed:

OPENING STATEMENT - MR. TOBY COUTURE

MR. COUTURE: Okay, so you should have
a received a statement, just an opening statement, a few
general comments.

So good afternoon, Mr. Chairman,
Members of the Panel and participants.

I’ve previously submitted comments to
the Board with a number of different point-by-point
reflections on the process to date and on the tariff
submitted by the consultants.

1’1l run through these, this provides
a little bit of a summary of some of my comments. 1 go
into slightly further depth on a few of the issues and
skim over some of the others.

But 1°m prepared to take questions on
any of the issues included within the submission and then
iT there are further questions on any of another of other
concerns 1’m glad to answer those as well.

So by and large, having looked at the
analysis put together by the consultants and having run

the numbers on the financing, | do believe that the
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tariffs are roughly within the right range required to
make these projects be financeable.

And 1 think there’d be assumptions by
and large that Synapse has made are broadly consistent
with the financing of renewable energy projects, though
there are some concerns with -- particularly with the
restrictions on the community level, as well as with the
access to financing and some of the other issues that
relate to that.

So there still are some concerns and
challenges that community-owned projects will face. The
financing is not as easy as for commercial projects.

Discussions with investors and
developers iIn Ontario, Vermont, as well as states like
Minnesota In the U.S. suggest that financing is much more
difficult to come by for community projects and this
presents unique challenges for Nova Scotia’s COMFIT.

I’ve made i1t clear in my previous
submission that contrary to the assumptions made by and
submitted earlier by the Consumer Advocate that i1t is
neither reasonable nor advisable to assume that COMFIT

projects will be built on goodwill.
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In other words, the assumptions that
Synapse has made that the project should receive a
reasonable rate of return on their iInvestment is sound and
consistent with what lenders, as well as equity providers
are going to expect.

So some of the assumptions around the
amount of public goodwill that is available for these
projects does not materially reduce the costs of
developing a renewable energy project. In fact, there’s
evidence to suggest the contrary; that community projects
are actually more expensive to develop and build for a
number of different reasons and we could get into those iIn
greater depth.

I elaborated on some of that 1n my
written submission as well but experience certainly from
Ontario and jurisdictions iIn the U.S. does suggest that
the challenges that community projects face has made it
more difficult to finance projects and has made them
riskier, from a lender’s standpoint, and thereby more
expensive and thereby justifying a slightly higher tariff
than would be afforded or awarded to commercial

developers.

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS



10

11

12

13

14

15

16

17

18

19

20

21

22

Page 1082 NSUARB-BRD-E-R.10

And accordingly, this i1s reflected in
the fact that Ontario, iIn 1ts decision iIn i1ts feed-in
tariff policy has offered an adder, specifically targeting
community-based projects.

So 1 think the broad principle stands
and has been empirically investigated and backed and 1|
don’t believe that the anecdotal arguments raised by the
Consumer Advocate are substantive or nor are they
corroborated by any evidence or data that’s been submitted
to date.

However, getting into a few of the
concerns, I’ve provided more thoughts on the written
submission -- or In the written submission on this.

But as 1s now widely known in Nova
Scotia there i1s a fairly wide disparity between the small
tariff offered to projects less than 50 kilowatts and the
larger, the tariff offered to projects above that.

So when I first received the details
of the policy and started examining the actual tariff
structure that was one of the first things that | noted,
the differences over -- greater than a factor of three

between the $449 per megawatt hour proposed for small wind
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less than 50 kilowatts and the greater than -- the $139

per megawatt proposed for projects greater than 50
kilowatts.

So that break I1°ve suggested provides
an opportunity for regulatory arbitrage where developers
will —- communities or participants in the COMFIT will
tend to want to cluster around that 50 kilowatt threshold.

That"s 1nefficient for a number of
different reasons. Partly it"s insufficient from a
ratepayers” standpoint because you have more projects
coming in at the higher price point.

IT a coonmunity for instance has
resources to develop, say, 500 megawatts of renewable
energy or a 500-megawatt turbine in this iInstance i1If they
were to choose of their own accord in theory they would
choose a 500-kilowatt unit to supply that electricity.

Under the current Regulations they
don"t have current -- they don"t have enough to meet the -
- or to make it cost effective likely at the 1.5 megawatt
model that the current tariff for the higher projects was
based on.

So they"re likely to iInstead invest iIn
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10 small 50-kilowatt units to replace that same -- or to

provide that same amount of electrical output. That 1is
clearly not an outcome that i1s good for ratepayers.

It"s not good from an economic
standpoint. And i1t doesn"t really necessarily further the
aims of encouraging renewable energy production in the
province insofar as smaller turbines have, on average, a
lower output per unit of capacity as well per unit of
dollar invested.

So there"s an economic inefficiency iIn
overly incentivizing small turbines at the expense of
larger ones because larger ones can produce a cheaper
kilowatt hour to the ratepayer. And a more flexible
tariff structure would enable communities to choose a
turbine model of the size they want based on the financial
resources that they can leverage.

So rather than stipulating or
encouraging them rather to invest in small -- a series of
small projects i1t seems advisable to have a tariff

structure that factors in those economies of scale using

MR. DOEHLER: Mr. Couture, are you
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repeating some of your evidence?

MR. COUTURE: --- and allows ---

MR. DOEHLER: 1It"s not an opening
statement. It sounds like you"re repeating your evidence.

MR. COUTURE: 1I"m getting into some of
the details so I can provided that ---

MR. DOEHLER: Assume we®"ve all read
your evidence.

MR. COUTURE: Okay. Okay. So I™m
glad to continue on. 1 was making more -- taking this as
an opportunity for anyone who hadn"t read the evidence to
understand some of the supporting reasoning behind the
suggestion.

So as | mentioned there have a number
of different possibilities -- a number of different
options to address this in different jurisdictions because
a number of other jurisdictions around the world face this
same iIssue.

Previously Germany prior to 2009 --
2008 the same pattern was seen in the development of
Biogas and solar PV projects in particular. And the

German government -- this came to the German government®s
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attention and In the 2008 Renewable Energy Act they

actually prohibited that clustering from taking place,
from people developing a series of smaller projects to
exploit the higher tariff available and make it
retroactive by a court decision.

So this challenge has been faced other
jurisdictions and has been addressed iIn a number of
different ways. And I"m glad to expand on any number of
those as we go forward.

Now, a concern has also been raised
about whether or not this i1s beyond a consultant®s, and
indeed, the Board®s remit. More specifically the
consultants have interpreted the Regulations to mean that
one tariff should be applied to projects below 50
kilowatts and one tariff should be applied to projects
above.

Now, some concern has been raised
about that interpretation and there has been some
discussion about that. Now taking a closer look at the
Regulations themselves | direct the Board to Article 18 of
the Regulations under the Electricity Act.

And 1"ve included this -- the text as
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well as the link in my opening statement. Article 18,

Section 3 reads:
"The Board must set separate
tariffs for wind power with a
capacity greater than 50
kilowatts and wind power with a
capacity of less than 50
kilowatts."

So as read there"s nothing in this --
in the Regulations as currently structured that prohibits
or that even stipulates that only two tariffs should be
set for wind.

In fact it remains plural and the
interpretation of that can be left to the Board"s
discretion. But the guidance provided from the government
seems to -- certainly leaves open the possibility for a
broader interpretation than that brought forth by the
consultants.

Final point adding to a previous
suggestion that was also made in relation to -- as an
alternative, rather, by the Consumer Advocate on April 6th

during yesterday®"s submission or evidence.
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The statement provided by the Consumer

Advocate i1s that the Board could have a price, and this is
quote:
"Could have a price for a certain
number of megawatt hours per
month and then have the price for
additional megawatt hours drop
off."

So that would be analogous to a
declining block rate as offered In -- as typically as the
case within industrial electricity rate structures.

Now, taking a step back and looking at
that 1 have never seen a similar structure for
remunerating renewable energy producers nor within a feed-
in tariff, nor within an RFP type contract as awarded
under a PPA, power purchase agreement.

And this seems counter-intuitive iIn
that i1t dis-incentivizes projects to actually maximize
their output. So i1t proves —-- it essentially creates --
it penalizes efficient well-sited and well-operated
projects for producing more wind power.

And that clearly seems like an
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incentive that runs at counter currents to the intention

of the government in drafting these Regulations. So 1
would suggest that the alternative advanced in the
testimony would lead to an undesirable -- would --
incentives for producers because they had a disincentive
to actually maximize their output.

There are a number of further points
and 1 could elaborate more on that as we go forward but
I"ve made a number of general comments about capacity
factors, the debate surrounding that as well as general
comments about the tidal tariff and project financing
challenges, as well as a few references to other
jurisdictions but at this stage I1"m prepared to open i1t up
and glad to take any questions on these and other iIssues.

Thank you.

THE CHAIR: Thank you.

Mr. Merrick?

MR. MERRICK: Thank you, Mr. Chairman.

CROSS-EXAMINATION BY MR. MERRICK

MR. MERRICK: Mr. Couture, just a

couple of quick questions. In your view and experience do

you think that any of the community groups that we"re
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discussing here today bring any cost advantages at all to
these projects?

MR. COUTURE: There may be room for
land leases to factor in the fact that that individual
owner of the land may have a stake In the project, a
direct financial stake; for example, a farmer that has a
large amount of land. There may be room for a slightly
lower land lease rate that could be offered for instance
over what would otherwise be charged to a commercial
developer.

And I don"t disagree that these are
projects that typically would be backed by the community
and that they would able to benefit from some degree of
community participation.

I guess what I would dispute 1s that
that 1s a material impact on the levelized cost of energy
production from community based projects. 1 don’t think
the 1mpact i1s substantive enough and there are -- or that
it"s even substantive at all.

MR. MERRICK: That"s 1t? No other
advantages?

MR. COUTURE: Clearly there are other
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small advantages but 1 suppose 1 would answer the question

more generally by saying that they"re -- by and large 1"ve
not encountered any that are substantive enough to
materially impact the actual cost of generation from the
projects, and that community projects on average do tend
to be more expensive for a number of reasons than more
efficiently developed, more rapidly developed commercial
projects.

MR. MERRICK: Do you see advantages iIn
the community acceptance of the project having cost
advantages, the fact that local opposition may be
minimized, permitting may be facilitated? Are those
advantages?

MR. COUTURE: The permitting process
would largely -- 1 mean, presuming that the same
environmental impact assessments need to be provided for
birds and bats, et cetera, those criteria would apply
equally to community projects, there’s no way, at least to
my knowledge, of waiving those.

But in terms of community opposition,
naturally there has been a tradition and quite a history

of commercial developers experiencing legal and other
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battles over opposition to wind farms. And yes, those

would be mitigated by -- when the projects are locally and
community owned, absolutely.

So that could provide -- but that’s
also hypothetical. There are a number of private projects
that get built without community opposition so they face
none of those legal and additional charges.

So 1t’s case by case. | think, on
average, you would expect that community projects would
experience less opposition, but that’s also not
necessarily the case because rarely is there unanimity,
even within tightly knit communities, over the siting and
presence of wind turbines in their area. There’s always
people who oppose wind, whether i1t’s community supported
or community backed or not.

MR. MERRICK: Have you ever had
personal involvement in a development that a developer was
trying to push ahead where the community®s ire has been
raised and 1s iIn opposition?

MR. COUTURE: [1”ve actually done quite
extensive research on community wind power in particular,

both 1n North America and iIn Europe, and have written a
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number of previous publications on this and participated

in a series of public hearings that were held in New
Brunswick iIn winter of 2008 on precisely this, the issues
around community wind and local participation and local
opposition, financing, et cetera.

MR. MERRICK: From your own experience
and observations, would you agree with me that local
opposition to a project can create a heck of a difference
in how that project proceeds?

MR. COUTURE: In certain cases, yes.
Yeah. And that"s ---

MR. MERRICK: And that can have a cost
impact?

MR. COUTURE: Yes, that i1t does and
can have a cost impact In certain cases, yes. But | think
that -- but 1 think experience also suggests that
community projects are not immune from community
opposition.

MR. MERRICK: And all I’m trying to do
is find out 1If you acknowledge that there i1s some cost
advantages to community-based projects proceeding.

How about debt cost? Would you agree
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that institutions like municipalities and universities may
have a lower or non-existent debt cost?

MR. COUTURE: Could I get a pad of
paper just to keep tracks of thoughts as they come and
then I can address each point when there’s certain items
to different questions.

MR. MERRICK: Let me break the
question down for you. Do you agree that municipalities
might have a lower or non-existent debt cost?

MR. COUTURE: I think the i1dea of a
non-existent debt cost -- the money is not free. So
whenever financial resources are adduced for any
particular cause there is either a direct or indirect time
value or interest rate related cost to providing that
money .

So the i1dea that communities could
benefit from free money is -- no, | would not agree with
that. Whether their borrowing costs can be lower than a
commercial developer, that depends on the creditworthiness
of the developer.

IT the communities can borrow at the

provincial bond rate, for instance, then iIn practice, In
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some cases, yes, community projects could theoretically

benefit from a lower debt cost.

But that again assumes that those
structures will be in place.

MR. MERRICK: 1’ve been around too
long to believe that anything is free, either. But some
things cost more than others and some are cheaper than
others.

Would you agree that, depending on the
community project, i1t might well be attractive for members
of the community to invest at much lower than 13 percent
return on equity?

MR. COUTURE: 1 think that as the
market matures we have seen, for instance in -- | take the
average European example with projects 1In Germany or
Switzerland that are developed for solar PV, for instance.
They’re not expecting 13 percent return on equity, nor 1Is
the tariff designed to target a return that high.

Those are mature markets with much
more vibrant competition, a much more established
developer base and a much more established supplier --

supply chain system.
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So in those countries, the typical

rate of return targeted under the feed-in tariff ranges
from 5 to 9 percent.

MR. MERRICK: So there i1s some
advantage.

MR. COUTURE: In mature well-developed
markets the rate of return does not need to be as high to
elicit the same amount of demand -- the same amount of
supply.

Now, in a market like Nova Scotia, |1
think given that there isn’t that experience nor is there
the developed supplier chain, developer-installer dynamic,
I don”t think 1t’s fair to assume that the rate of return
would be as low -- could be as low as 1t may be In Germany
to elicit the same amount of supply from the market.

MR. MERRICK: Would you expect that
locals -- and by local 1 mean Nova Scotia CEDIFs -- 1In
fact, 1 guess that’s the only variety that exists. Local
CEDIFs might be advertising or promoting a 4 or 5 percent
return on investment?

MR. COUTURE: 1’ve heard different

accounts of that. Some say that CEDIFs have yet to return
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money to their shareholders so they are currently now

loss-making.

Whether or not they could be profit-
making, there are certain examples where non-renewable
energy initiatives have been profit-making. 1 think of
Just Us! Coffee, for iInstance, where they have been able
to make a return.

But 1 don’t think there’s a -- that
being said, I don’t think there’s an average rate of
return that a CEDIF project can assure or iIn any way
guarantee.

MR. MERRICK: You’re probably looking
at Just Us! Coffee’s main source of having a high rate of
return. 1°m a big fan of their coffee.

My only question was; would you expect
that the expectation of iInvestors investing in a CEDIF
might be that the -- the expected rate of return might be
as low as 4 or 5 percent?

MR. COUTURE: I suppose that would
depend on the makeup of the investor pool. Some may be
prepared to invest at a lower rate, but i1t’s also -- 1

think the concept that perhaps needs to be iIntroduced here
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is of a risk adjusted rate of return.

IT I°m investing in a GIC In Canada, |
can currently expect about 3.3 percent over 10 years for a
10-year GIC.

Now, compare that to the risk involved
in pulling together the financial resources, the developer
expertise, all the different performance, force majeure
risks that go into renewable energy projects, when you
factor all of those things in, i1t is certainly not the
case that a risk adjusted rate of return would be as low
as 4 or 5 percent, no.

Nor would i1t be comparable with the
GIC, which i1s considered risk-free, or largely.

MR. MERRICK: So that based on your
experience, you would not be surprised at a CEDIF
marketing a 4 percent rate of return.

MR. COUTURE: No, because the risks
are materially higher than that.

As the market -- you know, from a
purely financial market standpoint, the return should
reflect the amount of risk taken.

Now, as the market matures, the risk
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 1099

of developing projects goes down because you get more
experienced developers, you get greater track record, you
get more streamlined inter-connection procedures, fewer
delays, fewer uncertainties because the market becomes
more known by all of the participants so the risk goes
down.

Accordingly, when the risk goes down,
the rate of return required by investors to invest in that
market goes down, but at the current point In time -- at
this point In time in a fairly new and as yet unexplored
area of renewable energy investment, or very rarely
explored area of renewable energy development in Nova
Scotia, | think the risks remain quite high and that that
IS —- that’s why 1 broadly agree that the consultants have
taken a reasonable view of the required return
expectations to finance those projects because the risks
are materially higher.

MR. MERRICK: Are you prepared to
accept the proposition that apart from risk assessment
many investors may be prepared to invest at a low rate of
return simply because i1t’s a community project?

MR. COUTURE: There’s been a tradition
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of socially responsible iInvesting that certainly has had
quite a tradition in the past two decades.

And from an individual standpoint, an
individual has invested in community initiatives like
that. 1 certainly think that iIn certain iInstances people
may not expect a purely ---

MR. MERRICK: Market renewable.

MR. COUTURE: --- risk adjusted rate
of return on all of their iInvestments.

That being said, I don’t think I1t’s a
sound basis on which to build a policy. To assume
hypothetically that that much capital enough to finance
300 gigawatt hours of -- or 50 to 300 gigawatt hours of
renewable electricity per year will be forthcoming by
assuming goodwill and people accepting a lower than risk
adjusted rate of return. |1 don”t -- I would question that
as a basis on which to design policy.

MR. MERRICK: Thank you.

THE CHAIR: Thank you, Mr. Merrick.

Ms. Rubin?

Here 1 thought we might finish

tomorrow.
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(LAUGHTER)
MS. RUBIN: 1t’s only because of the
100 copy requirement. 1It’s really not as voluminous as it
looks.
MR. COUTURE: 1°m glad to hear that.
THE CHAIR: 1 didn’t mark the opening
statement, so we’ll mark that as Exhibit B-26.
EXHIBIT B-26 - Opening statement
of Toby Couture
CROSS-EXAMINATION BY MS. RUBIN
MS. RUBIN: Mr. Couture, 1°m looking
at your Exhibit B-14, page 5.
MR. COUTURE: There was one of the --
I left one of the binders on this table so that I could
have 1t handy. That’s fine, then I can follow 1t. You
said B?
MS. RUBIN: B-14.
MR. COUTURE: Yeah. All right.
And which page?
MS. RUBIN: Page 5.
MR. COUTURE: Yes.

MS. RUBIN: Now, in the second
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paragraph, first sentence, you said:

“Access to capital for renewable
energy projects tends to be more
challenging In Canada, which does
not offer anywhere near the wide
array of federal tax incentives,
cash grants, et cetera offered in
the U.S.”

And 1 just wanted to explore that a
bit. 1In the U.S. financial i1ncentives are offered at the
state, the federal level, and we heard yesterday also at
the municipal level?

MR. COUTURE: Yes.

MS. RUBIN: And they can include
grants?

MR. COUTURE: Yeah.

MS. RUBIN: Low interest loans?

MR. COUTURE: M”hm.

MS. RUBIN: You have to say yes
because m”’hm doesn’t pick up.

MR. COUTURE: Yes.

MS. RUBIN: Thanks. Property tax
DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS



10

11

12

13

14

15

16

17

18

19

20

21

22

NSUARB-BRD-E-R.10
exemptions?

MR. COUTURE:

MS. RUBIN:

MR. COUTURE:

MS. RUBIN:

Yes.

Page 1103

Sales tax exemptions?

Yes.

And generators can also

take the benefit of renewable energy production credits?

U.S. Environmental Protection Agency, the EPA?

MR. COUTURE:

MS. RUBIN:

MR. COUTURE:

MS. RUBIN:

Yeah. Yes, sorry.

You are familiar with the

Yes, | am.

Okay. 1 have a printout

from the EPA that | wanted to show you.

much.

Thank you.

MR. COUTURE:

So -- thank you very

Would i1t be iInappropriate for me to

ask for you to identify yourself? [I°m not --

I can’t see the nametag and I can’t ---

MS. RUBIN:

I haven’t --

Sorry, my name’s Nancy

Rubin and 1 act on behalf of the Alliance of Nova Scotia

Sawmillers.

DICTUM DIGITAL INC.
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Okay. Okay.

Thank you.
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THE CHAIR: So it would be Exhibit

B-27.

-—— EXHIBIT NO. B-27:
Exhibit from Web - Combined Heat
and Power Partnership entitled,
Funding Resources dated March 16,
2011

MS. RUBIN: Thank you.

All right, this couple of pages 1
printed out just before the hearing began and it’s stated
to be up to date as of March 16, 2011. They go on for a
number of pages for each state as to what’s available.

This 1s consistent with your evidence
about the variety of iIncentives?

MR. COUTURE: M”hm. Yes.

MS. RUBIN: Okay. There was evidence
in this proceeding that the rate for the biomass CHP was
benchmarked against Vermont. And if you turn to the last
page 1t lists the iIncentives that are available iIn respect
of Vermont’s biomass.

MR. COUTURE: Yes.

MS. RUBIN: Are you familiar with
DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS
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those?

MR. COUTURE: Yes.

MS. RUBIN: Okay. Can you just
briefly run through what is available for each of those?

MR. COUTURE: So Vermont has had --
over the past number of years they have targeted
particularly biogas production.

There’s been a longstanding iIncentive
for biogas production from dairy farms in particular.

There’s a production -- there was a
production incentive that was offered in addition to the
local marginal price on the electricity grid, the nodal
price under the ISO New England structure, and they were
offering that as an additional incentive, basically a
production incentive or what some have called a feed-in
premium.

So it’s like a feed-in tariff but it
basically was a guaranteed adder on top of the electricity
price on an hour by hour basis.

MS. RUBIN: Okay.

MR. COUTURE: And that’s one incentive

that has helped encourage actually biogas production iIn
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Vermont. The one’s you have listed here are the
production incentives ---

MS. RUBIN: Do you know, sorry, just
to interrupt. Do you know the magnitude of that
production incentive offer?

MR. COUTURE: 1 believe i1t was in the
order of 3 cents per kilowatt hour.

MS. RUBIN: Thank you.

MR. COUTURE: And 1 think at the high
end 1t was at 3.95 cents per kilowatt hour iIf I°m not
mistaken. But again, 1 could stand to be corrected on
that.

MS. RUBIN: That was the first one you
spoke about ---

MR. COUTURE: Yes. So there is also -

MS. RUBIN: --- production incentive.

MR. COUTURE: --- as you’ve listed
here.

Now, one -- a few of these I actually

was not aware of, but there i1s a conservation loan

program, the clean energy development fund as well as a
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tax exemption on sales tax for certain components of the

systems to make them easier to finance.

MS. RUBIN: Okay. So we’ve heard
about a 30 percent credit, 1 believe, or been referred to
as a credit. And we heard of an $8 million contribution
that was made by a municipality, Montpelier.

MR. COUTURE: M”hm.

MS. RUBIN: What are the loans that
are offered there?

MR. COUTURE: Well, 1t suggests here
there’s an energy conservation loan program as well as a
clean energy development fund that provides loans for
biomass CHP projects.

MS. RUBIN: Okay. And do you know if
that’s simply making available loans or i1f they are at
favourable rates?

MR. COUTURE: 1I1°’m actually not
familiar with the details and the terms of those loans iIn
Vermont.

MS. RUBIN: Okay. And what about the
property tax exemption?

MR. COUTURE: That appears to be
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another iIncentive, yes, offered.

MS. RUBIN: Yeah. Insofar as you are
aware, there is no such iIncentives, tax breaks or property
tax exemptions available to biomass CHP producers here in
Nova Scotia?

MR. COUTURE: Not to my knowledge.

Now, it depends on how the -- no, 1’11
leave i1t at that.

MS. RUBIN: Okay. And I believe the
words that you used, the availability of the incentives Iin
the U.S. makes comparing the availability of equity iIn the
U.S. to Nova Scotia for the purpose of developing rates
tenuous at best?

MR. COUTURE: Yes, that’s correct.

MS. RUBIN: In addition to making
comparisons about financing assumptions tenuous would you
agree that these types of iIncentives would make the rate
comparison a poor benchmark?

MR. COUTURE: I don’t believe that the
Vermont tariffs were designed with the assumption of the
inclusion of these tax i1ncentives.

Now, | stand to be corrected on that,
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but the tariff design did not assume the full capture of

all of the available incentives because then 1t would
essentially limit the pool of eligible participants iIn the
policy. You would need to be able to capture the full net
of 1ncentives available because there®s quite a number of
them, often overlapping, as 1°ve pointed out.

And 1 don"t believe that the Vermont
tariff under its speed program assumes that the proponent
Tfully exploits those available incentives.

MS. RUBIN: Right. So does that mean
a developer would sign up for the tariff or apply for the
tariff at that rate and, in addition, would be able to
take advantage of all those other incentives or tax breaks
or loans with a beneficial effect on what was actually
received?

MR. COUTURE: On profitability,
absolutely.

My understanding i1s the tariffs could
not have assumed that, and there was a big debate in the
U.S. surrounding this, particularly given the prominence
of federal tax incentives and the role that they play in

driving the financing in the U.S. market.
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So it wasn"t thought fair to assume

that everybody could exploit those, and there was talk of
developing two different structures; one for -- one tariff
for community non-tax paying entities like schools and
universities and one different tariff for developers that
could exploit the tax credits.

Now, the problem that created is
there"s no way to objectively determine who"s getting the
tax incentives or not, at least from a regulator
standpoint. So to my knowledge, this two-tier structure
for both tax paying and non-tax paying investors has not
been adopted in any feed-in tariff In the U.S. to date.

So 1 think that the tariffs, because
of the nature of the process, had to be designed on the
assumption that they did not exploit them.

And unless you can produce evidence to
the contrary on that, 1 stand to be corrected.

MS. RUBIN: No, I have no evidence to
the contrary, so I will accept your comments.

Now, is your familiarity with the
tariffs In these various jurisdictions based on your

research, or do you have any firsthand knowledge through
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 1111
participation In a rate setting proceeding?

MR. COUTURE: [1"ve participated in
similar hearings before the California Energy Commission,
in the State of Washington, in Michigan, Indiana, and to a
number of different states iIn the U.S. on similar
hearings.

MS. RUBIN: Okay. And in those
proceedings, did they have separate tariffs for biomass
CHP?

MR. COUTURE: Separate as opposed to
biomass, or separate as opposed to wind? 1 mean, biomass
and biomass CHP or ---

MS. RUBIN: You tell me. What did
they have?

MR. COUTURE: Well, different states -
- so iIn California, for instance, they distinguish between
biogas and biomass, so that®"s methane produced from waste
productions either at a municipal landfill, landfill gas.
Different tiers are sometimes created for methane that can
be fed into a natural gas pipeline, and different
incentives are offered for that.

The structures get quite complex, as
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you can imagine, but a number of states in the U.S.,

Washington State and California both, do offer incentives
targeted specifically at biomass projects, yes.

MS. RUBIN: Sorry. Washington and
which?

MR. COUTURE: And California, both
those do. And I believe Indiana®s development now they"re
including 1t. In Florida they"re also including i1t, but
whether the rate is -- they haven"t essentially bundled it
as part of a feed-in tariff. It"s under a different
incentive structure. But there are different iIncentive
structures to encourage biomass electricity generation.

MS. RUBIN: Okay.

MR. COUTURE: Some of which you®ve
included In this additional submission.

MS. RUBIN: Right. Now, iIn those
states i1n which you participated, when they established
theilr rates, was there a mandate to establish cost-based
rates?

MR. COUTURE: Vermont did commit to a
cost-based rate. The State of Maine also expressed that

it was going to have cost-based rates, but they capped
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them at 10 cents, so whether they could really be cost-

reflective or not is debatable.

And there have been cost-based rates
for solar photovoltaics in states like Florida,
Gainesville, Florida in particular, and there®s one
currently in development in San Antonio, Texas.

But cost-based rates are generally --
are just starting now to be adopted within the context of
feed-in tariff-like policies within the U.S.

MS. RUBIN: And why are they just
starting to be adopted now, so far as you understand?

MR. COUTURE: Part of that stems from
a long-standing history of electricity restructuring
that"s been taking place or somewhat are deplaguing the
U.S. electricity system. And under that restructuring,
the 1dea -- prevailing idea was that the market should set
the price and cost recovery was something of the past.

Cost recovery had been offered for
nuclear developments, but the i1dea of cost recovery
largely fell out of favour. Now there®s currently under
FERC rulings, i1t appears the pendulum Is now swinging in

the other direction and that FERC is now prepared --
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that"s the Federal Energy Regulatory Commission IS now
prepared to allow states to set cost-based rates. And
they"ve recently made a ruling on that.

But as I mentioned, 1t"s a fairly new
development and by and large, states have not been doing
that.

MS. RUBIN: Would you agree that the
closer the rates are set to being cost-based, the more
likely 1t 1s that we are going to see projects being
developed and successful?

MR. COUTURE: Absolutely. 1 think the
guiding principles of successful feed-in tariffs is that
the rates are sufficient to allow efficiently operated
projects to make a return on their investment.

MS. RUBIN: And for a biomass CHP
project, or 1 suppose for any project, the more accurate
the capital cost as an iInput cost, the more likely you are
to arrive at a cost-based rate derived from that?

MR. COUTURE: Absolutely. The inputs
-- quality of the iInputs i1s essential.

MS. RUBIN: In establishing cost-based

inputs, iIs 1t appropriate to consider the cost of putting
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a plant on the ground iIn practice or in theory?

MR. COUTURE: It"s necessary to
consider the costs that a real project would incur iIn
order to be developed.

MS. RUBIN: Now, on page 5 still,
second-last paragraph from the bottom where i1t discusses
debt, turning to the issues surrounding debt, you say:

"It"s harder to come by in the
wake of the recent financial
crisis, particularly on these
kinds of projects.™

And 1 just wanted to explore that iIn
respect of a biomass CHP.

The factors that would make access to
debt financing difficult with respect to these types of
projects would include the size of the project?

MR. COUTURE: M"hm.

MS. RUBIN: Do you agree with that?

MR. COUTURE: Yes, 1 do.

MS. RUBIN: Inexperience with respect
to development and operation of the CHP?

MR. COUTURE: Yeah.
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MS. RUBIN: Fuel cost volatility?

MR. COUTURE: Absolutely.

MS. RUBIN: Any other issues that
would make debt financing difficult with respect to
biomass CHP?

MR. COUTURE: Uncertainties over the
delays i1n terms of connecting to the grid would certainly
factor in. Any concern over the reliability of biomass
supply would certainly factor in.

Issues around engineering,
procurement, contracting, that sort of stuff; different
things around availability and dispatch, so availability
on the grid related to dispatch, related to -- under the
current terms of CHP, someone needs to use the steam, so
who"s the steam purchaser. All of those considerations
would certainly impact the availability of financing.

I mean, investors, lenders -- to pick
up on the debt point, lenders will naturally need to look
at all of these different things to ensure that the
project is -- has all of i1ts boxed ticked.

MS. RUBIN: Okay. Did you have the

opportunity to review the evidence filed by the Alliance
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of Nova Scotia Sawmillers?

MR. COUTURE: I did look at an earlier
submission, yes.

MS. RUBIN: Okay. And the submission
filed by Mr. Jeffrey Bodington, the financial expert
retained by the ANSS, expressed the opinion that due to
all the reasons that you®ve said debt financing would not
be feasible and, 1In his view, 100 percent equity was more
likely for these projects.

Do you agree with that proposition?

MR. COUTURE: I don"t think that they
would be limited to being 100 percent equity, no. 1 think
that debt would be available, but the terms may be more
stringent than they might be for, you know, real estate
development or something else of that nature.

MS. RUBIN: Would a potential
financier consider the retention of an EPC contractor as a
risk mitigating strategy to permit financing?

THE CHAIR: Ms. Rubin, this 1is
sweetheart cross. Are you going to confront him about
anything?

MS. RUBIN: Mr. Chair, 1 didn"t even
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know what his answer was. It wasn"t particularly helpful,
SO --—-

THE CHAIR: Well, the whole cross-
examination has been sweetheart cross.

MS. RUBIN: Well, that wasn"t
particularly helpful. If you wish to strike the last
answer .

THE CHAIR: No, carry on. But | mean,
this 1s sweetheart cross.

MR. COUTURE: To answer the question,
naturally the credit -- or not the creditworthiness, but
rather the performance and the reliability of the
contractor would certainly play a role in determining that
and their experience, track record, et cetera ---

MS. RUBIN: Okay.

MR. COUTURE: --- in building similar
projects.

MS. RUBIN: Now, Mr. Couture, 1 was
looking at your curriculum vitae and 1 pulled out one of
the papers you referenced that you were involved in
preparing.

MR. COUTURE: Yes.
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(SHORT PAUSE)

MS. RUBIN: Mr. Chair, may we have
this marked as the next exhibit?
THE CHAIR: It"s Exhibit B-28.
-—— EXHIBIT NO. B-28:
Excerpt from National Renewable
Energy Laboratory entitled, "A
Policymaker®s Guide to Feed-iIn
Tariff Policy Design"
MS. RUBIN: All right, Mr. Couture.
I*m showing you a document entitled, "The Policymaker®s
Guide to Feed-in Tariff Policy Design” and you are shown
as one of the authors of that paper.
MR. COUTURE: That"s correct.
MS. RUBIN: 1t"s dated July 2010.
MR. COUTURE: Yes.
MS. RUBIN: What 1s the National
Renewable Energy Laboratory?
MR. COUTURE: They"re the leading
laboratory doing -- conducting research iIn renewable
energy for the U.S. Government.

MS. RUBIN: Now, I wanted to explore
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with you feed-in tariff payment adjustments. And 1%ve

pulled a section from that paper, page 76.
MR. COUTURE: Yes.
MS. RUBIN: And right underneath where
it says 5.5.1.2, Incremental Fuel Price Adjustment ---
MR. COUTURE: Yes.
MS. RUBIN: --- it says:
"For renewable energy resources
dependent on a fuel such as
biomass, 1t was possible to
introduce a fuel adjustment
clause that allows the market
price fluctuations to be tracked
in a more flexible manner. For
example, Spain applies a fuel
price adjustment every three
months for resources dependent on
a fuel.”
MR. COUTURE: Yes.
MS. RUBIN: What do you mean by
"flexible™ formula? 1Is there something different between

a fTlexible or responsive formula?
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MR. COUTURE: Flexible means it would

respond to changes in the -- iIn this instance, would mean
that 1t"s responsive to changes iIn the price of the fuel
so that there®s a formula to allow It to adjust In some
responsive way to market prices.

MS. RUBIN: Do you know how 1t works
in practice with the tariff in Spain?

MR. COUTURE: As mentioned here, they
do structure it on a quarterly basis, so Spain allows
inflation adjustment on a quarterly basis as well as an
indexation to natural gas prices, | believe.

The precise mechanism of that formula
I"m —- 1 could likely find, it would be 1In Spanish
legislation. But the general principle i1s that the
formula 1s adjusted every three months to respond to
changes 1n the cost inputs that influence biomass energy
or biomass electricity production.

MS. RUBIN: Is i1t an adjustment based
on actual biomass prices?

MR. COUTURE: That"s my understanding,
but 1t"s also indexed to prevailing fossil energy prices.

THE CHAIR: Sorry. 1°m not sure I
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understand how that works, then.

How does the -- if 1t"s indexed to
natural gas, how does the adjustment for the cost of
biomass get into the adjustment?

MR. COUTURE: 1 would have to look
more closely at the actual wording of the Spanish
adjustment clause, but the principle -- 1 know that it is
adjusted to the fossil fuel prices. And I assume there"s
a further indexation to account for biomass availability.

THE CHAIR: 1Is natural gas the
predominant competing fuel iIn Spain?

MR. COUTURE: For dispatchable
electricity generation, yes.

THE CHAIR: Okay.

MS. RUBIN: You said you would have to
look 1t up. Do you have that information at hand?

Like, I don"t necessarily mean on your
computer there, but are you able to look that up and
indicate how the adjustment works in relation to the
bromass?

MR. COUTURE: 1 believe 1 could find

that, yes.
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MS. RUBIN: Could 1 ask for an

undertaking for that?

THE CHAIR: Sure. That will be
Undertaking U-16. By undertaking, It means you go away
and ---

MR. COUTURE: Yeah.

THE CHAIR: --- look it up and file it
through the Ecology Action Centre.

MR. COUTURE: Sure. 1Is there a time
delay on that, a time line?

THE CHAIR: Well, at the end of the
hearing we"ll decide on a date for filing, so all parties
will be aware of that.

MR. COUTURE: Okay. And does i1t ---

THE CHAIR: How long do you think
you"d need?

MR. COUTURE: Well, 1t depends how
elaborate you®d like the clarification to be. | can
provide, you know, a paragraph summary of what it is they
do quite readily, within the next week, certainly.

THE CHAIR: Thank you.

MS. RUBIN: That would be sufficient.
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Thanks very much.

UNDERTAKING U-16 - To provide the
Spanish Biomass fuel price
adjustment clause

MS. RUBIN: Now, at the bottom of page

76 and top of 77, the sentence that begins on the bottom,

it says:
"Because future biomass fuel
prices are hard to predict,
contracts with buirlt-in fuel
price adjustments, more frequent
revisions, or both, may be
desirable for renewable resources
that aren®t dependent on a fuel."

MR. COUTURE: Yes.

MS. RUBIN: "This can be done by
automatic adjustments based on an
agreed-on formula or by
administrative revisions."

What do you mean by that?

MR. COUTURE: Well, different

jurisdictions choose to adjust i1t in different ways. An
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 1125

automatic formula would have a form of percentage
indexation or other that would respond to market price
fluctuations and then would correct automatically, so It"s
more hands-off from a regulatory standpoint.

But i1t also creates the risk that the
formula will cease to be adequate when marketplace
fluctuations are quite large, so typically the option for
an administrative revision remains. So in other words,
regulators can either adjust the formula directly or
adjust the price based on unexpected market changes.

So for example, natural gas iIs now
quite low In a number of -- when the prices are indexed to
that, 1t doesn’t necessarily mean that biomass prices are
tied to gas prices, so there can be a disparity that
develops there and sometimes that calls for an
administrative adjustment.

MS. RUBIN: In the next section you
discuss comprehensive feed-in tariff program adjustments
and this i1s broader, what you’re discussing here, than the
fuel price or the FIT payment adjustment?

MR. COUTURE: Yeah.

MS. RUBIN: [Is that correct?
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MR. COUTURE: Yes, that’s correct.

MS. RUBIN: So the program
adjustments, is it -- it’s a full look at the feed-in
tariff program?

MR. COUTURE: Yeah. We actually
created this distinction to capture precisely that
difference. There are small micro adjustments that can
occur to the policy without altering its overall
structure, so adjustments, for instance, to the fuel
price.

But feed-in tariff policies also
generally call for periodic revisions to the whole policy,
and that would include more structural changes to the
policy such as the inclusion of a new technology or
changes to the pricing that are more dramatic or changes
even to the categories and sub-categories that are
offered.

So periodic revisions help keep the
policy evolving In the way that policy makers seek.

MS. RUBIN: Okay. Now, these program
adjustments, they can allow the prices to be tracked

upward or downward?
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MR. COUTURE: Yes.

MS. RUBIN: And that would be
supplementary to the payment adjustment; iIs that right?

MR. COUTURE: Yes.

MR. OUTHOUSE: Sorry, Mr. Chair. It
would seem to me we"re going well beyond either the
evidence of this witness or the evidence of any witness to
date. Nobody that I’ve seen has been asking for program
adjustments, so-called, In any of the evidence that 1’ve
seen filed.

There’s a fuel adjustment issue, which
she’s addressed, and now we’re on to revisiting the
programs. The Board’s jurisdiction, as you know, is
limited to fixing the feed-in tariff.

MS. RUBIN: Well, I think we did have
a discussion about the 2012 program review, the ---

THE CHAIR: I think these are things
that are going to have be undertaken by government, some
of this stuff, and 1 think they are undertaken by
governments in some of these jurisdictions, aren’t they?

MR. COUTURE: Typically. Spain has

had more frequent adjustments. Germany has focused on
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four-year adjustments, and this i1s all part ---

THE CHAIR: An energy policy
contemplates a review by government of this feed-in tariff
thing.

Now, we may choose to review the
tariffs, but that’s not what’s referred to, as 1
understand i1t, iIn the energy policy.

MS. RUBIN: Understood. | was trying
to get an opinion from this witness whether this was
something that would be recommended. And as part of the
Board’s ---

THE CHAIR: To government?

MS. RUBIN: As part of the Board’s
jurisdiction, they can make recommendations to government.

So 1 thought it would be appropriate
to ask the question so that information was available to
the Board.

THE CHAIR: Yeah, okay. Go ahead.

I think -- 1”’d rather we stick to the
construction of the tariffs; that’s a difficult enough
task. But go ahead.

MS. RUBIN: Okay. My last question,
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then, was of these feed-in tariff adjustments and the
program itself, is this something that you would recommend
for Nova Scotia?

MR. COUTURE: |1 think that the
inclusion for renewable energy resources that are
dependent on a fuel where there’s a price component that
can be considered stochastic or that fluctuates iIn an
unpredictable way, some form of adjustment Is necessary to
ensure that the tariff price i1s sufficient to keep the
project profitable over time.

Now, the precise details of that
structure and that adjustment formula can become quite
complex and require, 1 think, a finer lens than we are to
bring to bear today.

But 1 think the general principle, if
that’s what you’re hoping that 1°11 confirm, that for
renewable energy resources dependent on fuel there should
be some mechanism to incorporate the adjustment of the
price of that fuel, that input, then yes, | think that
generally is advisable. And most jurisdictions that
include -- i1f not all; 1 can’t -- most jurisdiction that

have biomass as part of their feed-in tariffs do include
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provisions to adjust for the fuel price.

MS. RUBIN: Thank you.

THE CHAIR: Thank you.

Black River, any questions?

(SHORT PAUSE)

MR. COUTURE: I would add that it’s
important to protect both against the downside and the
upside scenarios when the formula is being considered.

There’s risk that the -- one example
that comes to mind iIs when the indexation iIs too -- for
example, the indexation to inflation can play a dramatic
role over the course of a 20-year contract on the
profitability of the i1nvestment.

So in jurisdictions that have high
inflation -- 1 was actually asked to answer a few
questions about the -- via email about the South African
feed-in tariff. And inflation in South Africa is
naturally quite a bit higher than in developed economies,
and that required a whole other process to adjust for risk
in the inflation.

Now, the same applies to biomass. |If

it deviates too widely i1in the future -- we don’t really
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know what fuel prices are going to do, so it’s important

to protect both against the upside and the downside
scenarios where prices may fluctuate up or down and to
adequately protect ratepayers, as well as the project
owner.

THE CHAIR: Mr. Livingston?

CROSS-EXAMINATION BY MS. CAMERON

MS. CAMERON: 1°m Peggy Cameron with
Black River Wind.

Just on the matter of talking about
incentives or exemptions and credits, do you see there’s
advantages or disadvantages to having -- to rely on those
compared to having a rate which does not account or rely
on the fact that there would be Incentives?

MR. COUTURE: For Canada -- for Nova
Scotia specifically?

MS. CAMERON: Or in general.

MR. COUTURE: Whether?

MS. CAMERON: I mean, in Nova Scotia
currently there aren’t any incentives or in Canada there
aren’t any iIncentives, but prospectively there could be

some.
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MR. COUTURE: M”hm.

MS. CAMERON: But do you see how that
plays in to setting a rate? Like can you anticipate that
they will be there or, if they are there, i1s there an
assurance of how long they would be there, 1 guess?

I’m just asking is there a risk around
relying on the fact that there are Incentives or not?

MR. COUTURE: Absolutely. And that’s
been a major concern in the U.S. around the design of the
feed-in tariffs, i1s you can’t rely on the continued
presence of federal incentives or state iIncentives, for
that matter.

So it’s difficult to do that, and 1
think 1f Canada was to uncharacteristically, perhaps,
choose to Increase or introduce a new and ambitious set of
incentives for renewable energy, 1 would expect that
governments with feed-in tariff-type policies would have
to review how that impacts the profitability of the
projects and whether the tariffs should be adjusted
downward accordingly.

But 1 think that’s a decision that

would likely happen on a jurisdiction by jurisdiction
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basis and on an as needed basis. But currently, given

that there are no major incentives, federally or
provincially, to my knowledge, available, 1 don’t think
that’s an Immediate concern.

MS. CAMERON: Are you able to give any
details on the values or savings a community can bring to
a renewable energy project?

MR. COUTURE: Savings iIn terms of
making the overall project less expensive or ---

MS. CAMERON: Yes, monetary savings.

MR. COUTURE: Well, as we discussed
previously, there’s room for some pro bono contributions
from community members, absolutely, in certailn cases.

But I think it’s difficult to rely on
those and i1t’s difficult to assume that they will be
large, because on a case by case basis different
communities will -- may or may not have access to that
community expertise. 1°m thinking, In particular, of
First Nations communities or rural communities.

It may be difficult to get that, so
will there be -- i1s there room for significant savings,

there’s certainly room for some savings, and 1 think that
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i1s borne out.

What I’m not yet persuaded of i1s that
those savings have a material impact on reducing the cost
of community-based projects.

MS. CAMERON: Would you have any
understanding of how bankable i1n-kind contributions from
the community would be?

MR. COUTURE: My understanding is that
unless the bank i1s very familiar with the Proponent of the
project, 1 don’t believe the iIn-kind contributions are
adducible to a lender to influence their decision to lend
or not to lend, and at what rate. In-kind is, to my
knowledge, not considered bankable.

MS. CAMERON: So, for example, in the
case of someone doing environmental assessments, that
would not bring a value to the project?

MR. COURTURE: You mean if the
environmental assessment were to be done for free, for
instance? That could reduce the cost and the bank would
therefore factor that in, i1s that the intent?

MS. CAMERSON: Yes.

MR. COUTURE: 1 think the
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environmental assessment needs to be considered credible

by the government proving the permit, so if 1t’s not -- if
it’s been done in-kind, that may -- I’m not sure how that
applies, whether that would be the case in Nova Scotia.

But 1 think that generally,
environmental impact assessments are done by an
independent company, an independent firm that does these
as a matter of practice, and they would -- they do this as
a living, and therefore need to charge a commensurate
price for that service.

So 1 don’t think that environmental
impact assessments would be -- even 1T they were to be
provided in-kind, I’m not sure that that would be
considered admissible. 1°m not sure, the way that it
would impact the cost of the project, if it could be, then
it certain would reduce it by that amount, were it
admissible and were i1t to be done for free.

I’m not aware of anyone who is doing
bird paths -- environmental migratory bird paths
assessments for free. | mean, there’s a set of companies
that have emerged, providing that service, but I don’t

know that that kind of service i1s being provided for free.
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I’m not aware of that.

MS. CAMERON: Anecdotally, just for
your information, 1 have done environmental assessments
for the wind project that we’re currently operating, or
attempting to finance, and there’s no acknowledgment of
the value that that has, even though if an independent
contractor was to do it they would have been valued at
about $50,000 each.

MR. COUTURE: Yes. That sounds about
right.

MS. CAMERON: So i1n-kind contributions
from a community don’t necessarily provide anything, as
far as what a bank would acknowledge.

MR. COUTURE: I would tend to agree
with that.

MS. CAMERON: So I guess just to
explore that a little bit further, when you take a project
to a bank they’re looking at structuring it around debt
and equity, and so you might reduce the cost of a project
by having in-kind contributions from a community.
However, you still are required to produce an amount of

equity.
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Would you believe that contributions

from a community could be counted as equity?

MR. COUTURE: From a financial
standpoint, no.

MS. CAMERON: So there’s been some
discussion about the advantages that a community brings to
the production of a renewable energy project.

Do you have any comments on what sort
of disadvantages there are for communities iIn attempting
to do these kinds of projects?

MR. COUTURE: So a few different
challenges: Naturally there’s the sort of collective
action problem, communities getting organized and getting
all of their required bits and pieces that are needed to
get a project built.

Naturally, the lack of a track record
often deters lenders because communities may not have
necessarily the expertise or command the confidence, if
you will, of lenders, due to their lack of a track record,
so that can certainly present additional challenges for
communities.

Also 1ssues around accessing the
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expertise, to begin with, financial engineering or other,
to get these projects built. So communities, In many ways
are at a disadvantage in those regards compared to the
well-equipped commercial or private developers that have a
track record and a proficiency at developing projects.

So would you see, or would you
understand, financiers would see these kinds of projects
as having high risk?

THE CHAIR: Ms. Cameron, this is not
cross-examination. Do you have any issues that you want
to confront this witness on and ask him cross-examination
questions?

I mean, you’re just asking him
questions that are in the nature of direct evidence to --
because he agrees with your position. This Is cross-
examination.

MS. CAMERON: Well, that’s not quite
true, because a lot of the comments that were made by the
Consumer Advocate were directly asserting that communities
have an advantage.

THE CHAIR: Sure, and you were quite

prepared, and you did confront the Consumer Advocate on
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those i1ssues, but he’s not taking that position.

MS. CAMERON: Okay, fine.

THE CHAIR: Folks, if we don’t
complete this hearing tomorrow, 1t’s going to be weeks and
weeks before we get back to i1t, so 1°d just caution people
on that regard.

MS. CAMERON: All right, thank you.

MR. LIVINGSTON: I’m a little bit
unclear, relative to your comment. |If this Is an
appropriate question and if it’s not, you can quickly
correct me and 1’1l move on to the next ---

THE CHAIR: In cross-examination you
don’t ask a witness who agrees with you questions to
bolster your position; that’s called “sweetheart” cross-
examination and the Board discourages that.

Now, I”’ve allowed some of i1t here, but
I think it’s just gone a little too far, and 1°m mindful
of the fact that, as I say, 1T we don’t complete this
hearing tomorrow, It’s going -- 1t may be weeks and weeks
before we get back to it.

MR. COUTURE: On that note, 1 would

reserve the ability to retain my independence from ---
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THE CHAIR: I wasn’t suggesting you
were 1n collusion at all.

MR. COUTURE: Yes. No, 1 feel that
these are issues that 1 have been working in, and that 1
have seen, and that I have helped worked through, both iIn
North America and in -- more recently, iIn the U.K., and
these are real challenges the projects face.

So 1 don’t -- while 1 agree with the
general spirit of your remark, 1 would certainly insist
upon retaining that distinction as having been brought
here -- 1°m not here to represent the -- necessarily the
interests of -—-

THE CHAIR: 1 understand that.

MR. COUTURE: Yes. |I’ve been brought
in to provide expert testimony on the subject matter, and
I believe ---

THE CHAIR: My comments weren’t
directed at you at all.

MR. COUTURE: Okay. Thank you.

CROSS-EXAMINATION BY MR. LIVINGSTON
MR. LIVINGSTON: In respect to your

comments in your evidence about equity and lending
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difficulties, potentially, and the fact that the Consumer

Advocate’s witness, Mr. Chernick, was taking sort of
fundamental disagreements with the cost of equity that
Mr. Pynn’s evidence and Black River -- and my evidence
under Black River Wind puts forward, do you have any
comments relative to those two differences?

I don’t know If that’s a sweetheart
question or not. You’ll have to advise me.

THE CHAIR: If you guys want a tariff
any time soon, let’s get to the issues.

MR. COUTURE: 1 think the equity point
Is ——

THE CHAIR: 1Is i1ts real 1issue.

MR. COUTURE: --- what do investors
require to Invest in community-based renewable energy
projects? 1 mean, that’s -- on the one hand, that’s going
to be acutely context-dependent.

There are some iInvestors who are
likely to be able to -- you know whether retired and well
healed individuals may be able to provide money without
necessarily expecting or requiring a rate of return.

There are certainly individuals like
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that, no question. And I"m not disputing the Consumer

Advocate"s articulation of that reality.

What I was trying to bring attention
to 1s that 1t"s not necessarily an advisable basis on
which to build public policy or renewable energy policy
for that matter.

The presence of an endless pool of
goodwill and free money, 1 just -- I think in terms of if
the goal i1s to get renewable energy projects built then we
need to assume that these projects will do better than
break even and that in order to attract money to them.

And 1 think this -- what 1 would argue
on the -- or 1 suppose what 1 would say on the equity
point is that | probably agree with the consultant’s
position as elucidated in their evidence that a 13 percent
return on equity based on the waiting and the gearing
they"ve assumed is roughly in the right ballpark.

Now we could quibble about whether it
should be 11 or whether i1t should be 15 but 1 do believe
that 13 i1s in the right ballpark. And that the tariffs,
as they"re currently structured, they should be adequate

to attract iInvestors to the market, both community-based
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and other individuals 1n municipalities.

MR. LIVINGSTON: [In respect to your
comments in your testimony about tidal power 1t seems to
me that the Board has jurisdiction to make decisions
relative to rates -- relative to risk to ratepayers and
also setting a rate that"s going to work.

Your comments seem to indicate that
tidal, because 1t"s not a developed technology, may fall
completely out of scope to -- well not out of scope -- but
may represent a significant downloading of a development
of a technology debt onto ratepayers and that the Board
might want to consider whether or not that was appropriate
to include here so | was just curious to hear more about
that.

MR. COUTURE: Well I think it"s clear
that the tidal tariff i1s markedly higher than the other
-- the tariffs offered to other technologies.

I expressed concerns that 1 don"t
believe the turbines will last for 20 years. 1 think
that"s -- the experience we"ve seen to date iIs counted In
months, not in years with how long the turbines have

lasted.
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So 1 think the assumption of building
the financing for a tidal project on the basis of a 20-
year production -- 20 years of electricity production 1is
over-optimistic.

I think it"s generally acknowledged
tidal 1s still at an emerging state and it"s at a pre-
commercial stage. These are pilots going in the water.
But I did highlight a performance-based incentive I
believe 1s appropriate to help encourage projects to
become more efficient.

So rather than just throwing money at
individual projects, retaining some production based
upside, 1s arguably a good thing in order to encourage
projects to improve and engineering to improve the
components, Improve the design, improve the overall
technology.

And that"s something that 1 think Nova
Scotia stands to learn a lot from and contribute a lot to
in the years ahead with the tariff. So whether -- was
your question that is the tariff too high or ---

MR. LIVINGSTON: I guess my question

was is It -- no, my question was with an undeveloped
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technology i1s 1t appropriate to download that incentive

onto the ratepayers instead of referring 1t to government
to incentivize 1t in ways 1T the government wants to see
that technology.

It"s the question about you know
should ratepayers be bearing the cost?

MR. COUTURE: |1 think that"s a public
policy decision that the government has already made. And
I"m not in a position to call into question their
judgement on that.

MR. LIVINGSTON: M”hm. 1 think
theoretically the Board could completely reject the rate
category 1T they didn"t like 1t.

MR. COUTURE: Oh, 1 see.

MR. OUTHOUSE: Well, 1 think Mr.
Couture has it right. But to -- that"s something Mr.
Livingston can argue about. It"s not a matter of
evidence.

MR. LIVINGSTON: My only comment
relative to jurisdiction on the Board to that was that
when they -- when the Board dismissed the application from

-- the first application for the biomass, NewPage and
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Luciano Lisi"s company"s name -- 1 can"t think of it at

the moment -- CB Explorations and it came under that --
the Board tended to say that there was significant rate
risks and that they should come back once they had it
figured out better.

That®"s 1 guess my reference for making
my point. But we don"t need to discuss that. That"s just
my comment on 1it.

THE CHAIR: But i1t"s really a legal
question as to what we can and cannot do under the
Regulations that require us to set tariffs.

MR. LIVINGSTON: M”hm.

MR. COUTURE: I would point out that
the risk i1s -- for the ratepayer is marginal given that
we"re talking about small turbine units, a fairly small
number of developments, and electricity production that
may span over a few years at best so ---

MR. LIVINGSTON: Good point. |1 hadn"t
thought of that point.

MR. COUTURE: Is that a substantive --

MR. LIVINGSTON: With small wind, for
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instance -- I"m iInterested from other jurisdictions what

you know about small wind because for instance if I"m a
farmer and 1 want to set up a 50 kilowatt windmill my only
choice i1Is to get a net metered rate unless I form a CEDIF
or 1T I"m a small business except there®s been exemptions
for biomass and tidal and I want to do wind or hydro, I™m
not allowed to do 1t at all except if 1t"s under a CEDIF.

So 1 think 1t would be very --
although the Board doesn®"t have jurisdiction to change
this I think it"s -- 1 don"t understand in respect to
small wind 1If other jurisdictions have found that i1t works
because we"re going to pay a lot.

You"re saying the machines may not
work right, and again 1t the Board has some jurisdiction
that they just don"t like a category they may want to
comment on 1t.

MR. DEVEAU: Mr. Livingston, if we
don®"t have jurisdiction why ask the question, it"s an
irrelevant question?

I guess what I"m trying to say iIs we
you know we have experts and we actually value the

testimony of all the experts that appear before us.
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And it"s an opportunity to get their

perspective. And to really get their perspective it
really works well 1f you actually identify an issue that
you disagree with them.

MR. LIVINGSTON: M”hm.

MR. DEVEAU: And get them to explain
you know explain the difference in your opinion. And
that"s where this process can really be viable to
everybody.

MR. LIVINGSTON: Okay. Is there any
information you can add to the hearing because not very --
there®s not very much understanding here I think about how
small wind has been dealt with in other jurisdictions?

MR. DEVEAU: Well, that"s irrelevant,
Mr. Livingston.

MR. LIVINGSTON: That"s irrelevant?

MR. DEVEAU: Well, we have to set the
tariff. |If they"re doing i1t differently iIn other
jurisdictions we have to set i1t here, 1 mean that"s ---

MR. LIVINGSTON: Oh, I"m not saying
should you set 1t or not. What I"m saying Is can he

provide any information that would give you more iInsight
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into the rate setting around that category.

MR. COUTURE: Yeah.

MR. LIVINGSTON: Besides the fact that
you think that the category should be on a sliding scale
from -—-

MR. COUTURE: Sure. |1 think one
general point on that maybe to encapsulate it, that small
wind turbines are off -- are a riskier investment. They
don"t have the track record often of larger units.

And there"s a larger variety of
manufacturers producing small wind turbines versus
manufacturers producing large ones.

So the large market i1s primarily --
they"re established players. In the small wind market
there®s still a lot more disparity in the quality of the
product than in large wind.

And 1 think that could pose additional
risks for small wind because the turbines may not have
been as rigorously tested as other turbines. And there's
still probably room for improvement in small turbine
design that have yet to take place.

So 1 think you"re likely to see more

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS



10

11

12

13

14

15

16

17

18

19

20

21

22

Page 1150 NSUARB-BRD-E-R.10
challenges on that front and lenders are going to factor

that in. If the turbine unit comes from a less credible,
less well established manufacturer that"s certainly going
to push up the required debt yield from the lender-"s
standpoint because 1t"s a riskier technology.

I mean wind -- smaller wind does tend
to be riskier. So I think if that"s of any insight to the
Board 1 think that"s a valid point to make. And i1t would
be reflected in -- I believe i1t i1s reflected In the higher
tariff being offered to small wind.

MR. LIVINGSTON: And is that common iIn
other jurisdictions to have a separate category for small
wind?

MR. COUTURE: Switzerland, as one
example, where they have a special category targeted
specifically on small wind. I believe 1t"s under 10 -- 10
kilowatts and under.

And there have been a number of pilot
projects in the past to target small turbines iIn other
jurisdictions across the U.S.

So yes there are iIncentives to

encourage small wind. Under a feed-in tariff the only one
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that comes readily to mind is Switzerland. They have a

markedly higher tariff for that wind class.

MR. LIVINGSTON: Okay, thank you very

much .
FURTHER CROSS-EXAMINATION BY MS. CAMERON
MS. CAMERON: 1 actually have one more
question. I°m not sure 1T |1 wanted to ask it or not, so

if 1t’s out of turn just let me know.

I wanted to know 1If -- because there’s
been a lot of discussion about the high cost of these
tariffs versus the straight-up commercial operations, |1
was wondering in your experience if you would agree with
that or you do understand from feed-in tariffs or COMFITs
if there is a price advantage compared to, say, RFPs.

What do you know about that?

MR. COUTURE: A lot of research has
taken place. More is likely needed on the comparative
cost efficiencies, i1f you will, of RFPs versus feed-in
tariffs.

A comprehensive report that was done
by the Lawrence Berkeley National Laboratory a couple of

years ago on RFPs and contract failure rates found that
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the failure rates were quite high and that often the
projects -- the policy was not as effective as policy
makers had hoped at meeting targets.

California has particularly suffered
from this and 1s now far from meeting its targets as a
result of -- at least the report argued as a result of an
over-reliance on an RFP mechanism.

There have been reports from the
European Union, the European Commission in particular,
that have found that feed-in tariffs have -- because of
the reduction iIn risk primarily to developers, have
resulted 1n a lower per kilowatt hour price for
electricity produced to the grid, on average, when
weighted and compared against comparable projects under
RFP processes.

One of the reasons for that i1s under
an RFP you have to put up a lot of up-front investment,
often iIn the hundreds of thousands, if not in the low
millions of dollars, to -- on the assumption that you’re
going to win a contract. And you often -- you may not win
that contract.

So there’s significantly higher risk,
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and that risk means that the investors that are investing

in large RFP-type processes tend to require a higher rate
of return, whereas under a feed-in tariff the price is
transparently known and i1s guaranteed, as iIs grid access.

So in countries like Germany, Denmark
and Spain in particular, the feed-in tariff prices --
experience suggests that they actually have been coming iIn
at lower than competitively tendered projects.

Now, that remains somewhat anomalous
from an economic standpoint. Speaking purely from that
standpoint, it remains debatable why exactly that i1s and 1
think 1t’s a point that more research certainly needs to
be applied to.

But because of the price transparency,
the lower risk, the standardized contract terms of feed-in
tariffs, some evidence -- now, there are exceptions to
this; I can think of a few. But there are a number of
reports and analyses that have looked in to precisely this
question that suggest that because of those risk-reducing
factors the actual cost i1s lower than under an RFP because
of the higher risks of the RFP-type process.

I could speak more to that, but I
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think the general point Is -- now again, more research

certainly needs to be done on why that i1s, and I think
economists are still puzzling over why that is.

MS. CAMERON: So you would disagree
with the notion that there’s a higher cost associated with

feed-i1n tariffs compared to RFP process.

MR. COUTURE: 1 think it’s a question
of the mechanism -- the cost efficiency of the mechanism.
IT you choose to include -- feed-in tariffs tend to

include a wider variety of technologies, so if you have
high cost and low cost technologies, you have PV, you have
offshore wind, et cetera, under the feed-in tariff you’re
going to have ---

MR. DOEHLER: Excuse me. What has
this got to do with setting the rates? Government®s
already made the policy. This i1s not establishing our
rates; 1t’s going on policy. 1 think you should move on.

MS. CAMERON: No, it actually has
something to do with the rates because 1Tt they’re
perceived to be burdensome to the ratepayer because of the
higher cost, 1°m trying to —--

MR. DOEHLER: This has all been
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established by government.

MS. CAMERON: Pardon me?

MR. DOEHLER: We’re here to set a
rate. 1 don’t know what this has got to do with setting
the rate. The policy has been set, the feed-in tariff.

MS. CAMERON: Okay, thank you.

THE CHAIR: Do you need a break, Mr.
Couture? Are you okay to carry on?

MR. COUTURE: [I1’m okay.

THE CHAIR: Canadian Wind Energy
Association? Champlain isn’t here. First Nations. Fundy
Tidal isn’t here.

Mr. Giroux.

CROSS-EXAMINATION BY MR. GIROUX

MR. GIROUX: 1 will be brief.

Considering that, you know, we just
heard, right, we are here to set the rates and I’m sure
you’ve followed or looked enough at this process, et
cetera to know where we’re at and all of that.

I guess really all 1°m asking you is
what do you -- can you give us -- are we on the right

track? Maybe can you give us any kind of little gem that
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might help us make this a better exercise?

MR. COUTURE: The UARB process or the
tariff?

MR. GIROUX: The tariffs itself that
we’re trying to construct. Or have we got it all right?

MR. COUTURE: I have made one -- 1
could think of a number of things, but maybe we can -- 1
have made one suggestion In my submission around the wind
tariff and a way to avoid that clustering around the 50-
kilowatt range that’s going to put more upward pressure on
rates. 1 think that’s an important point, and other
jurisdictions have encountered that same problem and have
tried to find different solutions to i1t.

So that’s one suggestion that 1 have
brought to bear.

On the tidal question, 1 think there
may be room to supplement. The FIT or even, to some
degree -- some would argue you could substitute 1t or
supplement i1t with a form of grant to encourage the
development of different models so you get a comparative
basis so you’re not putting all your eggs in one model,

for example, to get a wider number of players at the
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table.

Those are all things that the
government can and may wish to look at in the future, but
I think by and large, I guess a further restriction that’s
peculiar to Nova Scotia is the limitation to the
community-based -- to community-based projects.

Now, whether that’s a restriction or
limitation, impediment, again, this is a public policy
decision that I have no grounds on which to call the
government into question on that. 1 think they have made
that decision and ---

MR. GIROUX: 1t is what it is, right?

MR. COUTURE: It is what it is,
indeed.

MR. GIROUX: Thank you.

MR. COUTURE: Thank you.

THE CHAIR: Johnston Controls isn’t
here. KMKNO #sn’t here. LaHave? LaHave, any questions?

Membertou isn’t here.

Minas Basin;?

Colchester?

Northumberland Wind Farms?
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Department of Energy or any other

government department?

MR. McGRATH: No questions.

THE CHAIR: Do you have any questions?
You’re sort of on the same team.

UNIDENTIFIED SPEAKER: I wasn®"t under
the impression that we were allowed to —---

THE CHAIR: No, you’re sort of on the
same team. That’s fine.

QUETTA?

CROSS-EXAMINATION BY MR. REYNOLDS

MR. REYNOLDS: Allow me to answer your
question before you place it.

I’m John Reynolds. [I°m a retired
utility executive, do a bit of consulting work. | keep
myself informed of what goes on in this field.

I was wondering -- and 1°m going by
the advice, 1f you like, that I heard from the
Commissioner on the Chairman’s right.

And 1n light of all your experience, |
wonder i1f you could help me understand to what extent in

any of these places were the rates -- the ultimate rates a
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revenue requirement of the individual utilities 1mpacted

by these feed-in tariffs?

And 1’11 tell you why; because one --
in the Regulations under which the Chairman has pointed
out we’re doing this, they define road-serving entities,
and one of them is the town of Berwick. Now, they have a
small service. They have a very small hydro facility and
I guess what I’m wondering is, In the event that the town
of Berwick were to go for -- a feed-in tariff approved or
some feed-iIn entity other than their current hydro, and
that could have a significant impact on a smaller
community like Berwick.

The concern arises because one of the
major industries in that town, just recently shut down,
but the better news is that i1t’s going to start up again
in June, and I’m wondering what the reaction would be from
the new owner in the event that, and I don”t know -- in
the event that the tariff that he ends up paying is more
in the Town of Berwick by virtue of the fact that they
have put in this forever facility they’re putting iIn?

I mean, you’ve got so many gratuities

in places mentioned across all the United States here, but
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I was wondering iIf there was any place where the impact on

rates have given rise to concern? That’s my question.

MR. COUTURE: M”hm. No, that’s a --
this factors in as a utility’s procurement costs.

MR. REYNOLDS: Pardon?

MR. COUTURE: This factors in as part
of the utility’s procurement costs.

MR. REYNOLDS: Yes.

MR. COUTURE: So naturally if they
have to procure more expensive electricity they then have
regulated utilities that have the right to bring that
forward as evidence when they make a proposal for a rate
increase. So this would be evidence that Nova Scotia
Power presumably would bring forward as an iIncrease to
their procurement costs.

Now, under the current arrangement do
the municipalities generate their own power and sell i1t to
Nova Scotia Power? 1Is that the current structure?

MR. REYNOLDS: No, the current
structure is they generate their own power and they buy
almost all of their requirement from Nova Scotia Power.

MR. COUTURE: So the portion they
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generate 1s small?

MR. REYNOLDS: Very small. 1It’s a run
of river hydro.

MR. COUTURE: My understanding is that
the marginal rate impact of procuring COMFIT projects will
be diluted across Nova Scotia.

MR. REYNOLDS: Pardon?

MR. COUTURE: Will be diluted, will be
distributed across Nova Scotia’s ratepayers. So the Town
of Berwick will not ---

MR. REYNOLDS: Sorry, excuse me.

MR. COUTURE: So my understanding, |
stand to be corrected, but my understanding is that the
cost that procuring, buying from COMFIT projects will
impose will be incurred by Nova Scotia Power.

MR. REYNOLDS: No, that’s not my
point. Berwick Is also regulated.

MR. OUTHOUSE: But, Mr. Chair?

MR. REYNOLDS: Sorry.

MR. OUTHOUSE: Again, this is a legal
issue. Mr. Couture has not offered any opinion on this.

He may be wrong about the way the legal structure’s set
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up. Mr. Reynolds is putting to him a question. 1 don’t
disagree with Mr. Reynolds in terms that 1f Berwick did

this, but it would be its ratepayers and not the whole

province ---

MR. COUTURE: Okay.

MR. OUTHOUSE: --- would be affected,
but 1°m not sure that this witness i1s -- his evidence
doesn’t address this. I1°m not sure how i1t relates to the

Board’s function.

THE CHAIR: It’s a very Nova Scotia
specific question, Mr. Outhouse.

MR. REYNOLDS: Mr. Chairman, 1
understand. 1 was wondering if In --—-

MR. OUTHOUSE: Okay.

MR. REYNOLDS: --- Mr. Couture’s
experience in dealing with a great number of these i1f he’s
ever experienced a time when by virtue of the feed-in rate
facility, if you will ——-

MR. COUTURE: M”hm.

MR. REYNOLDS: --- the rates have
increased to customers?

MR. COUTURE: Yeah. Yeah. No, that’s
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a -- |1 think your first -- there iIs precedent for that,

and this may be of iInterest to the Board iIn the years
ahead.

Germany encountered this problem when
wind was being developed in the 1990s. All of the wind,
most of the wind clustered around the northern coast, and
that was a particular set of utilities that were
developing there.

Now, what 1t meant is that electricity
prices were going to be higher In northern Germany than
elsewhere in Germany. So what they did is they created --
utilities started complaining that their costs were going
up and what they did is they created a national mechanism
to cost share across the country.

So basically they pooled all of the
renewable energy procurement and then distributed it
evenly to the four major regions in Germany’s electricity
grid.

That was a major part of the 2000
legislation that was adopted In Germany. And that iIs one
way that the particular challenge you’re referring to has

been addressed in other jurisdictions. And that could be
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of iInterest iIn the years ahead.

MR. REYNOLDS: Thank you very much,
Mr. Couture.

THE CHAIR: Scotian WindFields?

MR. ROSCOE: No questions.

THE CHAIR: Seaforth?

CROSS-EXAMINATION BY MR. BARRY

MR. BARRY: Mr. Couture, I°m Jonathan
Barry from Seaforth Energy.

You talked about clustering. Can you
name me markets where there are small wind feed-in
tariffs, besides Switzerland?

THE CHAIR: Sorry, 1 didn’t hear the
question.

MR. BARRY: Name me markets around the
world where there are small wind-specific feed-in tariffs.

THE CHAIR: Thank you.

MR. COUTURE: I mentioned Switzerland
as one example.

MR. BARRY: Can you name others?

MR. COUTURE: Under a feed-in tariff

policy specifically carved out for small wind, most
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jurisdictions that have chosen to encourage wind

differentiate both by size and by resource quality in one
mechanism. 1 could explain that mechanism but it enables
smaller projects to also be profitably developed.

So it’s —- technically 1t’s an
incentive for small wind but i1It’s not a separate category.
The only one that comes to mind now that is truly a
separate category is Switzerland. | take that as one
example.

MR. BARRY: So you’re not familiar
with the one iIn the U.K.?

MR. COUTURE: Oh, yes, actually that’s
a good point. There is one In the U.K. My apologies.

MR. BARRY: And Italy?

MR. COUTURE: Italy 1 was not aware
of.

MR. BARRY: Or Greece?

Have you ever heard of any clustering
problems in those markets?

MR. COUTURE: U.K. i1t’s too early to
tell, because they just adopted the policy a year ago,

April 2010.
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Switzerland’s policy was adopted with

that carve out 1In 2008, and I have not heard of clustering

in wind occurring there, and I’m not familiar with the

situation iIn Greece or ltaly on that front.

questions.

MR. BARRY: Thank you. No more

THE CHAIR: St. F.X. isn’t here.
Wind Prospect?

Mr. Outhouse?

CROSS-EXAMINATION BY MR. OUTHOUSE

MR. OUTHOUSE: Mr. Couture, 1 just

want to pick up where Mr. Barry left off about the

clustering problem.

MR. COUTURE: M7”hm.

MR. OUTHOUSE: Because | just want to

be clear that | understand it ---

MR. COUTURE: M7”hm.

MR. OUTHOUSE: --- from your

perception. And 1°m wondering whether it’s a problem

here.

The way the tariff has been proposed

by Synapse, that i1s, one for wind, 50 kilowatts and under,
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as required by the regulation, and one for over

50 kilowatts ---

MR. COUTURE: M”hm.

MR. OUTHOUSE: --- which they have
based on a 1.5 megawatt turbine.

MR. COUTURE: Yeah.

MR. OUTHOUSE: Which is essentially
the commercial turbine; right?

MR. COUTURE: On the smaller end of
the commercial turbine market, yes.

MR. OUTHOUSE: And there is, as you
pointed out In your evidence, a significant difference
between those two rates.

MR. COUTURE: M”hm.

MR. OUTHOUSE: And your -- the concern
that 1 gather your evidence i1s directed to starting on
page 6 and running all the way over to page 9, or
paragraph 11 1 think 1s where you pick up with a new
topic, deals with that subject?

MR. COUTURE: Yes.

MR. OUTHOUSE: And would you agree

with me that clustering would only be a problem, only
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might occur, 1f the 50 kilowatt and under wind were

overpriced?

MR. COUTURE: No, I don’t think that
that would — that’s the only factor driving clustering.
IT the community has the financial resources to
theoretically buy a 500-kilowatt unit, at the 500-kilowatt
their -- the modeling is based on a 1.5. So they’re not
going to be profitable enough at that rate. So everybody
below 1.5 is going to rather break up all their projects -

MR. OUTHOUSE: Yeah, okay.

MR. COUTURE: --- into 50 kilowatt
units because that’s the only one that will yield the same
return.

MR. OUTHOUSE: So basically your
concern then is nothing will be built between 50 and 1.5?

MR. COUTURE: 1 suspect that very
little will be.

MR. OUTHOUSE: And so what you’re
really saying is 1t’s not that anybody’s going to be
overpaid, 1t’s that in some communities which might have

built 500 or 700, they’ve either got to go to 1.5 to get
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the economies of scale inherent in that ---

MR. COUTURE: Yeah.

MR. OUTHOUSE: --- or they will build
fifties?

MR. COUTURE: Yes.

MR. OUTHOUSE: Not that they’ll be
overpaid at 50, but that’s what they will build?

MR. COUTURE: If based on the
financial model that’s been developed, the return is
comparable. So i1f the rate of return is comparable the
smaller projects will not be -- 1t Is not that they will
be overpaid, i1t is that the procurement cost of that
electricity is markedly higher ---

MR. OUTHOUSE: Yeah.

MR. COUTURE: --- than it is for the
1.5 megawatt model. So the cost of -- accordingly, the
cost to ratepayers would be higher.

MR. OUTHOUSE: Okay. And as in tidal
that the magnitude of that problem is capped at
5 megawatts?

MR. COUTURE: Yes, that is the case.

MR. OUTHOUSE: Because the 50 and
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under is capped at 5 megawatts?

MR. COUTURE: M”hm.

MR. OUTHOUSE: And you appreciate that
rate point was set by government and not by this Board, or
by Synapse iIn i1ts analysis?

MR. COUTURE: Yes.

MR. OUTHOUSE: Okay. All right. The
other thing I wanted to ask you though was the tidal, and
I’m looking at the bottom of page 10 of your evidence.

MR. COUTURE: Yes.

MR. OUTHOUSE: And in paragraph 13 you
refer to a couple of reports from tidal researchers in the
U.K., and you iIndicate there that this information
suggests, as you say, a tariff in the range of $160 to
$180 per megawatt Canadian, per megawatt/hour Canadian?

MR. COUTURE: Yes.

MR. OUTHOUSE: And you cite the Allen
Study and the -- I guess it’s -- I’m not sure how to
pronounce i1t exactly. Ageitus (phonetic)?

MR. COUTURE: M”hm.

MR. OUTHOUSE: Okay. Do you know if

those two reports rely on different cost estimates for the
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tidal turbines or exactly the same estimates?

MR. COUTURE: No, I think the issue 1is
that they rely on different cost estimates.

MR. OUTHOUSE: Okay. Page 39 of the
Allen paper states, “In this paper we use the cost
estimated for the central case i1n Ageitus (phonetic) et
al, 2010.~”

It sounds like they’re using the same
estimates, to me.

MR. COUTURE: That’s one of the set of
estimates that they use, so they run a number of different
assumption and they converge, 1 believe, on the same
numbers as the other study. These are mostly Scottish-
based studies where tidal power is occurring. So they’ve
converged.

The consensus i1n Scotland, at least
from the academic researchers working iIn this area, that
these are the cost estimates that they are operating
under, based on the turbine models being deployed iIn that
market.

MR. OUTHOUSE: So it"s your

understanding they were using a separate database In terms
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of their estimates?

MR. COUTURE: Yes, while referring to
-- cross-referencing, rather, the other study that had
been cited.

MR. OUTHOUSE: 1If you go back to the
bottom of page 10, in the bottom paragraph, the last
paragraph, you say that Allen assumes an installed cost of
£1,461 per kilowatt, which works out to $2,325 per
kilowatt, Canadian, right?

MR. COUTURE: Yes.

MR. OUTHOUSE: Now, would you agree
with me that the installed cost of $2,325 per kilowatt is

approximately the same cost as a 1.5-megawatt wind

turbine?

MR. COUTURE: Yes. 1It’s iIn the right
order.

MR. OUTHOUSE: Does it make sense to
you that you have a proven technology in -- now put
through many i1terations -- wind turbine, you’ve got a

commercial wind turbine, the installed cost of it is
$2,325 per kilowatt, and you’re saying the same thing

would apply to tidal?
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MR. COUTURE: That’s not what I°m

saying.

MR. OUTHOUSE: Okay.

MR. COUTURE: What I°’m —--

MR. OUTHOUSE: What are you saying
then?

MR. COUTURE: Well, 1°m suggesting
that the assumptions on which the consultants® modelling
were based, to derive their tidal tariff, differ markedly
from those that similar researchers in the U.K. are using.

And 1 have no way of independently
confirming what the true cost of a megawatt of installed
tidal capacity i1s. 1"ve never developed a l-megawatt, or
500-kilowatt, tidal project myself, nor have 1 seen the
private balance sheet that has developed that.

So | think there’s considerable
uncertainty over what the true costs, i1f you will, of
installed tidal are, and these -- and what 1°m pointing
out with this, by raising this, i1s that there’s clearly a
disparity between what the consultants are proposing, and
what appears to be the case, based on this academic

research in the U.K.
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Now, to my mind, that discrepancy has
not yet been adequately explained.

MR. OUTHOUSE: And you’re not

purporting to explain i1t, | guess, you’re just pointing it
out?

MR. COUTURE: 1 could venture a few
possible interpretations. 1 have spoken with one of the

researchers in Scotland who co-authored that study.

MR. OUTHOUSE: Let me ask you this
question first, 1°m certainly going to let you answer, but
I guess, to me, the notion that you could install on a
per-kilowatt basis a tidal turbine for the same cost as a
wind turbine, which has now become -- 1 won’t say common
as rainwater around here, but pretty common -- surprised
me, and intuitively said to me, there’s something wrong
with this number in the Allen study.

Does i1t say that to you?

MR. COUTURE: 1 do think that the
Allen study i1s on the low end, and they had a range as
well, as I’ve drawn here, on the upper end at $4,775 per
kilowatt. So on the upper end, they are roughly half of

where the consultants’ number is.
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Now, there are different financial

assumptions that go iInto that as well. They’ve made
different assumptions about the financing; they’ve made
different assumptions about the performance.

They estimate, | believe, a lower
capacity factor than the projects here in Nova Scotia. |
believe the tides here are better, so, in theory, that
should lead to a lower levelized cost of tidal production.

But given that the Allen study and the
Ageitus (phonetic) study are only two of a set of studies
on title, I think that the truth lies somewhere 1iIn
between, and that other numbers, 1 guess, of the
consultants having drawn on the study from Ernst & Young
that has done research on tidal power, they also came iIn
the same range of roughly $10,000 per kilowatt installed.

So I’'m led to believe, certainly, that
the Allen study is too low, but there’s also grounds to
suspect that perhaps the 10,000 number is too high.

Now, guidance to the Board on that,
what 1s the right way to proceed when the costs are
clearly uncertain? There’s no agreed-upon cost number

that the tidal industry itself can agree on.

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS



10

11

12

13

14

15

16

17

18

19

20

21

22

Page 1176 NSUARB-BRD-E-R.10
There’s also different technologies

vying with one another, so it’s difficult to arrive --
it’s inherently difficult to arrive at one number that
will capture not only the different projects and their
siting, but also the different tidal power technologies
that are competing against one another for that market.

So from a feed-in tariff -- the goal
of the feed-in tariff, as | pointed out 1 my introductory
-— or in my initial submission, 1Is not to offer a
customized -- you know, for every single tidal power
project necessarily. The goal, particularly with emerging
technologies, Is to try to capture the range and to set
the price In a way that’s sufficient to encourage the most
efficient technology to be profitably developed.

So following that principle, a tariff
needs to be found based on reliable cost i1nputs and, to my
knowledge, there’s still uncertainly over what the
reliable cost inputs are.

MR. OUTHOUSE: Okay. And you’re not
suggesting a figure to the Board?

MR. COUTURE: No. I have not -- that

was not part of my submission, nor iIs it something that
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1’ve been tasked to do.

MR. OUTHOUSE: 1 just want to go back
again to the studies that you referred to, because that’s
all 1 have to work with.

MR. COUTURE: M”hm.

MR. OUTHOUSE: As I understand i1t, the
Allen paper says that they rely, among other sources, on
an EPRI study from 2006.

MR. COUTURE: Yes.

MR. OUTHOUSE: Do you recall that?

MR. COUTURE: That’s true.

MR. OUTHOUSE: Do you know what the

type of turbines were that the EPRI study evaluated?

MR. COUTURE: I don’t know the
company. 1 believe they were -- they were modelling them
off the coast -- 1f I’m not mistaken, off the west coast

of Canada, and they were tidal in-stream turbines,
essentially like a reverse jet engine design. But any
more than that ---

MR. OUTHOUSE: Okay. Would you
accept, subject to check, that the EPRI evaluations were

2-megawatt -- one 2-megawatt turbine, and one 1.5-megawatt
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turbine?

MR. COUTURE: 1 believe that was what
was In the report, yes.

MR. OUTHOUSE: And neither of those
would be small enough to qualify for this tariff, the
tariff that the Board is fixing, which i1s, 1 think, the
maximum of 500 kilowatts?

MR. COURTURE: That i1s the case.

MR. OUTHOUSE: And do you know if
there were any cost estimates In those two papers which
dealt with turbines as small as 500 kilowatts?

MR. COUTURE: If 1°m not mistaken, the
model -- the assumptions in Scotland are based around a 1-
megawatt unit, so, no, not as small as 50 -- that there is
500, that could account for a part of the -- the
disparity.

MR. OUTHOUSE: And back on page 10 I
noticed that Allen -- and you note it there, that the
Allen study is based on a 100-megawatt project?

MR. COUTURE: Yes.

MR. OUTHOUSE: And you go on to say

that there’s undoubtedly significant economies of scale
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MR. COUTURE: Yes.

MR. OUTHOUSE: --- i1f you take 100
megawatt project and compare to what’s contemplated here,
but you don’t -- you say that that really doesn’t account
for the disparity that you see iIn the numbers.

And 1°m wondering 1t you have any
information on the economies of scale of a 100-megawatt
tidal project to a one or 2-megawatt project?

MR. COUTURE: Well, you would
certainly benefit from having the same set of engineers
working on a whole bundle of projects. And the siting
concerns are the same, typically the same site by site, so
you’d certainly benefit from hiring one team of engineers
for a whole number of projects.

So much like building houses, i1f you
have a contract to build a large section of a subdivision,
you get economies of scale because you don’t have to
deliver the lumber for every single house. You can
deliver 1t in larger amounts and then build the houses
accordingly.

MR. OUTHOUSE: And I don’t mean to
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shorten this, but we all know that there are economies of

scale globally. None of us have any -- or at least I
don’t have any idea what they may be in tidal projects.

Do you have any special insight that
you can give the Board on that?

MR. COUTURE: I think it”’s maybe too
early even to start thinking about economies of scale for
tidal power. 1 really think that in the near term we’re
going to see single to double turbine units going In to
test technologies.

We’re still at the pilot phase. These
are pre-commercial technologies, and I think that -- 1
think we’re still a little ways off from providing
reliable economies of scale cost curves on tidal to say
that after you get 30 or 40 in the water that your costs
come down by X.

I think it’s too soon to say that, and
I think anyone who tries to do that is probably sticking
their neck out.

MR. OUTHOUSE: All right.

MR. COUTURE: That being said, the

Allen study, given the assumption -- 1 think you raise a
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good point, that based on the assumption that they were

talking about 100-megawatt project, that does account for
a significant -- clearly there would be economies of scale
there. And their model suggests that the price would,
therefore, be quite a bit lower than what is being
proposed.

But 1 think there’s still concern that
the number i1s not yet as reliable as the Board or as an
independent analyst may like them to be to provide -- to
run a reliable model.

The other problem, again, comes back
to the performance risks. These turbines are subject to a
host of complex risks in terms of performance, whether to
say anchored -- 1 don’t need to elaborate. 1°m sure you
appreciate ---

MR. OUTHOUSE: Well, based on the
experience we’ve had here with the larger ones ---

MR. COUTURE: Exactly.

MR. OUTHOUSE: --- you don’t need to
elaborate. 1 don’t know whether the smaller ones are
faring any better or not.

MR. COUTURE: So if you -- on that
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basis alone, i1t may justify the higher tariff to

incentivize people to come Into the market because the
reality iIs these are -- 1t’s a stretch to assume that
these are going to last for a significant period of time.

So this 1s a way to kick-start the
market in a way, and 1 think on those grounds maybe it’s
worth trying i1t at the proposed tariff and to see what
happens, and provided 1t"s capped as the Regulations say
it 1s. But again, that’s a decision that’s best left with
the government; not with me.

MR. OUTHOUSE: Fair enough.

MR. COUTURE: Thank you.

MR. OUTHOUSE: 1 just have one more
question and it’s related to the fuel escalators.

And you did say that with respect to
biomass you weren’t aware of any biomass feed-in tariffs
that didn’t provide for escalation with respect to the
fuel component; is that correct?

MR. COUTURE: 1 can’t think of one
that does not include some flexibility mechanism to
account for -- what’s sometimes done as a substitute for

that 1s a shorter contract duration.
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So instead of having a feed-in tariff

for 20 years for biomass, they instead do it on a five-
year basis, at which point a new tariff is introduced for
new projects on a rolling basis.

So given that 1t’s hard to get biomass
fuel supply contracts for much longer than a few years, it
makes sense to have -- you know, that’s an alternative way
without devising a special mechanism. You can just say
after five years we will revise the price.

So that’s an alternative way that --
without relying on the complexities of an adjustment
formula.

MR. OUTHOUSE: You’re familiar with
the Vermont tariff?

MR. COUTURE: M”hm. Yes.

MR. OUTHOUSE: And when you say an
escalator, 1 think maybe some people assume 1t’s
automatically tied to the fuel component In a direct way.
But my understanding of Vermont is that the biomass tariff
starts out in 2010 at $120, $120.8 ---

MR. COUTURE: Yeah.

MR. OUTHOUSE: --- per megawatt hour
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and i1t escalates at a pre-determined -- by a pre-

determined formula over a 20-year period and reaches
$141.3, so it escalates, essentially, $1 per year per
megawatt hour.

MR. COUTURE: M”hm. Yeah.

MR. OUTHOUSE: There’s a proxy built
into 1t for fuel escalation; correct?

MR. COUTURE: Yes.

MR. OUTHOUSE: Yes. So it’s not
something which looks at a fuel cost and changes. They
said, well, here’s our best take on 1t; we’re going to
give you $1 a year. It’s not exactly $1. There’s
obviously a calculation. But when I look at the
spreadsheet it runs, basically, $1 a year for 20 years.

MR. COUTURE: Yeah. And I guess I

would argue that that’s a fairly bold assumption to make -

MR. OUTHOUSE: Yes.

MR. COUTURE: --- because as an energy
researcher in Colorado said to me once, ‘“Anyone who feels
like they want to predict energy prices should sit down

and wait until the feeling goes away'.
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(LAUGHTER)

MR. MERRICK: Yeah.

MR. COUTURE: And 1 think that in this
case with biomass, you have a little bit more certainty
because often the biomass i1s sourced locally as opposed to
from the market globally.

So a jurisdiction like Vermont may
know more reliably, based on i1ts forest management
practices, what the average annual amount of biomass is
going to be available and that helps buffer some of that
volatility.

So -- and given that Vermont does have
quite -- to my knowledge, In any case, quite advanced
forest management practices, that may not be as big of a
risk as i1t would be here -- as i1t may be here.

MR. OUTHOUSE: Be careful.

MR. COUTURE: The other -- yeah.

Maybe 1 don”’t want to wade into that, but ---

MR. OUTHOUSE: What about Ontario?

MR. COUTURE: I think that adjustment
remains an important component. Ontario ---

MR. OUTHOUSE: Which I understand has
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a different type of inflator, but it’s basically 20

percent of CPlI as a proxy for fuel cost.

MR. COUTURE: Yeah, and the problem
with proxies is they’re more likely to be wrong than
right.

MR. OUTHOUSE: Up and down.

MR. COUTURE: Up and down. So the
upside and downside, and I think that that justifies or at
least creates a case for.

Now, 1 sort of look at this a little
bit more impartially, but i1t justifies the ability to
adjust that on the basis of observed trends iIn the market.

And maybe that’s a slightly more
hands-on approach, but 1 think 1t’s likely to be more the
use of judgement -- iIn that case, 1t’s likely to be more
accurate than relying blindly on some proxy.

MR. OUTHOUSE: And I gathered from
your discussion about Spain that there -- while biomass
prices may be a factor, there’s also some mechanism that
involves an indexation to gas, which is the main
generation source.

MR. COUTURE: Yes.
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MR. OUTHOUSE: And my only point in

entering into this line of questioning, Mr. Couture, was
that there are a wide variety of escalator types that take
into account the fact that the cost of biomass fuel is
going to change. Unlike wind, there’s a fuel source here.
That price may change, and In the biomass feed-in tariffs
there’s usually a reflection of that ---

MR. COUTURE: M”hm. Yes.

MR. OUTHOUSE: --- 1n some shape or
other.

MR. COUTURE: Yes.

MR. OUTHOUSE: Synapse has proposed
one iIn this case.

MR. COUTURE: Yes.

MR. OUTHOUSE: 1°m not sure that
you’ve weighed In one way or the other on Synapse’s
proposal.

MR. COUTURE: In my submission 1
haven”t.

MR. OUTHOUSE: No.

What’s your view?

THE CHAIR: It’s okay; I was going to
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ask you the same question.

MR. COUTURE: So perhaps just so that
it’s fresh Iin my memory, i1If you could describe i1t to me
again. They’ve indexed partially to diesel and partially
to?

MR. OUTHOUSE: CPI.

MR. COUTURE: To CPI.

MR. OUTHOUSE: On the fixed -- sorry,
on the variable component of the rate, which is the fuel
component.

MR. COUTURE: Yeah. |1 haven’t run the
numbers on what that would mean on a case-by-case scenario
for what diesel prices are doing. CPIl 1s a more -- a less
volatile indicator than diesel prices, so 1It’s 75 to
diesel and 25 to CPI; am 1 correct?

MR. OUTHOUSE: No.

MR. COUTURE: They’re vice-versa? So
75 to CPI. That’s okay, just to confirm.

In that case, there’s already a form
of hedge built in, because inflation 1s more predictable
than diesel prices.

So 1 think, broadly, the -- without
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having costed i1t out, I think that using diesel as a

component is certainly just justified, insofar as
transport costs come iInto the equation and to account for
that volatility, so | think that’s fair.

The debate then becomes surrounding --
well, is 25/75 the right ratio? Should 1t be iInstead
20/80 or 10/90? And I think that’s a question that the
Board would need evidence to rule on one way or the other
and | haven’t seen evidence ---

MR. OUTHOUSE: 1 don”’t want to give
evidence and I will only say this, I don’t think that’s
the objection that I heard from the Biomass Proponents.

That formula comes from another case,
and 1t was a formula worked out by NSPlI and NewPage iIn
connection with that project, that Biomass project, and it
was based on the cost of harvesting in fact and it was
looking at costs that would influence the price, but I1t’s
on a cost basis that -- there’s a labour cost, and there’s
a diesel component?

MR. COUTURE: Yes.

MR. OUTHOUSE: That’s how the index

was developed. My understanding of the objection from the
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Proponents is that, sure, that may reflect cost of

harvesting, but it may not reflect the supply and demand -
- the price that’s actually generated in the market by the
laws of supply and demand.

MR. COUTURE: And then you bring the -
-1 think that’s a very important factor iIn this, iIn that
if you —- at the current tariff price, if a lot of
projects start emerging for biomass electricity supply,
CHP supply, you’re going to get a tighter supply situation
which will tend to push up the price, all else being
equal.

MR. OUTHOUSE: Did you hear the
evidence yesterday from Mr. Bodington about -- and 1 would
say, the panel from the Alliance of the Nova Scotia
Sawmillers, that you should look at this indexing or the
fuel price on a plant by plant basis? There was a
suggestion of that, particularly by Mr. Bodington.

Had you seen that in any of the tariff
that you’ve examined, the feed-in tariffs?

MR. COUTURE: 1 can’t recall
Mr. Bodington’s testimony to provide a judgment on that.

MR. OUTHOUSE: Fair enough. Those are
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all my gquestions.

Thank you, Mr. Chair.

MR. COUTURE: Thank you.

THE CHAIR: Just before we leave --
it’s not my turn, but just before we leave the fuel
adjustment thing, and this may be an unfair question, but
iT you were setting out to design a fuel adjustment
mechanism for biomass, what would you take into account
and how would you go about approaching 1t?

MR. COUTURE: 1 think the concern --
often what’s done, at least in the early term, iIs to
encourage the use of waste products.

So the goal of -- 1 think biogas is a
great example of this. We have a lot of biogas that is
not captured by our system. It’s just wasted, and often
flared from landfills sites, or dairy farms without really
having a use.

So often i1f you’re targeting -- it
makes more sense to target your waste first rather than
trying to re-allocate wood fibre to electricity
generation.

So that would be first.

DICTUM DIGITAL INC. CERTIFIED COURT REPORTERS



10

11

12

13

14

15

16

17

18

19

20

21

22

Page 1192 NSUARB-BRD-E-R.10
I think first and foremost to consider

where are the waste sources that are being generated iIn
our economy where we can make use of -- which we can make
use of more efficiently?

And that’s been Germany’s guiding
principle in their use of theilr bioresources, so biogas,
biomass, et cetera, and agricultural waste, rather than
focusing on harvesting wood in order to produce
electricity. That’s a second thought.

The 1dea 1s, first and foremost, to
make use of the available waste In the economy.

THE CHAIR: And would that be
reflected iIn the adjustment mechanism somehow?

MR. COUTURE: The need for an
adjustment mechanism would be different in the case of
waste products because your -- assuming that the dairy
farm remains operating and the waste continues to come to
the Halifax Regional Waste Facility -- your supply is
guaranteed. And the cost of generation is more -- i1s less
exposed to those kinds of things.

So biogas wouldn’t need the same kind

of escalation or the same kinds of adjustment. Biomass,
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again, is different, because you have a delivery and the

costs of gathering and drying the wood prior to firing.

THE CHAIR: So, dealing with biomass,
what would you take into account in trying to design an
adjustment mechanism?

MR. COUTURE: No, 1 think that based
on the current -- on the work that NSPl has done on
generating the biomass tariff, you naturally -- you do
need to factor CPl, no question. You do need to factor
diesel costs.

So those two inputs, des minimus, you
need to factor, and 1 think then the question becomes,
well, what else needs to be included, are these new plants
that are being built or are we using an existing facility
and adding a boiler to i1t?

And the costs are going differ more in
biomass, project by project, I would suspect, than for
wind projects, where most of them are built from the
ground up without any pre-established infrastructure.
Whereas i1n biomass you’re going to have some mills that
have existing infrastructure they can use.

So you’re going to have a little bit
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more of a case by case scenario, so | think there’s a need

for a sensitivity to that, because some projects come with
quite a bit of capital already in place. And for them to
add a boiler and start generating electricity i1s actually
not a very big leap, so your capital cost assumptions are
going to have to change.

In terms of the escalator, | actually
-— 1 think the formula, as designed, i1s a fairly
reasonable compromise between the tensions that exist iIn
this market. But that does not obviate the need for more
-- does not remove the need for revisions in the future
because CPI can change and as we’ve pointed out, diesel
can change, and whether that formula remains adequate
remains to be seen.

So 1 think, just as on coal
contracts, the same principle applies; you need to adjust
to the prevailing market price of coal. And I think those
factors apply equally to renewable energy resources
dependent on fuel.

THE CHAIR: Sure. So you have a view
on how often the review should take place?

MR. COUTURE: My understanding is that
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as i1t’s currently structured the policy will be reviewed

every 18 months.

THE CHAIR: No, but how often the
adjustment mechanism should be reviewed because we can
include that as part of the tariff.

MR. COUTURE: M’hm. As | mentioned,
Spain adjusts on a quarterly basis, but it had a self-
adjusting quality, so you don’t need to have a hearing
every time you want to -- every quarter.

I think with the adjustment, 75/25,
that we’ve discussed, adjusting on a quarterly basis or
adjusting on an annual basis, as the case may be, layered
on top of a review should be sufficient to keep things iIn
check and to keep things developing as they should.

There also may be concerns that come
up down the road with -- related to environmental concerns
over excessive extraction of forest biomass for the
purposes of electricity generation.

That could mean that maybe that term
should be tightened a little bit, to make i1t less
profitable to generate electricity, so that it’s not -- so

that we’re not i1nefficiently allocating our wood to
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generating electricity when we could be doing other things

with the wood locally.

So 1If there are any trade-offs there
that come in a more governmental level. In terms of the
policy i1tself, 1 think that the adjustment mechanism, as
it stands now, should be sufficient in the near term to
keep those things iIn check but I would emphasis the need
for a periodic review of both, of the formula, and of the
inputs.

MR. DEVEAU: Just on that last point,
in Nova Scotia, iIn the Regulations, there i1s a cap of
500,000 dry tonnes of biomass. Does that affect your
answer at all? 1t’s right in the Regulations ---

MR. COUTURE: Yes, | remember.

MR. DEVEAU: --- that the amount ---

MR. COUTURE: Yes.

MR. DEVEAU: Yes. Does that affect
the answer you just gave?

MR. COUTURE: If anything, it removes
-- again, 1°d have to run the numbers on the amount of
biomass freely available.

With that cap, it does mitigate the
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need to adjust.

There’s also the -- there is a
concern, however, around whether this is being imported
from elsewhere. | don’t know 1If that’s been addressed,
but the concern of whether biomass can be imported either
through the port or directly from New Brunswick remains a
concern that could -- and -- but 1 think that no, the cap
wouldn’t -- does not change the need for proper
adjustments to track CPI and diesel costs.

THE CHAIR: Thanks. Now, I have to
get in line.

Mr. Doehler, you have any questions?

CROSS-EXAMINATION BY MR. DOEHLER

MR. DOEHLER: There"s three areas I1°d
like to explore with you, Mr. Couture. Page 6 of your
evidence on paragraph 7 -- or the Section 7, the second
paragraph, you talk about periodic revision of financing
costs 1is critical.

MR. COUTURE: Yeah.

MR. DOEHLER: That i1t should be
reviewed. Are you saying that only -- we should only look

at financing costs, or look at the whole thing?
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MR. COUTURE: No, I would suggest that

the periodic review Is an opportunity to revise more
comprehensively the success and performance of the policy
and ---

MR. DOEHLER: So we should look at the
whole thing, then, so that -- to make sure it balances
off; not just financing alone.

MR. COUTURE: Yeah. No, financing 1is
an important component of that, but no, 1t would be that
and among other things.

MR. DOEHLER: Page 9, the infamous
graph. We heard yesterday, earlier today -- 1"m losing
track here -- Consumer Advocate®s expert saying that the
problem with a straight line, we don"t know the data
points.

MR. COUTURE: M"hm.

MR. DOEHLER: And you®ve just assumed
a straight line; 1t"s easy to make.

Do you have any data points that
support a straight line, or should 1t be a different curve
or should we break i1t off somehow?

MR. COUTURE: So in mature markets
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there often are intermediate points. So iIn markets where
you have many different data points to draw from,
Portugal, Germany, Switzerland and Slovenia all include
intermediary points within that broken curve.

So it"s not a straight line. It"s a
broken curve. All of those countries benefit from having
data points they can use.

Nova Scotia does not. And I think in
the iInterests -- and given that the market is small and is
likely to remain relatively small, my thinking in keeping
this as currently structured as 1"ve presented it i1s to
keep i1t simply. If -- you know, as Einstein said, make it
as simple as possible, but no simpler.

And 1 think the -- that principle
should apply here. 1Is there really a need to
differentiate between 50 kilowatts and 1.5? Maybe once.

Maybe a 500 kilowatt unit, we could --
the consultants could run a separate financial analysis on
-- the financial modelling on a 500 kilowatt unit or a
750.

MR. DOEHLER: So that would be a way

to get the data point, then.
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MR. COUTURE: And have them then
submit that tariff number and then you could use that as
an intermediary point. But the i1dea of interpolating
between the two points i1s generally accepted to be an
adequate way to capture economies of scale. And while --
yeah, I"11 leave it at that.

MR. DOEHLER: Just since your
logarithmic scale from 50 kilowatt to 1.5 here, so It"s
really some sort ---

MR. COUTURE: Yeah. No, this iIs a

little bit —- 1 simplified 1t intentionally. It was to
evoke the -- I said stylized wind tariff. But the general
principle -- the same problem has been encountered by a

number of different jurisdictions.

And the solution is without -- what
some do iInstead is steps. So you have discrete steps, all
projects between 100 and 500 kilowatts, between 500 and --
you know, so it"s a flat line.

But that doesn’t really -- doesn"t
capture the economies of scale as well as a line does. So
you could have steps.

Not only is that more complicated,
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you"re going -- you risk getting the same clustering

effects around that higher margin.

So the i1dea of a straight line is that
it"s relatively transparent, everybody knows where they
are, 1t"s mathematically derived so you can ---

MR. DOEHLER: But not based on
evidence. It"s a mathematical formula, the two data
points.

MR. COUTURE: Your two data points
are. Now, you could introduce, as | said, further data
points —---

MR. DOEHLER: The broken point in the
middle.

MR. COUTURE: --- and, as | mentioned,
more mature markets do when they have data points to draw
from. The consultants could be directed to introduce a
new data point.

But 1 think the really -- for the
reasons that I"ve outlined in my written submission, 1
think that the clustering effect remains a risk. And
we"ve seen 1t In photovoltaics, we"ve seen it In biogas

projects and 1 think 1t remains being unduly -- putting
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undue weight on the ratepayer from clustering around that

lower threshold.

And this i1s a relatively simple way to
capture economies of scale and address that.

MR. DOEHLER: Page 11, last paragraph.
Talking about it may be advisable to introduce a tariff
degression to both track and encourage.

What type of elements do you see in
that type of tariff model?

MR. COUTURE: Yeah. 1 think one way
to address the tidal question would be precisely to do
that, to have an annual percentage decline scheduled iIn
the Regulations. So currently i1t"s around 65.

You could have as rapid as a 10 or 15
percent annual decline in the tariff amount.

MR. DOEHLER: So every year it goes
down 10 or 15 percent?

MR. COUTURE: So for your -- 1f you“re
connecting in 20 -- let"s assume you"re connecting in 2012
at that tariff, you"re connecting in 2013 at ---

MR. DOEHLER: Well, what you“re

suggesting, then, Is someone comes In now, they get the
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rate that"s now ---

MR. COUTURE: M"hm.

MR. DOEHLER: --- but you come iIn two
years from now, you get 30 percent less ---

MR. COUTURE: You get --—-

MR. DOEHLER: --- going forward.

MR. COUTURE: Whatever the degression
IS, yeah.

MR. DOEHLER: But if the person®s
already there, 1t gets that rate for the whole period?

MR. COUTURE: For as long as their
project produces under the contract terms, yeah. So their
own subjective rate does not itself follow the others.
They walk in on those financial assumptions; subsequent
projects lock in at the next assumptions.

So the idea there is manufacturers
have a clear signal to step up their product and iImprove
it so that they can keep up with the schedule of
degression so It creates the iIncentive.

MR. DOEHLER: 1 understand.

MR. COUTURE: Degression has been

introduced for most technologies iIn most European markets
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to track and simultaneously encourage technological

change. And 1 think tidal is actually -- what often
happens i1s the tariff degression rate is higher for
emerging technologies because more cost reductions are
expected.

So photovoltaics have always had a
higher degression rate because 1t"s -- more change and
more cost reductions are expected. And 1 think we can
expect more cost reductions in tidal as well.

So that would justify a higher tariff

degression.
MR. DOEHLER: Thank you.
QUESTIONS FROM THE CHAIR
THE CHAIR: Can 1 just go -- 1 think
I"ve asked -- we"ve asked pretty well all the questions on
this. 1 go back to the graph on page 9.

And how many size turbines are there
between 50 kW and 1.5? 1Is it an infinite number, or can
you order -- in other words, are there three or four
standard size turbines along that line, or are there an
infinite number?

MR. COUTURE: There is not an infinite
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number. Turbines have a rated capacity and on the market

now you can buy 750s; you can buy 500s. There®"s a number
of intermediary points.

I would estimate based on rated
capacity there must be a dozen iIntermediary points there
of different turbine models, l-megawatt units and so on.

So the rated capacity you get iIs a
function of the engineering of the turbine and you need to
then get i1t certified as that capacity.

So there®"s often quite a number of
competing turbine units at a number of different sizes.

THE CHAIR: But as you say, 1T we get
one at, say, 750 and then had the two data points we
already have, we"d have a fair bit of information unless

there"s an iInfinite number size of turbines that you can

get.

MR. COUTURE: No, but what the idea
there i1s also that you -- the purchaser of the turbine
will tend to focus on -- will run the numbers based on the

turbine model they"re buying.
So if you have someone selling a 750

turbine or kilowatt unit for three -- say three million or
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2.5 million or something and you have another person

selling a 800 or 900 kilowatt turbine for slightly -- only
slightly more, 1t may make it more attractive to buy the
slightly larger turbine unit for that economy.

And that"s a decision that individual
projects are going to make. The other reality is that
wind turbines are not all created equal. Some of them are
better designed for different types of wind regimes.

They operate better under stronger,
more consistent winds. Some operate better in lower
average wind speeds, but continuous. So different
turbines have different strengths and weaknesses, and this
general structure would enable people to run the numbers
on their own turbine choice.

So 1t iIncreases choice and iIncreases
flexibility. But intermediary point between the two 1
think would certainly be advisable because that is a
fairly, as you say -- as you mentioned, it"s a fairly wide
spread, but with an Intermediary point 1 think you could
be fairly confident that you"ve captured those economies
of scale that happen iIn between.

THE CHAIR: 1 guess given the cap and
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the fact that this is going to be reviewed at some point

in the future, we could give this a try and see how it
works.

MR. COUTURE: Absolutely. No, and
that would be -- absolutely.

THE CHAIR: I think those are my
questions. Thanks very much.

Any questions arising out of Board
questions? Ms. Rubin.

FURTHER CROSS-EXAMINATION BY MS. RUBIN

MS. RUBIN: Just a quick question iIn
response that you gave to the Chair. Mr. Outhouse coughed
just at the time you were giving part of your answer and |
missed 1t.

The question was about the adjustment
mechanism and how frequently should it take place. And
you saild Spain adjusts on a quarterly adjustment and then
you said with the adjustment of 75/25 -- 1 missed that
part.

MR. COUTURE: For Nova Scotia | think
that the -- as currently structured, it captures

reasonably the expectations that we would -- the reason
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why Spain adjusts more often is that inflation is higher

and they have more exposure on that front. So from
quarter to quarter, inflation can actually fluctuate quite
a bit in Spain. We"re talking more than a percent on a
quarter by quarter basis.

So that can introduce significant
changes to the tariff that biomass projects receive.

In Nova Scotia | don"t anticipate nor
do 1 think there are grounds to anticipate that kind of
volatility in the inflation rate, so I would reiterate
what | said earlier, that 1 think the 75/25 breakdown is
reasonable. It has precedent elsewhere i1In fuel adjustment
clauses applied to these kinds of contracts. And provided
there"s still room for a periodic review of that based on
evidence, 1 think i1t"s well within the range of what 1is
seen elsewhere i1In the marketplace and what should be
adequate for Nova Scotia.

MS. RUBIN: Okay. Two things.

Is your knowledge of the experience iIn
Nova Scotia based on what Mr. Outhouse told you now about
the NSP1 NewPage 75/257?

MR. COUTURE: No, 1 have seen other --
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I followed 1t fairly closely when these negotiations were

happening 1n the U.S. There was a big discussion around
biomass 1n Florida because they don"t have very good wind.

So they"ve had this big discussion
around how to get biomass encouraged. And some of the
same concerns were raised. | can"t recall the final form
of the adjustment that they settled on, but i1t did include
both of these inflation and diesel components. And 1
think that"s fairly standard for these kinds of contracts.

MS. RUBIN: And then you said as long
as there could be a periodic review. And what -- when did
you say that should take place, how frequent?

MR. COUTURE: Well, as currently
structured i1t said every 18 months. And I think that 18
months does provide enough time for the market to get on
its feet and for data to be available based on that.

Now, 1t may not need to be adjusted
every 18 months. It may take a few years to see how the
supply and demand trends occur and how many projects get
on line and whether they®"re competing with one another for
biomass supply and what that does to fuel prices.

And 1 think there®"s still considerable
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uncertainty over what diesel prices are going to do in

that period, so there may be a need for further adjustment
on the basis of that. And that®"s why 1 think 1t"s
important to have some opportunity scheduled in to have --
to reduce uncertainty in the market so that developers
have the ability to know when a review is taking place.

So for the sawmillers with that year
and a half benchmark, it increases the transparency and
predictability of the review.

MS. RUBIN: Thank you.

MR. COUTURE: And that"s generally
considered a good thing to protect, again, both against
the upside and the downside.

MS. RUBIN: Thank you.

THE CHAIR: Any other questions
arising out of Board questions?

You have an opportunity for re-direct,
but any other party who has questions arising out of Board
questions?

Okay. Either Mr. Vogel or one of you
can do re-direct.

RE-DIRECT EXAMINATION BY MS. ASHWORTH
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MS. ASHWORTH: Thank you. Just a few

clarification questions, particularly regarding the
discussions of caps.

And I"m wondering, just for clarity,
the Regulations call for a cap for the small wind tariff.

I believe that"s the only one that is
capped; 1s that correct? The only one that is capped is
the small wind? Am 1 correct iIn that?

MR. COUTURE: Tidal as well.

MS. ASHWORTH: There is a cap for
tidal? |1 don"t believe there 1is.

THE CHAIR: No, the only one is small

MS. ASHWORTH: Only on small wind.
Okay .

So from your experience with feed-in
tariff rate design, are caps generally advisable?

MR. COUTURE: I believe 1 have it at
this -- In my submission. Caps, particularly when it"s
unclear what comes next, can create quite a bit of
uncertainty in the market because investors don"t know

whether they"re iIn the queue or not, whether they will
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make the cut or not. And I think that remains the case iIn

all small capped feed-in tariff policies.

The cap i1s also sometimes more
objective iIn that i1t"s based on the strength of the grid.

So you can have a cap based on how
much can effectively physically enter the grid at a given
point. But these are more political caps, 1if you will, iIn
that they"re designed for other reasons.

Generally, caps -- when nearing the
cap, 1t does introduce more uncertainty in the market and
it tends to lead to a bit of a freeze 1In new applications
and new development because people don"t know whether
they"re going to make the cut.

So why do all the pre-feasibility work
if you"re not sure you"re going to make the cut. And that
presents problems. It can also present competitive -- it
can create and has created in some markets competitive
dynamics between different areas and different developers
seeking to get in the line and then trying to trump the
others by saying that their application came iIn at 12:31
on Tuesday, March the 4th. You know, it"s -- and they can

say, for instance, that they got in before the next guy
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and therefore their project should receive precedence.

So caps i1nherently create this
finitude that is then contested and that can create more
uncertainty and it can pit one community or one developer,
as the case may be, against one another.

But as currently structured, 1 believe
the caps are the jurisdiction of the -- this is again a
public policy decision the government has made, and I™m
not necessarily In a position to comment on the
judiciousness or otherwise of that decision.

I think -- but that being said, the
consequences that 1°ve referred to do tend to emerge and 1
think 1T the cap -- 1If there"s no clear provision of what
happens when the cap 1s met, that"s what really creates
the uncertainty.

IT there®s something clear that says
when we reach this we will either (a) review the policy;
(b) Lift the cap, raise 1t, add another five megawatts or
we" 1l stop the program altogether, provided what happens
is clear, then you reduce some of the uncertainty.

At this stage I don"t know that the

government has thought that far ahead and maybe 1t is too
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early to think about that. But I think that i1t i1s a fair

point and worth raising.

MS. ASHWORTH: In your submission you
had -- particular to the tidal tariff, you had explained a
degression rate that we just talked about. And we"re sort
of comparing that to your cap on tidal or degression, or
both.

Can you explain a little bit about how
the degression might -- degression rate might either trump
the need for a cap or how they could work in harmony?

MR. COUTURE: | suppose it depends on
how ambitious Nova Scotia wants to be on tidal power.
Rather than a cap, a rapid degression schedule could
really help stimulate a wider market and also stimulate
more trials because people can feel that there®s an open-
endedness to 1t, that they can pilot many different
options and even i1f they only last for six months, even if
they only last for 12 months, 1t was worth having a go at
it and seeing what happens.

So a degression schedule can -- it
sends the right signal to manufacturers that the product

needs to get better and it also can help protect the
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ratepayer against the higher costs.

So 1 think 1t could be an alternative
to a cap, but ultimately, again, that is a decision that
iIs part of the Regulations and that would have to be up to
the government about how aggressive they want to be with
tidal development.

But a rapid degression schedule could,
in theory, provide the same sort of -- or not the same --
but i1t could provide a way to encourage the technology to
get less expensive, more rapid.

MS. ASHWORTH: Thank you.

And just one other thing and, Mr.
Chair, you can correct me 1f 1°m out of line by asking
this question, 1f 1t’s already been discussed.

But the cap for small wind that’s set
in place In the Regulations, your linear interpretation
model, would that alleviate the need for that cap, or the
-- or would they still be both required?

MR. COUTURE: It could then be
substituted perhaps by a cap on the total amount of wind
as opposed to just small wind.

So I think I mentioned at the end that
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-- on page 12, number 16, that some countries iImpose a cap
on the amount of a given technology that can be
introduced.

So you could say maximum 50 percent of
the COMFIT will be taken up by wind and that could provide
an alternative to the strict cap only on small wind.

I suspect you’re likely to get less of
the 50 and below developments with this adjustable formula
but there may also be a lot of small developers who prefer
to stay at the small range because 1t’s -- 1t can be done
with less financial outlay.

But I think that this -- | suppose as
an alternative you could cap the amount of wind eligible
for the COMFIT, as a share of the total policy objectives.

So you cap the amount of gigawatt
hours that wind is allowed to produce as a part of the
program, and that could substitute for the cap on small
projects alone.

But given that the tariff is quite a
bit higher for the small wind than the large wind, the
government iIs -- that decision is again at the

government’s discretion, what they wish to do with the
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small wind cap.

As i1t currently stands, 1 wouldn’t
interpret 1t to mean that projects 50 and below would be
capped at that and projects above 50 would then not face
the same restriction. But again, that interpretation
could -- 1°d have to look at the letter of the regulation
and what’s said about the other share of wind.

And maybe that’s a clarification that
would need to be made were a proposal like this to be
adopted.

MS. ASHWORTH: 1 think you’ve brought
up a good distinction and I guess that’s -- 1f the cap is
intended to prevent overburdening the ratepayer then it
would really apply to the lower range, higher feed-in
tariff rates. Whereas i1If 1t”’s meant to encourage
different technologies than what you’ve suggested, being
cap on the overall percentage of wind in the COMFIT would
be more applicable, so that would maybe be a policy
question.

MR. COUTURE: Yes. No, | think that’s
a fair point to ---

MS. ASHWORTH: Thank you. 1 have no
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more questions.

Thank you, Mr. Chair.

THE CHAIR: Thank you very much. The
board very much appreciates your coming and providing this
evidence and appreciates the sponsors for bringing you
here; i1t’s been very helpful.

MR. COUTURE: Thank you.

THE CHAIR: So thank you very much.

MR. COUTURE: Thank you very much.

THE CHAIR: So i1t’s a quarter to five,
so | think we’ll adjourn until 9 o’clock tomorrow morning.

Mr. Outhouse?

MR. OUTHOUSE: Yes, Mr. Chair. And 1
think 1t’s a safe bet we’ll finish tomorrow morning, but
I1’ve been wrong all week so 1’1l take ---

THE CHAIR: You thought we’d finish
this afternoon.

MR. OUTHOUSE: 1 did, 1 did, but 1I°m
not going to blame anybody in particular.

THE CHAIR: So we’ll see you at 9
o’clock tomorrow morning.

Thank you.
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-—- Upon adjourning at 4:45 p.m.
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