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Avon's other concern is the speed and urgency with which NSPi is submitting

the generation projects for approval by the Board:

In addition, the speed with which NSPI-generation projects are being placed before the Board
and the urgency with which NSPI seeks approval, suggests that the current process for the
purchase of energy by NSPI under PPAs is wanting. -

The Avon Group recommends that the Board undertake an updated assessment of NSPl's
approach to determine if there are alternatives which would lessen the probability of
in-service delay or contract failure.

[Exhibit N-3, pp. 4-5]

NPB

[21 ] NPB do not oppose approval of the Project; however, they object to the

accounting treatment of revenues as proposed by NSPI:

... it is important to emphasize that the impact on ratepayers of the two accounting treatments
may not be the same. For example, in response to Avon IR-3(d), NSPI indicates that the
expected in-seNice date of the Point Tupper Wind Farm is July 31,2010. Once the Project
is commissioned and begins delivering energy, NSPI will be entitled to receive its
proportionate share of the Project Profits. If NSPl's share of Project Profits were included as
a credit within the FAM, the benefit would generally be passed on to ratepayers at the time
the costs of the energy are incurred and recovered from ratepayers as part of the FAM. In
contrast, under NSPl's proposed accounting treatment, this non-FAM revenue would only be
incorporated as an offset to rates as part of a General Rate Application, the timing of which
remains at NSPI's discretion.

NSPI states in its response to UARB IR-4 that, "any deficiency or excess in operating income
relative to the utility costs will be handled within the standard framework as other regulated
revenues and expenses." NPB understands this to mean that there would be no retroactive
recovery of any Project Profits to the benefit of ratepayers.

Further, under NSPl's proposed accounting treatment, its share of Project Profits would be
based on a forecast rather than the share of actual Project Profits received, similar to other
non~FAM revenues and expenses. Despite the fact that Project Profits are likely to vary on
an annual basis (depending on the specific amount of energy generated under the power
purchase agreement), the non-FAM benefit to ratepayers would be fixed at a specified level
in between General Rate Applications.

NPB submits that it is more appropriate to link NSPl's actual share of the Project Profits (a
ratepayer benefit) to the costs for the energy from the Project in this case, since the "cost" ,
of the energy acqUired by NSPI under these power purchase agreements is effectively being
reduced by these amounts. This is appropriately accomplished by including the actual credit
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within the FAM (i.e. 'vvith the associated fuel cost from which the Project Profits are
derived).This approach will ensure that ratepayers receive the full benefit of all operating
income from the Project as is envisaged by all parties.

This is precisely the accounting treatment NSPI proposed for this situation in an Information
Request Response filed as part of the Nuttby Mountain Wind Project Application. Yet NSPI
now appears to take the position that following this accounting treatment would somehow be
inconsistent with the provisions of the Renewable Energy Standard Regulations ("RES").

[Exhibit N-5, pp. 2-3]

NPB believes that the proposed treatment should have no effect on the

Project being included in the Provincial requirements for RES:

With respect, the regulatory accounting treatment of NSPl's share of the Project Profits
should have no bearing on how the generation from the Project is treated for purposes of the
RES. As NSPI notes in response to UARB IR-4, the Province's RES Administrator has
already confirmed that the ownership and operation of the Point Tupper Wind Farm in the
manner described in the Project Operating Agreement is consistent with subsection 7(2) of
the RES. The Project Operating Agreement is silent with respect to any particular regulatory
accounting treatment of NSPl's share of the Project Profits.

Subsection 7(2)(b) of the RES requires that the generation facility is "owned or operated by
an independent power producer." The regulatory accounting treatment of NSPl's share of
Project Profits does not have an impact on either the ownership or operation of the Point
Tupper Wind Farm. NPB submits that there is nothing inconsistent with 100 percent of the
generation from the Project qualifying as IPP-generated energy, while including NSPl's share
of Project Profits within the FAM as a credit to ratepayers.

[Exhibit N-5, p. 3]

NSDOE

[23] NSDOE supports the Project on the basis that it meets the Provincial 2009

Energy Strategy and 2010 Renewable Electricity Plan:

6. Nova Scotia Renewable Energy Standards (the "RES") are integral to meeting these
goals. The Renewable Energy Standard Regulations, N.S. Reg. 35/2007 (as
amended) require NSPI to supply its customers with renewable low impact electricity
from post 2001 sources in Nova Scotia in an amount equal to or greater than five
percent (50%) of its total sales for the calendar years 2011 and 2012. This is
increased to at least ten percent (10%) in 2013.

7. To meet its RES requirements for 2011 and 2012, NSPI must purchase renewable
low impact electricity from independent power producers. NSPI is able to acquire the
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incremental renewable low impact electricity required for 2013 and after from
independent power producers or from its own renewable energy generation facilities.

8. In its application, NSPI advised that the "[s]uccessful completion ofthe RESL Facility
remains an important element in NSPl's plan to achieve compliance with the
Province's 2011 RES (Application, p.4). NSPl's response to Avon IR-3, Attachment
1, shows that more than 11 % of NSPl's 2011 RES Requirement Generation is
expected from this project.

[Exhibit N-6, pp. 2-3]

NSDOE suggests that NSPI has done its due diligence with respect to the

proposed guarantee, and any risk and liability with respect to the guarantee should be part

of the Board consideration if NSPI seeks approval to include these costs in the rate base:

17. Risk is also associated with the $23.5 million guarantee that NSPI has provided in
respect of certain indebtedness of RESL. NSPl's description of its due diligence
while considering entering the guarantee is set out in its response to UARB IR-5, and
the security that it has taken has been identified in its response to NSDOE IR-3.
However, NSPI is not, at this time, seeking approval to include any contingent or
future liability in its revenue requirement orthe fuel adjustment mechanism (NSDOE
IR-4). Whether it is appropriate to do so, should any contingent or future liability be
realized, would be a consideration for another day.

[Exhibit N-6, pp. 5-6]

NSPI'S RESPONSE

[25] NSPI responded to the Intervenors' submissions in a letter dated May 13,

2010 and stated that "None of the four filings received by the Board recommend the Board

decline the Application". NSPI noted that the Intervenors have raised two main items for

consideration by the Board:

1. The cost recovery accounting treatment of NSPl's portion of the Point Tupper
facility's operating income (raised by NPB and CA); and

2. The guarantee provided by NSPI to RESL to facilitate project completion (CA).

[Exhibit N-7, p. 2]
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NSPI is of the opinion that for 100% renewable energy to compiy with the

RES requirements, the Facility must be certified by the RES Administrator as an

Independent Power Producer ("IPP") and that the ownership structure proposed achieves

this objective. Consistent with this, the full cost of the PPA is to be recovered from NSPl's

customers in the Fuel Adjustment Mechanism ("FAM").

[27] NSPI disagrees with the CA and NPB submissions with respect to the

allocation of the Project revenues:

Under the NPB and CA approach, customers would receive a credit in the FAM for these
non-fuel costs, while the Company incurs the costs on its income statement without a
corresponding revenue stream. The approach proposed in NSPl's Application aligns power
purchase costs with the FAM, while maintaining alignment of non-fuel, capital-related costs
with general revenue requirements where these costs are traditionally and appropriately
recovered. The net present value analysis contained in the Application demonstrates this
benefit to customers. In the absence of this accounting methodology, NSPI would need to
file a general rate application to begin recovery of the non-fuel costs.

NPB and the CA propose to include operating income with FAM costs. The effect of this
would be to have the cost of the investment added to non-FAM costs, while the benefits of
the investments would be credited to FAM expenses. Effectively, non-FAM-costs would
subsidize FAM-based costs.

In some jurisdictions, the utility would recover non-fuel, capital-related costs in a separate
adjustment mechanism or rider. The capital recovery mechanism is often specific to a
renewable energy standard or other legislated environmental requirements. These
mechanisms help to ensure timely and transparent recovery of the actual costs of complying
with legislated environmental regulation. NSPI has not proposed such a mechanism in this
Application.

The Company is prepared to work together with UARB staff and intervenors to investigate
alternative methods of timely cost recovery that align customer interests while meeting the
RES and environmental requirements. However, the proposed accounting approach
maintains the integrity of both the FAM, which recovers fuel and PPA but not capital-related
costs, and of the utility/IPP structure that is a foundation of having the project output
contribute to RES compliance.

[Exhibit N-7, pp. 3-4]

[28] NSPI responded to the Intervenors' concerns with the guarantee proposed

as a part of the Project:
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Like the capital investment, the guarantee was provided to RESL to ensure the completion
of the project, which is required for NSPl's compliance with the RES. The guarantee was not
negotiated in isolation, but as a part of a package of terms which made the agreement
acceptable to both parties. In consideration of providing the guarantee, RESL granted to
NSPI a first ranking charge over all of its assets, which exceed the value of the guarantee
and includes other assets of RESL in Nova Scotia presently delivering electricity to NSPI
customers. The effect of this is to ensure that NSPI has a means to recover all costs which
might be incurred if payment is required under the guarantee, and maintain control over the
future operation of the project.

The Board does not need to address this matter at this time. Nor has evidence been put
forward that would allow the Board or the CA to develop an informed opinion on the merits
of the guarantee. The question before the Board is whether to approve the capital
expenditures. Nothing about the guarantee affects the Board's ability to balance the interests
of the Company and customers in a future proceeding.

[Exhibit N-7, pp. 4-5]

[29] NSPI stated that reporting future changes in its relationship with RESL, as

requested by the CA, is an "unusual request, given the multitude of commercial

relationships which NSPI has at any given time", However, NSPI noted that relevant

reporting on the IPPs and the PPAs is provided via the FAM. With respect to the review

of NSPI's renewable acquisition process, it noted that it is "beyond the scope of this

proceeding". NSPI is following the RES as noted in NSDOE's submission.

[30]

is:

NSPI's response on the need for this Project to meet the RES requirement

Avon has wrongly suggested that this project is not required for RES compliance. This
argument is based on incorrect assumptions, including that the Nuttby Project will contribute
to the 2011 RES, even though it is utility owned and not an IPP.

[Exhibit N~7, p. 5]

FINDINGS

[31 ] NSPI and RESL signed the POA in 2009 with a 20 year term setting out the

terms and conditions under which NSPI's assets will be operated by RESL. The Project
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revenues are to be distributed between RESL and NSPI (NSPI share estimated at 49°/0).

The total Project revenues are comprised of the sale of renewable energy to NSPI as per

the PPA and receipt of the ecoENERGY incentive.

[32] The Board has considered NSPl's application and the Intervenors'

submissions. There appears to be no opposition to the approval of the Project, but

individual Intervenors have raised some issues.

[33] The Board notes that the customer cost during the life of the POA is

estimated to be $1.2 million lower than the original PPA. The levelized cost to customers

is estimated to be $91.65 per MWh which is lower than the original PPA between NSPI and

RESL. The Project also preserves the benefit of the ecoENERGY incentive for customers.

Based on this, the Board approves the Project with conditions as noted below.

[34] NSPI is proposing to charge the full cost of renewable energy as per the

original PPA through the FAM. However, the revenues realized by NSPI are proposed to

be part of its general revenues. NSPI has argued that the reason for this treatment of

revenues is to cover the cost of NSPI's investment in this Project.

[35] The Intervenors have objected to the treatment of revenues proposed by

NSPI. It is their view that NSPl's share of the revenues from the 11 wind turbines should

be included in the FAM. This is because all costs of the Facility, including investment costs

for the 11 wind turbines (before NSPl's participation in the Facility) are included in the PPA

price, and the full cost of the PPA is to be charged to the FAM.

[36] The FAM currently allows NSPI to recover fuel costs and power purchase

costs, but not capital costs. Capital costs are currently recovered under customer rates
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approved by the Board in a rate hearing. In order to meet the 2011 RES, NSPi is charging

the full cost of the PPA , which includes capital costs, to the FAM. However, NSPI is

proposing to include the revenues generated from the Project in its general revenues to

cover its capital costs of the Project. The FAM model does not contemplate recovery of

capital costs because it did not contemplate joint ownership involving NSPI.

[37] The Board has considered the evidence and agrees with the Intervenors that

NSPl's revenues from the Project should be included in the FAM to provide a clear picture

of the expenses and costs. However, the Board shares NSPI's concerns and agrees that

NSPl's capital cost of the Project should be specifically recovered from the revenues

generated by the Project which will be credited to the FAM. The Board directs that NSPI

and Board staff, by September 1, 2010, develop a mechanism to pay for NSPl's capital

costs from the Project revenues credited to FAM, for approval by the Board.

[38] The Board has considered the issue of the guarantee by NSPI for certain

project debt financing of RESL. The CA has concerns that NSPI provided this guarantee,

which is a benefit to RESL but is a possible future risk to NSPI, without any benefit to

NSPI. The Board notes that NSPI is pursuing this Project mainly to meet the RES for

2011. To ensure that the Project is completed on time to meet these standards and also

be eligible to claim theecoENERGY credit, a !irnited guarantee is provided by NSPI. The

Board notes that NSPI has taken reasonable steps to obtain security from RESL for the

provision of the guarantee. The Board does not need to deal with the contingent possibility

of the guarantee being called at this time.

[39] The Intervenors have also raised other issues in their submissions.
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[40] Avon has concerns with the speed and of investment by NSPI in

renewable projects. In its view, the current Project is not required to meet the RES

standards and questioned the assumptions used by NSPI in its economic analysis. It

appears, however, Avon has proceeded on the erroneous assumption that the Nuttby

project will contribute to the 2011 RES. Because the Nuttby project is wholly owned by

NSPI, the earliest it can contribute to the RES requirements is 2013. Avon's concerns

about the speed with which projects are being placed before the Board and the need for

urgent approval are valid. NSPI is directed to file a list of NSPI projects and purchases of

renewable energy from others through which it proposes to meet provincial standards in

2013, 2015 and 2020. A proposed schedule of applications before the Board is to be

included. This is to be filed by July 15, 2010. As for the assumptions used in the

economic analysis, NSPI is using the same assumptions as it would in any other capital

investment. The Board does not see any problem with the analysis.

[41] The CA has concerns that NSPI may provide future assistance to RESL in

a variety of ways and requested reporting to the Board. The Board agrees with this and

directs that any changes to the POA affecting custonlers will require prior approval by the

Board.
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[42] An Order will issue accordingly.

DATED at Halifax, Nova Scotia, this 14th day of June, 2010.

Peter W. Gurnham

Kulvinder S. Dhillon
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