From: Heather Hunt [mailto:heatherhunt@nescoe.com]

Sent: Wednesday, November 06, 2013 6:09 PM

To: 'Kates-Garnick, Barbara (EEA)'; Dykes, Katie; 'Hatfield, Meredith'; 'Marion.Gold@energy.ri.gov';
Sylvia, Mark (ENE); Berwick, Ann (DPU); Woodcock, Patrick C; Welch, Thomas L;
'Chris.Recchia@state.vt.us'; Clarke, Steven (ENE); Sullivan, Rick (DCR); 'amy.ignatius@nh.gov'; 'Ignatius,
Amy'; Cash, David (DPU); 'heather hunt (HeatherHunt@nescoe.com)'

Subject: FAQs/Assertions re: Regional Infra Dev. efforts

At the last meeting, we talked about NESCOE putting together a first draft of Frequently Asked Questions
about the current regional infrastructure development efforts. Attached is that draft, styled as
FAQ/assertions. The section on T development includes some FAQs that assume power contracts may
follow, as that will be part of any public debate.

By way of process, it would seem efficient for any state with comments/edits/additions on this preliminary
draft to get those to me and | will circulate a revision. Once you all feel comfortable substantively, you
might also want a press office to take a spin to help translate the dense into digestable soundbites that
press officers are so capable of doing.

Please let me know if you prefer any other path forward or if there is anything else we can do at this point.

Heather Hunt

Executive Director

New England States Committee on Electricity
Office: 413-754-3749

Mobile: 203-610-7153
HeatherHunt@nescoe.com
WWWwW.nescoe.com

This transmittal may be a confidential communication. If it is not clear that you are the intended recipient,
you are hereby notified that you have received this transmittal in error; any review, dissemination,
distribution or copying of this transmittal is strictly prohibited. If you suspect that you have received this
communication in error, please notify us immediately by telephone at 1-413-754-3749, 1-203-610-7153 or
e-mail at HeatherHunt@NESCOE.com and immediately delete this message and all its attachments.
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PRELIMINARY CONFIDENTIAL DRAFT

FREQUENTLY ASKED QUESTIONS/ASSERTIONS

State facilitation of transmission to enable hydro and renewable power and
gas pipeline development

TRANSMISSION TO ENABLE HYDRO AND/OR RENEWABLE POWER

1. The New England States collectively created a competitive wholesale energy
market for all resources and in this context, any out of market activity to
facilitate resource development should be open to all resources.

Reply: Most states have state statutory requirements related to clean
energy requirements and in some cases, to reduce carbon emissions and to
encourage fuel diversity. The competitive wholesale market is not
designed to select or encourage resources that enable states to meet clean
energy or environmental requirements. Regional market rules that are
designed to be resources neutral and subject to federal jurisdiction have
not to date adequately accommodated state statutory requirements.

2. The expectation that a transmission line to enable the addition of large
amounts of hydropower to New England’s resource mix will reduce consumer
costs is flawed if one considers that recent hydro contracts have been
structured to float with market prices (capped at upper and lower bounds).*

Reply: There are a variety of ways to structure the proposed transaction,
but even if it turns out that a hydro contract is around the current market
price, long-term contracting would allow states to achieve carbon
objectives at prices customers are currently paying to carbon-emitting
generation.

3. Importing large quantities of power, even at market-based prices, will result in
lower energy and capacity prices within New England forcing native
generation in New England to retire early. This will make the region
dependent on imports flowing over long-distance transmission lines for
reliable service and will ultimately make the region less reliable.

Reply: The region is already dependent on natural gas imported from
outside New England. Canadian imports are a way to diversify the
region’s energy supply and reliance on remote fuel sources. In that light,

1 For example, the Vermont Department of Public Service noted that under the contract with
Hydro-Quebec “After the first year, the price of power under the HQ PPA is derived by a formula
based on regional electricity prices and the movement in general of price levels observed across
the U.S. economy, subject to a damping feature that limits the change from the prior year's price.”
Order dated 4/15/2011 in Docket 7670.
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Canadian imports can help to improve the reliability of the system. The
potential impacts that imports may have on energy and capacity prices are
not clear. With pending FCM reforms and evolving gas-electric
interactions, it is premature to speculate about which generation resources
will retire or emerge from this period of transition.

4. Why seek to develop a transmission project now rather than wait and use the
Order 1000 Public Policy Process that ISO-NE will administer?

Reply: Implementation of Order 1000 is likely some time away, probably
not until early 2015 for public policy projects. Furthermore, the process,
as ordered by FERC,? limits the states’ ability to drive the process and
may result in costly projects that in the states’ judgment are not the
preferred or most cost effective means to fulfill public policy goals.
Further, under Order 1000, FERC has positioned itself as the ultimate
arbiter if there is disagreement about state policies and/or the specific
execution of them. Authority to implement state laws properly rests with
states and so using a process other than Order 1000 makes the best sense
from the states’ perspective.

5. Why use of out-of-market contracts - within the context of New England’s
competitive energy market - as opposed to developing other mechanisms that
would allow existing generators to build public policy-related costs into the
current market construct?

Reply: Long-term contracts have been an effective tool through which
states can satisfy specific policy objectives within specific timeframes and
at costs states determine to be acceptable. To date, no market mechanism
has proved able to deliver the same or similar ends.

6. Over their lifetimes, newly flooded Canadian reservoirs may emit something
on the order of two-thirds of the greenhouse gases emitted by natural gas
power plants so states should not fund a transmission line to enable increasing
amounts of imported hydro.

2 See Request for Rehearing of NESCOE and the Five New England States, Filed June
17,2013 and pending before FERC (challenging FERC’s rejection of a proposed New
England process where NESCOE and the states would play a central role in the
evaluation and selection of public policy projects), at
http://www.nescoe.com/uploads/1000 Rehearing Request ER13-

193 and 196 Final.pdf.
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Reply: States will need power from various types of renewable and low
carbon resources to meet clean energy and greenhouse gas reduction goals.
Hydropower is a manageable, consistent low-to-no carbon resource that
could help balance intermittency of other renewable resources.

Imports from Hydro-Quebec are not tagged as to the origin of the resource
and imported power could include nuclear or fossil fuel-powered electricity.

Reply: The Governors/Eastern Canadian Premiers July 2013 Resolution
identified the need to consider a resource tracking system.

Why build new transmission to distant resources that have associated carbon
emissions when local renewable resources located much closer to load need
new transmission and would provide carbon-free energy?

Reply: The region needs it hydropower and local renewable resources to
meet clean energy and carbon reduction goals. The region does not either
hydropower or local renewables. Further, depending on its configuration,
a new transmission line to distant hydropower resources can facilitate the
development of New England’s local renewable resources. The greater
potential quantity of hydropower that states could access with new
transmission would provide a consistent supply of low-to-no carbon
energy that could help balance intermittent local renewables like wind and

solar.

10. Building new transmission to distant resources will have negative

environmental and land use impacts. Why not focus on local, distributed
renewable resource development instead?

Reply: New England will need to access all kinds of renewable resources
in order to significantly reduce the region’s reliance on carbon-emitting
fossil fuels. Hydropower provides renewable energy at scale and at a
reasonable cost. A diverse portfolio of generating resources also helps to
resolve issues related to the region’s over dependence on natural gas as a
fuel supply and, in this manner, provides reliability benefits.

11. In recent years, the daily energy flowing into the New England wholesale

electric system from wind generation has increased meaningfully. States
should not interrupt continued development of local, no-carbon renewable
resources by flooding the market with subsidized hydropower from Canada
over a new transmission line.

Reply: To achieve clean energy and environmental objectives, the region
needs an array of clean energy resources. There is no evidence that
increasing hydro imports will impede development of renewable resources
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needed to satisfy state RPS requirements or that incremental hydro imports
will displace state interest in supporting local no carbon power resources.

If states select a geographic area in which to place a new transmission line,
states will inherently select generation “winners” that may be not be the least
cost way to achieve objectives.

Reply: States plan to collaborate to find the most cost-effective overall
means to transport no and low carbon power to load centers and achieve
diverse policy objectives at a cost the states determine to be reasonable.

Why spend states’ limited resources to potentially subsidize development of
Canadian resources instead of developing domestic resources located closer to
load?

Reply: To achieve aggressive carbon reduction goals, the region will
need diverse no and low carbon resources; the suggestion that taking
advantage of plentiful low carbon resources located nearby in Canada has
to be done at the expense of developing local resources is a false choice.

If states intend to sign long-term contracts with power to flow over new
transmission, states will create the risk of exposing consumers to significant
amounts of stranded investment, assuming the costs of renewable power
continue to decline over the 15 or 20-year contract period.

Reply: No investment decision is risk-free. Without long-term contracts,
the resources required to satisfy states’ clean energy and environmental
statutory requirements are not getting built at adequate levels. Long-term
contracts allow states to determine the level, timing and prices of
resources that state officials determine to be reasonable.

If states do not sign long-term contracts for power to flow over new
transmission, states will create the risk of consumers investing in
underutilized infrastructure (so-called transmission to nowhere) or may enable
greater transmission system access for fossil fuel-powered generation.

Reply: First, a multi-state collaborative approach to funding transmission
does not preclude one or more states from also signing long-term contracts
with specific generation resources. Second, renewable power like wind
has to be developed where the natural resource exists, which is often
remote from population centers and so access to transmission is often a
barrier to renewable resource development. Providing access to
transmission levels the playing field for renewables.
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Reply: The transmission investment will be targeted to areas rich in
renewable resource potential and can be located close to the
interconnection point of these renewable resources.

16. Extremely long-distance transmission such as that to reach Canadian
resources creates power system vulnerabilities.

Reply: Vulnerabilities exist throughout the power system and are
managed continually in real-time and over the long-term with proper
planning. The benefits of new transmission to access renewable resources
outweigh the costs of managing any vulnerability. Further, hydropower
adds to the diversity of New England’s power generation fleet and for that
reason would provide an increased measure of reliability benefits.

17. New England has plans to build $11 billion in new transmission over the next
six years. Why do we need additional transmission to import hydro?

The $11 billion in new transmission that is now being planned or built is
needed to meet federal grid reliability standards. New transmission to
access renewables will bring the energy from remote resources to load
centers in New England and should have an attendant reliability benefit by
diversifying the fuel portfolio.

18. Market participants have already proposed projects on a large scale, most
recently a project running from Quebec to Vermont, to enable a significant
incremental expansion of hydropower into New England. If the market is
responding to this demand, why not let the market take its course rather than
disrupt market actions and shift the investment risk to consumers?

Reply: There is no guarantee that a proposed project will be developed,
financed and constructed. Most states have statutory obligations to
promote clean energy resources and some are required to satisfy carbon
emissions requirements. To date, the market has not delivered the
infrastructure necessary to ensure states meet their objectives. While
market-driven investments are the preferred means of advancing projects,
the market is not an end in itself. The start and stop nature of market
activity cannot unreasonably inhibit the ability of states to advance and
satisfy critical public policies.

19. If the New England States intend to satisfy some or all of the RPS
requirements through long-term contracts for power that would flow over new
transmission, suppliers would be left not knowing how much renewable
energy they need to purchase to satisfy RPS requirements (v. how much will
be satisfied via long-term contracts.)
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Reply: While long-term contracts may affect the market for RECs,
suppliers will still need to meet their RPS requirements. To the extent that
state incentives for additional hydro and/or renewables increase the
availability of RECs, suppliers may be able to meet their RPS
requirements at lower cost.

20. Moving to a system of state-procured power transfers investment risk from
developers/shareholders to captive ratepayers.

Reply: To date, the current market system has not resulted in adequate
private sector investment in resources the states require to satisfy energy
and environmental objective or requirements.

21. If states intend for contracted power to flow over new transmission lines and
for utilities to be counterparties to such contracts, utilities should not have
their companies’ balance sheet worth encumbered by long-term contracts with
renewable resources. Alternatively, utilities should be compensated for
adverse financial impacts to utility shareholders.

Reply: Long-term contracts for transmission and/or hydro and/or
renewable resources are intended to remove a barrier to new resource
development and deliverability. Long-term contracts that utilities are
required to enter into should not have an adverse impact on a utilities’
financial position, but in the event that adverse impacts arise, utilities
should approach their regulators to discuss the issue and whether or what
type of remedy is warranted.

STATE FACILITATION OF NATURAL GAS PIPELINE DEVELOPMENT

1. State involvement in expanding one pipeline will benefit the generators
connected to that pipeline, giving them increased access to more reliable and
low priced gas than generators that are connected to other pipelines. Such
state action would favor of specific natural gas-fired generators and distort the
competitive market.

Reply: Pipelines are evolving all the time. Whether it’s states or LDCs or
marketers that cause the pipeline to expand, the same would be true.
Certain generators interconnected to Algonquin, for example, will benefit
from the planned AIM project.

Ultimately, pipeline constraints are causing New England gas and electric
consumers to pay far more for natural gas than consumers outside New
England, and its putting New England at a competitive disadvantage.
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2. Various pipeline companies have proposed new infrastructure in New
England. The states should allow the market to work and not interrupt private
sector investment decisions.

Reply: That New England needs more natural gas is not news and to date,
there is no new pipeline in the ground. Until there is, New England’s
power system is vulnerable and customers are paying far more than
customers in other areas of the country with greater access to natural gas.

3. Why not rely on the wholesale electricity market and wait to see if Forward
Capacity Market changes result in increased pipeline contracts?

Reply: Many experts have asserted that FCM PI redesign alone will not
result in more generators signing up for long-term firm pipeline contracts.
In the meantime, electricity consumers are paying much more than they
would if the region had greater access to natural gas. In fact, in theory,
more natural gas in New England could ultimately reduce the costs of
FCM P, if it is implemented, by reducing constraint and scarcity events.

4. If the states cause pipeline capacity to be expanded and acquire firm rights
over the pipelines, who gets access to those firm rights and how?

Reply: Most likely, the services of an independent third party with
experience in managing these types of assets to their highest and fullest
value will be retained.

5. Some states carbon reduction requirements over the long-term require
investment in low or no carbon renewable resources, not more carbon-
emitting natural gas. State investment in natural gas infrastructure runs
counter to long-term environmental objectives.

Reply: Natural gas-fired resources emit carbon, but less than older, less
efficient coal- and oil-fired resources. Further, natural gas-fired resources
are generally considered a good way to balance the intermittent nature of
some renewable resources. And, to the extent that bringing in more
natural gas to New England enables fuel oil heating customers to switch to
gas, it will have emissions benefits.



