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OPERATOR:  Good morning.  My name is Simon and I will be your conference operator today.  At this time, I would like to welcome everyone to the Magma Energy Corp. and Plutonic Power Corporation Conference Call with Mr. Ross Beaty, Chairman and Chief Executive Officer.  All lines have been placed on mute to prevent any background noise.  After the speakers’ remarks, there will be a question and answer session.  If you would like to ask a question during this time, simply press star, then the number one on your telephone keypad.  If you would like to withdraw your question, press the pound key.  Thank you.

I would now like to turn the meeting over to Mr. Beaty and to Mr. Donald McInnes.  You may begin your conference.

ROSS BEATY (Chairman and Chief Executive Officer, Magma Energy Corp.):  Thank you very much and good morning, ladies and gentlemen.  Thank you very much for joining Donald and I, Donald and me today, to discuss why Magma and Plutonic have decided to join forces, and why Donald and I are so pleased and excited about this deal.  I’ll start with some general comments now, followed by some from Donald, and then we will open the call for questions.


Well, a good merger is one where one plus one equals three; in other words, where the combined entity is worth more than its parts individually.  We have that here:  tremendously complementary assets, an enhanced growth platform for both companies, real synergies in general and administrative costs, and a great fit in our most valuable resource, our people.  


Our news release this morning describes the highlights of the merger:

Firstly, producing assets in three, and potentially four, of the key clean energy sectors, geothermal, wind, hydro and solar; no other renewable energy public company in North America holds this diversified mix of renewable energy assets.

Secondly, significant boost in electricity production pursuant to both companies, with 198 megawatts coming from Magma and 168 megawatts from Plutonic.


Thirdly, a significant boost in cash flow generation for shareholders of both companies.  Even though Magma’s current electricity production is about three times that of Plutonic’s, I would point out to Magma shareholders that Plutonic’s power and sales agreements are significantly more valuable per megawatt hour, so cash flow from Plutonic’s assets are comparable to cash flow from Magma’s, at least for the short term.  To Plutonic shareholders, I would point out that geothermal is very high-capacity, base-load generation which is typically less volatile and lower risk than Plutonic’s lower-capacity wind and hydro production, so this makes for very complementary assets for the combined Company.


Fourthly, the real excitement Donald and I share, really, I think, and I can speak for the directors and senior management of each Company, is because of the enhanced package of growth assets that this merger gives us.  For Plutonic, there is now broad exposure to the global geothermal industry.  Geothermal is the lowest cost and cleanest of all forms of renewable energy; in fact, all forms of electricity generation period.  Magma’s growth projects in Chile, Peru, Nevada and Iceland will now benefit shareholders of both Companies.  


Magma has grown quickly to become North America’s second largest primary geothermal power company, and we have a great long-term development pipeline.  But, geothermal is a small energy sector and has real limit to its growth since it only occurs in specific places on earth and many of the world’s best geothermal assets are already developed.  I have spent a lot of time in the last two-and-a-half years visiting geothermal projects all over the world and analysing geothermal companies and I have found few good opportunities for growth, apart from the very long-term projects we now hold in our development pipeline.   What Plutonic adds to Magma is the opportunity to grow in the other major sectors of the renewable energy industry while at the same time allowing us to keep as a core focus our geothermal assets.


Today, as a combined company, we’ll be generating 366 megawatts and generating 1,800 gigawatt hours of electricity per year.  By 2016, we have the potential, through development of Magma’s and Plutonic’s existing organic growth projects, to produce nearly 900 megawatts.  I’m sure you can imagine the earnings and cash flow generation when we achieve that.

Of course, our operating profile in 2016 will look quite different to that which we project today.  Some projects will drop off and others will take their place.  So, by adding three and restoring, potentially, four of the classic clean energy platforms to grow from, all supported by a management team capable of running these sectors, I think we really have the capacity to build an exciting, tremendously valuable clean energy company, something will produce strong dividends for our shareholders, good capital gains and a better world.  


Let’s not forget that renewable energy has had a tough couple of years since the world economic recession in late 2008, after really being a poster child for energy development in 2006 and 2007, but with high oil prices coming back today, continuing pressure on carbon emissions from coal and gas generated electricity, real clean energy, and I mean real clean energy, that geothermal, hydro and wind offer, should return as a favoured investment sector, and when it does, I’m optimistic that our combined company will be the industry leader.

We’ve decided to call the merged company Alterra Power Corp.  Alterra is, of course, a combination of alternative energy and earth, and it’s a good name.  Magma was too identified solely with geothermal, and Plutonic, too, for that matter, but with the new name and our consolidated management team, our broad asset management, all the true alternative energy sectors, and our great growth projects, we think the equity markets will embrace our new beginning under the new name Alterra Power Corp.


On the people side, I’m really pleased with the excellent set of management from each company.  While there is some overlap, allowing us to realize G&A synergies of approximately $2.2 million a year, we see no social issues at all.  Donald and I plan to work together to focus our strengths on what we can each do best; he, on managing relationships and growth in Canada; me, on our Iceland, Nevada and Latin America assets.  Bruce Ripley, from Plutonic, will be the Chief Operating Officer of the combined company and he is a wonderfully skilled engineer/project developer with a tremendous track record over several decades of growth, particularly in the hydro and wind sectors; and John Carson, from Magma, will be the Executive Vice-President of Alterra.  John, by the way, is a real star and I look forward to introducing him to as many of our investors as possible.  Once the deal completes, we’ll have a road show where we’ll talk about the company in more detail on a one-to-one basis.  We plan no changes to our teams in Iceland, Nevada, Chile or British Columbia.  On the contrary, we hope to engage them even more with our ambitious future growth plans, and we have really good people in all our regional operations.


Financially, we expect another positive result of this deal is that it should allow us better exposure to lower cost capital.  The power business is all about the cost of capital and size really does matter.  Magma continues to work on a transaction in Iceland that will generate a significant return on capital already invested there through a sell-down of a minority stake in HS Orka and the Icelandic pension fund, and Magma also expects to recover, through the US Treasury grant program, about $6 million previously invested in Nevada, which we intend to recycle back into Nevada geothermal exploration.

These, together with our cash on hand and short-term credit availability, will enable us to fund alternative growth for the immediate future, as well as Plutonic’s needs, until it generates free cash flow at the end of 2011.


I’ve said enough, I think, on general comments.  I love this deal, speaking personally as a large Magma shareholder and on behalf on Magma’s Board, and I also think it’s a great deal for Plutonic shareholders and has been solidly embraced by Plutonic’s Board, but I’d like now for Donald to say some words from his mouth regarding his views as Plutonic’s Chief Executive Officer.  Donald?


DONALD McINNES (Vice-Chairman and Chief Executive Officer, Plutonic Power Corporation):  Thank you, Ross.  This is a very exciting day for me, personally, and for our Company and our Board and our management team.  We’ve done a great job of accelerating and getting through the development of our wind and hydroelectric assets now that we’re an operational company, but we have many challenges before us, and by working with Ross and Magma to create Alterra, we’ve got an incredibly good platform to continue to grow not just on our own organic growth pipeline, but to complement and supplement that with the pipeline that Magma has, and I think, more importantly, we’ve got a very good platform on which to grow the merged company.  Ross is an incredible entrepreneur and wealth builder and we’re very excited about working with him to enhance return for our shareholders.


The utility industry is difficult.  We’re dealing with very capital intensive projects that do, however, provide very good long-term cash flows, and by creating Alterra, we get a company with over $1 billion of enterprise value, it gives us greater access to more cost-effective equity and it gives us the opportunity and diversity of forward technologies in the renewables space across a diverse geographical background on which to grow this merged company.  As Ross has said, we’ve got very good people, complementary people opportunities here, and we look forward to working with the Magma team to create further wealth and opportunity for our shareholders. 


Thank you very much and we’d be delighted to answer any questions.


ROSS BEATY:  Thank you very much, Donald.  Operator, we can open the call to questions now.


OPERATOR:  As a reminder, if you would like to ask a question, please press the star, then the number one on your telephone keypad.  If you would like to withdraw your question, press the pound key.  We will pause for a moment to compile the Q&A roster.


Your first question comes from the line of Jeremy Mersereau with National Bank Financial.  Your line is open.


JEREMY MERSEREAU:  Good morning, gentlemen.  I’m just wondering if you could go over the metrics used for the valuation of Plutonic and/or both Companies for the transaction.


ROSS BEATY:  The metrics we used were classic metrics, Jeremy, of cash flow generation, EBITDA multiples, NAV analysis.  It’s everything you would expect when you look at another company, and then you take that information and you risk it for how likely we are to achieve these targets looking out long term.  

So, you know, on the Plutonic side, the two key assets would be the Toba Montrose hydro project, which achieved commercial production in May last year, and then the Dokie wind farm that was built last year and achieved commercial production, more or less, I guess a week or so ago.  These are core assets; they’ve had about $1 billion spent on them in the last four years, a tremendous amount of construction effort.  Plutonic owns 40 percent of the Toba Montrose asset, which is in partnership with GE, and they own 51 percent of the wind farm at Dokie, also in partnership with GE.  They also have an optional, a minority stake in a solar project in Ontario, also, with GE.  

So, when we looked at those, we looked at projects that had hit their targets, they’re producing well, we looked at all the background data on which the projections of power generation were made, we are comfortable with those, and at the end of the day we thought the value proposition was solid for Magma to acquire these assets and to do it through a very friendly merger with Plutonic, and all of the upsides we got from bolting on these assets to the Magma platform really make this, I think, a very successful deal.

So, in a nutshell, that’s how we did it.


JEREMY MERSEREAU:  Okay, and I guess along a similar vein there, as far as the Upper Toba project, could you give us a feel for how much value you would have put on that project, as well as, potentially, I guess, the Dokie expansion?


ROSS BEATY:  No, I can’t, Jeremy, right now, I’m sorry.  I don’t have the numbers in front of me.  I just have the broad base of this, but I don’t have the details of that.  


JEREMY MERSEREAU:  Okay, and maybe a final follow-up to that.  I’m just wondering if I can get, I guess, an up-to-date state of the Upper Toba project, as far as costing and permitting goes.  How far along are we along with that?


DONALD McINNES:  Jeremy, it’s Donald.  As you may be aware or you may recall, the project is fully permitted.  However, one of the issues we’ve had is the redesign of the project since it was originally submitted in to the BC Hydro call for tender in 2008, and so we’ve been rescoping the project since we downsized it from three sites to two, and where we are now—and this is part of the impetus for the transaction—is that Plutonic was looking forward to its growth plans at Upper Toba and Dokie expansion.  
We probably need somewhere in the order of $80-100 million of equity if we were to pull the trigger on both projects at the same time, and this gives us the opportunity to pick the best project in the development pipeline between the two Companies and deploy capital for the projects that provide the best returns.  

I’m not suggesting that Upper Toba isn’t going to be a great project, but it just gives us an opportunity to really pick and choose between the two Companies’ pipelines on those projects that are going to provide us the fastest and best returns for the combined shareholder base.


JEREMY MERSEREAU:  Okay.  I’m sorry to hog the line here, but maybe a follow-up to that.  Would it be safe to assume, then, that we should expect some equity being issued in the near future?


ROSS BEATY:  No, not at all.  We’re hoping that we won’t need to issue equity for quite a while.  We have the opportunity to recover a significant amount of capital from our Icelandic asset and redeploy that.  Whether that goes into Upper Toba or Dokie 2, the expansion at the wind farm, or our Nevada asset, or, quite frankly, Chile or other places, will depend on exactly the best project, when we actually have the opportunity to do those expansions and which one comes first, and it’s also going to depend on what we also see out there in new opportunities.


One of the things that’s really attractive to me about this deal is that we have the human resources now to actually look at and evaluate other opportunities beyond geothermal.  Geothermal is—and I’ve been quite public with this before—it’s a relatively tough business.  In certain places, like the US, it’s a fairly mature industry; the scope for good opportunities is quite limited.  When you go international, there are opportunities, but of course they come with a different risk-and-reward matrix.  


So, having the opportunity to build a bigger company with wind and hydro, and potentially solar, opportunities is going to give us a chance to compare those against available geothermal opportunities, but really have an expanded scope for growing Magma and Plutonic together, growing Alterra Power, I think, even better.  We won’t be constrained to a small industry like geothermal, we’ll have much, much bigger opportunity to grow, and whether it’s one of Donald’s assets or whether it’s one of Magma’s existing assets, or whether it’s a new opportunity that we can do a new roll-up with other public companies, or acquire projects that are distressed, the way Plutonic acquired Dokie a couple of years ago—it was a distressed project, they got into it, they built it now successfully.  I can’t say today what is going to be the make-up of the Company two or three years from now.  I just know we have a much, much broader base of opportunities, as well as our great internal pipeline, and I’m kind of looking forward, as Donald said, to picking the right ones and then running with them.  We’ll just have to see how we go in the next few years, specifically.


JEREMY MERSEREAU:  Great, thanks.


ROSS BEATY:  Okay, Jeremy.


OPERATOR:  Your next question comes from the line Veny Aleksandrov with Pritchard Capital.  Your line is open.


VENY ALEKSANDROV:  Good morning.  I just have a question on the wind size of the new company.  Wind farm developers and operators have had very hard times in the last couple of years (inaudible) in the States.  In the States, you can profit from grants and stimulus money.  What makes you excited about the wind market in Canada and where do you see the upside potential?


ROSS BEATY:  Good morning and thank you for joining the call, Veny, it’s always nice to hear from you.  I think, again, it’s a bit of an open book here.  We’re not saying that we are going to grow in Canada in wind.  There are lots of opportunities in wind in Canada, there’s lot of opportunities in wind in the US, some are good and some are bad.  So, I hope that we will come out a year from now, or a couple of years from now, and you’ll be able to say, “They took the right ones in the States, if they took any at all.”

We have some real horsepower internally now in the combined Company, some coming from Magma.  John Carson has had a long, long history of involvement in wind in the US, based on his experience at GE and Terra-Gen and Noble.  Then, on the Plutonic side, of course, we’ve got the technical group that has built the largest wind farm in British Columbia, and that’s producing successfully right now and it really has hit the targets it was expecting to hit.


So, where we end up, Veny, I’m not sure.  It’s going to be something somewhere.  If we pick something that’s better than we already have, then we’ll just have to tell you as and when we do it.  There’s absolutely no bias currently to staying in Canada or going into the States or, quite frankly, going internationally.  If we saw the right opportunity, we’d take it.  If we have something that gives us a better return for the commensurate risk, we’ll do it just about anywhere.


VENY ALEKSANDROV:  Thank you.  My second question is about the listing in the US.  I guess that’s on hold for now, until you are done with the merger; am I correct?


ROSS BEATY:  I’m sorry to say, Veny, I have committed to doing that and at this point, this has somewhat taken that off the rails for now.  We have at least a two-month period now where we won’t be able to do anything like that.  However, the truth is we still have it in our plans.  When this is done, you know, exactly the same process of moving the Company into the US, on a US listing, is intact.  It’s just going to have to be delayed for a little while here.


VENY ALEKSANDROV:  So, it’s safe to say the second half of the year?


ROSS BEATY:  I’m afraid to say so, yes.


VENY ALEKSANDROV:  Thank you so much.


ROSS BEATY:  Okay.  Thank you.


OPERATOR:  Your next question comes from the line of Gus Hochschild with Mirabaud Securities.  Your line is open.


GUS HOCHSCHILD:  Thank you very much.  Good morning.  Just a couple of questions, I think, really for Donald, I suppose.  I’m not particularly familiar with some of these assets, so I was wondering if you could give us a bit of colour, please, just in terms of the operating assets;  so your efficiencies (inaudible) East Toba, Montrose and Dokie; and, then, also, perhaps, if you could be so kind as to give us some colour on the solar potential.

DONALD McINNES:  Sure.  Thank you very much.  The first asset that the Company developed and became operational was the hydroelectric asset in British Columbia (unintelligible) Plutonic, and this is one of the greatest strengths of our management team, was the identification of an opportunity and then advancing it through permitting, getting our social licence to operate, getting local community support.  So, we developed that asset and when it came time for financing, we created a partnership with an electricity investment division of General Electric, and we ended up building this 236 megawatt hydro project, of which Plutonic owned 40 percent of.  We’re selling the energy under a 35-year long-term contract to BC Hydro, which has a revenue stream of approximately $100 a megawatt hour, and that escalates at half of inflation.


In our wind business, as Ross mentioned, there was a distressed asset in a bankruptcy and Plutonic teamed up with GE.  At the time, Plutonic didn’t have any wind expertise, which we certainly do now, but we partnered with GE on a 51/49 basis, in favour of Plutonic, and we renegotiated the power contract with BC Hydro and we’re selling energy to BC Hydro under a 25-year agreement, with a revenue stream of approximately $110 a megawatt hour for a 25-year term.


Those are the main two operating assets of the Company.  


We have the opportunity in the wind farm—when we took it over, it was a site that was fully permitted for the erection of 200 towers in the first phase of only 48, and we’re now doing a feasibility study on how much more of that permitted area can be built on in an effective way, but the good news is it’s a fully permitted site.


The other growth opportunity internally that we had was the Upper Toba project, that the first caller asked about.  It, again, is a fully permitted site with a power contract, and it’s for 124 megawatts, that we have, again, in a partnership with GE.


In our quest for geographic diversity, we entered into an option with GE on buying a 50 megawatt solar project here in Ontario.  Our opportunity is for 10 percent of that.  If the originator of the project gets the project fully built by the end of the year, puts in an acceptable debt package, and if the returns look like what GE and Plutonic found them to be when we struck our deal, we will close that transaction in the fourth quarter of this year.


So, we’ve got good geographic diversity, good fuel type diversity, in our assets.


GUS HOCHSCHILD:  And in terms of the efficiencies, if I may?


DONALD McINNES:  Yes.  The capacity factor at the hydro project is a little over 30 percent.  In the wind farm, we did our base case financing on a 25 percent capacity factor, we fully expect that the project will do better than that, but we’re trying to be very conservative in our approach, and of course working with GE, you know, we want to under promise and over deliver, and that’s been our approach and our financial model that has been the base case for putting these projects together.

GUS HOCHSCHILD:  Okay.  Thank you very much, indeed.


DONALD McINNES:  Thank you, Gus.


ROSS BEATY:  And, Gus, I’m sorry we’re confusing your model of Magma now, but that’s …


GUS HOCHSCHILD:  Not to worry.


OPERATOR:  Your next question comes from the line of Raveel Afzaal with Mackie Research Capital.  Your line is open.


RAVEEL AFZAAL:  Yes, hi.  I’m standing in for Matt Gowing from Mackie Research.  I have a quick question on cost synergies.  Could you quantify some of these cost synergies that we have discussed on the call today?


ROSS BEATY:  Yes, indeed.  You’re talking about the general and administration costs synergies, correct?


RAVEEL AFZAAL:  Yes.  I mean, that has been quantified already around 2.2 million.  I’m talking about some of the other cost synergies you mentioned, low cost of capital, and I’m looking for any other cost synergies that are out there that we can incorporate in our model.


ROSS BEATY:  Right, right, right.  No, I can’t give you any specifics.  I have to say, just generally speaking, with scale comes lower cost of capital.  With this business, where the cost of capital is so important, to the extent we can bolster our balance sheet, bolster our income statement with increased cash flow, increased EBITDA, we should have the ability to provide lenders with more comfort, hence lower cost of debt, we should have the opportunity to do corporate notes that will give us lower cost of capital, that you could not do with a small company.  As we get larger in market size, we should attract institutional investors, we should have better liquidity, that should increase our market value, per say, and that alone, again, will decrease our cost of capital, and better access to capital, as well.


Those are very difficult to quantify, but they’re absolutely real.  They have been demonstrated again and again in the corporate world, where you put together companies which work.  They’re not crazy deals, they’re sensible deals.  You actually have a wealth-creating exercise, per say, that’s the magic of a good roll-up strategy, and we are not expecting this will be the only one going forward.


DONALD McINNES:  Maybe I can add to that, Ross.  When you look at Plutonic and the financing structure we’ve used thus far—and we’re very grateful for the non-recourse financing that we’ve raised through our lending syndicate led by Manulife, but if you look at companies, like Capital Power, that are able to issue corporate debt in the range of, say, 5 percent—you know, the non-recourse market today is over 7 percent and if you’re doing a $300 to $400 million debt facility, that difference of two or three percent can be very, very meaningful on the bottom line, and by the merged company having greater heft, it gives us the opportunity to do the corporate debt as an option, not necessarily the path we would take, but it gives us the option to access that kind of capital which will improve the bottom line for our respective shareholders.


RAVEEL AFZAAL:  Perfect, thank you.  That’s it for me.


ROSS BEATY:  Okay.  Sorry about that, we just can’t give you specific numbers or anything like that.  We have done the calculation on G&A, those are real cost savings and that’s a long-term value-add, but the rest is—we’re just going to have to prove it.


RAVEEL AFZAAL:  Thank you.


OPERATOR:  Your next question comes from the line of Jarrett Alexander (phon) with Canaccord Genuity.  Your line is open.


JARRETT ALEXANDER:  Good morning, and congratulations on your announcement.


ROSS BEATY:  Thank you.


DONALD McINNES:  Thank you.


JARRETT ALEXANDER:  I just wanted to ask, can you quantify any integration costs that you might be seeing in the first year and when you could expect to realize the G&A synergies?


ROSS BEATY:  Sure.  We expect to do this every year going forward vis-à-vis the independent components of the two companies, and some obvious things, you know, we’ll have one office, we’ll have one set of insurance to pay, one set of directors’ fees to pay, we will have one CFO, one legal counsel, one investor relations manager, we will have one set of IR costs, one set of accounting costs, one set of legal costs, one annual meeting to prepare, and all of those things, not two.  As you know, running a public company these days is quite expensive and if you divide the costs of running two companies into one, you know, there’s some real savings, and all of that adds up to what we think will about 2.2 million a year.


JARRETT ALEXANDER:  Okay, and are there any on-time integration costs that you have to incur in year one?


ROSS BEATY:  Very, very minor one-time cost.  In fact, of all the mergers I’ve seen, and I’ve been involved with a good number, and a good number of sales of companies, I would say this is probably the lowest net cost of integration that I think I’ve seen, and the reason for that is it’s such a good fit of people at the senior levels and at regional levels between the two companies.  It’s a really great organic fit of humans in each company and I really look forward to merging them into the one team that builds value for one company, using all the strengths of the component parts.


JARRETT ALEXANDER:  So, it’d be fair to say, then, I assume, that there should be some synergies with overall development costs over time, as well?


ROSS BEATY:  Well, no.  I think there is one good strength that’s much less quantifiable.  If you look at it from this perspective, having a development team sort of on standby, you know, getting projects through permitting—these are lumpy events, and by having those people available for the broader spectrum of development opportunities the merged company have, we’ll realize quite an efficiency.

Plus, I mean, take HS Orka, for example.  We’ve got this phenomenal team in Iceland; they’re as skilled as they need to be.  There’s nothing on the North American side of the Atlantic that we give them at all.  They’re as good as they get.  In fact, we’re hoping that they’re going to give Magma’s other geothermal assets in Nevada and Chile, for example, tremendous value-add.  So, they’re there, they’re in place, they’re working hard on expansions in Iceland and they’re going to work hard on expansions elsewhere.  There’s no change of that team with this deal.


Similarly, Magma gives the Plutonic team no great extra strength in wind and hydro, they’ve already got that.  They’ve got a proven development team.  They have had the most successful development of wind and hydro assets of any company in Canada, I would say, in the last five or six years.  This is a very, very competent team.


So, the G&A savings, really, is more the administration than the actual project development.  But, you know, the exciting thing is going to be trying to figure out which is the right kind of thing for us to focus our attention, our management team on, and our growth and our capital on going forward, and that is one thing I cannot say specifically that we are going to hit this, this and this asset in 2011, and then that, that, that in 2012.  We’re just going to play this by ear and make sure the right one gets the attention.


JARRETT ALEXANDER:  Okay, thank you very much.


ROSS BEATY:  You’re very welcome.


OPERATOR:  Your next question comes from the line of Marco Pencak with GMP Securities.  Your line is open.


MARCO PENCAK:  Thank you.  Good morning.  My first question is for Ross.  Do you have a goal for how much of your HS Orka you’re going to be selling down and how much of that, that’s related to that asset, might come off your balance sheet?


ROSS BEATY:  The target for Magma has been a 20 to 25 percent stake, we’re currently at the 25 percent level, and there has been talk more recently, as we work through things, with a group of pension funds that are looking at this opportunity, to have them invest some capital in the business, which would improve its balance sheet and allow internal growth to be financed internally without any new equity needed from anybody.  We’re now discussing that right now, we’re discussing the level and the pricing of that, and so I can’t really add anything more than that, but we really think the HS Orka transaction we’re recommending has the capacity to be a win-win transaction, and it can do a lot of things to alleviate some of the political noise that we’ve had due to our investment in that energy business in Iceland.

MARCO PENCAK:  Okay.  So, really, the cash from that transaction is really just going to alleviate whatever working capital you would’ve had to put in, rather than actually being a source of new capital for the Company?


ROSS BEATY:  No, sorry, I may have misstated things here, and I also didn’t answer your question on the debt side.


So, the current cash generation from HS Orka is financing the non-recourse debt and interest payment that we inherited when acquired our interest.  That is non-recourse, it is on our balance as non-recourse, but it’s on our balance sheet, and that will stay on our balance sheet, less the minority stake that they would equity account for on their side.  If we sell 25 percent, then we will have, effectively, 25 percent less debt from that asset that will accrue to our interest.


Now, on the deal we have with the pension funds, the deal we’re talking about, the proposal is that they would actually purchase for cash a portion of our interest and we would be able to use that cash as we see fit.  We could invest it in Iceland, we can invest it elsewhere.  We can pull it out of Iceland and use it on other growth projects for Magma, as we see fit.


Then, there’s another discussion on the table of the pension funds actually investing in HS Orka, advancing equity to HS Orka.  This would not be Magma’s money or Alterra’s money, it would be their money, and that’s a separate pool of capital that is under discussion right now.


MARCO PENCAK:  Okay, thanks for that clarity.  Secondly, I’m a little confused.  You earlier stated you went through a series of different valuation metrics and then you were talking about the development pipeline opportunities both in Plutonic and in Magma, and you were going to look to evaluate which ones are best on a go-forward basis.  In terms of the actual transaction value, I mean, given that you will be going through this evaluation, should we, therefore, infer that the transaction as post is really for the operating assets?

ROSS BEATY:  No, the transaction was for three things.  Operating assets were the core, and there’s just nothing like fundamental assets in my book.  You cannot go wrong acquiring fundamental assets, as long you don’t overpay for them.  We also, though, value the deal based on the growth assets and, of course, we risk those according to what we think is a reasonable risk profile of them not actually happening, there isn’t any of these, based on the model, but you have to risk that to the extent that those assumptions in the model will never happen. 


So, the first test, it was—and the core value, of course, for both companies, and both companies’ Boards, when they looked at this—and we have the fairness opinions from the advisors—and, really, fundamentally focusing on the core producing assets; in our case Nevada and Iceland, mostly Iceland, and in the case Plutonic their wind and their hydro producing assets.  


But, then, the second thing you add value, although it’s a more difficult thing to quantify, is the development pipeline of each company, and then you risk that accordingly, and there’s always variation of value around whether we should risk 50 percent for Chile, say, or 70 percent for Chile, or 20 percent for Chile, taking that as an example.


Then, the third big fit here is the human resources that we get with this combined company and their ability to add value to the existing asset package, making the producing assets produce better, making the growth assets happen, and then, also, the ability to look at new projects that are even better than our existing growth pipeline and get those in, make the deal, finance them, permit them, build them, and all of that stuff is normal course business.  If you don’t have the people and a solid human resources team, you just can’t do any of that stuff.


What we have in the combined company, though, on the human side, is we have people who’ve done it, people who have had a tremendous record of building a large $600 million hydro project on time, on budget, producing as planned.  We have the same group of people who have taken a wind farm that was distressed and have built a new wind farm, financed it, built it and now it’s running as planned.  That’s not the simplest thing to do.  These guys have done that, they’re a tremendous team.


We have the same thing in our wonderful group in Iceland.  They’re geothermal experts in Iceland who’ve taken this out, a resource in the ground, and now have two world-class producing assets, the Svartsengi and Reykjanes plants.  They’re as good as anywhere in the world.  They’re as a high a capacity as anywhere in the world.  Now, we have that team able to help us expand that operation both in Iceland and elsewhere.  Of course, our Nevada team has real expertise in a certain area of the geothermal business called a binary system, where they can use that technology—it’s quite different than the Icelandic geothermal technology—elsewhere in our outfit, based to the extent we move a project into development and then ultimately production using that technology.  It’s a great team of people and I think that’s just as important a value proposition as some of the other things.


MARCO PENCAK:  Thank you for that.  Then, I guess, if you’ve gone through that risk assessment, I would’ve hoped that you could’ve, perhaps, given us a little more colour in terms of the prioritization of projects within the consolidated development pipeline.  That’s really where I was going with that.


ROSS BEATY:  Okay.  So, just to start, I will say front and centre for us is the next 80 megawatt expansion of HS Orka in Iceland.  That will be front and centre for us.  It’s a very, very active file in HS Orka and we hope that that will be the most rapidly advanced of all the assets we have.  Beyond that, we’re working very hard to increase capacity at Soda Lake in Nevada.  Those are the nearest term expansions to our production on the geothermal side.


Longer term, we’ve got all sorts of exploration projects coming on, but those are many, many years out and there’s going to many hurdles to overcome as we develop those; resource development, of course, permitting, PPA negotiation, financing, construction, operation.  All of those hurdles have yet to be achieved on our exploration project.  On the Plutonic side, Donald’s already gone over the sort of status at Dokie 2, as we call it, the next phase of Dokie expansions out.  He’s already talked a little bit about Upper Toba, the expansion potential that we’ve got at the hydro site.  I think maybe that’s a little more specificity into what you asked.


MARCO PANCEK:  Great.  Thank you very much.


OPERATOR:  Your next question comes from the line of Steven Li with Raymond James.  Your line is open.

STEVEN LI:  Thank you.  Ross and Don, just a quick question.  After the $2.2 million of cost synergies, what is the corporate overhead of the combined entity?  Thank you.


ROSS BEATY:  The corporate overhead of the combined entity is about $9 million.  So, if we shave 2 million off that, we’ll be looking at 7, and that includes offices in Vancouver, Iceland, Nevada and Chile, and the Vancouver office is a complete office, it’s administration, development, permitting.  I think there’s 40 people in the Plutonic office, 40 or 50 people?


DONALD McINNES:  Thirty-five.


ROSS BEATY:  Thirty-five, yes, 35/40.  So, it’s a complete operating team, and then Magma has its groups diversified in various places.


STEVEN LI:  You said the combined entity would be around 7, Ross, after the 2.2?


ROSS BEATY:  I think that’s what we have in our model, yes.


STEVEN LI:  Okay, great.  Thanks.


ROSS BEATY:  Thank you.


OPERATOR:  Your next question comes from the line Tanya McGiver (phon) with Northland Capital.  Your line is open.


TANYA McGIVER:  Hello?


ROSS BEATY:  Good morning.


TANYA McGIVER:  Hi.  First, I just wanted to congratulate you both on the announcement, but, Donald, I guess one question left for you.  Is there any impact to your relationship with GE or do you see any sort of changes to how you might operate with them going forward, in terms of the new projects to be developed?


DONALD McINNES:  Yes, thanks, Tanya.  I think this is a good-news story not just for our shareholders, but also for our relationship with GE.  It gives Alterra, the merged company, a much healthier balance sheet, so we can do a lot more with GE.  As people may be aware, or the Magma people on the line may not be aware, GE at this point has only made two clean energy investments in Canada and both of those have been with and through Plutonic.  So, the healthier balance sheet, the greater flexibility, greater access to capital gives Alterra the opportunity to enhance its relationship with GE, whether it’s in Dokie expansion or Upper Toba where we’re partnered with GE, as well, but we haven’t made financing decisions yet, or on other things like the solar project that we’re getting into in Ontario.  


It really gives us the opportunity to do a lot more with GE, and I would further add, not just in Canada, but, obviously, through Latin America, where Magma already has a presence, or elsewhere, and it won’t just be limited for Magma in the geothermal space, but into wind or hydro or geothermal, as well.


TANYA McGIVER:  Okay, perfect.  Thank you.


DONALD McINNES:  You’re welcome.


OPERATOR:  Your next question comes from the line of Sean Peasgood with Wellington West.  Your line is open. 


SEAN PEASGOOD:  Good morning.  I guess the first question is for Donald on the—I just want to clarify the EBITDA that you’re projecting these two projects that are operating will generate.  I think I saw in a presentation in the past that the hydro project would generate between 50-57 million, of which you would get 40 percent of, which would be about 23 million, roughly, and then on the wind side 24-25 million of EBITDA annually, and at 51 percent that would put at about 12 million.


The reason I’m asking the question is because that would generate about 45 million of EBITDA for the Company and when I looked at the consensus estimates out for Plutonic, they were lower than that.  Because I haven’t followed the Company as closely as Magma, I was just wondering if those estimates on the street are because there were projects that were coming online halfway through the year, and if we should—so, really, the question is should we be looking at your EBITDA opportunity of about 45 million or is it closer to the consensus numbers of, you know, 30 to 40 million?


DONALD McINNES:  Thanks.  I think you got the numbers right when you talked about them individually, which is about 23 million from the hydro project and 12 on the wind farm, which gets me to a total of, you know, 33-35 million, not 45, as you stated, so I think you’re math didn’t quite follow through there.


SEAN PEASGOOD:  Oh, yes, right.  I was including, potentially, some of those growth projects that you talked about, then, to get to that 45, okay.  Okay, so that’s right.  So, about 35 is a good number then.


Then, on those two development projects, I was wondering if you could talk about the timing of bringing each one of those online.  You said that the permitting was done for the wind project and it’s done for the hydro expansion, and there were PPA agreements signed on, I think, one of them.  So, for each one of those, I mean, how long would it take for you—let’s assume you could get the financing done today, how long would it take for those projects to come online?


DONALD McINNES:  Thank you.  If we made a financing decision tomorrow on Dokie expansion and Upper Toba, in round numbers, assuming equipment is available tomorrow, and there seems to be an oversupply of manufacturing for wind equipment today, but that’s about an 18-month build, and the hydroelectric project would be, probably, 24 to 30 months.  


In the marketing materials that we’re preparing for Alterra, I think we’re talking about the wind farm coming on in 2013/2014, and the hydroelectric expansion coming online in 2014/2015.  But, I think the beauty of this transaction is it gives Alterra the opportunity to look at those two organic growth opportunities, coupled with the existing geothermal expansion opportunities that Magma already have, and we get to choose which of those opportunities provides the best return for the merged company shareholder, and then the other delta here is the optionality that the merged company has on being a lot more flexible and looking at other M&A activity and opportunity.  With the shine generally being off of the clean power industry over the last 18 months, there’s a lot of opportunity out there where smaller companies do need access to capital, and I think Alterra, with the combined market cap, we’re going to have $500 million, with an enterprise value over $1 billion, it gives us that tremendous strength to go and do more.



SEAN PEASGOOD:  Maybe just to follow up on that, because there’s been a little bit of discussion on the call on the M&A opportunities in the market and the fact that the new co could take advantage of those opportunities.  I’m well aware of the geothermal side of things and somewhat on the wind and hydro, but maybe, Donald, you’ve probably looked at these more closely.  Is there anything that you can talk about to shed some light on those opportunities, whether they’re in Canada, whether they’re in the US, overseas, and what kind of assets they are, are they hydro, are they wind or solar?


DONALD McINNES:  I think there’s tremendous opportunities in all three technologies.  I’m not going to talk about specific companies or projects that we have in mind, we’ve been very actively looking to diversify outside of British Columbia for a long time, but I would sort of position the conversation this way—if all of the projects that the Ontario Power Authority have granted a PPA to over the last 12 months were financed, there’s over $9 billion of capital required to build the projects that have long-term power contracts in Ontario, and in British Columbia I think the number’s something north of 3 billion.  So, you’re looking at well north of $10 billion of capital opportunity just in those two provinces in Canada alone.  If you look at the United States, where we’ve been looking, as well, and elsewhere, there’s tremendous opportunity all over the world for a company that’s creative and entrepreneurial, that does have the drive to grow.


I think part of the reason why Ross and I want to do this, and our Boards support it, is that we do have the tremendous appetite to want to grow a lot faster than we could on our own.

SEAN PEASGOOD:  Okay, that’s great.  Then, I guess the final question.  Because you have the relationship with—you’ve had such a strong relationship with GE, are you able to just comment on, you know, where they have made some of their other investments outside of Canada?  I know you said they made their first two in Canada, but have they made any investment so far with geothermal, that you know of and that you can comment about, and if you can’t comment about it, then, I’m sure there’s some resources online that we can find them, but just if there have been any, that would be interesting commentary.  Thanks a lot.


ROSS BEATY:  Okay, thanks very much, Sean.  So, we have in our company now a brand new Executive Officer, John Carson, who’s going to figure very prominently, I think, on the executive team with the combined company, and John comes to us from a long career in renewable energy development with GE and Terra-Gen and Noble.  While he was with GE, yes, GE did have some geothermal assets.  They do not now, as I understand it, they have sold them.  I can’t remember exactly, I think one was in Hawaii, but I may be wrong.   But, they definitely did have some geothermal.  When he moved over to Terra-Gen, of course, Terra-Gen operates, I think, 330 megawatts of geothermal in the US, in three different locations, so he’s had some deep experience on the geothermal side there, on the financing end, particularly.  But, we have had with conversation with GE.  They’ve come to talk to Magma about opportunities and joint ventures and idea, very, very early-stage stuff, so we know they have an appetite if we have the right project.


DONALD McINNES:  I would just further supplement that.  GE, to the best of my knowledge, has made approximately $20 billion of direct equity investment in energy projects around the world, and about 6 billion of that have been in clean energy projects.  So, they’re a tremendous investor not just in the United States and Canada, but globally, and we’ve been delighted that they have chosen to work exclusively with Plutonic, up to this point, for their clean energy investments in Canada.


SEAN PEASGOOD:  Great.  Thank you very much for answering the questions and good luck with the integration.


SEAN BEATY:  Thanks so much.


OPERATOR:  Again, if you would like to ask a question, please press star, then the number one on your telephone keypad.  


Your next question comes from the line of Gus Hochschild with Mirabaud Securities.  Your line is open.


GUS HOCHSCHILD:  Ross, Don, hi.  This is a remarkably mundane question, certainly harping back to the kind of the new streamlined merged unit.  When will be your end of financial year, please?


ROSS BEATY:  Right.  Currently, Plutonic is December 31st, Magma’s is June 30th, and we will be proposing to our shareholders that we move our year end to December 31st for the combined company.  However, that will require two year-ends to come for Magma, one at the end of June this year, and then a six-month year to the end of December 2011.  In 2012, we will be one company, one year-end, and that will consolidate everything.


GUS HOCHSCHILD:  Splendid.  Thank you very much.


ROSS BEATY:  Very good.


OPERATOR:  Your next question comes from the line of Bill Cabel with Jacob Securities.  Your line is open.


BILL CABEL:  Hi, guys.  I have a quick question.  I’m just putting together a few comments.  You mentioned that your expansion opportunities, most likely it sounds like you’d start with the HS Orka expansions and then some combination of Dokie 2 and Upper Toba, and you also commented that you don’t see a need to issue equity in the near term.  Like, what does “near term”?  Can you do all three of those opportunities without issuing equity?  How do you see that unfolding?


ROSS BEATY:  We have, conceivably, the opportunity to have about $125 million of equity available for various uses, Plutonic obligations, Magma obligations, overhead and growth capital.  The lion’s share of that would be for growth capital.  Where exactly that goes, beyond Iceland, we can’t say at this point, but we certainly have some good candidates.


BILL CABEL:  No, understood.  Obviously, $125 million, a portion of that is growth capital.  Is that enough, if you were to use it for those three projects, or would you need external financing?  Like, those three look to me to be the most immediate.  If you were to just go with the most immediate, would you have enough money to get them all on the table?


ROSS BEATY:   I think we would, yes.

BILL CABEL:  Okay, and, Donald, would we expect an Upper Toba update in terms of the capex and I guess the redesign plan any time soon, or what’s your feeling on that?


DONALD McINNES:  If we’re able to get this transaction done, Bill, you know, the merged company management will make decisions on what the next priority is.  We haven’t been together long enough to have made those decisions yet, but I would say by the end of June, which would give us, say, a couple of months of being the merged company, we’d be able to provide some clearer direction to the shareholder about what the shorter term intentions are.


BILL CABEL:  Fair enough.  So, once you’re merged, you’d expect to be able to nail down these things and decide on your kind of plan of action?


DONALD McINNES:  That’s correct.


BILL CABEL:  Okay, thank you.


OPERATOR:  Your next question comes from the line of Alex Lane with Goodman & Company.  Your line is open.


ALEX LANE:  Good morning and congratulations, gentlemen, on this transaction.  I just wanted to touch on—now, with the increased size and scale of the combined operation and the fact you’re going to have good strong cash flow generation that’s going to shortly come up through the course of this year, have you considered (i) a dividend initiation; and (ii) what your thoughts on a go-forward dividend strategy might be over the next three/four years as you get these assets into production and cash flow?


ROSS BEATY:  Okay, Alex, I’ll take that—it’s Ross here.  First of all, above and beyond everything else, I’d like to thank you very kindly for the support of Dynamic and Goodman.  It’s very, very appreciated to have you support this deal.


On the subject of dividends, my mantra is it cannot come too quickly and it cannot be big enough.  I think it’s very important for us to get to a yield as soon as possible, however, modest initially, we can grow from that, but I think it’s a fundamental part of any power company to produce a yield for its shareholders. 


We will be constrained in 2011 by the lack of free cash flow, particularly as it comes from Plutonic side as their asset goes through the loan completion requirements under the project loan, but in 2012, there should be available cash flow for a dividend, and it’s going to be up to the Board of Directors whether we actually do this then or not, but as I said, from my personal standpoint, it cannot come too soon and be big enough.  I hope that answers your question.


ALEX LANE:  Thank you.


ROSS BEATY:  Any comment, Donald?


DONALD McINNES:  No, I mean, we aspire to get there, as well.  If everything transpires the way Ross is thinking it will in Iceland, the merged company will have well over $100 million of capital available, and, hopefully, we can get there in 2012, even after we make some capital decisions this year.


OPERATOR:  Your next question comes from the line of MacMurray Whale with Cormark.  Your line is open.


MacMURRAY WHALE:  Hi, Donald.  I just wanted to follow up on some of the comments on the start-up timing for Dokie 2 and Upper Toba.  With those PPAs in place, how much flexibility do you have on the COD date, because, I think the dates you gave seemed beyond what I understood the PPAs to require you to start by?


DONALD McINNES:  Thanks for the question, Mac.  People may not be aware—both the Dokie expansion and Upper Toba are fully permitted; however, we do not have a power agreement in place for the Dokie expansion, but by virtue of our first Dokie power contract, we’ve got the ability to unilaterally go to BC Hydro when we’re ready and say, “Here’s the project, here’s how much energy we think we can produce, here’s the revenue stream required to support that growth.”  With the tremendous industrial activity in the gas sector in the northeast part of British Columbia, I think there will be an appetite by the utility for more energy in that part of the province, but we’re not quite at the point where we’re ready to go to negotiate that contract.


For Upper Toba, yes, it does have a power contract, GE signed that last spring, and if I recall, our contracted date is 2014, when that has to be online, but I think it’s well known that BC Hydro has granted extensions to many developers whom they’ve signed contracts with over the last few procurement processes, so I’m not anxious about meeting any time deadlines that are before us today.


MacMURRAY WHALE:  Okay.   Then, perhaps, for Ross.  So we can understand how we feel about our pipeline development and how we sort of hedge risk, when you’ve got $1 million to spend and you’re looking out at this pipeline and say, “Okay, I want to put in hydro or solar or wind or geothermal,” is there a difference in the rate of return that you’ll look at and say, “Well, you know, we’re going to put in some money towards drilling in Chile,” which has to have a different return-and-risk profile than, say, a dollar into Upper Toba.  Can you please take us through how you view the opportunities and where you would preferentially put money and what that rate of return would be in the different segments?

ROSS BEATY:  Okay.  That’s a bit of a question that provokes, potentially, a long answer, but I’ll try to make it short.  In all of these things, Mac, what will do, as a management team, is we will look at a specific opportunity.  We will put them all together on what it looks like from the financial return standpoint.  We will then risk it according to what is in that model that is an assumption that may or may not happen.  On the geothermal side, it is a broad number of assumptions that go in and the most basic one is will we find the resource that we expect to find that will allow everything else to follow. The dollars we have to invest in drilling require a higher return, because there’s more risk in that business.


There isn’t a lot of risk in the resource potential we have, we have some very, very large resources, but it’s actually the ability to produce steam and fluid from those resources to economic levels, that is the big risk, and that’s where you’ve seen a lot of companies hit some road bumps in recent years; they just haven’t materially got the resource out through the pipe to what they call a well head as they had projected in their fancy models.  I would say even Magma, I can say we’ve had to be—you know, we hit our head on that in Soda Lake in 2009.


So, when you do that, you have to then say for every dollar you’re going to spend, you know, what is the net result of risk and reward through the expenditure of that money.  I can’t give you a definitive answer, all I can say is that every one of our projects, every period of time, when we have the opportunity to set budgets, to determine should we go with this direction or that direction, every one of those we use the same basic criteria of trying to put together a risk-and-reward model and making the right decision that we hope will be the right one in the fullness of time, allowing us to build out our portfolio in the very best possible way for our stockholders.


MacMURRAY WHALE:  Okay.  Then, I’m not sure, I may have missed it, I think you may have already said it, Ross, but if you just look out five years, just very high level, what are you aiming on hitting in terms of sort of a megawatt or sort of a cash flow, I’m not sure what metric you want to give, in terms of your growth expectation?


ROSS BEATY:  You know what?  Donald and I are exactly on the same page.  He just mouthed something over to me and it was exactly my dream.  We’d like to hit 1,000 megawatts in five years and have a company generating at least $250-300 million in EBITDA.


MacMURRAY WHALE:  Okay.  Congratulations again, and thanks a lot.


ROSS BEATY:  Thank you.


OPERATOR:  There are no further questions at this time.  I turn the call back over to you, Mr. Beaty.


ROSS BEATY:  Okay, very good.  Thank you, Operator, and thanks, everybody, for joining.  

The only thing I have thought of, as sort of an afterthought to one of the questions from Steven Li at Raymond James, was—Steven, when I said that G&A number, I want you to remember that that includes kind of a level of project expenditure.  It’s not just administration.  It also includes plenty of geologists, engineers, technical people who are actually doing work on specific projects, that we will be expensing, because our exploration focus isn’t an expensed item.  It’s not all kind of classic G&A, our true G&A will be less than that, but some of that money will include project development costs.  


That’s my only other little add to that, otherwise, we’ll close the call now.  Thanks ever so much for joining us this morning.  From Donald and myself, we really are excited about this opportunity and we hope it’s going to be for the benefit of all of our stockholders, and appreciate all the interest from the analytical community in the world who are looking at this, as well.  We will obviously have another call when the deal closes at the end of April/early May and we look forward to it being a great deal for everyone.  Thank you very much.


OPERATOR:  Ladies and gentlemen, this concludes today’s conference call, you may now disconnect.
*****
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