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--- On commencing at  SEQ CHAPTER \h \r 11:08 p.m.
Preliminary Matters:

MS. CHAPLIN:  Please be seated.

Just before we begin, the Board does have one matter it wants to address, and that was there is an outstanding request by Hydro One for two interrogatory responses, Board Staff Interrogatory Nos. 63 and 64, which were the load customer economic evaluations.  There was a request by Hydro One for that material to remain confidential.

The Board did seek submissions from parties and received no submissions opposing that request, and therefore the Board is content that those two interrogatory answers will remain confidential.

Mr. Rogers or -- any other preliminary matters before we hear your --

MR. ROGERS:  No, except I can't get my microphone to work.  Is it on?  The light is broken, then.

Good afternoon.


MS. CHAPLIN:  Please proceed.
Closing Argument by Mr. Rogers:

MR. ROGERS:  Thank you very much, Madam Chair, Members of the Board.  I have a very -- relatively brief closing argument-in-chief, and I expect to be a half an hour or so.

I have asked Board counsel to give to you just an outline of my comments this afternoon, as well as two exhibits which I may refer to.  And the outline is really just taken from the first part of my argument to you, but I thought it might be useful to you to help you follow along as I go through this.

MS. CHAPLIN:  Thank you.  We have that.

MR. ROGERS:  Good.

Now, at the beginning of this case, I outlined the application before you and I summarized the specific items being requested.  I will not do that again today.

I cannot fully anticipate the arguments that will be made by intervenors, of course, and we will respond to them once they have been received.

However, I would like to address today certain issues which, at the beginning of the case, I thought would be paramount in your consideration.

They are:  one, the impact of the financial crisis which has unfolded over the past year or so; two, the implications of the Green Energy Act as it may relate to this application; three, the ability of the company to complete the capital program for which it is seeking approval in view of its experience over the past two years, and I will be dealing with the schedules I have given you in discussing that topic; fourth, the level of OM&A costs which are increasing to keep pace with the increasing demands on the company's resources; five, as always, compensation levels, an issue which has been a concern for this Board and the company from its very inception; six, the AMPCO charge determinant proposal, which I have to confess I thought would be unpopular with other consumer interest groups, as similar proposals have been in the past.  I may be wrong about that.  We have to wait and see.

And, seven, I would like to just discuss with you briefly the mitigation effort which my client has taken to mitigate the impact of this rate proposal.

First, the financial crisis or the recession.  A good deal of cross-examination in the case seemed designed to support an argument that Hydro One, owned as it is by the province, should be held to a different standard than privately-owned utilities in difficult economic circumstances.  I anticipate arguments that Hydro One should, therefore, not behave as a stand-alone private utility, but that it should be used as a vehicle of public policy by suppressing rates, regardless of costs, in order to soften the blow of the recession on utility customers.  I submit to you that this is not a sound approach and, if it is advanced by others, I ask the Board to reject it.

This utility, like others, has a duty to control costs to a prudent level, while providing service at an acceptable quality.  Further, like other utilities, it has an obligation to take reasonable steps to mitigate against unacceptable rate shock.

However, like others, it has a legal right to recover its prudently incurred costs, which includes a fair return.

Hydro One was established to construct and maintain the province's dominant transmission system on a proper business basis.  It considers that its mandate is to provide a safe and reliable system for a reasonable cost.  Its understanding is that its rates are to reflect the actual, true costs of providing the service, including a reasonable return on capital.

If, therefore, you should be asked to reduce the applied-for revenue requirement solely in order to provide relief in times of economic difficulty, I ask you to reject it.

It would, I submit, be a mistake to use the electricity transmission system as a vehicle of misguided social policy.  This Board is an economic regulator.  You should, I submit, approve a revenue requirement and rates which reflect the true cost of providing the service.

Whether suppressing transmission rates and, thus, inevitably, capital expansion and other expenditures, whether that would be good or bad for the economy of the province in the short- or long-run is debatable.  In fact, I would submit that global -- the global consensus is that during periods of economic decline, infrastructure investment is used to provide jobs and stimulate the economy.

Nevertheless, others have the responsibility to deal with province-wide economic issues.  We have no reliable evidence in this case on which any type of informed judgment could be made on that issue, but you do have volumes of what I submit is reliable evidence within the area of your responsibilities.


That evidence demonstrates what facilities must be built, and sets out for you the costs that will be incurred if a reliable system is to be expanded and maintained, and I ask only that you determine the issues in this case on that evidence.


Now, Hydro One has of course taken steps to mitigate the potential rate impact already, and I will outline the steps the company has taken towards the end of my remarks.

I would like to say a word about the Green Energy Act.  The Green Energy Act, which was tabled in the legislature the very day this hearing began, adds to the evidence supporting the need for these capital expenditures.

Although the implications of the Green Energy Act are not well understood and do not form a part of this case directly, the company believes, as stated by its witnesses, that the underlying principles of the Green Energy Act will require more, rather than less, expansion of the transmission system.

The company has also explained that the present capital program is the core or the base program which will be necessary, regardless of new incremental demands imposed by the Green Energy Act.  Delays in commencing the existing planned capital program will only cause costly and potentially very serious bottlenecks in the near future once the implications of the Green Energy Act begin to be felt by the transmission system.

Let me speak for a moment about the capital program being proposed before you.  As the evidence shows, the company is proposing to continue its expanded capital program which was examined by the Board in the last case.  In that case, the Board approved a capital plan for 2007 of $711.6 million, and for 2008, an amount of $774.4 million.

In fact, you will have seen that capital spending in each of those years was less than the approved amounts, and I would like to discuss that with you for a moment.

If you would take the exhibits that I have given you - this is the three-page document - if you turn to the third page of that document, it may help you follow my comments.

These tables show the Board-approved capital spending for 2007 on the top table as compared with the actual, and, in the bottom table, the approved for 2008 as compared with the updated actual.  It says bridge year, but these are actual figures from the blue sheets.

As you can see there, the capital spending was considerably less than you approved in 2007 and lower than approved, although less so, in 2008.  In the top table, you will see, Madam Chair, Members of the Board, that there is a variance of about $152 million which, in the following year, was reduced, but there's still a variance of $70.2 million between what was approved by you and what was actually achieved by the company.


Now, the company recognized that this would likely be of concern to you, as indeed it was to them.  Accordingly, they have set out in their evidence in considerable detail the reasons why capital spending was lower than forecast and, more importantly, perhaps, what they have done about it.


The reasons for the difficulty in achieving its capital program in these years is set out in the pre-filed evidence at Exhibit D1, tab 3, schedule 1, pages 4 to 6, as well as other places.


And just very briefly, I can say that in 2007 there was a large unforeseen fire at the Pickering transformer station, a transformer failure and fire in the Pinard TS, and capacitor bank transient voltage faults at Richview TS.


However, there are other reasons as well.  The company had unexpected difficulty in obtaining approval for outages from the IESO, and larger-than-expected lead times to obtain key materials and equipment.


Now, it knew there would be problems here, and this was discussed in the last case, as you may recall, Mr. Vlahos, but they turned out to be greater than the company anticipated.

In 2008 the problem continued, but changes were made to correct the situation.  Exhibit A, tab 14, schedule 7 provides a detailed description of the eight specific actions which the company is taking to address the problem, including extensive outsourcing of work, my so-called turnkey contracts, as explained by Mr. Graham in the testimony before you.


The result is that in the last six months of 2008 they actually were able to progress with their capital program in pace with the approved program.  So in the last six months, as was explained to you, of 2008, they actually were able to meet their budgetary expectations with these changes that they had implemented.


And with these steps, which, as I say again, has been explained fully in the evidence, they feel confident that they can complete the capital program before you for 2009 and 2010.

The evidence shows that this capital program is important and, indeed, necessary.  The evidence also shows that the company, I submit, is capable of completing it essentially as planned.


My client is also confident that the costs of these projects and the capital plan are reasonable, and the company believes that it will be able to satisfy you at the appropriate time of the prudence of these expenditures.


So that deals with the past experience.  And I know from the last Board decision with the transmission applicant, the Board observed that it would be informed by the company's performance in performing these capital programs in future cases, and that's why I wanted to address it head-on with you.


Looking ahead, over the test period, there is further growth in the capital program.  The proposed capital program has grown substantially in 2009 and 2010 over the 2008 bridge year.  The approved level for 2008 was 774.4 million, and the capital program of the applicant is $944 million in 2009 and $1-billion-74-million in 2010.  And as intervenors will undoubtedly argue, this represents significant percentage increases over the 2008 level.


And once again, I ask the Board to - and I know you will - look behind the percentage increases to see whether there are good reasons why this capital program is increasing.


I submit to you that there are good reasons, and they are set out in the evidence in detail.  There are over 100 pages of pre-filed testimony at Exhibit D1, tab 3, schedules 1 to 9 outlining the reasons for this capital program.


Briefly, the sustaining capital budget is increasing, essentially because of a deterioration in equipment performance of its aging asset base.


And Mr. Quesnelle, you will recall Exhibit K.3.2, I believe, which was filed in response to a question from you about the underlying equipment usage.


In the development capital category, the costs are largely driven by factors beyond the company's control, predominantly OPA-directed capital investments for new transmission system capabilities, to address load growth and generation connection requirements.


For example, there is $170 million in 2009 and $263 million in 2010 related to the Bruce-to-Milton project alone, a project already approved by this Board.


Let me deal now with OM&A costs briefly.  This year the company has filed voluminous pre-filed evidence, which actually contains considerably more detail, I think, than previous filings, I understand in response to stakeholder requests during the stakeholdering process which this company undertook.


The company has described to you an extensive and rigorous budgeting process.  It's all in the evidence.  I am not going to go through it now.  I would like to make this point, though, that the Board-approved forecast of OM&A expenditures over the past rate period, the past two years, is very close to actual OM&A expenditures.


And if you would take the exhibit that I gave to you on page 2, these are identical tables to the capital tables that we spoke about a moment ago.  I think you can see that.  This is the OM&A experience for 2007/2008.

And you will see in the top panel, the top table, that there was a variance.  The company was a little over Board-approved levels, 18.8 million.  But in 2008 it went the other way.  And over the two-year period that you approved, this company's OM&A expenses were less than 1 percent variance from what you approved.


Now, of course, there are always variations by category, but overall, over the two-year period the company's spending was very much on budget, I mean, almost miraculously so, frankly.  And I submit to you that this is a reflection of the rigorous budgeting process which the company goes through.


There is growth proposed for 2009 and 2010 in OM&A expenditures.  The Board-approved level of OM&A expense for 2008 is $387.5 million.  And this is forecast to increase to $435.2 million in '09 and $449.7 million in 2010.  So they're going up.  Once again, the percentage increases are not insignificant.


But once again, I ask that -- or I submit to you that it is not enough to look at the percentage increases to assess the reasonableness of these costs.

Detailed reasons and explanations have been given in the evidence to show why this level of expense is prudent and why it is required.


There are a host of reasons, depending on the program, but predominantly, increased OM&A costs are driven by the additional costs to maintain an aging -- to maintain aging transformer stations and an expanding transmission system.


Once again, detailed explanations for the work to be undertaken is provided in the numerous schedules in this case found at Exhibit C1, tab 2, schedules 1 through 12.


The system is aging.  The condition of the assets is deteriorating, and the system is expanding.  As a result, more work is required.  The OM&A evidence shows in great detail what necessary work is required and sets out, as I have said, the cost of completing that work.


As I've said -- and I will repeat it again, because it is such a happy performance from my standpoint -- that the forecast costs of 2007 and 2008 compared to your approved levels was very accurate.  And there is good evidence in this case, I submit to you, to show why the forecast costs for 2009 and 2010 are necessary if the company is to meet the demands being imposed upon it.

And so with its forecasting history in OM&A costs, recent history being sound, and, I hope you will agree, good reasons for the increased OM&A costs, I ask you to approve them as asked.


Now, next I would like to deal with the issue of compensation levels briefly.  The Board has expressed concern about compensation levels in past cases, and I gather, actually, from Board counsel's comments during the case that you have had similar concerns about other successor companies from Ontario Hydro, where it is hard to reconcile some of the information you are getting from these companies concerning their comparative costs.


This company has been quite candid with you from the outset that it shares this Board's concerns about the level of -- levels of compensation.  It has not ignored the problem, and it has done its level best to try and do something about it.

This has been explained in previous cases, both transmission and distribution, and witnesses have explained their approach that this company has adopted to deal with it.


Madam Chair, Members of the Board, Hydro One is heavily unionized.  It inherited a compensation scheme enshrined in collective agreements negotiated by the old Ontario Hydro with its unions over many years.


I know you have heard this before, but about 90 percent of the company's total workforce is unionized.  The largest by far, the PWU, is a powerful union, with the legal right to strike and on which this monopoly transmission system, an essential service, relies entirely in order to operate.


The company has been quite frank with the Board in stating that it simply cannot keep the system operating if the PWU should strike.

As everyone knows, now, it must also deal with its professional employees through the Society.  Indeed, both the PWU and the Society are now regular intervenors in these proceedings.

The company has strived to control labour costs and increase its efficiency to get more work done for the same labour dollar.  And I remind you that in 2005 this company took a strike by the Society in its effort to control these costs at considerable effort and cost to its management.

And as the evidence shows, it has negotiated modifications to the compensation scheme to try and reduce benefits for new Society hires with some success.

On the management side, it has taken steps to reduce management compensation at the first opportunity following the release of the Arnett report.  Management compensation for my client has been held to a maximum of 1.5 percent for 2009.  Everybody doesn't get it.  That's the maximum that management can hope for in 2009.

This labour market is unique.  In the electricity utility industry, the demand for skilled labour, professional technicians and experienced management exceeds the supply.  The company must compete with its competitors or lose valuable and irreplaceable human resources.

Now, the company seeks a rate adjustment here for 2009 and 2010, and over that period it has a legally-binding contract with the PWU which does not expire until 2011, which of course is beyond the rate period.

It has a binding legal contract with the Society, which does not expire until 2011, beyond the rate period.

These were multi-year contracts negotiated in a booming economy where a 3 percent annual increase was the norm or considered to be favourable.  So they can't do anything about these costs during the period of this rate request.


Now, during the course of the hearing, the applicant was asked whether it considered the Board to be bound by the collective agreements which it has entered with the unions.  Board counsel asked that question.

I stated that, in my opinion, the Board was not bound by contracts entered into by utilities over which you have regulatory control.  And I do believe that is a sound proposition in law.  You are not bound by those contracts.

However, in my respectful submission, the Board does not have jurisdiction to refuse to allow a company to recover costs which it incurred to provide service to its ratepayers unless, unless the Board is satisfied that there is compelling evidence to show that the company acted imprudently in entering those contracts.

I appreciate the Board's -- appreciate and understand the Board's frustration over this compensation issue, and I will deal with the benchmarking studies which the Board directed as a result of that concern in a moment.

But I do submit to you that it would be unjustified for the regulator to refuse a utility, such as Hydro One, to recover the costs of labour which it negotiated with a powerful trade union, or unions, which union particularly, the PWU, was in a very strong negotiating position, unless there is compelling evidence that the company acted imprudently in these negotiations.

I just ask you to -- I know it is frustrating, but I ask you to consider the negotiating strengths of the parties in entering into these collective agreements.

May I talk for a moment about the benchmarking studies which were ordered?  I know these studies are contentious and I would like to address them very briefly here.

First, some history is useful, I believe.  As directed by the Board in EB-2006-0501 - that's the 2006 case - Hydro One undertook to provide a compensation benchmarking study, as well as a productivity benchmarking study.

Now, Hydro One has experience in benchmarking internally, and, as stated in evidence, it is generally considered to be a leader in performance benchmarking in its industry.

It uses benchmarking internally, and also information on best practices, to find ways to operate its business more effectively and more efficiently.

Armed with that knowledge, the company has explained previously the difficulty in developing proper benchmarking comparators.  With that background and your direction, it sought experts to undertake the studies which you directed it to undertake.

Further, in accordance with your direction, it conducted extensive stakeholdering with its customer groups in order to define the scope and extent of the benchmarking studies.  You will find the description of that stakeholdering effort at Exhibit A, tab 17, schedule 1 and attachments.  It has all of the minutes of these meetings that were held with stakeholders when these studies were being designed and set up.

I hope you will find a moment to have a look at the effort that this company took in that stakeholdering process dealing with these studies.  I think you will see that the intervenors were all there, and then some.  There were a number of stakeholdering sessions where all of the intimate details of these studies were discussed with stakeholders, including the metrics used, selection of the experts and so on.

In any event, I reviewed that yesterday afternoon and I was surprised to see the extent to which the stakeholders were involved in that process from the very beginning.

As a result, Hydro One, in any event, engaged two different industry experts on benchmarking to perform two independent studies.  First, it retained First Quartile Consulting Company, acknowledged experts in performance benchmarking studies, and Oliver Wyman, a unit of Mercer's, with acknowledged expertise in industry benchmarking, as well -- or industry benchmarking.

Both companies encountered fundamental difficulties in trying to complete productivity benchmarking studies because there simply are no industry-wide standard productivity metrics for electric transmission utilities, and it was not possible to arrange sufficient participation for a detailed metrics study.

Potential participants were either unable or unwilling to provide the requested information.  As a result, First Quartile was unable to complete its study.


They concluded that most companies do not track workforce productivity for their transmission organization in any systemic way or shareable fashion.  You can see that from Exhibit A, tab 15, schedule 2 attachments.

Oliver Wyman simplified its productivity survey to the elements it deemed most critical.  Its experts determined to use four productivity indicators which they thought would be most informative.

Numerous US companies were approached to participate in the simplified study, but only one agreed due to the availability and willingness to share information.


Now, there was criticism of the Oliver Wyman study during the course of cross-examinations.  Mr. Faye, you may recall, pointed out that the utilities in the sample group were not necessarily comparable because some had distribution components and others did not.  I think he may have had a valid point there.

The applicant acknowledges that the productivity benchmarking study performed by Oliver Wyman has limitations.  But I ask you to recall, Hydro One did not perform the study.  Oliver Wyman did.  And in fairness to Oliver Wyman, it must be said that that company set out upfront the problems in constructing this study and acknowledged that there would be limitations placed on the results.  You will see that if you look at the stakeholdering effort, and it is in the report as well.

Nevertheless, this recognized expert provided advice to this Board in its report that, though not ideal, the resulting productivity benchmarking study provides a reasonable indication of where Hydro One Networks stands as compared to a peer group of transmission and distribution companies.


And I repeat again that this entire process was subjected to extensive stakeholdering, and the stakeholders were intimately involved in the development of the study parameters from the very outset.


The First Quartile study concludes that overall productivity measurement in the electric transmission and distribution industry is problematic, as there is no general agreement on output measures, nor an appropriate input level.  It did conclude, however, that Hydro One's costs compare favourably with the median value for the panel of companies.


The compensation costs and productivity benchmarking study by Mercer and Oliver Wyman in Exhibit A, tab 16, schedule 2, while once again containing limitations, supports the conclusion that, while Hydro One's compensation levels may well be above market median in certain categories, this is balanced by its performance in productivity, which appear better than market median.


I would like to move to point number 6, which is the AMPCO charge determinant proposal.  I would like to set out the position of Hydro One concerning the AMPCO proposal to change the basis of determining the charge determinant for network charges.


And I want to be very clear about this.  At the moment, my client has no strong position on the proposal.  The applicant has made a proposal, based on the status quo, which it believes achieves an acceptable balance between the various ratemaking principles and results in a fair sharing of the costs of the network system.

Its proposal is based on a compromise, admittedly, which was reached after extensive stakeholdering back in 1999 and 2000, and which was reviewed in RP-1999-0044 by this Board, and then again most recently in EB-2006-0501 in 2006, when I do believe there was stakeholdering again on this issue and alternatives considered, and Hydro One recommended the maintenance of the status quo, and the Board accepted it.


In that case, AMPCO proposed a similar, although admittedly different proposal, than they're submitting in this case.  And as the Board observed at page 95 of its reasons there:
"AMPCO's proposal was opposed by Hydro One and all intervenors who commented on the issue (CCC, EDA, IESO, SEC, Toronto Hydro, and VECC)."

So Hydro One has proposed the maintenance of the status quo in this case, which has received broad support from its customer base in the past.  It does not and never has maintained that this is the only way to recover the costs of the network pool.


It wishes to have a charge determinant which recovers the costs of the pool, which facilities serve all of the customers on the system.  They all benefit from it in a way that is economically efficient, is fair, and which has brought acceptance among its customers.


I mean, Hydro One essentially is neutral, so long as its revenue requirement is protected.  It feels it has an obligation to its customers to present a proposal which is balanced and fair, but it views this debate as essentially one of fairness between the various customer classes who benefit from the network system.


My client will, therefore, be greatly influenced by the position taken by its customers in this case.  And if there is broad customer support for the AMPCO proposal, that would carry great weight with Hydro One.


I must observe, however, that my client has concerns about the potential impacts of the proposal on other customers and, as well, some of the practical implications which were explored only lightly during the hearing.


There will be other factors to be considered as we contemplate this proposal, but at the moment some of the issues which seem obvious are as follows.

First, the AMPCO proposal was presented to intervenors and the Board less than two months ago.  It contains no rate-impact analysis.  I do not fault AMPCO for this, but contrast the information before you with what you would have expected had Hydro One been the proponent of this proposal.  I submit that there needs to be more thought given to the magnitude of costs being shifted, who will bear these costs, and potential rate impacts on customers.


My client suspects, once this has been analyzed, that the actual shift of costs as a result of removing the 85 percent ratchet will be much greater than the $899,000 AMPCO suggests in Exhibit K.6.1, which was tabled, I think, the morning of the hearing.


My client is concerned about this now, and I suspect will take the position that this needs careful study, because the shift of costs may be much greater than may appear.

And we're informed somewhat by analysis done in the last case, where a similar but different proposal was made by AMPCO, where there is evidence about the impacts, and the proposal there, on its face, would lead one to believe that the impacts would be less than, than this proposal, and the impacts then when they were analyzed were quite significant.

My client also has some practical concerns.  Neither the IESO nor the OPA appear to have been formally consulted, and they should be intricately involved in any change of this type, I would submit.


Next, a change to the Hydro One charge determinant must be applied to the uniform transmission rate which applies to all transmitters.  The other transmitters have not been involved in the process and probably should be, because their charge determinant will require change to be consistent with that applied to Hydro One.


Should the Board ultimately find favour with the AMPCO proposal, it may wish to provide for further study to include consideration and modification of the definition of peak period.  For example, why five days?  Why not seven?  Why not three?  But most importantly, the shift of costs to other customer groups, the impacts on other transmission customers, and the impact on other interested agencies, such as the other transmitters, the IESO, and OPA.

So with those brief observations, the applicant wishes to be informed by the arguments of all other intervenors before it takes a position with respect to the AMPCO proposal.


Now, in conclusion, can I just deal a moment with the mitigation effort my client has taken?  I said earlier that a utility has a duty to mitigate against undue rate shock.  This usually arises in the context of a rate change resulting from a shift in cost allocation and rate design.  That is not the case here, the AMPCO proposal aside.  We're not sure about the implications of that.


The application, as filed, results in a transmission rate increase of 6.4 percent in 2009 and 12.1 percent in 2010.  This translates into a total bill increase of 0.5 percent in 2009 and 0.9 percent in 2010, less than 1 percent in each year.

I do not trivialize these proposed rate increases, but they cannot be considered as rate shock, particularly in the context of the total utility bill.  Nevertheless, they are significant.

Now, of course updates to the Board's cost of capital parameters are likely to reduce that impact.  As shown in Exhibit J3.1, updating the evidence for the latest ROE and debt forecasts issued by the Ontario Energy Board, show that the applied-for revenue requirement would be reduced by $22.9 million in 2009, and $58.8 million in 2010.

It will be larger still if you do not update for third party long-term debt, as the applicant suggests.  So your own processes, your own formulae, may provide substantial mitigation.

But, further, should the Board determine to return the regulatory asset account over 18 months rather than the four years proposed, the revenue requirement would be further reduced.  And my clients were asked about that and gave their evidence about that being a viable alternative.

But I would like to remind the Board of the steps which the company itself has taken to reduce the rate impact for its customers.

First, I remind the Board that the applicant has confirmed in evidence, which seems obvious, the worsening economic climate almost certainly will result in a significantly lower load forecast in 2009 and 2010.

The company has chosen not to update its application to reflect this reality.  Were it to do so, the result would be to increase the rates significantly.  This has not been exhaustively analyzed, but Mr. But, in answer to a question in cross-examination, said that the increase to the revenue requirement by virtue of the decline in load forecast alone is estimated to result in a need for additional $9 million revenue in 2009 and about $14 million revenue in 2010, even assuming, as he did, a rebound of positive growth in 2010.  You will find that at volume 5 at page 72.

So if we're going -- making the decision, conscious decision, not to try to update its application, it has gone a long way to mitigating rate impacts in these difficult economic times.

Further, the company proposes to set up a deferral account for pre-engineering costs.  These costs would ordinarily be expensed in the year they were incurred.  This, of course, would drive up OM&A costs and resulting rate request.  Approval of the deferral account will reduce rates for 2009 and 2010, if you approve it.

So my client has taken these steps to try to mitigate the impact of its rate proposals on its customers.

Madam Chair, Members of the Board, in conclusion, I would like to say that my client has, I submit, filed a balanced application which seeks a level of funding necessary to complete the required work programs, while minimizing the rate impact on customers' total bills.

In times like this, utilities are often looked upon to stimulate, not further depress, the economy by building infrastructure.  We don't rely on that in this case as a fundamental basis for the rate increase being proposed, but I believe the applicant will likely be addressing this point in more detail in its next application.

I thank you for your patience and attention, and that concludes my remarks.

MS. CHAPLIN:  Thank you.

MR. VLAHOS:  Mr. Rogers, just one clarification.  When you spoke about -- in reference to the 2010 rate increase of 12.1 and you said it does not constitute rate shock, were you referring to Board terminology or your own?

MR. ROGERS:  My own.

MR. VLAHOS:  Your own, all right.

Secondly, and I believe lastly, I took it that on the charge determinant issue, your preference is or the company's preference is to bring it back, or for the issue to come back, but I wasn't clear as to whether you should take ownership of this - "you" being the company, the applicant - or AMPCO.

MR. ROGERS:  Well, there is a number of ways that could be dealt with.  In fairness to AMPCO, it is difficult for them to get the kind of information that you need to do a proper impact analysis, I suppose.

My client has not taken a position on this at the moment, but I think what I was suggesting to you, sir, is that it does believe that if you think there is merit to the proposal and if it gains some acceptance by other customer groups, that it would be probably wise to give further study to this.


And I know my client would cooperate fully in doing what was necessary to investigate this further, if you thought it was something that should be looked into.

MR. VLAHOS:  Okay.  Thank you for that clarification, sir.

MR. ROGERS:  Thank you very much.

MS. CHAPLIN:  We have no further questions.  We thank you very much, and I think that concludes our proceedings for today.

Thank you.
--- Whereupon the hearing concluded at 1:55 p.m.
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