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Wednesday, June 13, 2007


--- Upon commencing at 2:00 p.m.


MS. NOWINA:  Please be seated.


Good afternoon, everyone.  Today we're sitting in the matter of application EB‑2006‑0501 submitted by Hydro One Networks for an order or orders approving and fixing just and reasonable rates and other charges for the transmission of electricity commencing January 1st, 2007.  Today we're here to hear Hydro One's oral reply argument.  


Are there any preliminary matters?  Over to you, Mr. Rogers.


MR. ROGERS:  Thank you very much, Madam Chair.


REPLY ARGUMENT BY MR. ROGERS:

MR. ROGERS:  I do have some oral submissions to make, and I have some written submissions to leave with you.  

The rationale behind the company's rate proposal is set out in great detail in its original filing.  This application was accompanied by an immense amount of detailed technical evidence, which I submit to you supports the applicant's request to you for its revenue requirement in this case for 2007, 2008 and beyond.


I am not going to try your patience today by reviewing all of that evidence once again.  The purpose of this reply argument is to respond to the arguments of the intervenors.  Because the intervenors have chosen to file written arguments, we have arranged to file written response as the best practical means of dealing with the technical nature of some of the positions taken.


I have here a box of documents, just completed, which I propose to leave with the Board at the conclusion of my oral remarks, and I will see that it is distributed to all intervenors today.  Those who are here I will give a hard copy to.


MS. NOWINA:  That's fine, Mr. Rogers.


MR. ROGERS:  What I have done, as you will see, is placed before you a copy of the table of contents of the written submissions, which I hope will assist you in following the brief comments I have today.


Today, what I would like to do, with your permission, is to address some general comments to you about the process in which we have all been involved over the past few weeks or past few months, actually; and I would also like to explain to the Board the organization of the reply submissions of Hydro One and give you a very brief overview of what you will find when you come to review the written brief, which I will file.


So I ask you, please, just to follow along with the table of contents when I get to that part of it.  

But first I would like to talk about the process.


One of the difficulties with this process is that it is an adversarial proceeding.  This tends to drive parties apart.  And despite best efforts to be collaborative, a low-grade hostility can smolder and grow beneath the surface.  The process, of necessity, tends to emphasize differences of the various interest groups, who quite legitimately seek to advance the interests of their own constituency, mine included.


What in theory should be a collaborative effort between the utility and its stakeholders to work towards developing a safe, efficient and financially healthy transmission system can degenerate into a contest between the interests of the company and the individual advocacy groups.  


Now, a certain amount of healthy tension is not a bad thing and it is obviously quite predictable, as the interests of the various groups do not perfectly coincide.


However, there is and should be a large overlap of common interests, particularly in the case of a transmission company.  The primary obligation of the operators of this system who bring this application to you is to ensure that the transmission system entrusted to their care is maintained and developed in a way that meets the needs of its customers.  


You will have to judge yourself whether that motive is overridden by the concern about the bottom line, as some intervenors seem to believe, but I do hope you will accept that the intention of the company's management is to operate its system responsibly as a stand‑alone transmission utility, but with an overriding heavy and clearly felt obligation to maintain this essential system to meet the demands placed upon it.  


It is a big responsibility and I assure this Board my client takes this very seriously.  


It has been my impression throughout this proceeding that there is a feeling that the company is asking for too much and that it is being too aggressive.


In particular, I sense that some believe that the company has been too ambitious in promoting unique regulatory treatment which departs from traditional regulatory convention without directly applicable regulatory precedent.


My client is well aware it is making proposals to this Board which are novel and which presents to the Board some very difficult decisions to make.


However, it believes that in doing so, it is responding to a call from industry and regulatory leaders in this province to search out solutions that streamline and simplify the regulatory processes, and, by so doing, improving efficiency and efficacy of the entire regulatory regime.


Now, I ask the Board to accept that the applicant has presented proposals to you for regulatory innovation because it believes that it faces unprecedented challenges.  The easy thing for it to do is simply to rely on standard cost of service conventions, and, indeed, it would have been easier in this case for Ontario Hydro ‑‑ I'm sorry, Hydro One to do just that.


However, it believed that it had and has a responsibility to its customers, to you as the regulator, and to its stakeholders to seek out creative solutions to what it believes are daunting challenges.  It has invested a great deal of time and effort in searching for creative solutions around the world, in fact, in attempting to adapt the best to an Ontario solution, to explain them to its stakeholders, and then finally in presenting them to you for your consideration.


Almost all of the proposed innovations have been opposed by almost all of the special interest intervenors.  And, unfortunately, I say, there has been very little constructive feedback as to how the applicant's proposals might be improved upon.


The company's assertion that it is open to modification of its proposals, such as its revenue requirement adjustment mechanism, for example, has drawn the response that it must be uncertain of its position or undecided about the details of the mechanism.


An invitation to collaborate should not be viewed as indecision or lack of resolve.  My client does not pretend that it has all of the answers or that its proposals are on a take-it-or-leave-it basis.  If improvements can be made, while the principal objective is preserved, my client will support it.


Much of the criticism of some of these proposals, such as the inclusion of supply mix projects in rate base, which I will deal with later, and the revenue requirement adjustment mechanism are based upon the assertion by intervenors that there is not directly applicable regulatory precedent in this province.  


To a large extent, of course, that is true; but that observation begs the question of:  Who better than Hydro One, the largest transmission company in the country, to propose innovation in the face of unprecedented challenges?  More importantly, who better to take the lead in establishing creative regulatory precedent than the Ontario Energy Board?


Those are the preliminary remarks I wish to make.


I have given to you a copy of the table of contents which outlines the submissions in the written argument, and, with your permission, I would like to spend a few moments just to deal with those issues and to explain to you what you will find when you have time to review the written submissions.


MS. NOWINA:  Certainly.


MR. ROGERS:  First, following the table of contents, Madam Chair, Members of the Board, OM&A expense.


This section of the written argument deals with the contention of some intervenors that OM&A levels are too high and should be reduced.


The applicant strongly disagrees.  It urges the Board to approve the forecast of OM&A expenses in the revenue requirement.  The argument will point out that the company has followed a rigorous planning process and has developed budgets based upon sound planning principles, and on its considerable experience in operating this large and highly complex transmission system.  Spending in historic years is not always a good predictor of necessary levels of future spending in future years.  The argument points out some intervenors have ignored the evidence that asset condition assessment -- the asset condition assessment performed in 2003 is not comparable to the much more refined and improved asset condition assessment in 2006.  


The argument maintains, you will see, that increased spending is necessary if acceptable levels of quality of service are to be maintained.  Aging assets require more maintenance.  


The company's vigorous planning procedures and its experienced judgment have led it to develop its proposal for future spending levels which it believes are prudent and necessary for the continued health of the transmission system.  It asks the Board to approve the OM&A budget as proposed.  


The written argument also deals with the issue of human resource costs.  And because the attention of this element of costs in the hearing -- not only this hearing but the past hearing -- it has been dealt with in a separate section of the written submissions.  We recognize the importance of this to the Board.  

I wish the Board also to -- I wish to acknowledge to the Board that the applicant understands well your interest in this area, and your desire to see some reliable benchmarking data to assist you in assessing the reasonableness of its human resource costs.  Contrary to comments of some intervenors, the company has complied fully with the Board's direction to submit an independent study on benchmarking on a best efforts basis in this transmission rate application.  


The best efforts study was undertaken by P.A. Consulting for this case.  However, as the Board knows, the shortness of time and the challenges of finding willing participants for a study which will be used in a regulatory forum have resulted in certain admitted limitations which were discussed during the hearing.  


But I wish the Board to be clear, as I indicated during the hearing, that Hydro One is actively pursuing further independent analysis in the benchmarking area which will be presented at its next distribution application, just as it was directed to do by the Board in the last case.  


The written submissions also respond to intervenors' arguments concerning the applicant's effort to control wage costs and to seek other ways to do more work, more efficiently.  

In assessing increases in overall human resource costs, you will see that the company in its written submissions, asks the Board to recognize that from 2003 to 2008 work programs have grown about four times more than the increase in total compensation.  


The company is trying to operate on a more efficient basis and I submit to you that it is succeeding.  For example, as one element, the responding reply argument explains the savings associated with the reallocation of resources between management and Society members which you will recall was discussed in some detail in the hearing.  


The written submissions also deal with the intervenor argument that the shareholders should absorb some of the incentive program costs.  Now, the amount involved for the total incentive program for transmission, I understand is about $2 million.  And the Board may question the materiality of the proposed reallocation of costs to the shareholder.  


However, as a matter of principle and because it interests me, I would like to just make some brief submissions to you.  


I submit that it would be wrong to impose these costs on the shareholder.  The evidence is that the incentive program is based on 14 separate factors, all of which -- I'm sorry -- of which only one relates to net income.  One of 14.  Moreover there is no direct relationship between net income and the incentive as apparently in the case in the gas utilities.  It is simply one factor among many to be considered.  


Even if the Board thought it appropriate to allocate a portion of this cost to shareholders, I submit that it should be small.  But if the incentive program is thought to be reasonable in assisting the company to meet its many goals and obligations, including permitting the shareholder to earn its allowed return, why is this not a legitimate cost of service?  If you impose part of the cost necessary to allow the company to achieve its allowed return on the shareholder, are you not simply indirectly reducing the allowed rate of return?  


But this is a small matter, I acknowledge it.  And I tell you, it’s very far down the list of priorities that my client has in the issues before you but I feel better for having raised it.  



And I’d like to turn now to more important matters and that’s capital expenditures.  


Those opposed argue that the evidence is insufficient to justify spending increases for capital additions in the test years.  For example, VECC for both capital and OM&A argues that historic levels of spending are adequate and have maintained system reliability.  Conversely, Schools, SEC, says that Hydro One has intentionally underspent in the recent past in order to rebase rates on increased amounts.  


Two conflicting views.  By the way, while I am dealing with the SEC submission, may I ask the Board please to be cautious in interpreting the graph found at page 10 of SEC's written submission, because I submit it is misleading.  


First, it ignores the evidence that in 2000 OM&A expense included some $50 million of work done for OPG and other customers.  This was explained by Mr. Carleton.  Second, the graph has been compressed between the years 2000 and 2003, to exaggerate the slope of the curve presumably for dramatic effect.  I just ask you to be cautious with that kind of presentation.  


And while I am on this topic, this may be a good place for me to remind the Board, but perhaps more appropriately intervenors, of a basic principle of public utility regulation.  


First, management's good faith is to be presumed.  Further, decisions made by the utility's management should be presumed to be prudent, unless there’s strong evidence to rebut it.  


Before an operating or capital budget is disallowed there should be conclusive proof of an abuse of discretion on the part of management which results in a showing of inefficiency or improvidence or from extravagant or unnecessary costs.  


Simply put, management should not be  -- should be allowed to manage unless it can be shown that they are acting in bad faith or that they're incurring extravagant or unnecessary costs.  


These are trite principles of law, but they -- a statement of it can be found in the Regulation of Public Utilities by Charles Phillips at pages 257 and 258.


Otherwise, I submit that operating and capital budgets which are shown to be based on bona fide management judgment and based on sound planning principles, should be respected and not arbitrarily reduced as some intervenors recommend to you.  


The written reply argument which –- well, I will leave with you -- once again points to the evidence to show that the company's assets are aging and that sustainment capital expenditures must necessarily increase as a result.  


Past levels of spending on sustaining capital are not a sound indicator of what is required in the near future.  Deferring needed capital expenditures is a dangerous game in a transmission system.  


In the absence of any compelling evidence to refute the company's position the Board is respectfully asked to accept the evidence that increases in capital spending are required in order to maintain safety, reliability, and the cost-effectiveness of the system.  


Now, in the written submission, we discuss the development capital budget in which there are four categories of capital spending set out by category, and you recall Exhibit L 2.1, which was the table that tried to categorize these for your assistance.  Some of these projects must be undertaken without any advance Board approval, process and those are the category 2 projects.  


These projects involve significant capital spending, and the company seeks assurance from the Board that these projects are sensible.  Chief among these is the Claireville TS, Cherrywood TS, with a total cost of approximately $107 million, of which $50 million will be incurred in the 2008 test year, although it does not come into service until 2009.


Because of the size of this project, it is addressed in some detail in the written submissions, and the Board will recall there was considerable evidence about this during the course of the hearing, as well.


This project is supported by OPG and the IESO, as well as a number of intervenors.  The benefits of the project are quantified and, it is submitted, it is clearly a sound investment.  It is dealt with in some detail in the written comments.  


The company asks for approval of the inclusion in rate base of the capital projects scheduled to come into service in 2007 and 2008, as is the norm, and these are set out in Exhibit L2.1, as well.


These involve category 1 projects.  Projects in the other categories, 3 and 4, come into service beyond the test years, but some within the 2009 and 2010 period, during which the proposed RRAM will be in effect.  Treatment of those costs will be dealt with under the RRAM section.  


Now, as we have stated previously, the company does not ask the Board to give final regulatory approval to those projects not coming into service in the test period.  The company does ask that some of those projects, the supply mix projects, be included in rate base prior to formally coming into service.  And they are dealt with under the supply mix section of the argument.  


The applicant does ask the Board to understand that it is embarking on a significant capital expenditure program, and it expects to recover the costs of that program in due course of its ratepayers, and it hopes it will.


I would like to deal next, briefly, with the revenue requirement adjustment mechanism.  There is a separate section on this in the written argument.  Consumer interests have uniformly opposed the RRAM proposal.  None has offered any concrete suggestions as to how it could be improved.


Rather, the company's invitation to engage in a collaborative process to accommodate intervenor concerns seems to have been interpreted as a lack of clarity or resolve on its part.  This is unfortunate.  The applicant has devoted a substantial effort in attempting to develop a fair and workable interim adjustment mechanism which reduces the substantial burden of a further full cost of service review, while still providing the acknowledged appropriate regulatory oversight which is required.


The RRAM proposal is based upon a similar functioning process in British Columbia.  The applicant believes the proposal will permit appropriate regulatory oversight in a streamlined proceeding at a greatly reduced cost for all concerned.  It believes that its initiative is consistent with what it understands to be the regulatory direction in Ontario of simplifying and streamlining the regulatory process.


Some intervenors have complained that the mechanism will be procedurally complicated.  Surely the mechanism can be made as contentious and procedurally difficult as the parties choose to make it.  The choice is up to all stakeholders.  But it need not be so.


I ask the Board to approve of a concept of the mechanism, at a minimum, and to direct further stakeholder review, if you think it appropriate, to modify the details of the plan.


I want to be clear, however, that the applicant believes that its proposal as summarized in Exhibit K6.2, can work exactly as set out.  The Board could accept the proposal in its entirety.  However, my client well understands that the concept is new in Ontario, and it also acknowledges that there are other points of view to be addressed, and, if possible, accommodated, which might improve the mechanics.  


As stated several times, it is prepared to cooperate with its stakeholders in refining the mechanics, if that is desired.


The written reply argument contains a discrete section on the treatment of supply mix projects.  There is a considerable commentary in the written material, because this is an extremely important aspect of this case to my client.


Intervenors, in their arguments, and I believe the Board Staff, as well, if I am not mistaken, sought to discredit the regulatory precedents from the FERC on which the applicant relies, and the argument that I will leave with you goes into some detail in analyzing those decisions.


The essence of the applicant's argument, however, is that the American transmission utilities and the American regulators are faced with the same basic problem which we in Ontario must confront, the need to dramatically expand and reconfigure our transmission system.


The incentive that FERC seeks to provide in the United States is just another way of mitigating risk, which is the object of the Ontario Hydro One proposal here in Ontario.


It is acknowledged that the legal framework is different in the United States.  There, specific provisions were enacted to arm the regulatory body to deal with the problem.  Here, the legal framework already exists.


Because of the Transmission System Code and the organization of our generation and delivery system, Hydro One must build the required facilities.  But it asks this Board to make sensible innovations, comparable to those in the United States, to mitigate the risk for the utility of undertaking these huge capital projects without any firm assurance of full cost recovery.


I submit my client should not be criticized for acting as would a responsible private sector operator.  What sensible private operator would invest in excess of $800 million without some assurance of cost recovery?


So the Board is asked to permit inclusion in rate base of those four projects as the costs are incurred.  They are being built for the benefit of the electricity consumers, and those consumers should accept the large share of the risks involved in undertaking them, I submit to you.


Mr. Sommerville asked a question during the argument-in‑chief about this point and we provided a response, which I hope answered your question.


The Niagara reinforcement project, which has been classified with the supply mix projects and which you have questioned why, a sensible question, hopefully my client has answered that satisfactorily to you.  But the categorization of it is not so important, I submit, because although sharing many of the same attributes, the Niagara reinforcement project can obviously be distinguished from the other three supply mix projects because it is largely finished.


This project is addressed in the written comments, once again, but I would like to make two points here.  These are covered in more detail in the written argument, but I wanted to highlight these.  


At least one intervenor, Energy Probes, argues that there should be no cost recovery and, moreover, no additional interest capitalized until the project comes into service.


Other intervenors take a more sympathetic view and agree that it would be reasonable to allow the company to expense the interest on construction work in process.  In either case, we have a clear example of the realization of the very risk that we have been talking about all along in this case.


In the Energy Probe proposal, the shareholder obviously shoulders the full cost of the delay.  Even if the Board were to permit the expensing of interest on the construction work in process, there is a loss for the shareholder.  In addition to no return on the equity invested, these assets are physically deteriorating and no depreciation is being recovered.


Further, all of these projects are long‑term construction projects which have long-term life expectancy.  In reality, these projects are financed by the company's permanent capital and the appropriate cost, I submit, is the weighted average cost of capital to the company.  


By allowing the company to expense the construction work in process, as some advocate, at the substantially lower short term rate, results in a loss for the shareholder.  


The result is that the equity invested in the company is partially soaked up by the need to finance these projects at a substantial cost to the shareholder.  


Accordingly, should the Board not accept the applicant's request to rate base these four projects, it is asked to allow expensing of the carrying costs at the company's weighted average cost of capital rate, and for the Niagara reinforcement project, now largely completed, to allow depreciation to be recovered as well.  


The next topic is return on equity and the capital structure.  


This, as you might imagine, is addressed in some detail in the written remarks.  The Dr. Booth-Ms. McShane debate continues there.  But I think I can summarize the position of the company for you.  


The main thrust of those arguments is a respectful submission that the allowed return developed through the Board's adjustment mechanism as well as that advocated by Dr. Booth, are both too low and fall well below returns available to investors in US utilities.  


The bond rating agencies' assessment, so heavily depended upon by the Consumers Association of Canada, focuses only on the protection of interest payments to bond holders and is not concerned with a fair return for equity investors.  


Further, Dr. Booth does not credit the very serious and tangible business risks faced by Hydro One Transmission.  It is submitted that his analysis is based primarily on Alberta utilities with only a shallow understanding of the actual operations of Hydro One Transmission and the risks which it faces.  


The applicant in its written submissions submits to you that the McShane approach should be accepted by the Board in establishing a fair return for this transmission utility in light of the increased risks arising out of its substantial expansion plans.  


However, it is obvious that the landscape has changed somewhat since the McShane study was commissioned.  Since then, the Board has issued your decision on the generic case including the distribution cost of capital resulting in approval of a mechanized approach for distribution companies.  


Obviously we cannot -- we do not ignore that.  Should the Board decide to apply its distribution decision to transmission, I respectfully submit that the same common equity layer should be accorded to Hydro One Transmission as is accorded to distribution companies.  


The evidence in this case is consistent and unanimous that the risks of Hydro One Transmission are virtually indistinguishable from the risks of a distribution utility.  Ms. McShane said so in her evidence before this Board, and in a number of interrogatories, including J.1.130.  


Dr. Booth thought there would be a one percent difference which I submit to you is really no difference at all, and Board Staff's consultants' analysis by Professor Lazar and Prisman could discern no difference in risk.     


Therefore, on the evidence of this case, I submit that there is no basis on which to distinguish between the risks faced by Hydro One's transmission and distribution companies, and therefore Hydro One Transmission should be accorded the same capital structure.  


I would like to deal very briefly now with the deferral accounts.  There are three of them.  Each is addressed in the written submission.  The first is the OEB cost deferral account.  Second is the earnings sharing mechanism.  And the third is the revenue difference deferral account.  


First.  The OEB cost deferral account is addressed in the written argument, and there the history behind this issue is reviewed.  


I simply say to you today that it seems apparent that there has been an administrative misunderstanding between the OEB Staff and the applicant, resulting in the absence of an officially approved deferral account.  It would be unfortunate if the company's recovery of these costs were denied on the basis of an honest misunderstanding, I submit.  But you will read the history behind this in the written submissions.  


On the second account, the earnings sharing mechanism, there are several points of disagreement but the main point of contention I believe is the treatment of out-of-period adjustments.  The company simply relies on the Enbridge decision where such adjustments were made, and submits that consistency requires similar treatment here, even though the benefits flow in the opposite direction.  


On the revenue difference deferral account, the third account, the major point of contention among several is the date of commencement.  The company has set out its views on this topic in the written submission, but I wish to advise you now that - and it says so in our argument - it is prepared to accept either starting point providing the treatment is symmetrical.  It does not agree with some intervenor groups that the startup date should be earlier if there is a surplus, but later if there is a deficit.  


The startup date should be selected without regard to who wins or who loses.  And that's all we ask.  


Load forecast is the next topic.  


It is dealt with in some detail as well in the written submissions.  Load forecasting is a very complex undertaking and tried and proven methods should not be tampered with without very good reason, I submit to you.  Intervenors argue that the load forecast is understated because the weather normalization techniques employed are flawed and that Mr. But has assumed an unrealistic amount of DMC savings.     


The reply sets out the rationale for the 31 year weather normalization adjustment and points out the methodology has not only proven itself over time but has recently been examined in some detail in the Board's collaborative process, EB-2005-0317.  


Further, the AMPCO criticism built upon the anomaly of eight years' consecutive load forecast is addressed in the written argument.  I simply observe here that of the eight years relied upon by AMPCO, five are modest deviations, you will see.  There are only three years where the forecast has deviated in a significant way, and this is not surprising.  


Weather patterns are unpredictable and it is not uncommon for abnormal years to be clustered as has occurred over the past short period.  This, I submit, is not a reason for changing a tried and true methodology.  


With respect to CDM, there has been a great deal of confusion, but I submit that is not the fault of Hydro One.  If -- in fact it’s probably not the fault of anyone.  The relationship of natural conservation to the OPA estimates is not well understood, and it was the subject of a lot of confused evidence in the course of the hearing.  


This aspect is addressed in some detail in the written argument which I hope will clarify the situation.  


What we do know for sure, however, is that Mr. But's forecast is tracking well to date on a weather adjusted basis.  So it must follow that his CDM assumptions, when taken together with all of the other assumptions in the analysis, are working to provide a very accurate weather adjusted load forecast.  


As Mr. Saleba, the AMPCO witness, observed, the proof of the pudding is in the eating.  I can think of no better evidence of the reasonableness of the forecast and the fact that it seems to be tracking very well to the most current data available.  


Mr. But is an experienced load forecaster with a very sound and long track record.  He's the only expert in load forecasting to testify in this case.  His forecasting methodology has been thoroughly reviewed and several processes and found to be sound. It’s tracking well to date, as I've said.  


In the circumstances, I submit that it would be quite inappropriate to tamper with the load forecast on the basis of the evidence in this case.  


The next topic is charge determinants.  This is an important topic.  But Hydro One is essentially neutral, providing its revenue requirement is protected.  It has made submissions as to what it believes to be the most appropriate treatment, which is the status quo.  It will obviously accept whatever the Board decides is appropriate, but it does ask that if a change is to be made, consideration be given to protecting Hydro One from any adverse consequences which may result from delays or other causes in implementing the change.


The last section is jurisdiction, and this deals with the Society argument about the Board's jurisdiction.  And I simply advise the Board that my client takes no position with respect to the jurisdictional arguments advanced by the Society, for reasons which I hope you will understand.


That completes my very brief summary.  


In conclusion, Madam Chair, I would like to thank the Board and your Staff for the courtesy which you have shown me and the company witnesses throughout the course of the proceeding.  


I would also quite genuinely like to thank you for your attention during the course of the hearing.  You have indicated, from the quality of your questions, that you have been engaged, and my client thanks you for your attention.


Thank you.


MS. NOWINA:  Thank you, Mr. Rogers.  Any questions?


QUESTIONS FROM THE BOARD:

MR. RUPERT:  I just have one questions, Mr. Rogers, and it is kind of an odd question to follow your reply argument.  But as I am going through the evidence and the submissions, I would like to be able to say that I can give an accurate percentage number for the increase from the company's current revenues this year, under the current regime, to the numbers that it is asking for.


On the first day of your oral argument, you put out the number 1.24 billion, I believe it was, or 1.277 billion as the revenue requirements for the two years.


And I have seen various percentages throughout the evidence.  I would be interested if the company could provide, or tell me where it is in the evidence, what percentage increase those are over the revenues that would arise in each of those years using the company's appropriate load forecast for the years in question and the current rate structure; or, said differently, if the rates were unchanged for two years --


MR. ROGERS:  Yes, yes.


MR. RUPERT:  -- how much ‑‑ how many more dollars is the company asking for in each year compared to that?


MR. ROGERS:  I think I understand the question.  I cannot answer it right now.


MR. RUPERT:  I understand that.  But it may be in the evidence somewhere.


MR. ROGERS:  I think it probably is, but I can certainly undertake to answer that.


MR. RUPERT:  I just wanted to make sure ‑‑


MR. ROGERS:  I think I understand what you are asking.


MR. RUPERT:  Thank you.  That's all I have.


MR. SOMMERVILLE:  No questions, thank you.


MS. NOWINA:  I have a couple of questions, Mr. Rogers.  In reading the submissions of others, several intervenors make the point ‑‑ this is on the RRAM.  Several intervenors make the point that regardless of the mechanism, that it may be premature to put in any kind of mechanistic approach simply because this is the first cost of service application that transmission has had, or at least has had for a long time, and that having a history of two such applications might be helpful in developing some kind of methodology.


Do you have any response to that or is there a response in the written ‑‑


MR. ROGERS:  Yes, I believe it is addressed in the written, but I think I can say this to you, that in the case of my clients, for example, it had really one major distribution case, and yet you are embarked on adjustment mechanisms in the distribution side.  There is no long history of cost of service analysis of Hydro One Distribution. 


My client views the ‑‑ believes that its RRAM proposal, if I can use an acronym - I'm sorry to contribute another acronym to this industry - believes that it is, if anything, a more sophisticated -- at least an attempt to be more sophisticated than the adjustment mechanism used on the distribution side.


So I understand the point that the intervenors made, and I acknowledge it has some superficial appeal, but we seem to be progressing quite well on the distribution side with only one full cost of service review for my client, and I do not think there should be any difference on the transmission side.


MS. NOWINA:  All right.  I won't get into a discussion with you on it, although the distribution situation is different in the sense of ‑‑


MR. ROGERS:  Of course it is.


MS. NOWINA:  -- the number of utilities and the fact we're going through two phases of incentive ‑‑


MR. ROGERS:  Ms. Nowina, I believe that there are -- I am trying to remember, this was last night, but there are comments that address your concern in the written submissions.


MS. NOWINA:  All right.  I will look for them there.


The other is on the treatment of supply mix projects.  And, again, you made a statement -- I wonder if I can find it here, but something to the effect that no responsible private sector operator would invest in --


MR. ROGERS:  Yes.


MS. NOWINA:  ‑‑ would invest these numbers of dollars without some assurance of cost recovery.  Again, the intervenor ‑‑ a number of the intervenors seem to make the point or be somewhat puzzled that you don't think the regulatory process as it is doesn't provide some assurance of cost recovery.


MR. ROGERS:  It does provide some assurance, obviously.  I don't say there is none.  Obviously there is some likelihood of cost recovery.

But there is a substantial risk.  A lot can go wrong, and the Niagara reinforcement project is a prime example of that.  


We have a case now.  Here we are.  We are asking for relief.  Some parties said you don't get any relief until it goes into service.  Other parties say you get partial relief and you absorb part of the cost.


So I think it is highly unlikely that ten years down the road or four years or five years down the road this Board would say, I'm sorry, you spent $600 million on the Bruce project and, unfortunately, the nuclear is obsolete or didn't finish it, so the shareholder eats it all.  I think that is highly unlikely.  


But, Ms. Nowina, it is a risk that my client feels and that a private entrepreneur or a private enterprise that had this enterprise would feel.


So it is not ‑‑ I don't think it is so much that it realistically says that there is a very real likelihood or possibility that none of these costs will ever be recovered.  I think the proposition is that the utility is at risk, that at least some of these costs will not be recovered for a variety of unforeseen reasons.  


The Niagara reinforcement is a good tangible example of what can go wrong.


MS. NOWINA:  All right.  Thank you.  That ends our hearing.  I would like to thank ‑‑


SUBMISSIONS BY MR. DeVELLIS:


MR. DeVELLIS:  Sorry, Madam Chair, could I respond very briefly to a comment that Mr. Rogers made about a graph that appears in our submissions?  

A suggestion was made that we intentionally compressed the graph for dramatic effect.  I can say that I prepared that graph and there was no intent to mislead the Board in any way.


The reason that there is -- the graph goes from 2000 to 2003 is we didn't have any data for the intervening years, so I'm not sure that that would impact the slope of the curve in any way, but there was no intent to mislead the Board and that was the reason.


MR. ROGERS:  I accept that.


MS. NOWINA:  The data is what the data is, Mr. DeVellis.  We don't usually look to motivation.


So thank you very much.  I want to thank everyone, Hydro One, you, Mr. Rogers, the other counsel, the intervenors for the way you have handled your part in this proceeding.  I think it has gone very well.  


Hydro One was very responsive to requests and intervenors have been, in my opinion, very respectful, and I appreciate that.  I thank the court reporter, who has done an excellent job.

With that we will adjourn this case.


We may see you all in the Bruce to Milton proceeding.

‑‑‑ Whereupon the hearing concluded at 2:48 p.m.
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