STATE OF NEW YORK
PUBLIC SERVICE COMMISSION

CASE 04-E-0572 — Proceeding on Motion of the Commission as
to the Rates, Charges, Rules and
Regulations of Consolidated Edison Company
of New York, Inc. for Electric Service

ORDER ADOPTING THREE-YEAR RATE PLAN

Issued and Effective: March 24, 2005



CASE 04-E-0572

TABLE OF CONTENTS

INTRODUCTION

PROCEDURAL HISTORY

THE JOINT PROPOSAL AND THE ISSUES BY SECTION

A.
B.

mmoO O

@

a b

Term

Electric Rates and Revenue Levels
Rate Level

a. Background

b. Discussion
Sales Forecast

Clause
a. Background
b. Discussion
State Income Taxes
Low-Income Program
a. Background
b. Discussion
Computation and Disposition of Earnings
Reconciliations
Additional Rate Provisions
Retail Access Program
Background
Discussion
Reliability Performance Mechanism

Compliance with Environmental, Health, and
Safety Policy

Customer Service Issues

. Demand Management
1.
2.

Summary of Terms

The December 15 Submissions in Support of
Section J

Market Supply Charge and Monthly Adjustment

PAGE

©

10
10
10
16
20

20

20
24
25
26
26
32
34
34
39
41
41
48
50

54
54
58

58
62



CASE 04-E-0572

TABLE OF CONTENTS(cont"d)

PAGE
3. The December 15 Submissions iIn Opposition
to Section J 65
a. Arguments Opposing Adoption of JP Section J 65
b. January 18, 2005 Responses to Arguments
Opposing Adoption 70
c. Additional Arguments in Opposition 75
d. Proposals to Keep Section J but to Modify
It and Responses 77
(1) Permanent Measures Only 77
(i1) The Incentive Mechanism 78
(i11) Revenue Decoupling Mechanism 80
4. Discussion 85
a. Terms Adopted and Reasoning 85
b. The Process in This Case 88
c. Recovery Method and Exemptions 90
d. Permanent Measures Only and Other
DM Incentive Proposals 91
e. Revenue Decoupling Mechanism 92
. Miscellaneous 93
K  System Reliability Assurance 95
L. Revenue Allocation 96
M. Rate Design 99
N. Miscellaneous Provisions 102
OTHER ISSUES 103
A. Rights of Non-Signatories 104
B. Minor Corrections and Clarifications 105
C. Schedules and Priorities 108
CONCLUSION 110
ORDER 117

Appendices



STATE OF NEW YORK
PUBLIC SERVICE COMMISSION

At a session of the Public Service
Commission held in the City of
New York on March 16, 2005
COMMISSIONERS PRESENT:
William M. Flynn, Chairman
Thomas J. Dunleavy

Leonard A. Weiss
Neal N. Galvin

CASE 04-E-0572 — Proceeding on Motion of the Commission as to
the Rates, Charges, Rules and Regulations of
Consolidated Edison Company of New York, Inc.
for Electric Service

ORDER ADOPTING THREE-YEAR ELECTRIC RATE PLAN

(Issued and Effective March 24, 2005)

BY THE COMMISSION:

INTRODUCTION

This case concerns the terms and conditions of a new
electric rate plan for Consolidated Edison Company of New York,
Inc. (Con Edison or the Company). The vast majority but not all
of the terms and conditions adopted today will become effective
on April 1, 2005, apply through March 31, 2008, and remain
effective thereafter until a replacement electric rate plan is
adopted.

Among other things, the new rate plan:

1. Establishes new rates for delivery service.

2. Provides for customer sharing of Company earnings
In certain circumstances
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3. Requires a wide variety of measures to increase
retail access.

4. Strengthens and expands existing reliability and
customer service performance mechanisms.

5. Reduces the potential for volatility in the
portion of customers® bills collected through the
Market Supply Charge (MSC) and Monthly Adjustment
Clause (MAC) and their adjustors.

6. Endorses cost effective demand management (energy
efficiency, distributed generation, and load
management) as a means for meeting In whole or iIn
part projected load growth of approximately 535
MW In the three years commencing April 1, 2005.

The rate plan adopted today leaves open unbundling
issues which we expect to resolve next month. Many other issues
considered in this case will be the subject of a number of
continuing proceedings, as discussed in more detail below.

PROCEDURAL HISTORY

On April 30, 2004, the Company filed a cover letter,
proposed new tariff leaves, 28 pieces of direct testimony, and
four volumes of exhibits in support of three annual delivery
service revenue increases and other changes.! The annual
delivery service revenue increases proposed to be recovered
through rates at the time were $550 million for the first rate
year? (April 1, 2005 through March 31, 2006 or rate year one),
$175.3 million for the second rate year (April 1, 2006 through
March 31, 2007 or rate year two), and $289 million for the third
rate year (April 1, 2007 through March 31, 2008 or rate year
three).

The filing was suspended and this case was established
to provide for an open and public examination of the propriety

1 The entire Ffiling comprises Exhibit (Exh.) 4, Parts 1-7.

This comprises increases of $435 million for full service and
retail access customers, $111 million for the New York Power
Authority (NYPA), and $4 million for Economic Development
Delivery Service (EDDS) customers.

2
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of the Company”s proposals.® Thereafter, the matter was further
suspended through March 31, 2005.%

Numerous entities sought active party status
thereafter; there were approximately 26 such parties by June 9,
2004 and there were 48 as of the start of hearings. Interested
parties likewise engaged iIn extensive discovery concerning the
Company®s April 30, 2004 filing, primarily through August 2004.
More than 1,000 discovery requests were tendered, many of them
multi-part.

Active parties, other than the Company, filed and
served their direct testimony on September 10, 2004. Thirty-
seven pieces of testimony (supplemented by exhibits) were
submitted at that time.

PIECES OF
DIRECT
TEST IMONY
OTHER ACTIVE PARTIES SUBMITTED
Department of Public Service Staff (DPS Staff) 15
NYPA 1
Consumer Protection Board (CPB) 2
The City of New York (the City), including one on behalf
of the Metropolitan Transportation Authority (MTA) and the
Port Authority of New York and New Jersey (Port Authority) 4
County of Westchester (Westchester) 1
Public Utility Law Project of New York, Inc.(PULP) 1
AFL-CIO, Local 1-2 (the Union) 2
The Natural Resources Defense Council (NRDC) and the Pace
Law School Energy Project (Pace), (together NRDC and Pace) 1

3 Case 04-E-0572, Order Suspending Major Rate Filing (issued
May 14, 2004).

4 Case 04-E-0572, Untitled Order (issued September 3, 2004) and
Untitled Order (issued January 25, 2005). The latter order
was based on the Company®s October 21, 2004 conditional offer
to extend the suspension date through March 31, 2005 without
a make-whole provision.

-3 -
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PIECES OF
DIRECT
TESTIMONY
OTHER ACTIVE PARTIES (cont"d) SUBMITTED
New York Energy Consumers Council, Inc. (NYECC) 3
Consumer Power Advocates (CPA), including one submitted on 3
behalf of CPA and Pace
Independent Power Producers of New York, Inc. (IPPNY)
U.S. Energy Partners 11, LLC
Meter Service Provider Association of New York 1
Small Customer Market Coalition (the Coalition) 15

On September 10, 2004, the Company also filed a notice
of impending settlement negotiations. Talks were to commence in
New York City on September 20, 2004. The notice Ffiling date was
consistent with the procedural schedule that had been adopted on
August 20, 2004.° The required review of the notice was
completed and reported on September 17, 2004.°

Eight days of negotiations at the time did not result
in an agreement among the parties. This first attempt at
negotiations terminated on October 5, 2004, and the case
reverted to a litigated track.

Twenty-three pieces of testimony by Company witnesses,
responding to all other parties and updating Con Edison®s case,
and 13 pieces of testimony by witnesses for other active parties?®

These filings are now In evidence. See, respectively, Exh.
16, Part 1; Exh. 38, Part 1; Exh. 39; Exh. 21, Part 1; Exh.
40, Part 1; Tr. 447-A through 448-B and Exhs. 36 and 37; Exh.
14; Tr. 281 through 300; Exh. 11, Parts 1 and 2 and Exh. 12;
Exhs. 13, 41, 42, and 44; and Exh. 10, Part 1.

6 Case 04-E-0572, Procedural Ruling on Revised Schedule and
Other Matters (issued August 20, 2004).

16 NYCRR 8§3.9(a)(2).

8 Other active parties submitting rebuttal include DPS Staff,
NYPA, the City, Westchester, the Union, NYECC, CPA, the
Coalition, and the Mid-Atlantic Supply Association (Jointly
the Coalition and Association).

-4 -
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responding to each other (collectively the rebuttal) was filed
and served on October 13, 2004.°

Evidentiary hearings were scheduled to commence on
October 25, 2004; at the time, 10 or more full days of hearings
were anticipated. However, those hearings were cancelled in
anticipation of the filing of an October 21, 2004 Notice of
Resumption of Settlement Negotiations.!® Negotiations resumed on
October 25, 2004 and continued 11 days in the period through
November 30, 2004. On October 29, 2004, some parties advised
that an agreement in principle has been reached on many though
not all issues.

A revised schedule adopted on November 3, 2004 called
for the filing of a joint proposal on December 1, 2004, the
Tfiling of statements (and/or testimony) in support and
statements (and/or testimony) In opposition to a joint proposal
on December 15, 2004, evidentiary hearings on January 5
through 7, 2005, public statement hearings in early to mid-
January 2005, and limited post-hearing pleadings on January 18,
2005." This schedule was thereafter followed completely with
the exception that the December 1, 2004 due date for a joint
proposal was extended to December 2, 2004 for good cause shown
and without objection.??

® One piece of testimony filed by CPA on October 13, 2004 is
not in evidence because CPA did not seek to introduce it
(Tr. 185). One piece of testimony, filed and served by the
Union on October 13, was not proper rebuttal and is not iIn
evidence for that reason (Tr. 186-188). All of the other
rebuttal filings are in evidence. (See Exh. 4, Part 8; Exh.
16, Part 2; Exh. 38, Part 2; Exh. 21, Part 2; Exh. 40, Part
2; Exh. 11, Part 3; and Exh. 10, Part 2, respectively.)

Case 04-E-0572, Notice Canceling Hearings (issued October 21,
2004).

Case 04-E-0572, Procedural Ruling on Further Revised Schedule
and Process (issued November 3, 2004). This schedule and
process was adopted at the time only after numerous active
parties participating In a November 1, 2004 conference call
had an opportunity to comment on it. These parties are
listed In n. 2 of the November 3, 2004 Ruling. No party
objected to the schedule at the time.

12 Case 04-E-0572, Informal Ruling (electronically distributed
to all active parties on November 30, 2004).

10

11
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On December 2, 2004, a Joint Proposal (JP) was filed
and served, setting forth details of a proposed three-year rate
plan. The 23 initial signatories recommended that we approve or
adopt the proposed plan in whole or in part.® As is discussed
in greater detail below, some signhatories are silent on portions
of the JP and some support the JP in part and oppose it In part.

Thirteen statements solely in support of the JP iIn
whole or in part were filed and served on or before December 15,
2004. Statements in this category, that are in evidence under
oath, include those filed and served by the Company (Exh. 2),
DPS Staff (Exh. 15), the City (Exh. 20), the New York State
Energy Research and Development Authority (NYSERDA, Exh. 22),
and the Joint Supporters (Exh. 34).

Other statements solely in support of the JP in whole
or in part were timely filed and served by NYPA, the Port
Authority, CPB, MTA, the Coalition and Association, IPPNY,
Direct Energy Services, LLC (Direct Energy), and Gotham Power
Zerega.

Statements partly in support and partly in opposition
were timely filed and served by NYECC! and CPA, while comments
entirely in opposition to the JP in whole or in part were filed
and served timely by PULP and Energywiz, Inc. (Energywiz).'?

NRDC and Pace jointly were the only two parties to
pre-file testimony concerning the JP on December 15, 2004; the
Gupta/Plunkett panel®s testimony, partly in support of the JP

13 The JP is Exh. 1, and Appendix 1 to this order. Signatories

to the JP iInclude active parties, entities that are
represented by an active party, and others. While some
executed the JP on or prior to December 2, others did so
subsequently. All 30 signature pages as of January 6, 2005
are included in Exh. 1.

NYECC filed comments on December 15, 2004 and revised them on
December 17, 2004. Only the revised version is considered iIn
this order.

The latter pleading i1s part of the official record only as
revised iIn accordance with the terms of the Ruling Concerning
Sanctions (issued January 3, 2005), p- 8.

-6 -
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and partly in support of changes to the JP, is in the
evidentiary record.*®

Evidentiary hearings commenced on January 5, 2005 and
concluded the following day.'” The topics receiving the greatest
attention at these hearings include the reasonableness of the
JP"s provisions concerning Demand Management (Section J),
delivery service revenue requirement (Sections B and D), and
low-income rates (Section B-5).

Six public statement hearings — one in each county in
the Company®s service territory - were held on two afternoons
and four evenings in the period January 5, 2005 through
January 11, 2005. Commissioner Thomas J. Dunleavy was on the
bench for the session in Manhattan. Very few members of the
public took advantage of the opportunity to comment at such
hearings or otherwise.

Through such hearings, letters, electronic messages,
and calls to our toll-free opinion line, a total of 11 public
comments were received, including letters from State Senators
John L. Sampson (opposing Section J) and Liz Krueger (advocating
against a delivery revenue increase, for further actions to
reduce volatility in the MSC and MAC, and for larger discounts
for low-income customers). Statements were also offered by
State Assemblymember Ryan Karben (opposing a delivery service
revenue increase, criticizing the absence of a reliability
performance mechanism for stray voltage and manhole events, and
supporting larger low-income discounts), and Queens Borough
President Helen Marshall (opposing a delivery service revenue

8 Tr. 307A-323B. As in the case of the direct testimony of
PULP witness Oppenheim, only one side of each double-sided
page was assigned a transcript page number by the reporter.
For purposes of this order, the sides assigned a number by
the reporter are referred to by page number and the letter
"A," and the other side is referred to by the same page
number and the letter "B."

The hearings were held consistent with the November 3, 2004
Ruling on Further Revised Schedule and Process and pursuant
to the Notice of Public Statement Hearings, Opportunities for
Public Comment, and Evidentiary Hearing (issued December 6,
2004) . The appearances are set forth In Appendix 11I.

17
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increase unless the Company first improves its reliability and
safety record). Other comments are offered by the Legal Aid
Society and the Northern Manhattan Improvement Corporation, both
of which emphasize the enormous challenges faced by those
receiving public assistance or fairing only slightly better.
They urge that more be done here to meet the needs of such
customers. The final handful of public comments are offered by
individual residential and small commercial customers who oppose
any revenue increase, either because they feel they cannot
afford 1t, or that an increase will make 1t even more difficult
to do business profitably.?'®

The evidentiary record contains 575 pages of
transcripts and 42 exhibits.®

Limited post-hearing briefs were filed and served on
January 18, 2005 by Con Edison, DPS Staff, NYPA, CPB, the City,
Joint Supporters, Westchester, NRDC and Pace, NYECC, and PULP.?°
Broadly speaking, the positions taken in these submissions are
consistent with those presented In the December 15, 2004 filings
and further developed at the evidentiary hearings. Westchester,
which had not previously taken any position on the JP, offered

18 These preliminary summaries are general. Other comments and

Qetails are considered i1In our discussion of some of the
Issues presented.

On January 13, 2005, NRDC and Pace provided qualifications to
an answer witness Gupta had given subject to check, Tr. 337-
338. The January 13, 2005 filing is not part of the 575
transcript pages, but it is included in its entirety at the
end of the transcript for the January 6, 2005 hearing. An
annotation i1s iIncluded at Tr. 337-338, referring the reader
to the January 13, 2005 filing.

In a series of ten electronic messages, NYPA, NYECC, and the
City dispute the propriety of part of NYPA"s post-hearing
submission. Given our decision concerning JP Section J, the
issue is moot.

19

20

-8 -



CASE 04-E-0572

arguments in support of Business Incentive Rates that PULP
appeared to oppose.?!

THE JOINT PROPOSAL AND THE ISSUES BY SECTION

In the discussion that follows, the terms of the Joint
Proposal are summarized generally and any issues raised are
summarized and discussed.?? This is followed by a discussion of
several i1ssues that tend to cut across multiple sections of the
JP. Our overall conclusions are set forth in the Conclusion.

A. Term

As noted above, the proposal i1s intended primarily for
rate years one, two, and three. As discussed in some of the
other JP sections, some provisions would be implemented prior to
and might apply following the three rate years. The MTA

2l Near the end of the January 6, 2005 hearing (see Tr. 490-499)
there was a discussion about Exhibit 9, the responses to the
Administrative Law Judge"s questions about the JP. Counsel
for Westchester requested an opportunity to ask follow up
questions as i1ts expert had not had an opportunity to review
the exhibit, Tr. 492. Over the objection of others, the
Judge granted Westchester®s request, subject to a tight time
constraint, expressing iInterest In ensuring that any concern
about the completeness or accuracy of Exhibit 9 be brought to
his attention, Tr. 494-495. The County characterized this
approach as fair, Tr. 495. 1In an electronic message dated
January 12, 2005, Westchester followed up not with questions,
but with a statement opposing a number of JP provisions
having to do with participation in future proceedings and
access to information by those who did not sign the JP. DPS
Staff replied immediately that Westchester®s comment was
improper and untimely. The January 12, 2005 electronic
message was inconsistent with the relief Westchester sought
and was granted. Accordingly, we grant DPS Staff"s request
that the January 12, 2005 electronic message be ignored. We
note however, that the issue raised by Westchester is
considered below for reasons unrelated to Westchester®s
electronic message.

This summary i1s provided only for the reader®s convenience.
Binding legal significance, of course, attaches neither to
the JP itself nor to this summary per se, but only to our
order.

22
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expresses support for the three-year term, expecting it will
make it easier for it to plan.?

B. Electric Rates and Revenue Levels
1. Rate Level

a. Background

This subsection proposes: (1) a delivery service
revenue increase of $104.6 million in rate year one; (2)
deferral of a $58.6 million delivery service revenue increase
from rate year two to rate year three, along with $1.5 million
of interest that would accumulate at the unadjusted customer
deposit rate; and (3) a delivery service revenue increase of
$220.4 million in rate year three, inclusive of the deferred
second year revenue requirement and associated interest.? The
incremental delivery service revenue requirement to be recovered
in rates i1s significantly less than i1t otherwise would be
because of the proposed use over three years of $729.3 million
of existing and anticipated net credits due customers.?®

The company summarizes the terms set forth in the
subsection but does not explain their bases.?® DPS Staff,
meanwhile, explains the reasons for the differences between its
original recommendation, that there be no revenue change for the
first year, and the revenue requirement set forth for that year
in JP Appendix A, p. 1.

22 MTA"s December 15 Comments, p. 6.

24 The JP, Appendix M, indicates that the $104.6 million and
$220.4 million delivery revenue increases equate to four
percent and 7.4 percent, respectively, over a base of
approximately 50 percent of total annual electric revenues
expected without such increases. The base comprises the sum
of delivery service and fixed Monthly Adjustment Clause (MAC)
revenue before an iIncrease. Thus, the total bill Impacts are
approximately one half of the stated percentages, Tr. 162.

JP Appendix B summarizes the sources of the net credits to be
used each year, including the $226.7 million portion that is
estimated and that would be reconciled In part on an on-going
basis through the MAC and in part through deferral and future
amortization.

26 Exh. 2, pp. 6-7.

25
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Among the changes to the delivery service revenue
requirement in DPS Staff"s original case are: (1) an increase
in the equity return allowance to 10.3 percent, including a
stay-out premium and use of a 48 percent equity capitalization
ratio; (2) an adjustment to DPS Staff"s forecast of revenues
before any rate change; (3) increases in operation and
maintenance expenses (including those associated with stray
voltage testing and safety inspections); (4) a larger rate base
associated with additional plant; (5) updates and corrections to
federal iIncome taxes; (6) reversal of its pension adjustment;
(7) elimination of an adjustment to consultant costs; (8)
correction of i1ts employee count labor adjustment; (9) an
inflation rate update; (10) an iIncrease iIn the amount of
deferred World Trade Center recoveries;?’ and (11) an increase in
environmental remediation costs. These adjustments, in turn,
are offset by higher estimates for some credits, tax calculation
corrections, and lower costs associated with the Prescription
Drug and Medicine Improvement Act of 2003.%

The reasons for the recommended delivery service
revenue increase are also broken out by component in the JP.?%°

The New York Power Authority and the City also fTiled
comments in support of the delivery service revenue iIncrease.
These comments focus in part on the evidence each submitted in
opposition to the Company"s April 30, 2004 filing and on the
extent of the differences between what the Company filed for,
and what is recommended now.>3°

2 Under the proposal, this would be the Ffirst electric case in
which Con Edison would be allowed to collect deferred WTC
costs at a rate of $14 million per year.

8 Exh. 15, pp. 10-12. These and other adjustments to DPS
Staff"s original recommendation, along with the dollar
impacts of each, are listed in Exh. 15, Appendix C.

2 Exh. 1, Appendix A, p. 2 of 3.

%0 NYPA"s December 15 Comments, pp. 4-6, and the City"s
December 15 Comments, pp- 8-10. See, also, the Port
Authority®"s December 15 Comments, p. 3, and the MTA"s
December 15 Comments, pp. 3-4.

- 11 -
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The Public Utility Law Project contests this
subsection in three respects. First, PULP suggests that the
proposed delivery service revenue increases are higher than they
would be had the case been fully litigated.3 This contention is
based primarily on the fact that DPS Staff"s direct case®?
supported no change in delivery service revenues.

Expanding on the same theme in its post-hearing
pleading, PULP questions the logic of some of the reasons that
led DPS Staff to conclude any delivery service revenue iIncrease
is warranted. PULP questions whether there are good reasons for
the differences between: (1) the 7.38 percent cost of capital
in DPS Staff"s direct case and the 8.08 percent figure iIn the
JP; and (2) the 9.0 percent equity return allowance in DPS
Staff"s direct case and the 10.3 percent implicit in the JP,
including a premium for the risk that the Company"s non-
commodity operation and maintenance expenses may increase faster
than expected.3

There was no opportunity to reply to PULP"s latest
arguments. However, Con Edison, DPS Staff, and the City respond
in opposition to PULP"s December 15 contention that delivery
service revenue increases are too high. Con Edison, for
example, says that PULP ignores that the last delivery service
revenue increase was in 1994, which was followed by two
decreases. It faults PULP for making no examination of the
costs underlying the recommended increases and cites the
testimony of DPS Staff witness Scherer that the recommended
increases would permit the Company to carry out important
programs and for it to reinforce its delivery system.3

Department of Public Service Staff and the City
disagree with PULP"s implicit assertion that the likely outcome
of a litigated rate case would be no change in delivery service
rates. DPS Staff, for example, explains that the Company®s

31 pPULP"s December 15 Comments, pp. 6-7 and 19-20.
%2 Exh. 16, Part 1(e), p. 2 and CD-1, Schedule (Sched.) 1.
33 pPULP"s January 18 Comments, pp. 5-6.

34 Con Edison"s January 18 Comments, p. 14, citing Tr. 194-195.

- 12 -
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rebuttal showed some errors in DPS Staff"s direct case and
presented updates requiring an increase iIn delivery service
revenue requirement. The City and DPS Staff likewise point out
that PULP submitted no evidence on delivery revenue requirement
and that any statements of fact iIn PULP"s pleadings were not
adopted under oath or subject to cross-examination. DPS Staff
emphasizes also that the Company needs to replace and upgrade
its delivery system. The City and DPS Staff, finally, each
focus on the small size of the proposed delivery service revenue
increases, relative to what the Company had sought. DPS Staff
says the increased revenues recommended for each of the three
rate years (ignoring the deferral of the second year revenue
requirement to the third year) are 19, 33, and 35 percent,
respectively, of what the Company requested in its April 30,
2004 filing.®®

PULP"s second concern with this subsection iIs that
the proposed third year delivery service revenue increase is too
large in comparison with the proposed first year increase and
will produce "rate instability."*® PULP supports this
contention, In part, citing a statement In a prior order that a
two percent increase would be "disruptive and have unacceptable
impacts. "’

% DPS Staff"s January 18 Comments, pp. 9-10 and the City"s
January 18 Comments, pp. 3-8.

3¢ PULP"s December 15 Comments, pp. 6-7 and 19-20.

37 Case 96-E-0897, Consolidated Edison — Electric
Rates/Restructuring and Formation of a Holding Company, Order
Concerning Retaill Access Implementation — Phase 11l (1ssued
February 20, 2000). The quoted statement was made in the
context of a discussion of a Westchester argument 1iIn
opposition to a Company proposal to set different delivery
rates for New York City and Westchester. The Commission
disagreed with Westchester at that time, noting iIn part that
adoption of Westchester®™s proposal would undermine rate
decreases called for In a prior order as millions of NY City
customers would be subject to bill increases of two percent
on a flash-cut basis. Westchester"s concerns, however,
became the subject of a subsequent Inquiry. See Case 00-E-
1208, Con Edison Electric Rate Restructuring in Westchester,
Order Adopting Staff Proposal (issued November 25, 2003).

- 13 -
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The Company responds that the real effect on
ratepayers iIs the same whether revenues are increased in the
second and third years or only in the third rate year and that a
known increase to be effective at a definite point in the future
cannot create rate shock.® The City and DPS Staff argue that
ratepayers benefit under the proposal as they would have flat
delivery service rates for the first two rate years and would
have use of $58.6 million during the second rate year, to
support the general economy, that otherwise would be due the
Company. They also explain how a larger increase in the third
rate year will, relatively speaking, help to minimize (by $60.1
million) the size of any needed increase iIn delivery service
revenue starting after the proposed three-year rate plan. (This
is because of the deferral of the $58.6 million revenue
requirement and $1.5 million of interest to the third rate
year.) DPS Staff also notes that PULP declined to support
increases in the first, second, and third rate years as an
alternative to iIncreases in only the first and third years. The
City emphasizes that the timing of the recommended increases 1is
agreed to by many and objected to by only one and points out,
again, that PULP"s argument is unsupported by evidence.®*° CPB,
Tinally, denies the proposal will create delivery service rate
instability or rate shock, noting that a delivery service rate
freeze during the first and second rate years would help ensure
rate stability.*

PULP"s third objection to this JP section is based
on the contention that DPS Staff"s criticisms of Con Edison®s
original multi-year rate plan apply as well to the multi-year
aspects of the JP.* PULP argues that DPS Staff initially
refused to support the Company"s April 30, 2004 multi-year
proposal, with a DPS Staff witness describing it as "a series of

% Con Edison"s January 18 Comments, p. 15.

% DPS Staff"s January 18 Comments, p. 12, and the City"s
January 18 Comments, p. 6.

CPB"s January 18 Comments, pp- 1-2.
PULP"s December 15 Comments, p. 8.

40

41
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staged increases, deferral mechanisms and true ups that insulate
shareholders from many uncertainties while providing customers
little more than the assurance of increasing rates."*? PULP
contends the same criticism applies to the multi-year parts of
the JP.

DPS Staff disagrees with PULP"s argument, citing
sworn testimony to the effect that the JP "includes parameters
that were not proposed by the Company, such as dead bands around
target levels [for i1tems subject to reconciliation] . . . a
share In excess earnings . . . and a limit to the Company~"s
ability to defer incremental costs in the event the [Company is]
found in an excess earnings position.*® This argument refers to
the earning sharing provisions in JP Section C, a provision that
DPS Staff says would not apply in the absence of a JP.

PULP i1s not persuaded by these points, observing
that an earnings sharing mechanism would be unnecessary iIn the
context of a one-year rate plan. PULP also argues DPS Staff
witnesses”™ responses to i1ts questions at the hearings offer only
"superficial”™ reasons in support of provisions that are
completely in the interest of shareholders and not in the
interest of ratepayers.*

Finally, as discussed in the Procedural Background,
eight of the eleven public comments received also oppose the
proposed delivery service revenue increases. These include
comments by a State Senator, State Assemblymember, the Queens
Borough President, the Legal Aid Society, and individual
residential and small commercial customers. In her comments,
the Queens Borough President also suggests improvement in
reliability and safety are necessary pre-conditions to any
revenue increase while one Assemblymember opposes the recovery
of costs the Company is projected to incur to comply with our
recent order concerning safety testing and inspections.®

42 1d., quoting from Exh. 16, Part 1(b), p. 6.
43 DPS Staff"s January 18 Comments, p. 11, citing Tr. 193-194.
44 PULP"s January 18 Comments, pp. 6-7.

4> Case 04-M-0159, Transmission and Distribution Safety, Order
Instituting Safety Standards (issued January 5, 2005).
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b. Discussion

The burden of proving the reasonableness of each
provision of the JP rests solely on the proponents. Whether or
not PULP provides sworn evidentiary support for its arguments
does not change that burden, particularly where the issue at
stake involves a major electric revenue increase. Based on our
review of the evidence and arguments, we conclude that burden
has been met with regard to this subsection, PULP"s three
central arguments and public comments to the contrary
notwithstanding.

With respect to the delivery service revenue
requirements, DPS Staff introduced sworn evidence that
identifies each of the ways in which 1t abandoned its iInitial
litigation position, reflecting a reassessment of the strengths
and weakness of its earlier positions, as well as updated
information.*® Out of the many reasons given for the changes in
DPS Staff"s position, PULP ignores almost all of them and
basically calls into question the entire recommended delivery
service revenue increase, based solely on the DPS Staff change
in position on the overall cost of capital. That change, iIn
turn, is driven primarily by the cost of equity and the equity
capitalization ratio.

Implicit 1in PULP"s argument on this point, however,
is the notion that no weight whatsoever should be given to
evidence introduced by other parties that supported a cost of
capital higher than reflected in DPS Staff"s initial litigation
position or in the JP, including that presented by CPB,*’

46 Exh. 15, and especially Appendix C.

Mr. Niazi supported an equity return of allowance of 9.49
percent, Exh. 39, Part 1, p. 10.

47
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Westchester,*® and the Company.?® Given the Company”"s planned
construction and that no party objects to the elements of that
plan, such a notion is patently unreasonable.

Moreover, the record includes other information,
that i1dentifies precisely the underpinnings of the sales
forecasts reflected in the proposed revenue requirements,®® the
adjustments to DPS Staff"s and the Company®s earlier forecasts
of operation and maintenance expenses,> and the changes in
litigation positions leading to the forecast of average rate
base in the JP.%?> On a macro basis, these and the latest
calculations of income taxes, prepared by Company and DPS Staff
experts, are all of the major components of the Company®s
delivery service revenue requirements.>

The next question presented iIs whether the two
recommended delivery service revenue iIncreases from rates are
reasonable with respect to their timing and relative size or
should be adjusted to maximize rate stability and avoid rate
shock for customers in the third rate year. We conclude the
proposal is reasonable and that adjustments to the timing and

48 Mr. Radigan supported an equity return of 9.2 percent,

Exh. 40, Part 1, pp. 3-4.

Company witnesses Rosenberg and Fetter, as well as the
Company®s Policy Panel, all supported an equity return
allowance of 12.00 percent, including, as witness Rosenberg
described i1t, a risk premium of 105 basis points based on
premiums allowed iIn past cases, that iInterest rates had been
very low and are likely to trend higher, and in recognition
of the difference in yields between one- and three-year
treasury securities. These same witnesses testified iIn
support of a 48.81 percent equity capitalization ratio. See,
Rosenberg (Exh. 4, Part 2, Tab 4, pp. 5-48 and 49-52,
respectively, and Exh. 4, Part 8(r), pp- 14-28 and 3-13,
respectively); Fetter (Exh. 4, Part 2, Tab 5, pp. 8-44 and
44-48, respectively and Exh. 4, Part 8(d), pp- 2-3 and 4-5
and 7, respectively); and the Policy Panel (Exh. 4, Part 2,
Tab. 10, pp- 16-20).

Exh. 9, Responses 16-19.
Id., Response 8.
Id., Response 9.

See also, Tr. 195; there are legitimate drivers for the
proposed increases, including the Company®s significant
infrastructure needs, and they do not come for free.

49

50
51
52

53
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relative size of the recommended delivery service revenue
Increases are not warranted.

To begin, we give weight to the City"s observation
that out of all the many parties representing consumers and
their interests, only one disagrees with the relative size and
timing of the proposed delivery service revenue iIncreases
through rates. On a real cost basis, as the Company observes,
customers and the Company should both be indifferent to whether
there should be a $58.6 million second rate year increase to
minimize the size of the increase for the third rate year.®* CPB
and others are also correct that avoidance of a second rate year
increase ensures delivery service rate stability for two of
three rate years.

The most important factor here, however, is that the
proposed approach will minimize, by $60.1 million, the magnitude
of any delivery service revenue increase from rates that might
be needed at the end of the rate plan.> Information in the
record suggests that a delivery service revenue requirement of
up to approximately $314.3 million (4.7 percent) might be needed
at the end of rate year three solely to recognize the depletion
of credits being used to ameliorate delivery service rate
increases in the coming three years and to amortize deferred
carrying charges on transmission and distribution plant if
construction goes forward at a pace faster than envisioned in
the JP.°® To the extent decreasing the third year increase and
adopting a $58.6 million increase in the second rate year would
increase the potential for an even larger increase beyond the
third rate year, by another $60.1 million (or another .9 percent
for 5.6 percent in total), such an adjustment would be
unreasonable and we will not adopt it.

5 Tr. 154-155.
5 Tr. 200-201.

°¢ Exh. 9, Responses 11, 12, and 278. The referenced deferrals
are discussed in greater detail below. The 4.7 percent does
not reflect any new credits that might become available, any
other deferred debits, or any cost-based delivery service
revenue increase that may otherwise be warranted at that
time.
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Turning to PULP"s third argument, finally, the
record establishes significant differences between the multi-
year aspects of the JP and the multi-year proposal set forth in
the Company®s April 30, 2004 filing. These changes include:

1) No revenue increase from rates in the second
year .

2) Expense reconciliation targets lower than the
Company had proposed.

3) The inclusion of dead bands around some expense
targets that would be subject to reconciliation,
including those for property taxes and
interference expense.

4) Restrictions on some deferrals in instances where
warranted by the Company"s earnings level.

5) Provisions requiring earnings sharing in certain
circumstances.

While PULP may believe these explanations are superficial, it
does not present a reasonable basis for such a claim. This
third PULP contention also appears to rest in part on the belief
that single year rate determinations would be superior to a
multi-year rate plan with earnings sharing and reconciliation
provisions. The bases for such an assumption are not even
described by PULP. Accordingly, no adjustment to this
subsection is warranted based on PULP®"s third argument.

One of our ultimate responsibilities iIn this case 1is
to set just and reasonable electric delivery service rates for
Con Edison. The record in this case establishes that the rate
increases recommended are necessary for the Company to meet its
reasonable costs and to provide safe and adequate service.

While the costs of doing so may be too high in the opinion of
some and while we can empathize with many who have difficulty
paying for the costs to serve them, this does not change these
costs or the serious negative consequences we can expect if
service quality is not reasonable. Moreover, no active party,
including PULP, establishes that any of the cost estimates

- 19 -
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underlying the JP delivery service revenue requirement are
unreasonable.

The Company also has responsibilities i1t must meet
in the coming three rate years to provide safe and adequate
service. Among other things, the Company must comply with our
orders on safety testing and inspections or face future revenue
adjustments. The notions expressed by some iIn this context,
that the $21 million annual cost of increased testing and
inspections®’ should only be recognized after the Company meets
its responsibilities in this regard, or that the Company®"s
actual costs of complying with our orders should not be
recovered in rates at all, are confiscatory and unreasonable.
Accordingly, we decline to reject the JP or adopt different
delivery service revenue increase provisions based on these
comments.

2. Sales Forecast

This subsection refers to JP Appendix C. Appendix C,
in turn, reflects the Company®s initial sales forecast for the
three rate years,®® adjustments to that forecast for purposes for
calculating the recommended delivery service revenue increases,
and the sales forecast reflected in the JP. Information in the
record establishes that changes in the assumptions about
customer growth rates for Service Classifications (SCs) 2 and 9
produced the changes reflected iIn the sales forecast underlying
the JpP.>°

3. Market Supply Charge and Monthly Adjustment Clause
a. Background
This JP subsection supports changes to tariffs or
Company practices concerning the MSC and MAC. The MSC and MAC
are the means by which the Company recovers variable capacity,
energy, and related costs which together comprise the other 50

5" Exh. 9, Response 69.
%8 See, for example, Exh. 4, Part 4, Tab. 21, Column (Col.) 3.
° Exh. 9, Responses 17-19.
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percent of the Company®s annual electric revenue requirement.®°
Appendix D of the JP includes all of the proposed tariff
language changes. There are issues with respect to some of
these changes and several of them are discussed here.

Among the proposed changes, there are three intended
to reduce customer bill volatility by: (1) decreasing the
forecast period for the MSC and MAC from six to three months
each with the expectation this will increase forecast accuracy
and reduce volatility in the related monthly adjustments;

(2) passing back incremental transmission congestion contract
(TCC) credits in excess of $60 million per year to customers
over the same amount of time they are generated;® and (3) having
Con Edison reflect other costs or credits over a reasonable
period of time.

In 1ts initial comments, Con Edison emphasizes that
under the terms of the JP, i1t would continue to recover fTully
all prudently incurred supply and reliability related costs
through the MSC and MAC. It also explains several of the many
proposed tariff changes, including the proposed change iIn the
MSC and MAC forecast period from six to three months.®?

PULP contends the existing and proposed MSC and MAC
tariffs are inconsistent with the just and reasonable standard
of Public Service Law (PSL) 865 as there i1s no requirement that
the Company hedge its supply purchases to a greater, unspecified
level .®® Second, either as a matter of law or policy, PULP
contends the proposed rate plan unreasonably fails to include
rate cap provisions similar to those i1t claims are reflected iIn

% The sum of delivery service and fixed MAC revenue comprise

the other 50 percent. At present, the MSC and MAC mechanisms
involve forecasts of relevant costs for six month periods
with a reconciliation of differences between forecast and
actual costs through adjustments on a one-month lagged basis.
A more detailed summary of these mechanisms is presented by
the Company®s rates panel, Exh. 4, Part 3, Tab 28, pp. 44-47.

The first $60 million per year, or $180 million in total, is
part of the $729.3 million of credits proposed to be used to
minimize the two proposed delivery service rate Increases.

62 Exh. 2, pp. 7-8.
63 PULP"s December 15 Comments, pp. 8 and 11.

61
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the rate plans for all other electric utilities In New York with
the exception of Orange and Rockland Utilities, Inc. (0&R).%
Such a cap is necessary, PULP complains, as Con Edison purchases
approximately half of all energy each year at less stable spot
market prices. As a result, according to PULP, there have been
at least six occasions since 2000 where the monthly adjustment
to the fTiled six month forecasts have resulted in abrupt,
unannounced iIncreases fTor residential customers greater than
3¢/kWh. PULP implies that increases of such magnitude warrant
the same hearing process required for major rate changes under
PSL 866(12).

At the evidentiary hearings, PULP cross-examined DPS
Staff about the proposed MSC and MAC changes intended to reduce
volatility. At that time, DPS Staff witnesses Padula and
Scherer both testified that use of a three month forecast would
reduce volatility in the monthly adjustments.®® Witness Padula
acknowledged, however, that some volatility could still occur as
this Commission does not have regulatory control over the prices
of fuels that directly affect the cost of electricity.®
Pointing to information provided by Con Edison®s witness
Holtman, the DPS Staff witnesses also noted that the Company
hedges to reduce bill volatility, both through its retention of
some generation and non-utility generation contracts, as well as
through financial hedges and some long- and short-term fixed
contracts.®

Also at the hearing, Company witnesses were Cross-
examined by PULP on this topic. Company witness Holtman
testified about various Company actions taken to minimize
fluctuations In energy prices and that have allowed the Company

® 1d., pp-. 19-20. PULP does not provide any references in
support of this assertion.

% Tr. 229 and 231, respectively.
® Tr. 229-230.

7 Tr. 230. Mr. Holtman"s prior discussion of hedging can be
found at Exh. 4, Part 3, Tab 19, pp. 11-12, and Exh. 4, Part

8(9), p- 6.
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to reduce market price volatility compared to the New York
Independent System Operator (NYISO) spot market.®®

PULP*"s concern about customer bill volatility was
not ameliorated at the hearings. In 1ts post-hearing pleading,
PULP cites testimony by Company witnesses that the price of fuel
is volatile and likely to go higher during the three rate
years,® that large changes in fuel prices, in either direction,
might occur with little notice,’® and that the Company"s prices
are more stable than the NYISO spot market price.”* PULP also
points to statements by a DPS Staff witness, assertedly to the
effect that the change in the forecast period for MSC and MAC
from six to three months will not "change the volatility on the
rate experience on the customer."’?

PULP therefore asserts that the proposed changes in
the MSC and MAC forecast period do not deal sufficiently with
the volatility problem and contends this Is an important
criticism given the combined bill impacts of MSC and MAC changes
and those that would result from the proposed delivery service
revenue increases in the first and third rate years.”

Other parties did not have an opportunity to respond
to these latest contentions. However, Con Edison®s post-hearing
pleading points to the testimony of witness Holtman, referenced
above.’™ DPS Staff, meanwhile, argues that PULP ignores the
Commission"s policy of exposing customers to market prices.”

® Tr. 160-161.

® Tr. 67-68.

0 Tr. 137.

T Tr. 138.

2 pPULP"s January 18 Comments, p. 15, n. 35, citing Tr. 231.
o1d., p. 15.

4 Con Edison"s January 18 Comments, pp. 15-16.

> DPS Staff"s January 18 Comments, p. 10, n. 6. We assume this
is a reference to our longer-term policy of allowing
utilities to expose residential customers to seasonal
pricing, Case 00-M-0504, Competitive Markets Proceeding,
Statement of Policy on Further Steps Toward Competition iIn
Retail Energy Markets (issued August 25, 2004), p. 31.

- 23 -




CASE 04-E-0572

A final issue about this section concerns whether we
should adopt a provision calling on the Company to pass back
non-TCC credits or costs, including positive and negative NYISO
rebills, over a reasonable period of time to reduce volatility
in the MAC. To begin, the pertinent proposed tariff change’®
does not capture the "over a reasonable period” language.
Moreover, the JP does not specify how the company would decide
what a reasonable period of time would be.”’

b. Discussion

The three proposals 1In this JP section are
reasonable given that they will tend to reduce volatility in
comparison with how the MSC, MAC, and their adjustors operate
now. This objective should also be met In a way that should not
increase the total amount of costs to be collected through these
mechanisms.

We reject outright PULP"s contention that rate
mechanisms that permit the collection of no more and no less
than the Company®s actual and reasonable costs of capacity,
energy, and ancillary services, among other things, conflicts
with the requirements of PSL 865. We note that PULP provides no
analysis and cites no statute or precedent to support such a
claim. Moreover, PSL 866(12)(k) expressly recognizes our
authority to employ such mechanisms.’®

PULP"s contention that more should be done to reduce
bill volatility is difficult to evaluate as PULP neither
describes what 1t believes would be a reasonable level of
hedging, nor describes what level of extra costs the Company —
and ultimately ratepayers - should be willing to incur to
stabilize further the costs recovered through the MSC, MAC, and
their adjustors.

® Exh. 1, Appendix D, Leaf 161, proposed paragraph 7.

See Exh. 9, Response 37.

In light of this section, we reject PULP"s suggestion that
PSL 866(12)(f) procedures for major rate cases should apply
to monthly MSC and MAC adjustments.

- 24 -
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Similarly, PULP does not support its claim that the
existing rate plans for all New York electric companies we
regulate, excluding O&R, have price cap provisions not proposed
in this case. We are unaware of any such provisions iIn existing
rate plans.

We also reject PULP"s arguments to the extent it
suggests DPS Staff testified use of three month MSC and MAC
forecasts would not reduce bill volatility. The clear point of
the testimony, quoted only in part by PULP, is that this change
should reduce the volatility of the MSC and MAC adjustors. For
all of these reasons, we will not adopt different rate plan
terms based on PULP®"s arguments.

Turning to the other identified issue, the Company is
directed to reflect the "reasonable period of time"™ language iIn
the appropriate tariff leaf. Additionally, in order to reduce
volatility of MAC charges, we find that miscellaneous
charges/credits to be recovered from or passed back to customers
via the MAC shall be limited to Tive percent of the total
MSC/MAC costs for that month. Con Edison is authorized to defer
residual charges or credits and to accrue interest thereon at
the unadjusted customer deposit rate. Deferred charges/credits
and related interest shall be recovered/passed back through the
MAC 1n subsequent month(s) subject to the same five percent
limitation.

4. State Income Taxes

This subsection explains how $28.3 million per year of
future New York State income taxes on the Company"s electric
business will be recovered prospectively through delivery
service rates, consistent with our prior order iIn Case 00-M-
1556.7° This change increases electric delivery service
revenues, decreases revenues from other electric rates, and has
no net effect on total electric revenues the Company will
collect each rate year.

® The relevant order is cited fully in Exh. 1, p. 7, n.7.
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5. Low-Income Program

a. Background

Under the terms of i1ts existing rate plan, Con
Edison levies a fixed monthly residential customer charge of
$10.28 per month. However, approximately 198,000 residential
customers are currently receiving a low-income customer discount
of $5.28 per month. Such customers are eligible for the low-
income discount because they are beneficiaries of at least one
of nine public assistance programs. As a result of the
discount, participating low-income customers pay a monthly
customer charge of only $5.00 per month. The current low-income
program also provides for arrearage forgiveness and waivers of
reconnection charges in some circumstances.

In 1ts April 30, 2004 filing, the Company proposed
that the existing residential monthly customer charge be
increased by the overall class percentage increase, from $10.28
to $12.67, and that the residential low-income discount be
discontinued, effective April 1, 2005.%

DPS Staff pre-filed testimony, supporting
continuation of the existing low-income program with some
modifications.® Among other things, the DPS Staff Consumer
Services panel explained why such a program is properly funded
by other ratepayers and recommended that only the customer
charge discount continue at an increased rate of $5.67 per
month. This means that iIf a residential customer charge of
$12.67 were approved, the low-income customer charge would be
fixed at $7.00. Finally, DPS Staff proposed changes in
eligibility criteria so that funding would be limited to $9.1
million per year. At the time DPS Staff filed this testimony,
about 144,000 customers were participating in the current low-
income program and it was projected that number would iIncrease
to 175,000 by the beginning of rate year one.®?

8 Exh. 4, Part 3, Tab 28, pp. 38-39, and Part 5, Tab 64, Table
No. 1.

8 Exh. 16, Part 1(d), pp. 19-27.
8 1d., p. 20.
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PULP"s witness Oppenheim, meanwhile, recommended
retention of the existing $5.00 per month low-income customer
charge and creation of a life-line rate under which the first
300 kWh per month of delivery service would be provided to
qualified customers at no direct cost to them.® PULP proposes
that the eligibility criterion be that a customer must have
income less than 150 percent of the federal poverty level. Many
more customers would be eligible for the discounts proposed by
PULP"s witness, relative to DPS Staff"s proposal and the current
number of low-income customers receiving discounts.

The Company®s Customer Operations panel submitted
rebuttal iIn opposition to PULP"s proposal, but did not comment
on DPS Staff"s. That panel stated that the avoided customer
termination costs alone would not be sufficient to pay for the
costs of the PULP proposal and, thus, that the costs would fall
on other customers. At the time, the Company panel estimated
the PULP proposal would cost $100 million per year, compared to
an estimated cost of $12 million in 2004 if the existing low-
income program were continued, and stated there is no basis for
imposing the incremental costs on all Con Edison customers.?

This JP subsection proposes that the existing low-
income monthly customer charge of $5.00 should increase to $6.00
for the first two rate years and could be reset in the third
rate year at any point within a range of $5.50 and $6.50 per
month as necessary to ensure the total cumulative amount of low-
income customer discounts offered during the proposed three-year
rate plan, assuming participation by 198,000 customers per year,
would be close to the target total cost of $37.5 million.® The
customer charge for all other residential customers would be
$11.04 initially, so the low-income discount would be $5.04 per
month. In the third rate year, the customer charge would

8 Tr. 448-A and Exh. 37. Other delivery rates and all
commodity rates would still have to be paid.

8 Exh. 4, Part 8(w), pp. 35-37.

8 If the total costs are less or greater than $37.5 million
over three years, the Company would defer the difference for
future disposition.
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increase to approximately $11.75 and the discount to
approximately $5.75 per month.

Various parties filed comments in support of this
subsection. Con Edison initially argues that the proposed low-
income discount is reasonable as eligible customers would
receive $37.5 million in benefits over three years and as
customers enrolled as of March 31, 2005 would not need to re-
enroll 8@

The initial DPS Staff comments recount the gradual
growth in eligible customers over the last four years to 198,000
today. The programs that would be used to determine eligibility
are listed by DPS Staff®’ and it also provides a preliminary
estimate that PULP"s proposal would cost $80 million per year.
This subsection of the JP, according to DPS Staff, properly
balances the need for low-income assistance with the costs that
would be imposed on other customers.®8

The City makes many of the same points. It too
contends this JP subsection strikes a fair balance between
affording relief and imposing an unduly harsh impact on other
customers.® CPB, finally, asserts that the proposed program
reflects several iImprovements to the existing low-income
program.® CPB does not specify what improvements it is
referring to.

PULP, supported by several public comments, raises
two issues about this subsection iIn 1ts pre-hearing comments.
PULP contends that a $1.00 per month or 20 percent increase in
the monthly residential low-income customer charge is
unreasonable in the context of a large general delivery service

8 Exh. 2, p. 11.

8 Exh. 15, p. 29. Prospective eligibility would be determined
by whether a customer participates In one of four programs:
(1) Temporary Assistance to Needy Persons; (2) Safety Net
Assistance; (3) Food Stamps; and (4) Supplemental Security
Income, or has been a recipient of a Home Energy Assistance
Program grant in the last 12 months.

8 1d., p. 30.
8 The City"s December 15 Comments, pp. 19-20.
CPB"s December 15 Comments, pp. 3-4.
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revenue increase and that this subsection iIs yet another example
of a lack of balance i1in the JP between the iInterests of the
Company and its customers.

Second, while the JP"s proponents assume that the
number of customers taking advantage of the discounted monthly
customer charge would continue at the current level of
approximately 198,000, PULP implies that this may not be so as
the number of programs that would be used to determine
eligibility for the monthly customer charge discount would
shrink by four under the proposed rate plan, eliminating
Medicaid, Child Health Plus, and non-service related Veterans®
disability and survivor spouse benefits.%!

As mentioned previously, four public comments were
submitted in opposition to this JP subsection. Senator Krueger
expresses concern about a 20 percent ($1.00) increase in the
monthly customer charge for low-income customers in light of the
extreme difficulties faced by such customers. She suggests this
subsection is unconscionable, 1T not a patent violation of the
spirit of 16 NYCRR 83.9. Similarly, Assemblymember Karben
describes as a "double whammy' the proposed increase in the low-
income customer charge iIn the context of a general delivery
service revenue increase.®

The Northern Manhattan Improvement Corporation (a
community-based organization serving an immigrant community
whose members rely primarily on public assistance or earn just
enough not to be eligible for public assistance) emphasizes how
welfare grants have not increased for 15 years, and how the
amounts allowed for energy in such grants are especially
inadequate. According to this organization, low-income
customers often have to choose between paying for electricity,
medical care, and rent and an increase in the low-income monthly
charge would only exacerbate this problem. Finally, it is noted
that high energy bills cause homelessness or, worse yet, the use

°L PULP"s December 15 Comments, pp. 8-11. In its initial

comments, PULP made no mention of its life-line rate
proposal.

%2 Tr. 546-551.
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of self-help means to obtain heat and light that are unsafe for
those using such means and for their neighbors. This
organization urges that the parties be required to develop an
alternate proposal that better protects the interests of
residential ratepayers and the Company.®

The Civil Division of the Legal Aid Society in
Brooklyn likewise emphasizes how low-Income customers are
already making untenable choices about how to spend their
limited resources each month, that welfare payments have not
increased from what was a subsistence level iIn 1986, and that a
$1.00 per month rise in the customer charge would cause great
harm. It recounts a dramatic example of an individual with
cancer who is poor and forced to choose between paying utility
bills, on the one hand, and for essential medical costs, on the
other.%

Con Edison denies the proposed low-income program
will disadvantage low-income customers, stating that: (1) all
customers receiving rate benefits under the existing program
will continue to do so under the proposal without needing to
enroll; and (2) the total cost of the program - $37.5 million —
is approximately three times the funding for the current year.%
It emphasizes the costs of the PULP alternative would be from
$110 to $230 million per year,% putting PULP in the
contradictory position of opposing cost-based delivery service
revenue increases while supporting higher increases for many
customers for a low-income program. The Company, moreover,
emphasizes that the proposed low-income discount is comparable
to one in effect today and that the proposed $1.00 increase for
low-income customer charge is only a 9.7 percent iIncrease over a
customer”s total bill.%

% Tr. 216-220.
% Tr. 538-543.
% Con Edison"s January 18 Comments, p. 16.

Depending on whether 250,000 or 742,987 customers
participate.

Con Edison®s January 18 Comments, pp- 17-18.
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DPS Staff"s overall position continues to be that
this JP subsection i1s reasonable and should be adopted without
change. To begin, DPS Staff suggests the proposed increase of
the low-income customer charge from the $5.00 level set in 2001
to $6.00 in 2005 is reasonable as the customer charge for all
other customers in the same period would increase from $8.57 to
$11.04. Likewise it suggests the proposal is reasonable to the
extent the discount for low-income customers would increase from
$3.57 per month in 2001 to $5.04 in the first two rate years.

Second, DPS Staff suggests PULP"s alternative
proposal is unreasonable because of (1) i1ts total cost; (2) the
impact on other Company customers; and (3) the relative rate
shocks the proposal would cause to customers who become
ineligible for one of the qualifying public assistance programs.
On the cost front, DPS Staff notes the total cost of PULP"s
proposal would be $230 million per year.®® If this cost is
spread over the Company®s remaining 2.25 million electric
customers, DPS Staff continues, the cost for each customer is
approximately $102.00 per year.®® According to DPS Staff, this
would constitute rate shock to a much greater extent than would
the minimal increases in delivery service rates PULP objects to.
DPS Staff notes as well that the loss of a $26 per month
discount on the loss of program eligibility would itself
constitute rate shock.®

The City emphasizes many of these same points and
maintains this JP subsection is fair and balanced. It adds
that: (1) the proposed $1.00 per month increase is reasonable
as all other residential customers would pay for a $.76 increase
per month, and (2) that flexibility is built in to the proposal
to increase the number of low-iIncome participants over 198,000

% 742,987 eligible customers (or 80 percent of the 928,734 Con
Edison electric customers with incomes less than 150 percent
of the federal poverty level) @ $26 per month in savings (or
$312.00 per customer per year) equals $230 million per year.
DPS Staff cites Tr. 462-463 and 466.

$230 million divided by 2.25 million customers equals
$102.22.

100 pps Staff"s January 18 Comments, pp. 12-14.
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and to decrease the per customer discount accordingly in the
third year_'0t

b. Discussion

The fundamental question presented concerns the
extent to which we should require ratepayers who do not have
very low incomes to pay for part of the actual, reasonable costs
of providing electric delivery service to low-income customers.

The context for addressing this question has several
facets. First, at least one party contends that low-income
customers should be defined as those with incomes falling below
150 percent of the federal poverty level. This amounts to
928,734 customers or nearly one-third of the total number of the
Company®s electric customers. Second, it would clearly be
preferable if each Con Edison customer had sufficient resources
to pay for rent, food, medical costs, utility service, and other
necessities. A third factor is that numerous agencies and
programs at various government levels exist primarily to address
the needs of those who have low incomes or other special needs.

A fourth factor i1s that there i1s an inherent
conflict between the goals of keeping rates as low as reasonably
possible and of increasing low-income discounts. A fifth is
that the JP"s low-income proposal enjoys the broad support of
all but one party. A sixth consideration is that other actions
have been taken that complement our action here. These include
the allocation of $2.5 million for energy efficiency over two
years for the Company®s low-income customers!®® and the
designation of approximately one half or $13.00 to $14.00
million of annual System Benefits Charge dollars for a low-
income energy affordability program in Con Edison®s service
territory.1%

101 The City"s January 18 Comments, pp. 8-10.

102 case 00-E-0612, Forced Outage of Indian Point 2, Order
Adopting Terms of Joint Proposal (issued February 12, 2004),
pp- 9 and 13, and Attachment, pp. 3 and 4.

103 Cases 94-E-0952 et al., Systems Benefits Charge and New York
State Electric & Gas and Niagara Mohawk Power Corporation
Low-Income Programs, Order Modifying and Approving Low-Income
Energy Affordability Program (issued May 26, 2004).
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Taking all of the arguments into account in this
context, the $37.5 million cost associated with the program
proposed in the JP is much more reasonable in comparison with
one offered by PULP that would cost other ratepayers $110 - $230
million per year, including other low- and moderate-income
ratepayers who would not be eligible for the discounts that
would be offered. In sum, the $37.5 million strikes the correct
balance.

The next question is whether it iIs unreasonable to
modify the current eligibility criteria in a manner that will
keep the number of eligible customers at approximately 198,000.
The pragmatic answer is that the criteria should change if the
costs are to be contained at approximately $37.5 million over
three years. DPS Staff also provides sworn evidence that the
change in eligibility criteria should not affect eligibility of
customers receiving the low-income discount today, provided they
continue to receive benefits or a grant under the eligibility
criteria that continue.®

The final question is whether a $1.00 increase in
the low-iIncome customer charge increase iIs reasonable. The
thrust of PULP"s arguments is that the increase i1s unreasonable
because $1.00 is 20 percent of $5.00 and because other delivery
service rates will iIncrease also. However, there would continue
to be a discount of $5.04 per month per low-income customer in
the first two rate years, and that would iIncrease to
approximately $5.75 in the third rate year. A discount at that
level is also consistent with a total program cost of $37.5
million over three years.

We find that the comments of PULP and others do not
warrant our adoption of a low-income program that differs from
the one set forth in the JP.1%®

104 Tr_. 246-247. DPS Staff"s testimony is that a few current
eligibility criteria are only theoretical, as enrollment and
budget caps have been met with the programs that would carry
forward.

105 The basis for the suggestion that the JP"s low-income
component is a violation of the spirit of 16 NYCRR 83.9 1is
not apparent to us.
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C. Computation and Disposition of Earnings

This JP section would establish two equity earnings
sharing triggers. The revenue equivalent of equity earnings
greater than 11.40 percent and less than or equal to 13.00
percent in any rate year would be shared evenly, with the
ratepayers”™ share being used either to offset deferrals under JP
Section D during the rate plan or deferred for the benefit of
customers iIn the next rate plan. The revenue equivalent of
equity earnings in excess of 13 percent would be shared 75/25
percent with ratepayers® 75 percent share being used as
described in the prior sentence. Equity earnings would be
calculated using the lesser of 50 percent or the Company®s
actual average common equity ratio and excluding incentives,
performance based revenue adjustments, and the Company®s share
of property tax refunds.

D. Reconciliations

Section D of the JP proposes, among other things, that
some or all of the differences between forecast and actual
expenses, incurred by the Company for property taxes,

interference,!®® pensions and other post-employment benefits,
environmental remediation, and implementation of our decision in
Case 04-M-0159 concerning stray voltage, should be deferred.

The expense targets for each are specified in Appendix F of the
JP and collectively comprise approximately 12 percent of total
electric revenue requirement.'%’

IT adopted, Section D would also provide for the
reconciliation of carrying charges on differences between
targeted levels specified in JP Appendix G for transmission,
distribution (Jointly, T&D), and generation capital i1tems and
amounts actually iInvested iIn these items. The generation

106 Interference costs are incurred when the Company must support
or move parts of Its system as a result of municipal
construction projects. The term excludes the costs of
Company labor but includes contractor labor.

107 Exh. 9, Response 74.
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reconciliation provision would apply only if the actual
investment is less than the amounts stated in JP Appendix G.

The reconciliation of carrying charges on T&D
investment iIs not routine, but such an approach was adopted in
two recent cases.'®® The parties are unaware of any decision in
recent memory in which generation capital i1tems were targeted
and a reconciliation of carrying charges was permitted.!®

The reconciliation of capital budget i1tems in this
case 1s proposed not because of any party®s disagreement with
the T&D capital projects the Company expects to undertake, or
with 1ts budgeted amounts per project, but because of DPS
Staff"s doubts that the Company can complete all of its T&D
capital projects on the schedule originally proposed by Con
Edison.'® Because of this practical concern, the annual T&D
capital budget targets in the JP are about $200 million per year
lower than what the Company continues to believe i1t will invest
in the coming three rate years.'!!

Any expense and carrying charge reconciliation amounts
due to customers or to the Company at the end of the proposed
three-year rate plan would be paid back to or recovered from
customers at the time in a manner we would determine. A benefit
of this approach is that the level of delivery rates would not
change during the proposed three-year rate plan, beyond any
general revenue increases authorized here. However, two
mechanisms are proposed that are intended to minimize the amount
of costs to be deferred iIn certain circumstances. One
mechanism, subject to limitations, would restrict by 50 percent
the amount of costs to be deferred If the company’s equity
earnings exceed 11.4 percent but are less than or equal to
13.0 percent, or by 100 percent if equity earnings exceed 13.00
percent.'? The second mechanism provides for an opportunity for

198 1d., Response 54.

199 1d., Response 62.

110 Exh. 16, Part 1(g), pp- 20-30.

111 Exh. 9, Response 12.

112 Exh. 1, 8D-9(a) and Exh. 9, Response 73.
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Con Edison to set off costs that might be deferred against any
credits that might be due ratepayers that are unrelated to TCCs
or otherwise not already accounted for in the proposed rate
plan-lm

The Company®s primary initial comment in support of
this section is that the reconciliations protect the Company and
1ts customers against variations from forecasts of expense items
that are not subject to its control .

According to DPS Staff, meanwhile, the proposed
reconciliation targets are reasonable because:

1) The property tax targets for the second and third
rate years are based on a seven percent
escalation rate.

2) The dead bands for property taxes and
interference expense reconciliations give the
Company an incentive to make reasonable efforts
to try to influence these cost levels.

3) The environmental remediation target reflects a
five-year amortization schedule.

4) The limitation on deferral provisions are similar
to those adopted In the recent gas and steam rate
proceedings for the Company.

5) The T&D capital iInvestment target for the first
rate year - $774 million — is higher than DPS
Staff"s initial projection of $737 million, but
lower than the Company®s $936 million target.

6) The T&D capital investment targets for the second
and third rate years - $825 million and $876
million — respectively, are based on DPS Staff"s
trendline.

7) The use of a T&D targets subject to
reconciliation eliminates any reason the Company
may have not to make necessary infrastructure
investment.

113 Exh. 1, 8D, First ¥ (unnumbered) and Exh. 9, Response 50
14 Exh. 2, p. 9.
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8) Customers benefit from construction investments
necessary to provide safe and adequate service.

9) The proposed one-way reconciliation of generation
capital investment will ensure carrying costs not
incurred will be returned to ratepayers instead
of beilng retained for the benefit of
shareholders.'®

The Joint Supporters strongly favors the proposed
reconciliation of T&D carrying costs and environmental
remediation. [In the first instance, the Joint Supporters
contends it Is proper that amounts the Company might pay for
energy efficiency and distributed generation to defer T&D
investment be subject to reconciliation — a matter related to
JP Section J below — and important that annual reports called
for In this JP section concerning T&D investment be filed and
served so it can track progress on projects i1t expects will make
it feasible for distributed generation to operate in synch with
the Company®s system. The Joint Supporters is also iInterested
in prompt remediation of brownfield sites previously owned or
used by the Company, and, thus, i1t favors the proposed
environmental mediation expense targeting and reconciliation.®

Gotham Power Zerega, which is developing a 79.9 MW
combined-cycle plant in the Bronx, favors the JP to the extent
it opens up opportunities for local generation by accelerating
improvements in the Company®"s T&D system.

The only party to raise an issue with respect to
Section D, i1f any, iIs PULP to the extent i1t contends the
proposed rate plan in whole and in various parts does not
adequately balance the iInterests of ratepayers and shareholders
and, as discussed previously, to the extent i1t contends the
recommended targets and reconciliation mechanisms are beneficial
only to the Company.!!’

115 Exh. 15, pp. 16-23.
116 Exh. 34, pp. 6-7.
117 pyLP*s December 15 Comments, p. 9.
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It is routine to provide for the reconciliation of
some expense items that are driven primarily by causes beyond a
utility™s control. As several parties argue, the use of targets
and reconciliations ensures the Company collects no more and no
less than i1ts actual reasonable costs for such i1tems. Support
has been provided for each of the targets and PULP does not
dispute any of these specific targets or their bases.!!®

The reconciliation of capital iInvestments iIs not
routine, having been implemented for T&D iInvestment in only two
cases In recent memory, according to some parties, and proposed
to be implemented here for the first time in recent memory for
generation investment. Again, the bases for the targets are
stated and PULP does not dispute them.!

The costs In these latter categories are primarily
within the Company®s control. However, given the extremely
large capital investment planned over the coming three years and
the previously discussed doubts about the Company®s ability to
proceed with all construction on the pace the latter originally
envisioned, these reconciliation provisions are reasonable iIn
the circumstances presented.

PULP"s fundamental point here seems to be that terms
that establish targets, and provide for reconciliation of
forecast and actual costs, are necessarily only beneficial to
the Company and only harmful to ratepayers. The basis for this
implicit assumption is not explained by PULP. Moreover the
assumption is not reasonable. Use of a forecast and providing
for the reconciliation of the carrying charges on needed T&D
investment, for example, helps ensure that ratepayers do not pay

118 See, for example, Exh. 16, Part 1(e), pp- 8-11, Exh. 4, Part
8 (1), pp- 9-10 and Exh. 4, Part 8(h), pp- 35-40 re:
property taxes; Exh. 9, Response 16, Exh. 16, Part 1(b),
pp- 49 and 76, and Exh. 4, Parts 8(a), pp- 1-5 and 8(q),
p.- 24 re: interference; Exh. 16, Part 1(b), p- 6 and Exh. 4,
Part 8(1), p- 6 re: Pensions and OPEBS; Exh. 9, Response 68
and Exh. 4, Part 8(m), pp- 1-4 re: Environmental
Remediation; and Exh. 9, Response 69 and Exh. 4, Part 8(v),
pp- 3-9 re: Stray Voltage Inspection Program.

119 Exh. 9, Response 61; Exh. 16, Parts 1(d), pp. 20-31, and
1(k), pp- 18-20; and Exh. 4, Part 8(v), pp- 22-25.
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carrying charges on plant that is needed but that, for various
practical reasons, may not be constructed In accordance with
planning schedules. Likewise, the reconciliation of property
taxes guarantees that if actual property taxes are lower than
the forecast underlying the JP, the difference, subject to the
dead band, would be used for the benefit of customers either
during the rate plan or thereafter.

Accordingly, PULP"s contentions are not a basis for
adopting rate plan provisions different from those presented in
this section of the JP.

E. Additional Rate Provisions

There are six additional rate provisions in JP
Section E. The first, concerning depreciation rates and
reserves, refers to JP Appendix H. That Appendix contains all
of the depreciation-related factors used to determine the
delivery service revenue requirement and calculate the reserve
for depreciation. The factors set forth In Appendix H are based
primarily on the testimony of DPS Staff witness Rieder.'?

The second provision states that the unadjusted
customer deposit rate would be used to accrue iInterest on some
deferred amounts.

The provision concerning the common expense and common
plant allocation factors refers to JP Appendix 1, which lists
all of the factors. Those are the same factors used In the
Company"s most recent gas and steam rate proceedings.!?!

The fourth provision here specifies that if the
Company®"s efforts result in property tax refunds, or credits
against future property tax bills, and i1if the Company reasonably
explains how its actions led to the property tax refund or
credit iIn a report to be filed annually, the Company would be
permitted to retain 14 percent of the net refund or credit and

120 Exh. 16, Part 1(m), pp. 3-49. See, also, Exh. 9,
Response 76.

121 Ccases 03-G-1671 and 03-S-1672, Consolidated Edison — Gas and
Steam Rates, Order Adopting the Terms of a Joint Proposal
(1ssued September 27, 2004). Exh. 9, Response 79.
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the 86 percent net balance would be deferred for future
disposition for the benefit of ratepayers. The language here
clarifies that future property tax credits and property tax
refunds will be treated the same.'?> This provision also makes
clear that the Company is not relieved of the requirements of
16 NYCRR Part 89.

The provision concerning the planned sale of the
Company®s First Avenue properties proposes, in part, that any
net gain on their sale would be deferred with interest at the
Company”"s pre-tax rate of return. ' State Senator Krueger,
estimates that the Company stands to receive an estimated $300
to $550 million and raises the question whether this infusion of
cash might also be used in whole or In part to ameliorate the
delivery service revenue increases iIn this case.

Finally, the East River Repowering Project (ERRP)
provision states that the costs of the project would be
recovered through the MAC!?** and that the allocation of the costs
between the Company®s electric and steam dependents would be
governed by the previously referenced gas and steam rate
order.'?°

These additional rate provisions are all supported by
information iIn the record and they are uncontested by any party.

The cumulative delivery service revenue requirement to
be recovered in rates in the coming three years, as previously
noted, is $729.3 million lower than it would otherwise be
because of the proposed use of current and anticipated credits.
Of that total, $226.7 million comprises projected credits that
are subject to reconciliation. Given the extent of the credits
already proposed to be used here to ameliorate the delivery
service rate increases, the uncertain amount of net credits that

122 see, generally, Exh. 9, Responses 80 through 84 for a
contemporaneous explanation of parts of this provision.

Exh. 9, Responses 84 and 85 provide a contemporaneous
explanation of parts of this provision.

124 See Exh. 1, Appendix D, Revised Fourth Leaf 161, Clause 2.

125 Exh. 9, Response 86 provides a contemporaneous explanation of
the reasons for the last two sentences of this provision.
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will be available after the sale of the First Avenue Properties,
and the potential bill impacts that might occur at the end of
the rate plan when many existing credits will expire, we see no
public benefit in further reducing the delivery service rate
increases now because of other potential credits. The provision
here properly ensures interest will accrue on any credits
generated by the sale of these properties and, thus, reasonably
protects the interests of ratepayers.

F. Retail Access Program

1. Background

The DPS Staff Retail Access panel recommended a number
of steps to promote and facilitate the development of retail
access, iIncluding those that have proven successful elsewhere.
Among other things, this panel recommended:

a. Incentive payments that would gradually increase
in size for each block of 25,000 full service
customers migrating to retail access service, up
to a total incentive of $7.5 million per year if
200,000 or more customers migrate iIn that year.

b. A retail marketing program similar to the
"Switch-and-Save™ program in use iIn O&R"s
service territory.'?

c. Retail Access outreach and education and
promotional programs.

d. Annual surveys of ESCOs and customer
satisfaction.

126 A major element of this program is that residential and small
commercial customers can enroll with an Energy Service
Company (ESCO) through the utility and receive a two-month
ESCO commodity discount; Exh. 16, Part 1(l), p. 10.
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e. The iIntroduction of Market Match and Market Expo
programs.!?’

. Continuation of retail choice credits at levels
to be set in the unbundling phase of this
proceeding.

g- Designation of a Con Edison employee as the
ombudsman to work with ESCOs.

h. Acceleration of the Company"s bill redesign
efforts, among other reasons, to separate
delivery and supply charges, remove from
existing bills price comparison information this
panel believes is Inaccurate, iIncrease
understandability, and meet customer needs.

DPS Staff did not initially recommend a Purchase of Receivables
(POR) program on the assumption that the Company was planning to
implement one.'?® However, DPS Staff described such a program as
the single most constructive step Con Edison could take to
further retail choice.

The Coalition, meanwhile, submitted direct testimony
in support of a POR program and a marketing program like O&R"s
"'Switch-and-Save' . 1%°

Con Edison®"s Customer Operations panel submitted
rebuttal iIn opposition to some of these proposals. Among other

things, the Company®s rebuttal:

a. Clarified that Con Edison did not agree to a POR
program and, to the extent that it might be

127 Market Match would comprise a series of meetings to
facilitate the exchange of information among ESCOs and
utility business customers with a peak demand of 71 kW or
more In the prior 12 months. Such a program has been
employed successfully by New York State Electric & Gas
Corporation and Niagara Mohawk Power Corporation. Exh. 16,
Part 1(1), p- 18. Market Expos are meetings or forums
conducted by a utility to provide commercial and industrial
customers an opportunity to learn more about the current
status of retail access, and for them to meet with ESCOs and
discuss their offerings. Exh. 16, Part 1(1), p- 19.

128 Exh. 16, Part 1(1) pp. 8-9 and RAP-1, p. 18 of 18.
129 Exh. 10, pp. 1-16.
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willing to adopt one, the panel disagreed with
many of the details set forth In the Coalition®s
testimony.

Objected to any migration incentives, saying
alternatively, that DPS Staff"s proposal would
have to be modified to be reasonable.

Opposed adoption of a marketing program like
"Switch-and-Save"™ and the use of Market EXxpos.

Disagreed with the proposal that $1.5 million
per year be spent on retail access promotion.

Expressed willingness to cooperate In a
collaborative to discuss DPS Staff"s billing
redesign proposals.®*

Section F of the JP offers recommendations about how
the differences in parties” litigation positions on retail
access should be resolved for purposes of this rate plan. Among
other things, this section of the JP recommends that Con Edison

be required to:

a.

Purchase the receivables of ESCOs at a specified
discount rate (that is subject to adjustment
later) and without recourse, starting on or
about April 1, 2005. The costs of this program
would be collected in a variety of ways. The
Company*®s incremental administrative costs would
be recovered through the discount. The related
credit and collection costs would be an element
of the lost revenue determination In the
unbundling phase of this case. Approximately
$1.62 million of costs the Company has incurred
and additional costs it will incur to adjust its
billing systems would be deferred with interest
for future recovery.

Establish a retail marketing program like
Switch-and-Save. Customers agreeing to purchase
commodity service from an ESCO would receive a
two-month discount (initially seven percent) and

130 See, generally, Exh. 4, Part 8(w), pp. 56-66 (purchase of
receivables); pp. 68-70 (migration iIncentive); pp. 66-68
(Marketing and Market Expos); and pp. 74-75 (bill redesign).
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would be assigned to an eligible ESCO randomly
with some exceptions.

c. Adopt Market Match and Market Expo programs.®3!

d. Continue outreach and education and electric
retail choice promotion at a total cost of
approximately $7.8 million over three years
(including $2.2 million for retail access
promotion). These costs are built into the
delivery service revenue requirements.

e. Conduct annual ESCO satisfaction and residential
and non-residential customer awareness and
understanding surveys.

. Report two times per calendar year (January and
July) on retail access program progress.

g- Continue work in a future collaborative to
improve the format of customers®™ bills.

h. Hold off on some major automated meter reading
initiatives, pending a decision in another case
(Case 00-M-0504) or until the end of calendar
2005, whichever comes first.'*?

Participate in a collaborative study concerning
the pros and cons of a retail market auction
pilot.

J- Refer customers requesting to discontinue
service with an ESCO to that ESCO.

k. Participate in a collaborative to consider a
proposal for a Green Power Program in its
service territory.'®

131

132

133

The threshold for participation in the Market Match program
would initially be peak monthly demand of 100 kW vs. DPS
Staff"s initial 71 kW proposal. Four Market Expos would be
held over three years; DPS Staff had recommended two iIn rate
year one. See Exh. 9, Response 113.

This topic was the subject of discussion in the pre-filed
testimony of DPS Staff"s Metering panel (Exh. 16, Part 1(c),
the Meter Service Provider Association (Exh. 44), and the
Company*"s rebuttal (Exh. 4, Part 8(w), pp- 7-20).

Sterling Planet advanced a proposal along these lines at the
time i1t First sought active party status.
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I. Designhate its gas ESCO ombudsman as the person
who will serve that function for electric
service.

It is also proposed that Con Edison receive a one-time
incentive of $10 per account that switches from full service to
retail access delivery (not to exceed $4 million over the three
rate years) and a retention incentive of $20 per account that
continues with retail access service (not to exceed $8 million
over the three rate years). The incentives would be recovered
through the MAC.

Eight active parties submitted pre-hearing comments in
support of this JP section, including the Company, DPS Staff,
CPB, the City, the Coalition and the Association, Joint
Supporters, and Direct Energy. To begin, several of these
parties contend that the retail access proposals of the JP are
consistent with the initial vision for competition, set forth in
Opinion No. 96-12,'* the latest goals set forth in the August
25, 2004 Statement of Policy,*®® and with our decision in the
Company*®s most recently concluded gas and steam rate
proceeding.'®® The Company states that the recommended
enhancements to its electric retail access programs further the
long-standing goals of increasing customer choice through the
creation of opportunities for all market participants. DPS
Staff adds that an important element of this JP section is a
marketing program similar to the Switch-and-Save program
previously implemented successfully by O&R.

134 Cases 94-E-0952 et al., Competitive Opportunities, Opinion
No. 96-12 (issued May 20, 1996).

Case 00-M-0504, supra, Statement of Policy on Further Steps
Towards Competition 1n Retail Energy Markets (issued August
25, 2004). Examples of specific actions consistent with this
policy, according to the City, include the Retail Auction
Pilot and Green Power collaboratives.

136 Ccases 03-G-1671 and 03-S-1672, supra, Order Adopting Terms of
a Joint Proposal (issued September 27, 2004), pp.-. 6-7. Some
aspects of the JP"s Retail Access section are consistent with
and intended to complement those adopted in the earlier case.

135
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Second, some of these parties, and particularly DPS
Staff, explain how JP Section F is similar In many respects to
and supported by the testimony submitted by it and other active
parties. In instances where the JP"s provisions depart from the
parties®™ pre-filed testimony, as iIn the case of the design of
the recommended incentive, DPS Staff explains how the JP"s term
are consistent with the goals specified by its Retail Access
panel .

Many of these parties recount the specific terms of
this section of the JP and how they would tend to increase the
number of customers purchasing commodity from an ESCO rather
than from the Company.

DPS Staff points to an aspect of this section where
our adoption of the proposal would involve a change from what
Con Edison would otherwise be required to do. The change is
that the Company alone would issue consolidated bills as part of
the POR program and this would be a departure from Uniform
Business Practice 89. The latter allows ESCOs to issue
consolidated bills.®’ Thus a waiver is requested. DPS Staff
argues a waiver should be granted because of the anticipated
benefits of the POR program. It notes as well that ESCOs
serving most of Con Edison®s existing retail access customers
agree to the waiver and that there would be an opportunity to
revisit this issue in the third rate year upon the written
request of two or more ESCOs.

Some of the pre-hearing comments of the JP"s
proponents focus on the specific benefits that should be enjoyed
by various market participants. According to these arguments,
ESCOs would benefit through increased customer contacts, the
amelioration of the economic burden of uncollectibles, and
minimization of customer acquisition costs. Ratepayers, these
arguments continue, would receive more information that might
help them to choose and reap the benefits of being able to try

137 Section 9 is set forth in Case 98-M-1343, In the Matter of
Retail Access Business Rules, Order on Petitions for
Rehearing and Clarification (issued July 15, 2004) and Errata
Notice (issued August 12, 2004).
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alternate suppliers with opportunities for longer-term savings
on the commodity portion of their bills. The Company, finally,
would benefit from the opportunity to enjoy an incentive that
would not be subject to earnings sharing.

Turning to some of the specific provisions of JP
Section F, the Company points out that the level of back-out
credits will be established soon in the unbundling phase of the
case, while DPS Staff notes that Con Edison would be permitted
to disconnect delivery service in the event a customer fails to
remit full payment for a consolidated bill .

As to metering, DPS Staff and Joint Supporters both
contend 1t is reasonable for the Company to delay four of its
six original automated metering iInitiatives, pending a decision
in another case or the end of 2005. Joint Supporters favors the
metering terms for now, but complains i1t has been promoting
competitive metering for six years and that action by us this
calendar year is important to i1t. Direct Energy, fTinally,
asserts that retail auctions have been used successfully
elsewhere and i1t contends such auctions hold much promise for
the development of further competition in New York.'®

Section F of the JP is opposed by PULP. 1In its
December 15, 2004 comments, PULP complains the JP improperly
fails to require that rates ESCOs charge must be just and
reasonable under PSL §65.'%° Second, as the Company would be
afforded an opportunity to recover through the MAC a grand total
retail access incentive of up to $12 million over the three rate
years and would be permitted to defer for future recovery some
of the costs of the POR program, PULP sees Section F as one that
will cost ratepayers an amount that remains too uncertain.'*

138 DpS Staff notes that this is permitted by PSL §32(5)(d) and
16 NYCRR Part 13.

139 See, generally, Exh. 2. pp. 12-15; Exh. 15, pp. 30-37; CPB"s
December 15 Comments, p. 5; the City"s December 15 Comments,
pp- 22-24; the Coalition and Association®s December 15
Comments; Exh. 34, p. 7; and Direct Energy"s December 15
Comments, pp. 1-2.

140 pyLP"s December 15 Comments, p. 13.
41 1d., p. 7.
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PULP also complains that the retail access provisions
are unduly favorable to the Company and ESCOs, and provide
little or no benefits to ratepayers. In this regard, PULP is
critical of the marketing proposal under which customers taking
advantage of a seven percent discount, to be offered by
participating ESCOs for two billing periods, would be assigned
to an ESCO by Con Edison rather than based on the customer®s
selection.#?

In its post-hearing comments, PULP makes many of the
same arguments again but further develops i1ts argument that any
benefits of the retail access proposals will flow largely, if
not exclusively, to the Company and ESCOs. According to PULP,
ESCOs are spared the costs of billing and collection and will
benefit from Company expenditures on marketing, outreach, and
education. The Company, PULP continues, would be able to reduce
its risks by limiting i1ts role as a commodity provider and
receive incentives for doing so. According to PULP, ratepayers
get a chance to choose whether or not to be served by an ESCO (a
right they already have) or to participate in a marketing
program where the choice of an ESCO would be made for them.%

2. Discussion

The delivery service rates we adopt today are just
and reasonable as they are set at the level necessary for the
Company to provide safe and adequate delivery service.
Similarly, the mechanisms in place for the Company to recover
commodity-related costs, as modified by this order, are designed
so that the Company may recover i1ts reasonable and actual costs
to provide commodity on an on-going basis. Such recovery is
also subject to our authority to review costs recovered through
such mechanisms and to make adjustments where warranted.

Each full service customer that chooses to change to
retail access service is essentially deciding that the package
of commodity rates, customer services, and other benefits it can

142 See Exh. 1, 8F(2), pp-. 24 and 25 and PULP"s December 15
Comments, p. 14.

143 pULP"s January 18 Comments, p. 10.
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receive from an ESCO now are collectively preferable to those it
would receive IT it continued to be a full service customer of
Con Edison. Moreover, each customer making that choice retains
the right to change to another ESCO or to revert to full
service. Given this context and the efforts recommended to help
ensure customers have the information they need to choose
intelligently, there is no reason why the rates ESCOs charge
must or should be determined by us to be just and reasonable.

Looking at the same issue more broadly, PULP
questions our long-standing policy that the best way to ensure
just and reasonable rates for commodity and customer services IS
to establish conditions for fully competitive commodity and
customer services markets. However, PULP does not offer any
reasons why our policy in this regard is wrong. Given the
expected long-term improvement in the manner by which commodity
and customer service will be provided, we reject PULP"s
assertion that Section F of the JP does not provide benefits for
customers commensurate with those Con Edison and ESCOs will
receive.

PULP is correct that the amount of costs to be
deferred to implement a POR program is not specified. However,
the costs to be deferred are limited to those necessary for the
Company to adjust its billing system to implement the POR
program and comply with our prior orders. The administrative
costs and billing and collections costs will be recovered,
respectively, through the discount and in the determination of
lost revenues in the unbundling phase.

The record is also replete with reasons why the
costs of the billing system modifications should reasonably be
deferred, including that there is no current estimate of such
costs, that these costs have been recovered from the general
body of ratepayers in other cases, and that the total amount
of costs to implement a POR program would be significantly less
than the costs the Company would otherwise incur and be allowed

144 Exh. 9, Response 99.
145 1d., Response 100.
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to recover to implement HEFPA changes and to implement bill
proration in the absence of a POR program.4

PULP i1s also correct that under the proposed
marketing program, customers deciding to accept the discount and
purchase commodity would generally be assigned to an ESCO
randomly. However, customers would know this in advance and
reserve the right, after only 60 days, to change to another ESCO
or back to Con Edison. Moreover, iIn instances where customers
request a specific ESCO in response to ESCO marketing, they
would be assigned to that specific ESCO.%

In conclusion, PULP has not provided any good reason
to adopt retail access terms other than those set forth in JP
Section F.

For the reasons provided iIn the parties®™ pleadings,
and based on other information in the record, we grant a wailver
of Uniform Business Practice Section 9, as this is necessary for
Con Edison to do all billing for customers iIn connection with
the POR program.!*® Likewise, for the reasons discussed above,
the request to defer pre-rate-plan (approximately $1.62 million)
and other costs to be iIncurred to implement the POR program, and
to comply with the Uniform Business Practice and our decisions
concerning implementation of HEFPA, is reasonable and is
granted.%

G. Reliability Performance Mechanism

The proposed Reliability Performance Mechanism
includes six performance metrics intended to ensure the Company
provides reliable service generally and with respect to several
parameters of special iInterest to one or more parties In this
case specifically. The two general parameters are part of an
existing reliability performance mechanism. The other four
metrics are new and include the repair of poles, the removal of

146 1d., Response 93 (as revised).
147 See Exh. 9, Response 111.

148 See Exh. 9, Response 104. The waiver is for the term of this
rate plan.

149 1d., pp- 98-100.
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shunts installed as temporary repairs, renewal of service to
streetlights and traffic signals, and the replacement of circuit
breakers with high fault current levels (over-duty breakers).

In most instances where the Company fails to meet any
of the general or detailed reliability criteria, and where one
or more exclusions do not apply, i1t would be subject to a
downward adjustment to revenues that would be deferred for the
benefit of the ratepayers beyond the third rate year. In
comparison with the existing reliability performance mechanism,
much more revenue would be at risk and the number of metrics
would be iIncreased. The proposed effective date for five of six
of the reliability performance metrics is January 1, 2005, as
the existing mechanism was designed to be in place through the
end of calendar year 2004. The sixth would apply on a rate-year
basis.

Pre-hearing comments in support of JP Section G are
offered by the Company, DPS Staff, CBP, the City, and the Joint
Supporters. The Company supports this section and observes that
the total amount of revenue at risk each year for this mechanism
would increase from $22 million now to $56 million or more.%°
DPS Staff contends this JP section is reasonable as i1t is
consistent with long-standing policy, iIncreases the incentive
for the Company to attend more carefully to certain aspects of
its system, and is based on proposals set forth in testimony
filed by it, the City, and the Union.™ New York City likewise
emphasizes how this section of the JP responds to concerns
expressed iIn the pre-filed testimony of i1ts witnesses and, more

10 Exh. 2, pp. 15-16. The breakdown of the $56 million is: (1)
up to $18 million related to outage frequency and duration;
(2) up to $30 million related to major outages; (3) up to
$8 million in total for three metrics related to public
safety (repairs to damaged poles, removal of public
accessible shunts, and repairs needed to serve streetlights
and traffic signals). The Company would also be subject to a
grand-total i1ncremental revenue adjustment capped at not more
than $3 million in the second and third rate years combined,
forgoing $100,000 each to the extent the Company fails to
replace at least 60 substation over-duty breakers In each of
those years.

151 Exh. 15, pp. 24-26.
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generally, provides a reasonable method for focusing the
Company*®s attention on pressing, short-term reliability
issues. '

The Joint Supporters, finally, strongly favors the
metric related to the Company®s accelerated replacement of over-
duty circuilt breakers. The scheduled replacement of a minimum
of 60 13 KV and 27 KV circuit breakers per year is a high
priority, in i1ts view, noting It is an improvement over the 19
such replacements made in 1999. The Joint Supporters also
agrees with the procedures outlined for establishing a priority
list for the replacement of such breakers.!

PULP, with the support of some public comments,
objects to the absence of any performance metric for manhole
events, the number of which increased in the Company®s service
territory from 872 in 1997 to 2,824 in 2003.'* Moreover, PULP
objects to the absence of any performance metric for stray
voltage incidents.

Assemblymember Karben likewise complains that
performance metrics and revenue adjustments for poor performance
should be adopted in this case for stray voltage and exploding
manhole covers.'®

According to DPS Staff, there i1s nothing to do with
PULP"s objections, as PULP has not specified what the additional
metrics should be.'®® Moreover, DPS Staff maintains that stray
voltage and manhole incidents were both addressed in our

152 The City"s December 15 Comments, pp. 14-15.

153 Exh. 34, pp. 8-9 and Attachment JS-3.

154 pULP"s December 15 Comments, p. 18. The Union pre-filed
testimony iIn support of such a metric but 1t was not accepted
into the record as i1t was filed as rebuttal to DPS Staff"s
proposed Reliability Performance Mechanism rather than as
direct testimony In response to the Company"s initial
proposal that there be no performance mechanisms going
forward. Acceptance of such testimony as rebuttal would have
deprived Con Edison an opportunity to respond even though the
latter has the ultimate burden of proof, Tr. 186-188. The
Union filed no comments on the JP.

155 Tr. 548 and 550-551.
156 pps Staff"s January 18 Comments, p. 4.
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previously cited January 5, 2005 order in Case 04-M-0159 and
need not be addressed here.

As DPS Staff observes, no specific proposals are
before us concerning reliability performance metrics or revenue
adjustments for stray voltage or manhole cover events. The
Company®s initial position was that there should be no
performance metrics starting In rate year one and all parties,
including PULP, had a more than adequate opportunity to offer
evidence in opposition. Thus, even though we agree reasonable
utility performance with respect to stray voltage and manhole
events Is Important, we have no basis for adopting any specific
performance measures for them.

Moreover, DPS Staff is correct when 1t states that we
have already established performance metrics for stray voltage
and revenue adjustments if those standards are not met.'’ It is
neither necessary nor reasonable for us to adopt a second
performance metric and revenue adjustment In this case given
that prior decision.

Finally, In anticipation of a possible argument that
the Union®s testimony concerning manhole events should have been
allowed, we observe that Judge Lynch explained some of the
parameters of rebuttal to all parties In an electronic message
dated September 17, 2004, that the Union was advised around the
time 1t filed its testimony that i1t did not appear to be proper
rebuttal (electronic message of October 15, 2004 to Mr. Koda),
that the Company advised it would move to strike the Union*s
testimony just prior to the hearings originally scheduled on
October 25, 2004 (electronic message of October 20, 2004), and
that the Union®s arguments in support of the testimony being
accepted were all carefully considered at the January 2005
hearings. We conclude that the procedures followed with respect
to the Union®s untimely direct testimony were reasonable in all
respects.

157 Ccase 04-M-0159, supra, Order Instituting Safety Standards
(issued January 5, 2005).
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H. Compliance with Environmental, Health, and Safety Policy

Section H of the JP briefly summarizes the obligations
of the Company and its employees with respect to environmental,
health, and safety considerations. DPS Staff and the Company
concur that this section pertains primarily to the Company®s
relationship with its employees.!®®

The Company and DPS Staff also agree that Section H is
not intended to alter our long-standing policy of not
intervening in collective bargaining matters between utilities
and their employees.'™ Indeed, they state that inclusion of
Section H is "not intended to alter the Company®s collective
bargaining agreements . . . by providing Con Edison or unionized
workers with recourse to the Commission . . . _"°

The terms of JP Section H are reasonable to the extent
they summarize important principles that are supported by the
Company and organized labor. Even though the provision is
reasonable and we have no objection to it, we decline to adopt
it as an element of our new rate plan for Con Edison.

As a matter of principle, we do not adopt rate plan
terms which we would not be expected to enforce. Moreover, the
terms set forth in Section H are matters for collective
bargaining in which we would not be inclined to intervene.

I. Customer Service lIssues

Section | pertains to a customer service performance
mechanism, general outreach and education, and some
streetlighting issues.

The Company®s Infrastructure Investment panel
submitted initial testimony iIn opposition to use of any
performance mechanisms prospectively.® The DPS Staff Consumer
Services panel submitted direct testimony in support of
continuation of a modified Customer Service Performance

158 Exh. 9, Response 175.

159 1d., Response 177.

160 1d., Response 176.

181 Exh. 4, Part 3, Tab 12, pp. 141-144.
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Mechanism,!®? as did CPB witness DeVito.'®® The Company responded
in opposition through the rebuttal of i1ts Customer Operations
panel .5

Section I and Appendix L of the JP propose threshold
performance levels for: (1) Commission complaints; (2) the
number of days for the Company to complete investigations of
customer inquiries; (3) call answer rates; (4) the average
satisftaction levels of callers, visitors and others as measured
in second— and fourth-quarter surveys each year; (5) the average
number of days it takes for the Company to complete a service
layout In response to a customer request; (6) the average number
of days i1t takes the Company to complete final inspections of
service iInstallations; (7) the percentage of meters read on
schedule; (8) the number of bills with errors as a percentage of
total bills; and (9) the Company®s achievement of outage
notification requirements established in a prior case.'®®

Subject to certain exclusions, the Company would be at
risk for a revenue adjustment totaling up to $36 million per
year to the extent it fails to meet threshold levels specified
in JP Appendix L and iIn the attachment to the prior order
referred to immediately above.

The proposed Customer Service Performance Mechanism is
supported in the pre-hearing comments of Con Edison, DPS Staff,
and CPB. The Company notes that the proposal would double i1ts
maximum revenue adjustment exposure, from $18 to $36 million,
and remove any opportunity for 1t to earn more where performance
thresholds are surpassed. The proposed mechanism is also
structured like the existing one, the Company continues, with
some revisions to reflect changes iIn circumstances, and
exclusions for events beyond i1ts control. The Company also

182 Exh. 16, Part 1(d), pp. 7-18.
183 Exh. 39, Part 2, pp. 3-14.
184 Exh. 4, Part 8(w), pp. 38-49.

185 case 00-M-0095, Request for Approval of a Certificate of
Merger, Order Approving Outage Notification Incentive
Mechanism (issued April 23, 2002).
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explains how some calculations would be performed when
determining if revenue adjustments are warranted.®®

DPS Staff explains how some specific metrics have
changed, including the decrease in the customer complaint
threshold from 7 to 2.6 complaints per 100,000 customers, a
change necessitated by how complaints are now counted by the
Office of Consumer Services. Additionally, it points out, the
allocation of dollars among metrics would change to focus on
areas where it believes improvement is warranted. The proposed
mechanism is also based largely on testimony submitted by DPS
Staff and, thus, enjoys a solid record basis.®’ CPB generally
supports the proposed mechanism.®®

There is also other information in the record
concerning this mechanism. It shows, for example, that data set
forth in the pre-filed exhibits of DPS Staff and CPB suggest
that the Company can meet all of the proposed threshold for the
Tirst rate year without any incremental effort. That situation
IS not expected to change in the second and third rate years
with the exception of the new call answer rates that would
apply. The Company and DPS Staff acknowledge that if that new
metric were in effect in 2002 and 2003, the Company would not
have been subject to a revenue adjustment in the former but
would have been subject to the full $4 million revenue
adjustment in the latter. According to DPS Staff, the Company
will need time to prepare In rate year one to meet this new
metric in rate years two and three.!®

There are two other key aspects of JP Section I. The
first calls for the company to continue core outreach and
education at existing funding levels, but with more attention
focused on issues such as consumer rights and protections under

186 Exh. 2, pp. 17-18.
187 Exh. 15, pp. 26-28.
168 cpB*s December 15 Comments, p. 3.

189 Exh. 9, Response 193.
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HEFPA and the use of payment agents. This iIs considered in
connection with the JP"s Retail Access provisions.!’

Finally, this section of the JP proposes that a time
metric be established for energizing new streetlights, that the
Company develop a new streetlight billing system in consultation
with the New York City Department of Transportation and NYPA,
and that the annual burning hours for streetlights equipped with
light sensitive control devices be reduced from 4,270 to 4,100
hours.' No revenue adjustments, however, are recommended for
this metric.

New York City strongly supports these terms, arguing
they are consistent with the testimony of i1ts witnesses that:
(1) the register used to calculate charges i1s in need of
overhaul; (2) an incentive is needed for the Company to energize
new streetlights more quickly; and (3) the streetlighting
billing system should be modernized. It urges that these terms
all be adopted.'”®

The Company likewise urges approval, noting that the
target date for the new billing system is November 1, 2005.1"3
DPS Staff adds that the NYC-specific measures appropriately
address concerns raised by the City and should assist iIn
improving the relationship between the Company and the City
while, more importantly, improving public safety.'™

While no party raises any issue with respect to
Section | of the JP, we do not adopt Section 1(1)(b)(iv) as
proposed. That provision would allow a modification of an
express rate plan term adopted by us by written agreement
between DPS Staff and the Company. This would amount to an
impermissible delegation of non-ministerial authority as no

170 see, also, Exh. 15, p. 28.

171 Con Edison bills NYPA for delivery service to streetlights,
reflecting the number of lamps, the wattage per light, and
the number of burning hours.

172 The City"s December 15 Comments, p. 17.
3 Exh. 2, p. 19.
174 Exh. 15, pp. 27-28.
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criteria are set forth that would have to be followed by DPS
Staff and the Company in such circumstances.

Accordingly, any agreement between the Company and DPS
Staff iIn the circumstances envisioned in this Section would have
to be submitted to us for review and action. Alternatively, we
direct that the maximum revenue adjustment for the activity that
could no longer be measured be allocated among the remaining
activities in proportion to the maximum annual revenue
adjustment for each remaining activity as a percentage of the
grand total maximum exposure net of the maximum associated with
the activity that can no longer be measured.

J. Demand Management Goals

1. Summary of Terms

Section J proposes broad goals and a plan for
achieving them as follows:

a. Demand Management (DM), a term intended to
encompass energy efficiency (EE), load
management, and distributed generation (DG),
would be i1dentified as the means to be employed
to meet 535 MW of peak load growth that the NYISO
projects for the Company®s service territory
during the three rate years.!’

b. An Action Plan would be developed through a
collaborative process to help ensure the
projected peak load growth would be met by
programs funded through the System Benefits
Charge (SBC) and through new DM programs to be
managed by the Company and NYSERDA. The target
completion date for the Action Plan would be
within six months of this decision, and NYSERDA
would file the Plan with us for our information
at that time.

c. Existing SBC programs (referred to as SBC I1) are
expected to yield 250 MW of DM in the Company®s

175 This comprises 83 MW in Zone I, a 5.5 percent increase over
1,497 MW, and 452 MW in Zone J, a 4 percent increase over
11,308 MW. Con Edison®s electric service territory comprises
100 percent of Zones I and J (Exh. 9, Responses 197-199).
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service territory (of which 80 MW is described as
"permanent’).’® SBC programs anticipated in the
period after June 30, 2006 (referred to as SBC
I111) are expected to yield 300 MW of DM 1n the
Company*"s service territory (of which 120 MW is
described as permanent). Thus, the JP rests in
part on assumptions about what actions we might
take in the future with respect to the renewal of
SBC 11.'77

d. Incremental programs to provide up to another 300
MW of DM would be developed as a result of this
case. The JP does not specify how much of the
300 MW would have to be permanent.!’® The
following three approaches would be employed:

1) Con Edison would have primary
responsibility for achieving up to 150 MW
of targeted EE and DG to reduce load on
constrained delivery networks, with its
first Request for Proposals (RFP) or
other offering to be issued within nine
months of this order.'"®

2) NYSERDA would have primary responsibility
for achieving up to 150 MW of EE, load
management, and DG throughout the
Company*"s electric service territory.
NYSERDA would be under an obligation to
enter into contracts for 550 MW of SBC 11

176

177

178

179

The quoted term is not defined iIn the JP but is understood to
refer to energy efficiency and DG measures that, after an
initial investment, reduce on-peak demand, energy
consumption, or both over many years.

The existing SBC will remain in effect through June 30, 2006
pursuant to Case 94-E-0952, Competitive Opportunities, Order
Continuing and Expanding the Systems Benefit Charge for
Public Benefit Programs (issued January 26, 2001). DPS Staff
anticipates we will make a decision in the second half of
2005 about whether the SBC program will continue beyond June
2006.

The operating assumption seems to be that at least 150 MW and
less than 300 MW would be permanent.

The JP (pp- 70-71) specifies that Con Edison will evaluate
and implement cost-effective measures as alternatives to
major T&D projects. The term ''cost-effective”™ is not defined
in the JP.
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and SBC I1l1 funded DM before it could
recover the costs of the incremental

150 MW from Con Edison. This may be one
reason why the JP does not specify a date
by which NYSERDA would issue its first
system-wide RFP or other offering.'®

3) Various actions would be taken by the
Company to facilitate DG development in
Its service territory. For example, the
Company would: (&) extend the existing
Standard Interconnection Requirements to
DG facilities of up to five megawatts iIn
size (the standard otherwise applies to
DG facilities up to two megawatts);

(b) provide information about areas
without fault current limitations and the
schedule for upgrading breakers; (c) post
important DG information on its website;
and (d) file and serve DG status reports
two times per year.

The collaborative process referred to above would
start within 30 days of this order. That process Is expected to
produce an Action Plan within five months thereafter. The
collaborative would be started by DPS Staff, chaired by NYSERDA,
and limited initially to 15 entities, only seven of which are
named in the JP. Other participants would be chosen iIn the
future, using a consensus approach. The two key goals of the
Action Plan would be to stimulate DM activity in the Company®s
service territory and identify additional opportunities for DM
to be sponsored by NYSERDA or the NYISO. The JP (pp. 64-65)
lists 16 specific topics that would be focused on in the DM
collaborative.

180 The JP states that if Con Edison cannot achieve its 150 MW
target, the balance would be shifted to the system-wide
program and NYSERDA®"s budget for the system-wide effort would
increase as a result. During the hearing, a Con Edison
withess stated the JP also requires i1t to exceed 150 MW if
NYSERDA cannot meet i1ts 150 MW goal. (See Exh. 9, Response
213.) The JP does not specify that the system-wide DM must
be cost effective.
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Con Edison®s portion of the costs of the 150 MW, to be
targeted at specific delivery networks near their capacity
limits, would have a base "cap™ of $112 million.*® The
$112 million is based on costs NYSERDA incurred for similar
programs from 1998 through 2003 ($.008/kWh), as adjusted upward
by 25 percent ($.002) for inflation and higher implementation
costs in New York City.'® This base cap of $.01/kWh would be
increased for (1) the present value of carrying charges on
transmission and distribution (T&D) reinforcements that are
delayed as a result; and (2) the equivalent of the then
applicable NYSERDA administrative and evaluation fee. Con
Edison would also be allowed to recover lost delivery service
revenue and an incentive and would be expressly authorized to
seek our permission to increase the cap even further at a later
date.

NYSERDA"s portion of the costs of the 150 MW system-
wide program would also have a base cap of "approximately" $112
million, calculated in the same manner summarized in the prior
paragraph. The base cap would also be subject to the exact same
upward adjustments, except that there would be no adjustment for
the carrying charges on T&D projects that are delayed. There is
also no JP provision expressly affording NYSERDA the right to
petition for an increase in the applicable cost cap.®

181 The portion of costs not covered by Con Edison would be the
responsibility of program participants.

182 The $.008/kWh figure, in turn, was calculated by dividing
$120.3 million of historic NYSERDA program costs by the
14,809.2 GWh of lifetime savings resulting from those costs.
Exh. 9, Response 218.

The record contains no estimate of the present value of the
carrying charges on T&D projects that are delayed. Estimates
of the other factors are $10.1 million each for the two
administrative fees, $40 million per year of lost delivery
service revenue for the targeted and system-wide efforts
combined, and a maximum incentive of $15.188 million for the
three rate years combined. (See Exh. 9, Responses 224 and
244_.) Con Edison®s ultimate incentive would reflect the
success of programs proposed here as well as the success of
SBC, NYISO, and other programs.
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The grand total estimated upper limit for Con Edison®s
and NYSERDA"s shares of the targeted and system-wide programs is
approximately $259.5 million, exclusive of the net present value
of carrying charges on T&D investment that is delayed, and
subject to any future cap increase that might be allowed.®*

The JP proposes that to the extent that the portion of
total DM costs iIncurred by Con Edison and NYSERDA, respectively,
fall below the capped amounts, such costs would be recovered
through the MAC over a reasonable period of time as incurred.
Customers who do not pay MAC rates would not contribute to the
costs of the proposed DM initiatives.

2. The December 15 Submissions
in Support of Section J

The Company, DPS Staff, NYSERDA, CPB, the City, NRDC
and Pace, and the Joint Supporters each filed comments or pre-
filed testimony in support of Section J on or about December 15,
2004 .18

As an initial procedural matter, DPS Staff and the
City both argue that Section J is consistent with the pre-filed
direct testimony submitted prior to negotiations by their
witnesses Saxonis and Chernick, respectively.®

The Joint Supporters claims that the NYISO projection
of need i1s reasonable and consistent with the sales forecast

184 That total comprises $224 million for the base cap for Con
Edison®s and NYSERDA"s respective programs, $20.2 million for
administrative fees for the two programs, and a $15.188
million maximum incentive over the three rate years combined.
It has been suggested lost revenue of $120 million should be
included In this figure. However, a make whole for delivery
service revenues, allowed but not received because of the
300 MW of DM, i1s not a cost of the DM iInitiatives.

NRDC and Pace generally support Section J but also propose
several significant modifications; only their supporting
contentions are summarized here.

186 Exh. 15, pp. 39-40, and the City"s December 15 Comments,
p. 17.

185
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underlying the delivery service revenue requirement calculation
in this case.®

The testimony pre-filed by NRDC and Pace suggests that
there is sufficient cost-effective DM potential iIn just the New
York City portion of Con Edison®s service territory (i.e.,
excluding Westchester) to offset peak load growth of 535 MW over
the three rate years, excluding the potential to expand the use
of DG. In support of this contention, these parties rely
primarily on a report prepared for NYSERDA in August 2003 that
suggests 502 MW of cost-effective DM i1s achievable in Zone J
(i.e., New York City but excluding Westchester) in the three
rate years at a cost below long run levelized energy costs
projected in that study of 3.3¢/kWh.% They calculate that the
benefit-to-cost ratio for the residential and commercial classes
in the period 2005 through 2014 would be 12.24 and 1.53,
respectively, or 1.86 combined.'®® To the extent T&D investment
might also be avoided, the benefit-to-cost ratio they foresee
would even be higher.

Anticipating the criticism that Section J amounts to
selection of demand management as the only resource to be used,
the NRDC and Pace panel states that other alternatives are not
foreclosed. That panel contends that new, cleaner alternatives
to existing in-City generation are still needed to improve air
quality, for example, and that other alternatives can still be
used to meet such needs.

Almost all of the parties supporting Section J expect
it will result in significant public Interest benefits iIn
addition to a favorable benefit-to-cost ratio. Among the other
benefits envisioned are: (1) reduced air pollution, including
forms that contribute to ozone production In a severe non-

187 Exh. 34, pp. 3-4.

188 Tr_. 311-A through 313-A. The study is referenced but is not
in evidence. The report"s title is Energy Efficiency and
Renewable Energy Resource Development Potential 1n New York
State. During the hearings, Mr. Plunkett stated that
3.3¢/kWh represents avoided generation costs on a levelized
basis, Tr. 383-384.

189 Exh. 28.
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attainment area, asthma, and global warming; (2) reduced demand
for and costs of electric energy and capacity and gas In periods
of peak demand; (3) increased electric system reliability; (4)
decreased iImpacts associated with electric transmission,
distribution, and generation construction; (5) increased supply
diversity; and (6) increased local economic growth.

In this same vein, the NRDC and Pace panel contends
that the August 25, 2004 Policy Statement in Case 00-M-0504
expressly provides that long term investment may be used
judiciously to support public policy goals of system
relitability, environmental quality, fuel diversity, and market
power mitigation. The panel suggests that many of these
benefits would result were Section J adopted.!®® Likewise,
NYSERDA argues that the goals of Section J are consistent with
the public policy goals adopted by the Energy Planning Board in
June 2002 .1

DPS Staff argues that recovery of program costs
through the MAC is reasonable for a variety of reasons. The
reasons include that the actual costs to be incurred and their
timing remain uncertain, that costs to be recovered would be
subject to review by it and subject to refund should we
determine they are iInappropriate, and that the timing of cost
incurrence and recovery would be closely matched.

DPS Staff also contends the proposed incentive 1s
reasonable as it expects the company can contribute to the
success of SBC and the proposed rate plan DM initiatives through
information sharing and cooperation.

The Joint Supporters expresses strong support for
changes envisioned to encourage DG. The proposal that standards
intended to ensure timely interconnection for DG units of up to
two megawatts would now apply as well to DG units of up to five
megawatts, for example, Is seen as a significant improvement.

190 Tr_. 310-B — 311-A.

191 Exh. 22, p. 2, citing New York State Energy Plan and Final
Environmental Impact Statement (June, 2002), Executive
Summary, pp- 2-3.
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Anticipating the argument that customer classes that
previously invested heavily in DM should not have to contribute
to the costs of new DM initiatives proposed in Section J, the
NRDC and Pace panel asserts that such an exemption is not
warranted. While the panel does not deny some customer classes
may have invested heavily already in DM, i1t maintains there will
be new opportunities for such investment and, in any event, that
all customer classes will enjoy the extensive public interest
benefits outlined above.

Finally, i1t should be noted that the NRDC and Pace
panel recommends that we adopt rate plans with provisions like
those iIn Section J for all electric utilities in New York.

3. The December 15 Submissions iIn
Opposition to Section J

In addition to PULP, which opposes the JP broadly,
three other active parties filed comments, urging that we reject
Section J and require that DM issues be considered further in a
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separate proceeding.'®® These parties include NYECC,!% CPA,1%
and Energywiz, Inc.'®® NYECC and CPA state they support all
sections of the JP other than Section J. Energywiz takes a
position only with respect to Section J. While CPA opposes
Section J generally, i1t supports adoption of Subsection J(4)
concerning DG. These parties®™ arguments are summarized first,
followed by responses and further arguments in support.
Meanwhile, as noted previously, NRDC and Pace contend that
Section J i1s reasonable as far as i1t goes but they recommend it
be modified in ways they believe would improve it. These
arguments and the responses to them are summarized later,
followed by our discussion.

a. Arguments Opposing Adoption of JP Section J

At the outset, Energywiz and NYECC both make clear
that they support the use of cost-effective DM. NYECC also says
it supports SBC Il and a reasonable extension in SBC I1I.
Nevertheless, these parties believe Section J should not be
adopted at this time.

192 State Senator John L. Sampson also submitted a letter dated

January 13, 2005, asking that Section J be removed and
considered when SBC funding i1s up for renewal. Alternatively,
he suggests that funding In Section J be reduced to a level
necessary to research the costs and availability of energy
efficiency initiatives. His primary concern appears to be
customer bill Impacts.

NYECC was formed during the pendency of this case, when the
Owners® Committee on Electric Rates and the New York Energy
Buyers Forum, Inc. merged. It represents colleges,
hospitals, governmental agencies, cultural and financial
institutions, industrials, housing cooperatives, and real
estate organizations. Members®™ properties include the Empire
State Building and Rockefeller Center.

CPA 1s an association of large not-for-profit institutions,
including Columbia University, New York Presbyterian
Hospital, Mount Sinai Medical Center, Memorial Sloan-
Kettering, Beth Israel Medical Center, NYU Medical Center,
and New York University.

Energywiz, Inc. violated our confidentiality rule, 16 NYCRR
83.9(d), following the conclusion of negotiations iIn this
case. The violations involved criticisms of JP Section J.

193

194

195
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NYECC and Energywiz both argue that 1t would be
unfair as a matter of law or procedure to adopt Section J.
NYECC emphasizes that many of the most important issues iIn
Section J were not the subject of direct, responsive, or
rebuttal testimony prior to the negotiations, and were not
subject to the extensive discovery process that was employed
over a period of many months with respect to other issues
addressed i1n the JP.

Energywiz maintains that the amount of money
proposed to be spent on DM is very large and that key
underpinnings of Section J came up only at the very end of
negotiations, when there was iInadequate time for parties to
obtain needed information and to test what was on the table.
NYECC and Energywiz assert they were treated unfairly at the end
of the negotiation process. Energywiz goes so far as to suggest
that the State Administrative Procedures Act (SAPA) may have
been violated in the negotiations.

NYECC asserts that the process following submission
of the JP on December 2 was not fair either. It notes that
statements and testimony in support of the JP were not filed
until December 15, 2004 and that an adequate opportunity to
undertake discovery and to file responsive testimony was not
provided. NYECC concludes on this point, asserting JP Section J
should not be approved as such action alone could result In an
average revenue increase of 3.1 percent for all classes and of
5.1 percent for the customer classes within which many of its
members fall.

NYECC, Energywiz, and CPA all object to the extent
they believe Section J does not provide an opportunity for fair
consideration of alternatives to DM that might produce cost
savings and other benefits at a lower total cost. Alternatives
identified by the three include the Cross-Hudson Power Line
Project for a firm 560 MW,!°® the proposed 1,100 MW TransGas

196 Energywiz contends the costs of the power line project are
lower than for Section J"s DM, and that considerable
environmental benefits would also be achieved by that line.
Subsequent to these comments, the referenced project was
cancelled.
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project in Brooklyn, a 500 MW increase in generation from
Astoria in the next several years, and a possible 500 MW iIn
response to a request by NYPA. Energywiz likewise complains
that the JP does not explain why 300 MW of DM is needed to
address projected load growth on top of 550 MW of SBC DM, DM
from the Company®s current targeted program, and new generation
from the ERRP.

Arguments are also offered to suggest that the total
costs and benefits of Section J must be better quantified before
a decision can be made to authorize future recovery iIn rates.
PULP complains the full extent of the costs is not known.

NYECC, meanwhile, argues that only the costs are fairly certain
while the benefits to be achieved are not.

Energywiz offers several reasons why it believes the
desired 300 MW might not be achieved given the proposed cap
amounts. It points out that the Company offset only 1,000 MW of
demand growth in the six-year period ending in 1996. It says
that effort was accomplished under circumstances where extensive
DM had not already been done, new lighting and motor
technologies were just becoming available, the incentives for
Con Edison were higher in nominal terms than proposed today, and
a substantial number of Con Edison"s account representatives
were employed iIn the effort. Given changes iIn circumstances
since then, Energywiz cautions, the 300 MW goal may not be
achievable in three rate years at the costs specified.

Energywiz also points to the recent targeted DM
effort that yielded bids in the $.70 per saved watt range; it
does not explain the implications of this observation. Another
Energywiz argument is that the JP does not establish that
NYSERDA has the capacity to double its DM workload in New York
City, assuming the incremental 300 MW would be achieved evenly
over time. Energywiz also observes that NYSERDA"s work effort
would more than double i1f, as the former suspects, much of the
proposed effort will fall in the second and third rate years.

In the same vein, Energywiz contends the base cap of
$112 million each for the targeted and system-wide initiatives
is too low In at least two respects. The base improperly
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includes, i1t contends, NYSERDA"s program costs for several years
prior to SBC Il. According to Energywiz, SBC programs were
ineffective iIn New York City In those years. The 25 percent
adjustment to historic costs for inflation and to reflect higher
costs in New York City is also completely inadequate, iIn its
opinion, claiming that the need to use union electricians in New
York City alone would alone require an upward adjustment of

25 percent to NYSERDA"s historic, statewide costs.

NYECC and Energywiz both assert Section J could
increase volatility in the MAC. Energywiz, for example,
suggests that the impacts of Section J, if it were adopted,
would occur primarily In the second and third rate year, when
per/kWh increases greater than $.01 could occur. A more
reasonable alternative, i1t suggests, might be to recover a level
amount over three years and to use anything left over as a
future rate moderator.

In contrast to a claim by NRDC and Pace that all
customers paying MAC rates should contribute to the costs of the
proposed DM initiatives, Energywiz contends Section J would be
completely unfair to SC 4, 8, and 9 time-of-use customers who
have already invested significantly in DM, including through
NYSERDA and Con Edison sponsored programs.!®’ It suggests such
customers have very little practical opportunity for further
savings and that their ongoing contributions to the SBC effort
are more than reasonable already. It would be improper to
charge such customers approximately 20 percent of the total
costs of the proposed 300 MW initiative in these circumstances,
it says.%

Energywiz points to the example of Columbia
University, one of the Company®s ten largest customers, where
$10 million of efficiency upgrades were made when Mr. Audin was
energy manager there. That university already pays $200,000 per
year for SBC and another $200,000 per year for the new

197 These are the Commercial and Industrial-Redistribution,
Multiple Dwellings—Redistribution, and General-Large service
classifications, respectively.

198 The derivation of the 20 percent figure is not provided.
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initiatives would be completely unreasonable, according to
Energywiz, given the diminished opportunity for that university
to achieve further energy savings. Energywiz suggests i1t would
be more reasonable to provide for an exemption in such
circumstances, just as interruptible Con Edison gas customers
were iIn Case 03-G-1671.

Finally, NYECC contends Section J should not be
adopted on the grounds that i1t would undermine other JP terms
(JP Section L) concerning what had been the contentious delivery
service revenue allocation issue. It explains that SC 4 and 9
time-of-day customers fared relatively well in the new
allocation as they have been contributing more than their cost
of service. NYECC contends that JP Sections J and L are
inconsistent and says i1t would not have entered into the revenue
allocation agreement if 1t had known of the impacts of
Section J.

b. January 18, 2005 Responses to
Arguments Opposing Adoption

Turning, first, to process complaints leveled by some,
three or more parties emphasize that DM issues were raised prior
to negotiations in direct testimony pre-filed by Messrs.
Saxonis, Chernick, and Gupta in September 2004 as well as in
rebuttal pre-filed by Messrs. Saxonis, Rieder, and Chernick, iIn
October 2004. Given these facts, these parties argue that no
party should have been surprised that negotiations would take
place on DM issues.

NRDC and Pace point out that all settlement
negotiations took place on notice to all active parties and that
those complaining participated fully. The City, meanwhile,
contends that criticisms of the negotiation process are
misleading, unsubstantiated, and simply not what happened.
According to the City, every active party had a fair opportunity
to attempt to eliminate or modify what is proposed in the JP.

As to the process followed after the Joint Proposal
was filed, the City observes that the schedule was adopted iIn
consultation with the interested parties and that there was no
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objection at the time. The City and DPS Staff emphasize that
all parties were afforded opportunities to: (1) submit comments
and testimony on December 15; (2) conduct discovery on the JP;
(3) cross-examine witnesses; and (4) submit post-hearing
comments. Both maintain these opportunities were reasonable and
they observe that NYECC took advantage of most of them.!%

Con Edison sees no need for a new or separate
proceeding on DM issues. The Joint Proposal, if adopted, would
provide for development of an action plan through a
collaborative process that the Company expects NYECC and CPA
will participate in. Con Edison argues these parties would be
able to raise any concerns iIn that context and, If a consensus
iIs not reached, would be free to request our intervention.

The City also suggests we should not be unduly
concerned about allegations that the process was inadequate
given the magnitude of the overall or individual class revenue
increases described by NYECC. The City, NRDC, and Pace assert
that NYECC"s estimates focus only on the costs and do not
reflect quantitative or qualitative benefits. This Is just one
example, in the City"s opinion, of how NYECC improperly focuses
only on the costs and fails to account for expected benefits.

Con Edison disagrees with the assertion that adoption
of Section J precludes reasonable consideration of alternative
resources. The Company states that it is reasonable to pursue
all options during the term of the proposed rate plan given the
identified need for resources on peak. It also points out that
Section K of the JP, if adopted, would expressly provide for
consideration of all alternatives for the long-term planning
horizon.

199 pps Staff states that the process employed meets due process
requirements. The City notes that while NRDC and Pace took
advantage of the opportunity to file testimony on December
15, NYECC did not do so. Finally, the City observes that
when NYECC®"s counsel was sick during the hearings, he
inexplicably failed to have an alternate complete NYECC"s
cross-examination of the testimony and statements offered
under oath by some of the JP"s proponents.
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NRDC and Pace disagree with expressions of concern
that the proposed 300 MW of DM would not be cost effective,
relying primarily on information provided on December 15, 2004
and summarized above. However, DPS Staff and the City offer
supplemental information in this regard, either building on
information already iIn evidence or based on other information.

DPS Staff, for example, argues as follows:

1. Section J will provide DM at a cost of $813/kW.
2. The ERRP cost $700 million or $1,900/kW.

3. Keyspan Ravenswood®s facility and the Poletti unit
are all reported to cost about the same as the
ERPP or a few hundred dollars less per kWw.

4_ DM costs are even more beneficial because fuel
costs are also avoided.

5. To the extent DM costs lead to delays in new T&D
investment, the DM initiatives are even more
favorable. 2@

6. DPS Staff says this analysis shows not only that
Section J is reasonable, but that the results will
be more advantageous than the construction of new
infrastructure.

The City presents two additional analyses. The first
i1s as fTollows:

1. Con Edison®s capital budget for load-related work
is $1.368 billion over the next three years.

2. The NYISO expects new load in this period of 535
MW .

3. 1T 535 MW requires $1.368 billion of expenditures,
and 1f 300 kW would reduce T&D costs
proportionately, Section J would decrease Con

200 pps Staff"s January 18 Comments, p. 6.
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Edison spending by 56 percent of $1.368 billion or
$770 million.%*

The second City presentation in this regard has to do
with the anticipated effects of Section J on capacity costs in
and outside of New York City. The latter analysis leads it to
conclude that Section J of the JP would reduce total capacity
costs by $166 million per year in New York, with all but $25
million of that enjoyed in the City. According to the City,
this is a significant quantitative benefit that would be enjoyed
by all Con Edison ratepayers.?%

CPB, meanwhile, argues that we need not be too
concerned now about the relationship of costs and benefits.
According to CPB, the DM programs under Section J will be
implemented after an evaluation process that would ensure such
programs are cost effective. CPB does not explain which JP term
requires such an analysis.

Responding to suggestions that Section J would result
in volatility of the MAC and customers® bills, the City
maintains cost recovery through the MAC is reasonable and
consistent with prior practice for DM costs.

Three or more parties contend that no customers
subject to the MAC should be exempt from paying for the proposed
DM initiatives. Con Edison acknowledges that some customers
have invested in DM, including some DM it expects was
implemented with support from the general body of ratepayers.
However, this iIs not a good reason to exempt some customer
classes, Con Edison continues, as many customers in all classes
will not benefit to the same extent as others and would,
nevertheless, contribute to Section J costs. The Company
emphasizes as well that Section J is expected to have numerous
economic, environmental, health, and other public interest
benefits that will be enjoyed by all customers. New York City
echoes this same theme, as do NRDC and Pace.

201 The City"s January 18 Comments, pp. 15-16.
202 1d., pp. 16-17.
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During the hearings, counsel for NYECC asked questions
that tended to suggest it would be unfair to recover Section J
costs from NYECC members who have invested heavily in DM. The
implication was that to the extent NYPA does not contribute to
MAC costs, it would be "exempt”™ from the costs of Section J and
NYECC members should be treated likewise. In anticipation of an
argument by NYECC along these lines, NYPA argues it 1is
reasonable that NYPA not contribute to Section J costs because
NYPA conducts i1ts own extensive DM efforts.

The City characterizes as absurd the notion that
Section J is inconsistent with, or In any way undermines,
Section L"s provisions on revenue allocation. The City argues
that: (1) NYECC was in the negotiations leading to Section L;
(2) NYECC continues to support the proposed revenue allocation;
(3) the proposal to recover DM costs through the MAC was not
opposed by any party; (4) NYECC executed all of the JP other
than Section J; and (56) NYECC presents no argument, statement,
or testimony challenging the proposed revenue allocation. That
allocation, the City says, is fully supported by the record.

Finally, several miscellaneous other arguments are
offered to suggest Section J should reasonably be adopted in
spite of opposition expressed by PULP, NYECC, Energywiz, and
CPA. These include: (1) the Company®s contention that
Section J is supported by a rational basis; (2) the City"s
argument that Section J"s reasonableness i1s further established
by the fact that some parties oppose its adoption, and others
(NRDC and Pace) urge that it must be modified; (3) the City"s
criticism of CPA to the extent the latter opposes Section J
except for Subsection 4 concerning DG (the City suggests such
"cherry picking"” could upset the precarious balancing of
parties™ interests in the JP); and (4) the City"s contention
that the goals of Section J are consistent with those of the New
York City Energy Task Force, a group which included NYECC"s
predecessors.
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C.

Additional Arguments in Opposition

NYECC i1s the only party that submitted post-hearing
comments in opposition to JP Section J. The themes expressed
are similar to those previously summarized. These arguments are

as follows:

. Process - while i1t is true that some witnhesses

discussed DM issues in testimony pre-filed before
the negotiations, none recommended we take action
now to order 300 MW of DM, adopt cost caps iIn the
hundreds of millions of dollars, and provide for
recovery of DM costs and incentives through the
MAC. Instead, 1t iInsists, the recommendations
were aimed at having the Company make future
Tfilings that we would act on subsequently.

. Burden of Proof - the proponents of Section J

failed to carry their burden of proving its
reasonableness. According to NYECC, insufficient
information has been provided, for example, to
show that: (&) the projected peak demand growth
i1s properly reflected in the sales forecast
underlying the delivery service revenue
requirements; (b) 300 MW of DM is needed to meet
projected demand growth on top of 550 MW of SBC 11
and SBC Il1l DM; and (c) benefits will exceed costs
on a quantified basis, including benefits
associated with deferring investment in T&D plant.

. The Amount at Stake — the total cost cap of the DM

initiative, allegedly some $379 million, exceeds
the size of the delivery service revenue iIncrease
and the JP unreasonably fails to make this clear.

. Collaborative Participation — the DM collaborative

initially proposed by DPS Staff witness Saxonis
did not limit participation to 15; most of the
participants named in the JP will be those who
will not be requested to pay the costs, and some
proposed participants (EE & DG vendors) cannot be
expected to be concerned about minimizing programs
costs reasonably.

. Practicality — the achievement of 300 MW of DM 1is

in doubt because the Company®s recent RFP for 125
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MW of targeted DM only produced cost-effective
bids for 47 Mw.

6. Cost Effectiveness — Company witnesses testified
that only cost effective DM would go forward.
However, a discovery response suggests to NYECC
that the Company®s definition of cost effective in
practice will amount only to whether or not Con
Edison®s or NYSERDA"s shares of the cost are, on
average, less than or equal to the capped amount.
Adoption of this term would amount to an
abrogation of our responsibilities, according to
NYECC . 293

7. The SBC Precondition — the precondition applies
only to the proposed system-wide initiative rather
than to all 300 MW and, 1In any event, the
precondition only involves the execution of
contracts and not the delivery of the contracted
amounts.

8. Discrimination — there is no rational basis for
allowing recovery of DM costs from NYECC members*
service classes but not from NYPA and Economic
Development classes who do not pay MAC rates.
Accordingly, NYECC urges that adoption of Section
J would violate PSL 865(1)-(3).

203 The referenced request and response is part of Exh. 9 and
states the following:

Question 227: Given the proposed adder to the $112
million cap for administration and evaluation, is it
reasonable to infer that there will be an evaluation
of the cost effectiveness of any targeted EE/DG that
would be implemented under the JP? If so, who would
perform the evaluation and would the results of the
evaluation be reported to the Commission?

Response: Targeted EE/DG costs (including incremental
administrative fees to be incurred by Con Edison for
such things as contractors that are needed to perform
pre- and post-installation iInspections) that were
below the cap (as adjusted to reflect the present
value of deferrals) would be considered cost effective
because any shortfall in the targeted EE/DG program
would shift to the system-wide program and be funded
up to the cap. As with the RFP discussed in the
response to 214, the Company will consult with Staff
prior to awarding any contracts for targeted EE/DG.
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9. Exemptions — the Commission has provided for
exemptions in situations similar to those
presented®* and it should provide exemptions here
for service classes that will have little or no
real opportunity to participate and receive direct
benefits.

d. Proposals to Keep Section J but to
Modify It and Responses

NRDC and Pace recommend that we: (1) limit the
system-wide initiative to permanent DM measures only; (2)
require that a revised incentive mechanism be developed that
would still limit the total incentive to $15.188 million;%% and
(3) require that a revenue decoupling mechanism be developed
promptly in the proposed DM collaborative, and put into effect
going forward.

The arguments concerning these three issues are
presented next.

(i) Permanent Measures Only

NRDC and Pace contend that demand response programs
produce savings for the long term only through continued
investment and that they produce relatively fewer environmental
benefits because they are effective only for a very small number
of hours per year. NRDC and Pace suggest, accordingly, that the
system-wide initiative should be limited to energy efficiency
and DG initiatives, as is proposed for the targeted
initiative.?%

204 Opinion 95-20, pp. 5-6, Opinion 93-3, p. 2, and Case 94-E-
0648, Order of June 26, 1995.

205 The NRDC and Pace panel also suggest that NYSERDA should be
expressly authorized to petition to increase the cap for the
system-wide initiative.

NRDC and Pace®s January 18 Comments, p. 5. NRDC and Pace"s
panel had also suggested during the hearings that further
demand response programs are not needed given the amounts

206

implicit in SBC Il and SBC Il1l. Con Edison faults NRDC and
Pace for not specifying the total amount of demand response
programs included in SBC Il and I111I.
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Con Edison responds that NRDC and Pace have not
offered a sufficient basis for a change. It notes, moreover,
that the central goal of Section J is to reduce peak demand and
that demand response programs will be useful in achieving that
goal-m7

DPS Staff responds that NRDC and Pace-s
recommendation should be rejected as one of the latters”
witnesses has supported the use of demand response iInitiatives
in other states, demand reductions will necessarily result in
energy price reductions and other benefits desired by NRDC and
Pace, and the per kWh cap set forth in Section J will likely
result In more permanent energy efficiency measures In any
event.?%8

The City, finally, emphasizes that i1t and others
might not have agreed to Section J if the load management
provisions had not been included. 1t criticizes NRDC and Pace
for "cherry picking. %%

(i1) The Incentive Mechanism

IT adopted, the proposed DM incentive mechanism
would afford Con Edison an opportunity to earn $22,500 per MW of
DM achieved up to a three-year maximum of $15.188 million.?!°
Any MW reduction achieved as a result of the recommended 300 MW
initiatives, SBC 111, and other specified programs would be
counted, up to 675 MW.

NRDC and Pace propose that the proposed maximum
incentive dollar amount be adopted. However, they also request
that DPS Staff and NYSERDA, in consultation with other
collaborative participants, be directed to develop a different
incentive mechanism and report back to us within 90 days of this
order™s i1ssuance.

207 Con Edison"s January 18 Comments, pp. 12-13.

208 pps Staff"s January 18 Comments, pp. 7-8.
209 NY City"s January 18 Comments, p. 21.

Like all positive incentives proposed in the JP, the DM
incentive would be ignored for equity earnings sharing
purposes.

210
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The two DM incentive mechanism changes favored by
NRDC and Pace would: (1) provide relatively greater rewards for
MW reductions accompanied by long-term energy reductions (MWh)
and environmental benefits; and (2) add a "penalty” or downward
revenue adjustment for Con Edison that would equal 75 percent of
the $15.188 million if 300 MW of targeted and system-wide DM is
not achieved in the three rate years.?!!

DPS Staff responds that there i1s nothing to consider
because NRDC and Pace had, but declined to take advantage of, a
full and fair opportunity to put forward a more detailed
incentive proposal. These parties, the DPS Staff argument goes,
should not be given a second opportunity to do so in the
collaborative. DPS Staff also advises that a "penalty' per se
would not be legal under PSL 825. Even if considered as a
legally acceptable revenue adjustment, DPS Staff argues, such a
mechanism should not be adopted as: (1) i1t is not in general
use elsewhere; (2) NRDC and Pace"s own witness, Mr. Plunkett,
would not agree to operate subject to such a mechanism; and
(3) one possible result might be that the Company would lose
revenues unfairly in the event third party contractors fail to
meet their legal commitments.?!?

The City asserts a sufficient basis for the proposed
changes has not been demonstrated and that the proposed
incentive mechanism already reasonably balances the need to
minimize total costs with the need to spur Con Edison.?3

The Company also opposes both aspects of NRDC and
Pace"s iIncentive proposals. With respect to the proposal that
MWh reductions be an element of the incentive calculus, the
Company notes that the principal goal of Section J is to reduce
peak demand. It suggests this iIs a worthy goal, asserting it is
well settled that system peak reductions are the most beneficial
in terms of both pollution and price reductions.?* The Company

211 NRDC and Pace"s January 18 Comments, pp. 11-12.

212 pps Staff"s January 18 Comments, pp. 8-9.
213 NY City"s January 18 Comments, p. 21.
No authority is provided for this claim.
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also maintains 1t makes no sense to penalize i1t it 300 MW of DM
iIs not achieved, claiming that the JP expressly provides that
NYSERDA 1s responsible for picking up any MW reductions Con
Edison cannot achieve in the targeted program.?®

(ifi) Revenue Decoupling Mechanism

Section J of the JP proposes that in the event Con
Edison loses delivery service revenues as a result of the 300 MW
of proposed DM, it would be allowed to recover the lost revenues
through the MAC over a reasonable period. The Company estimates
such revenues would amount to $40 million per year. However,
the method that would actually be used to calculate lost revenue
is not specified in the JP and would be determined by Con Edison
alone during the pendency of the proposed DM collaborative.
NRDC and Pace object to these aspects of the JP and the
objection is opposed by Con Edison, DPS Staff, and the City.

The initial NRDC and PACE arguments are as follows:

e The Company has a powerful economic incentive to
increase sales in order to iIncrease revenues and,
as fTixed costs are fully recovered, to iIncrease
profits dramatically.

e The effect of DM, however, i1Is to decrease sales.

e There are many reasons why customers may employ DM
beyond the proposed 300 MW, including stricter
efficiency standards for appliances and buildings,
and as a result of tax incentives for more
efficient machinery.

e AIl of these sources of DM, to the extent they are
incremental, are not reflected iIn the sales
forecast underlying the delivery service revenue
requirement.?®

None of these contentions are disputed.

215 Con Edison"s January 18 Comments, pp. 12-13.
216 NRDC and Pace®"s January 18 Comments, pp. 1 and 6-9.
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NRDC and Pace turn next to the question of whether the
proposed recovery of lost revenue for 300 MW of DM and the
proposed approximately $15.2 million incentive over three rate
years adequately overrides the Company®"s economic incentive to
increase sales. The simple answer to this question is no, they
contend, in part because a sales growth increase of only
.14 percent above that reflected in the delivery service revenue
requirement calculations would yield more profit than the
proposed $15.188 million incentive.?’ Another reason why the
answer to the above-stated question iIs no, according to NRDC and
PACE, is that i1t would not be reasonable to adopt a provision
that would allow Con Edison alone to determine the formula for
calculating lost delivery service revenue.

Given the importance of JP Section J°s objectives, the
inconsistency between Con Edison®s profit motive and those
objectives, and the assertedly inadequate remedies set forth in
JP Section J, NRDC and PACE recommend that we reject the JP"s DM
incentive and revenue loss provisions and require DPS Staff and
NYSERDA to: (1) take the lead in the DM collaborative to
develop a Revenue Decoupling Mechanism (RDM); and (2) report
back with the results within 90 days of this order. Among other
things, this proposal i1s intended to ensure that Con Edison
would be made whole for all delivery service revenues lost from
DM, whether or not the DM is the result of the DM iInitiatives In
this case.?'®

The NRDC and Pace RDM proposal i1s opposed by Con
Edison, DPS Staff, and the City. At the outset, they criticize
NRDC"s failure to develop a specific RDM proposal. Such a
proposal should have been forthcoming, these parties suggest,
because:

217 The assumption that all sales growth converts evenly into
profit 1Is not reasonable. It was clear at the hearing that
NRDC and Pace would make this argument. However, others do
not address 1it.

218 NRDC and Pace"s January 18 Comments, pp. 10-14.
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e The Company operated with an RDM in effect from
April 1992 through November 1997, and that RDM was
discontinued thereafter for cause.

e A proposal to institute an RDM and to establish a
collaborative for such purpose was rejected at the
time the existing Con Edison electric rate plan was
established, given the SBC program and the
unintended negative consequences associated with
RDMs used in the past in New York.

e The need for an RDM is even more diminished since
then given the 300 MW of DM proposed in JP
Section J.

e DPS Staff is on record in a July 9, 2004 report in
another on-going proceeding, Case 03-E-0640, as
opposing the use of RDMs generically.

e There was more than enough time iIn the case to
develop and submit a detailed proposal.

e Development of an RDM in the DM collaborative would
unnecessarily hamper other important work.

Second, these three parties contend the proposed
incentive and lost revenue provisions are reasonable and need
not be changed. The Company, for example, denies there is any
reason to suspect 1t will not meet 1ts commitments 1f the JP is
adopted and suggests past positions it may have taken with
respect to the SBC or appliance efficiency standards are not a
good reason to think otherwise.?® Its claim in this regard
should be accepted, according to the Company, in part because
utility actions or inactions, in a report relied on by NRDC and
Pace to support parts of JP Section J, are not among those items
described as an impediment to DM. The City adds, moreover, that
even 1T a utility takes a position iIn opposition to more DM or

219 con Edison also argues that NRDC and Pace are incorrect to
suggest the Company has somehow stymied greater use of energy
efficiency.
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higher efficiency standards, It does not mean such a position
will necessarily be sustained.

DPS Staff describes NRDC"s and Pace®s concerns as
speculative and unwarranted to the extent: (1) much DM is
ongoing without an RDM; and (2) the Company®"s failure to meet
the requirements of our order on DM could result in penalties of
up to $100,000 per day. The gist of these and related arguments
is that the JP"s proposals for a significant increase in DM, for
an incentive, and for the Company®s recovery of lost delivery
service revenues are reasonable overall, and that the balance
reflected among the JP"s terms should not be disturbed because
of NRDC"s and Pace"s RDM proposal.

Con Edison and DPS Staff argue that even 1t one agrees
that an RDM makes some theoretical sense, i1t cannot be assumed
that such a mechanism will be effective. They both emphasize
the lack of evidence about how effective an RDM mechanism might
be. It was suggested during the hearings that an effective RDM
is In effect for Pacific Gas and Electric. However, DPS Staff
suggests this is not nearly enough information to establish that
the RDM iIn question is effective In fact.

The fourth general argument offered in opposition to
an RDM is that i1t would be very hard, if not impossible, to
develop an RDM that would address all the problems experienced
in New York in the past (large deferrals, rate instability, and
rate uncertainty) without creating any new ones. The suggestion
here 1s that it would be exceedingly complex and
administratively burdensome to develop an RDM that isolates the
effects of weather, economic growth, and other non-DM factors
and provides only for the recovery of revenues lost because of
DM. The City questions whether an RDM would have the
undesirable effect of shifting, from the Company to its
ratepayers, the risks of weather changes and economic downturns.

Other miscellaneous consequences of an RDM, according
to DPS Staff, are that increased sales could not be counted on
to fund needed iInfrastructure investment and that changes in
price signals from an RDM could hinder rather than further cost-
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effective DM. The City, finally, expresses concern that an RDM
could thwart economic development.??°

In their post-hearing pleading, NRDC and Pace counter
some of the foregoing criticisms. They claim the need for an
RDM is clearly established by the Company®s past pattern of
behavior. The Company"s opposition to an extension of the SBC,
its failure to advocate for energy efficiency appliance
standards, the recent contracts for only 47 MW of DM resulting
from a June 2003 RFP for 125 MW, and a RFP for DG that yielded
no new projects, according to NRDC and Pace, are all
manifestations of the Company®s overriding profit motive. They
also point out that Con Edison has been subject to a requirement
that i1t evaluate and implement cost-effective DM as an
alternative to major T&D projects since at least 1997 and
emphasize that the Company®s witnesses iIn this case were unable
to 1dentify a single instance in which a major T&D project of
$10 million or more was deferred because of DM.

As to an RDM"s potential to increase bill volatility,
NRDC and Pace point out that the mechanism would, because of the
divestiture of generation, apply only to the 50 percent of total
revenues collected for delivery service, cutting in half any
volatility that might have resulted from RDMs in the past. They
suggest as well that volatility could be addressed in the RDM
design and that any remaining volatility would pale 1in
comparison with that associated with the more than $3.35 billion
of capacity, energy, and other costs recovered through the MSC
and MAC i1n 2003.

Likewise, NRDC and Pace disagree with the suggestion
that i1t would be too complex to develop a reasonable RDM. They
assert that the same level of complexity would be involved in
the development of a lost revenue mechanism for the 300 MW of DM
proposed in the JP.

220 The arguments in opposition to an RDM are generally set forth
in Exh. 2, pp. 25-27; Con Edison®s January 18 Comments,
pp- 7-12; Exh. 15, p. 40; DPS Staff"s January 18 Comments,
pp. 2-5; and the City"s January 18 Comments, pp. 20-23.
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Finally, NRDC and Pace assert that it is possible to
develop a reasonable RDM, noting a DPS Staff witness agreed an
RDM could be designed that leaves the risk of weather
fluctuations with the Company, and claim an RDM can be designed
to accommodate iIncreases in sales associated with economic
growth. These parties acknowledge that it may not be possible
to develop a perfect RDM. However, they suggest little iIn
regulation i1s perfect and that the effort is warranted given the
important goal of properly aligning the Company®s economic
interests with the public®s interest in reliability, cost
minimization, and environmental protection.??

4. Discussion

In the subsections that follow, we explain our
decision and reasoning, and consider issues concerning the
process in this case, the proposed cost recovery method and
exemptions, other proposals to change the incentive mechanism,
the RDM proposal, and other matters.

a. Terms Adopted and Reasoning

We are adopting nearly all of the terms of Joint
Proposal Section J. The general goal of fostering the use of DM
resources to offset projected peak load growth is very important
given the numerous public benefits DM alone can provide iIn
comparison with typical alternatives. Those benefits include
reduced energy consumption, reduced air pollution, avoidance of
the environmental impacts associated with construction of
electric generation, transmission, and distribution facilities,
increased supply diversity, and increased economic growth. The
specific terms fostering development of DG (JP Subsection J-4)
are also reasonable and are unopposed by any party.

While nearly all the terms of JP Section J are
adopted, several additional terms are being adopted, either in
addition to or in lieu of those proposed.

221 See, generally, NRDC and Pace"s January 18 Comments, pp. 13-
20.
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The differences between the terms we adopt and those
proposed in the JP are as follows:

(1) The roles described for the DM collaborative
process??? are adopted subject to the proviso that DPS Staff will
file with the Secretary, and serve on interested collaborative
participants, brief periodic reports on progress achieved and
any impediments it perceives. This reporting requirement will
continue through the three rate years. To the extent any such
reports indicate that Con Edison is not complying reasonably
with the terms of this order, the Action Plan, or any
instructions or guidance we give following our review of the
Action Plan (see below), the Company will be allowed a
reasonable opportunity to file and serve responsive comments.
This additional term has no effect on other reporting
requirements in JP Section J, which are adopted.

(ii) The proposal®? that NYSERDA will file the
Action Plan with us i1s adopted except insofar as the JP suggests
that filing would only be "for information purposes.”
Consistent with our overall authority and responsibilities under
the Public Service Law, we reserve the right to review the
Action Plan, and if warranted, to issue an order or provide
other guidance thereafter. This additional term Is necessary
because the terms of the Action Plan will not have the same
force and effect as our orders. Our review of the Action Plan
will be expedited to ensure it does not lead to undue delays in
the issuance of RFPs or other offers.

(iii) The JP?** proposes that the Company be
required to evaluate and implement cost-effective measures as
alternatives to major T&D projects. However, the term "cost-
effective” is not defined. Moreover, neither JP Section J(3)%%
concerning the targeted load reduction initiative, nor JP

2

222 pevelopment of the Action Plan, Exh. 1, p. 63, bottom; and
coordination with the Company for the targeted initiative,
Exh. 1, p. 65, bottom.

223 1d., p- 64, line 4.
224 Id—., p_ 70.
225 1d., pp. 65-67-
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Section J(5)??° concerning the system-wide initiative, requires
that the DM programs to be selected be "cost effective" or
defines that term. Finally, in this regard, the JP proposes®?’
that NYSERDA should be required to adopt an evaluation process
for the system-wide initiative, but the particulars of that
evaluation process are not specified.

Each of these terms is adopted subject to the
express proviso that Con Edison and NYSERDA will each be allowed
to pursue their respective shares of the 300 MW goal only with
programs that are cost effective on a total resource cost
basis.?*® In furtherance of this requirement, Con Edison and
NYSERDA will each be required to file separate plans,
identifying the programs each expects will be proposed and
explaining how each intends to evaluate such programs on a total
resource cost basis. These separate plans should be developed
by Con Edison and NYSERDA in consultation with the other members
of the collaborative. Each of the filings must be made prior to
issuance of the relevant RFP or other offers. The filed plans
will each be evaluated expeditiously.

We agree that DM can provide important economic,
environmental, reliability, and other benefits. However, DM
programs adopted pursuant to this order must be cost effective
on a total resource cost basis and Con Edison®"s and NYSERDA"s
respective shares of total DM program costs must fall below the
capped amounts to ameliorate rate impacts.??

NRDC and Pace submitted information which tended
to suggest 300 MW of DM could be achieved on a cost-effective
basis in New York City. These same parties, DPS Staff, and the
City, also submitted information that tended to suggest that so

226 1d., pp- 69-70.
227 1d., p. 69, middle.

228 gee generally, Case 29409, Plans for Meeting Future
Electricity Needs, Opinion No. 88-20 (issued July 26, 1988),
pp- 30-40, for a discussion of the broad context within which
costs and benefits would have to be evaluated.

As Con Edison®s argument suggests, it likewise retains its
on-going responsibility to consider alternatives in the
short- and long-run.

229
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long as the Con Edison and NYSERDA shares of DM program costs
stayed below the proposed capped amount, the investments iIn the
associated DM programs would be reasonable. However, neither of
these lines of argument establishes that the programs that will
actually be employed would be cost effective on a total-resource
cost basis.

(iv) The last sentence of JP Section J(7)%°
proposes that the Company provide DPS Staff and members of the
Collaborative the procedures that will be used to calculate lost
revenues. This term is rejected. We will determine the
procedures that will be used to calculate lost revenue iIn the
context of a notice and comment process to be initiated upon the
Tfiling of a Company tariff. As the DM payments are justifiable
as a means of obtaining capacity and energy and, in the case of
the targeted DM program, T&D deferrals as well, we anticipate
recovery in the kW and kWh charges in the MAC.

(v) The Joint Proposal assumes the SBC program
will be continued and that the new program would yield 300 MW of
DM 1n Con Edison®s territory in the three rate years (e.g., JP,
p. 62, middle and p. 69 middle). The decision of whether or not
the SBC program will extend beyond June 2006 will be made iIn
another case, based on the record there. The DM terms we adopt
today imply nothing with respect to what actions will be taken
in that other case.

b. The Process in This Case

We conclude that the procedures employed in this case
were reasonable given the DM terms adopted. Indeed, some of the
new terms adopted are a direct result of that process.

For example, this order specifies that the Company
will be allowed to recover from ratepayers in the future both
its and NYSERDA"s shares of total costs only for those DM
programs that are determined to be cost effective on a total-
resource basis and only to the extent their share of total DM
costs falls within the relevant cap. Moreover, contrary to the

230 Exh. 1, p. 71, middle.
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suggestion of several parties, we are not setting MAC rates or
revenues at this time.

The NYECC comparison of the maximum possible impacts
on MSC and MAC revenue, on the one hand, and the delivery
service revenue increases, on the other, iIs inapposite. The
objectives of the DM initiatives ordered here are to help ensure
that peak demand needs are met, and that MSC and MAC revenue
levels in total in the long run will be lower than their sum
otherwise would be 1f cost-effective DM were not employed.

As to the numerous specific procedural complaints
raised with respect to JP Section J, we conclude as follows:

(1) While many parties pre-filed testimony proposing
that we take action to increase future use of DM in the
Company*™s service territory, no witness proposed that we take
such action in this order until NRDC and Pace filed testimony on
December 15, 2004.

(i1) However, there is no requirement, or good
reason, why testimony must be pre-filed on a topic before it can
be subject to negotiations. Indeed entire cases can be
negotiated without a tariff Ffiling ever having been made.?3!

(i11) No party sought relief from Judge Lynch at the
time the negotiation process is said to have become unfair. IT
anything was to be done to address perceived or actual
unfairness, such concerns should have been timely addressed to
the Judge.?*?

(iv) As to the reasonableness of the post-hearing
process and schedule, it was adopted by the Judge only after
consulting with the parties, including NYECC, and there was no
objection at the time. Moreover, not a single active party in
this case ever asked Judge Lynch to modify the post-hearing
schedule. The complaints along these lines are untimely.

231 16 NYCRR §3.9(c).

232 The contention that SAPA was violated is rejected. 1In a
rulemaking proceeding such as this, SAPA requires notice, an
opportunity to comment, and hearings. These minimal
requirements were more than met in this case.
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c. Recovery Method and Exemptions

The arguments about recovery of Con Edison®s and
NYSERDA"s shares of DM costs iIn the MAC, an asserted
inconsistency between the allocation of delivery service and MAC
recoveries, and the appropriateness of exemptions are all
connected. Nothing iIn these arguments leads us to conclude that
DM terms should be adopted different from those summarized in
subsection a, above.

We conclude that recovery through the MAC 1is
reasonable. As several of the proponents observe, the extent of
the costs and the timing of thelr recovery remain uncertain,
other DM costs have been recovered in the MAC in the past, and
cost incurrence and recovery would be matched in time.

Moreover, no party argues or gives reasons why such costs would
more appropriately be recovered in another Con Edison rate.

Turning to the alleged inconsistency between the
allocation of delivery service revenue requirement as proposed
in JP Section L and the recovery of DM costs through the MAC, we
are aware of no reason why the two have to be consistent. No
party, including NYECC, has argued or given reasons why DM costs
are appropriately recovered through a rate other than the MAC.
Accordingly, it i1s appropriate that DM costs be recovered in the
same manner as other costs subject to the MAC.

Of the two basic arguments offered in support of
exemptions, one is based on the suggestion that all large time-
of-day customers have iInvested substantially in DM already, will
not be able to share in any of the direct economic benefits of
the DM initiatives, and thus, should be exempted. The
information provided in support of such a broad exemption is
anecdotal at best. Indeed the best iInformation provided iIn this
regard is the example of Columbia University. However, this
information alone hardly establishes what the large time-of-use
classes have done as a whole. No explanation has been provided
either about the extent to which any prior efforts were
supported in whole or in part by Con Edison or NYSERDA DM
programs.
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The second argument in support of an exemption is to
the effect that i1if NYPA iIs to be "exempted" from paying for DM
costs through the MAC, it would be discriminatory and illegal to
deny large time-of-use customers a similar "exemption.” This is
not an instance where two similarly situated parties are being
treated differently. Con Edison®s customers represented by
NYECC pay MAC rates, and as a general matter, NYPA delivery
customers do not. As noted above, there has not been an
argument by any party that DM costs would more appropriately be
recovered In some rate other than the MAC. The claim of illegal
and undue discrimination by NYECC, accordingly, is rejected.

d. Permanent Measures Only and Other DM
Incentive Proposals

We are not adopting proposals to require that only
permanent DM measures be allowed and that the iIncentive be
modified to reward MW and MWh reductions. A downward revenue
adjustment, if 300 MW of DM i1s not achieved, will not be adopted
either.

IT permanent DM measures are the most cost effective
on a total-resource cost basis, i1t would be reasonable that
these be the focus of the DM initiative. It is not yet known,
however, if this will be the case. Accordingly, i1t would be
unreasonable to require that such measures be employed
exclusively or to establish an incentive mechanism that assumes
they will be.

In light of the numerous regulatory provisions in
place to help ensure cost-effective DM will be procured in the
coming three rate years, a downward revenue adjustment 1is
unnecessary. As discussed elsewhere, moreover, it is not
appropriate to tie a downward revenue adjustment strictly to
whether or not targeted DM levels are achieved given that
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whether such measures will be cost-effective on a total-resource
basis is not yet known.%*3

e. Revenue Decoupling Mechanism

Department of Public Service Staff and NYSERDA will
not be ordered to lead the development of an RDM at the
beginning of the proposed DM collaborative. We agree with NRDC
and Pace that there is a conflict between the DM goal of
reducing sales and the Company"s economic incentive to Increase
sales. We also agree that the Company®s sales in the three rate
years, all other things being equal, might be lower than
projected by a specific amount solely because of DM beyond the
levels assumed for purposes of calculating the delivery service
revenue requirements or that might result from DM initiatives
that would be captured in the lost revenue mechanism for this
case. We disagree, however, that the sole reasonable regulatory
approach for eliminating this conflict iIs to adopt an RDM.

The regulatory mechanisms that will be employed in
this case include: (1) the proposed maximum $15.188 million
incentive; (2) Tull recovery of lost delivery service revenue to
be determined in a manner we shall prescribe; (3) the Company®s
Tfull recovery of the reasonable costs of the program; (4) our
on-going monitoring of the DM collaborative process; (5) our
ability to seek a penalty i1if the Company fails to comply with
our order; (6) Con Edison"s ability to seek delivery service
relief during the rate plan 1If 1ts economic viability or ability
to maintain safe, reliable and adequate service is
jeopardized;?** and (7) that the Company"s delivery revenues can
be considered again iIn three years, at which time sales

233 NRDC and Pace also do not object generally to the proposed
caps on the Company®"s and NYSERDA"s shares of the targeted
and system-wide initiatives. As those caps are based
primarily on NYSERDA"s historic costs for programs that are
not limited to permanent measures, NRDC"s and Pace"s
arguments are iInconsistent when they support the caps and
oppose the incentive proposed In the JP.

234 Exh.1, pp. 87-88.
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forecasts can be updated. This broad array of measures is
reasonable under the circumstances.

In reaching this conclusion, we find that NRDC"s and
Pace"s arguments about the Company®s past activities are poorly
supported. The suggestions that the Company acted unreasonably
for failing to implement DM as an alternative to major T&D
projects, for example, Is not accompanied by any evidence to the
effect that there were, iIn fact, such alternatives and that the
Company unreasonably ignored them. No specific information is
provided by NRDC and Pace either to establish that the levels of
DM 1n response to recent Con Edison solicitations are evidence
of a concerted Company effort to rely on higher cost
alternatives that would not reduce sales.

It is also clear that it would be quite daunting to
develop an RDM that meets i1ts objectives without having
unintended and undesirable side effects. DPS Staff has
considerable expertise In this regard and its overall opinion to
this effect 1s entitled to significant weight.

While the regulatory mechanisms adopted are reasonable
in the context of this record, and while we will not require
that an RDM be developed and implemented in this case, we remain
interested in ensuring that all reasonable efforts are made so
that the incentive for utilities to increase sales does not
interfere with the development of cost-effective DM in their
service territories. We expect to provide further guidance on
this iIssue iIn a separate proceeding In the coming months.

. Miscellaneous

There are several miscellaneous DM-related arguments
not discussed above. The fTirst of these concerns NYECC"s
apparent objection to the proposal to limit DM collaborative
participants to 15 and to provide for participation by many who
would not contribute toward the costs of the DM initiatives. We
expect the collaborative will be conducted fairly and that if
all the different interests cannot be represented by the
15 initial members, that the number of participants will be
increased. Given the DM term we are adopting, requiring that
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all selected DM measures must be cost effective on a total-
resource basis and that Con Edison®"s and NYSERDA"s share of
these costs fall within the cap, we see no need to require that
a certain number of the participants must represent retail
customers.

Another miscellaneous i1ssue concerns NYECC®"s post-
hearing contention that neither the targeted nor the system-wide
initiative should go forward until SBC-funded DM initiatives are
contracted for and fully implemented. A related question is why
300 MW of DM is needed to meet 535 MW of peak load growth given
other expected supply and demand-side resources, including those
funded by the SBC. Both of these arguments rest on the notions
that the projected 535 MW iIncrease in demand is accurate and
static and that 675 MW of DM iIs not needed to meet such growth.
There i1s no requirement that supply and demand match perfectly
and reliability is enhanced to the extent the former exceeds the
latter. It is also much too early to tell if the entire 675 MW
of DM can come to fruition in the three rate years.

Another miscellaneous issue concerns NRDC"s and Pace®s
suggestion that NYSERDA should be expressly authorized to
increase the system-wide cap to reflect avoided T&D carrying
charges and to petition to increase the system-wide cost cap.
NYSERDA"s system-wide initiative is not intended primarily to
avoid T&D investment, and thus, It Is unnecessary and
inappropriate to provide for an adjustment to the system-wide
cost cap for associated avoided carrying charges. The JP also
reasonably fails to provide expressly for NYSERDA to petition
for an increase in the system-wide cap, as the costs of the
system-wide initiative will be incurred only after all SBC funds
are encumbered. This Is a reasonable capped amount given the
interest In ameliorating overall rate impacts.

The final miscellaneous i1ssue concerns NYECC"s claim
that the NYISO"s projected peak demand growth and the sales
Torecast reflected i1in the delivery service revenue requirement
may not be consistent. The Joint Supporters, meanwhile,
contends the NYISO projection of need is consistent with the
sales forecasts in this case. Given the requirement that all DM
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programs adopted pursuant to this order be cost effective on a
total-resource basis, and that Con Edison®s and NYSERDA"s share
of such costs fall within the cap, we see no need to evaluate
these competing contentions.

K. System Reliability Assurance

Witnesses for several active parties submitted
testimony urging that Con Edison be required to do more to
ensure there will be sufficient supply and demand-side resources
to meet future needs.?®

Based on such testimony, Section K of the JP calls on
the Company to prepare a study, primarily in the second half of
2005, of the supply- and demand-side resource options that could
be used to meet system demand over the next ten years. This JP
section specifies issues to be examined, proposes a process for
refining the scope of the study, and discusses cost recovery
(the costs of any consultants used to prepare the study would be
deferred for future recovery).

Section K also describes other on-going and related
planning efforts and includes provisions to minimize or avoid
duplication of effort. Finally, as future needs on iIts system
are identified that might be met through competitive generation,
transmission, or demand management, Con Edison will undertake to
recommend proposed "back stop™ solutions that could be
implemented in the absence of market actions to meet the
identified needs. A process to be followed iIn such instances is
described In the JP.

This section of the JP is expressly supported in the
December 15 comments of Con Edison, DPS Staff, the City, IPPNY,
and Joint Supporters. The Company"s comments primarily recount
the terms of this section.?*® DPS Staff emphasizes that this
section 1s responsive to testimony submitted by the City, NYECC,
IPPNY, and NRDC. DPS Staff also states that New York electric

235 See, for example, Exh. 21, Part 1(c), pp. 6-21 (witness
Chernick) and Exh. 11, Part 1, pp. 13-14 (witness Pechman).

236 Exh. 2, pp. 21-22.
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utilities have an on-going obligation to plan for future needs
and to ensure their electric systems can accommodate local
growth and localized energy demands. The study should help Con
Edison meet this obligation, according to DPS Staff.%’

New York City projects that 6,800 MW of new supply is
needed by 2013 and states that only 1,975 MW of that is under
construction or planned. 1t also observes that the market has
failed to yield the new generation and transmission resources
needed to maintain safe and reliable service and that it does
not believe the Company®s service territory can afford any
diminution in service quality. Accordingly, the City supports
this JP section as i1t will produce a study of resources that
could be used to meet needs through 2015 and establish a
rational process for reviewing proposals Con Edison could
implement on a back-stop basis.?®

IPPNY supports JP Section K and emphasizes that a
solicitation process open to multiple bidders is superior to
other approaches to satisfying reliability needs.?® Joint
Supporters, finally, emphasizes that this JP section calls for a
full vetting of local generation, energy efficiency, and load
management resources that might be needed to meet needs
identified in the coming ten years.?%

L. Revenue Allocation

An issue that was one of the most controversial
earlier In the case concerns the allocation of the Company®s
delivery service revenue requirement among: (1) its full
service and retail access customers (and within their service
classifications); (2) NYPA; and (3) Economic Development
Delivery Service customers. The Company submitted testimony and
evidence in support of its proposed allocation.?*! The Company”s

237 Exh. 15, pp. 44-45.

238 The City"s December 15 Comments, pp. 13-14.
IPPNY"s December 15 Comments, p. 1.

240 Exh. 34, p. 15.

241 Exh. 4, Part 3, Tab 28, pp. 5-36; Part 5, Tabs 61-63, and
Parts 6 and 7.

239
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proposal, among other things, suggested NYPA"s allocation should
increase significantly relative to others”.

The Company®s studies and proposals were opposed by
many other parties, including NYPA,?*? the City, MTA, and Port
Authority, jointly,?*® Westchester,?** and CPA.?*®* DPS Staff also
offered revenue allocation recommendations.?%

Extensive rebuttal on the topic was also pre-filed by
the Company,?*’ DPS Staff,?*® NYPA,?*9the City, MTA, and Port
Authority, jointly,?° and Westchester.?"!

Section L of the JP sets forth a proposed two-page
resolution of all of the issues raised in the testimony and
exhibits of interested parties, recommending a specific revenue
allocation in this case and a future collaborative to discuss
and analyze how to best prepare studies supporting revenue
allocation proposals, for use beyond the proposed three-year
rate plan. This JP section describes the steps leading to the
recommended revenue allocation. The results of that process for

242 Exh. 38, Part 1, pp. 7-26.

243 Exh. 21, Part 1(d), pp-. 54-69.

244 Exh. 40, Part 1, pp. 7-16.

245 Exh. 13, Part 2, pp. 10-11.

246 Exh. 16, Part 1(j), pp. 3-15.

247 Exh. 4, Part 8(n), pp. 8-28.

248 Exh. 16, Part 2(c), pp. 2 and following.
249 Exh. 38, Part 2, pp. 4-14.

20 Exh. 21, Part 2(c), pp. 2-19.

21 Exh. 40, Part 2, pp. 2-6 and 8.

- 97 -



CASE 04-E-0572

the first and third rate year delivery iIncreases are set forth
in JP Appendix M, pp. 2 and 3.2°3

Seven active parties expressly recommend adoption of
the terms of this JP section. Among other things, these
parties: (1) explain that the overall effect of the proposed
revenue allocation is that NYPA®"s annual delivery service
revenue requirement would increase by $18 million or 1.825 times
the overall delivery service revenue increase for rate year one
and by $29 million or 1.4 times the overall increase for rate
year three, or by 19 percent or 1.66 times the overall revenue
increase on a cumulative basis. This compares with Con Edison®s
original proposal, according to DPS Staff, to increase NYPA"s
revenue requirement by two times the overall revenue increase.

NYPA, the Port Authority, the City, and MTA all
emphasize that their witnesses favored a smaller allocation for
NYPA, but they each suggest the recommended outcome is
reasonable overall for purposes of this case while not
precedential or providing any indication that the Company®s
revenue allocation methods are reasonable.

The proposed use of credits in the allocation of
revenue requirement is also reasonable, according to NYPA and
DPS Staff. The former explains that it would receive 14.22
percent of forecast TCC auction proceeds (the $60 million per
year of proceeds that are subject to reconciliation) and 14.22
percent of one-half of historic TCC auction proceeds. The
latter asserts that the proposed use of credits ameliorates the
overall revenue increases to NYPA, producing the results
described above, and i1s reasonable overall.

22 A detailed explanation of these pages is presented in Exh. 9,
Response 263. OFf all of Con Edison®s full service and retail
access customer classes, the one revenue iIncrease that is
much larger than any other i1s the 29.6 percent proposed for
rate year one for SC 6, Public and Private Streetlighting.
The record shows this iIncrease i1s warranted to align costs
and revenues for this class. We previously mandated the
transfer of bus-stop shelters to SC 6, increasing the class
size from 300 to 3,000 and decreasing bus-stop shelters”
bills, at the time, by approximately 40 percent. The overall
bill impact of the current change iIs reported to be
approximately 12 percent. See, Exh. 9, Response 266.
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Finally, NYPA observes that the recommended outcome
falls within the range of reasonable outcomes if the case were
decided based on a litigated record. The City suggests the
proposal would resolve a nettlesome issue iIn a fair and balanced
way. MTA argues the proposal here is more equitable than what
Con Edison had initially proposed.?*

M. Rate Design

Section M of the JP has eight rate design provisions.
The first proposes that rates set in this case be designated for
delivery service generally. The company plans to file a
transmission rate case with the Federal Energy Regulatory
Commission (FERC). Whatever transmission revenue requirement
FERC establishes would be considered subsumed within the
delivery rates we set. Thus, no adjustment of our delivery
rates would be warranted after FERC acts.

The second and third provisions explain how changes 1In
revenue requirement for delivery service to NYPA and EDDS
customers will be accomplished. One specific change that had
been controversial is the proposed increase in New York
streetlight facilities charge from $5.22 per month now, to $5.54
for rate year one, and $5.86 in rate year three.

The fourth provision sets forth the specific steps
that would be followed to set rates at levels necessary to
recover the allocated revenue requirement from each of the
Company®s full service and retail access customer classes.
Noteworthy changes here are the proposed elimination of the
water heating rate block for residential classes (because the
rates in that block are currently higher than for the first
360 kWh) and the proposed increase of residential customer and
energy charges by the overall class percentage increase. As

253 Arguments in support of JP Section L are set forth in
(1) Exh. 2, pp- 22; (2) Exh. 15, pp. 37-39; (3) NYPA"s
December 15 Comments, p. 4; (4) CPB"s December 15 Comments,
p- 4; (5) the Port Authority"s December 15 Comments, pp.- 3-4;
(6) the City"s December 15 Comments, pp- 10-12; and (7) the
MTA"s December 15 Comments, pp. 5-7.
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previously discussed, the residential customer charge would
increase iIn rate year one to $11.04 per month.

The Company has been encouraging its Direct Current
(DC) customers to convert. As more customers convert, the costs
to operate the DC system are spread among fewer and fewer
customers. The fTifth provision of JP Section M proposes
increases in the monthly customer charge for small DC service
customers from $10.00 to $20.00 and for large customers from
$385 to $1,256. The existing distribution charge would be
increased from $.11/kWh to $.39/kWh. These rates could be
changed annually pursuant to a filing with us, and revenues each
year would be subject to reconciliation.

The sixth rate design provision acknowledges recent
change in New York law under which military bases and non-public
schools can now be served by NYPA and proposes in part that any
resulting net revenue shortfall from this or similar changes in
the future be collected on a current basis through the MAC.?%

The seventh rate design provision lists miscellaneous
tariff changes that would and would not be implemented. The
ones that would not be adopted are those that were opposed iIn
the testimony of one or more other active parties.

The final rate design provisions concern continuation
of the existing Business Incentive Rate (BIR) Program. Among
other things, it iIs proposed that the BIR allocation of 440 MW
increase gradually to 452 MW with the new iIncrement reserved for
not-for-profit institutions using laboratory space for
biomedical research. For purposes of the proposed rate plan, it
would be assumed that BIR allocations would not result in any
revenue shortfalls for the Company.

Comments in support of the JP"s rate design section
are offered by several parties. The Company points out that the
proposed rate designs would generally maintain existing rate
structures by increasing rates by applicable class percentages.
The most noteworthy proposed tariff changes, according to the

24 See Exh. 1, Appendix D, Draft Leaf No. 162, proposed
Clause 22.
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Company, include: (1) imposition of contract demand surcharge
(of two times the normal demand charge) that would apply when a
customer connects to on-site generation equipment in violation
of the Company®"s tariff; (2) a requirement that customers in
existing one- to three-family houses relocate their meters
outdoors whenever they upgrade their service conduits; and
(3) establishment of various charges for extra services based on
the costs to provide them.?®

The DPS Staff explains that at least four of the
Company®s initially proposed tariff changes are not included in
the JP based on opposition presented by it and other parties.
It adds that the proposed BIR extension iIs contrary to the
Company*™s original position that this program expire and is
based on a balancing of BIR proposals offered by it, the City,
Westchester, and CPA. DPS Staff expects the BIR program will
assist municipalities iIn attracting and maintaining
businesses.?°°

NYPA notes its agreement with the proposal that the
parties continue to consider in a collaborative process the DPS
Staff rate design proposal that service to NYPA include a $5/kW
summer/winter differential.?*’ CPB supports the proposal that
the residential customer charge increase to $11.04 and "remain
at that level for the three rate years."?®

The City observes that the proposed gradual iIncrease
for the monthly streetlight facilities charge i1s based on
testimony by i1ts witness that the Company"s proposed increase to
$8.41 per facility was excessive and that a cost-justified
increase of only $5.86 per month was supported by the Company®s
study. The City also supports the BIR provision, pointing out
that 820 commercial and industrial customers iIn New York City

25 Exh. 2, pp. 22-24.
26 Exh. 15, pp. 47-49.
257 NYPA"s December 15 Comments, p. 9.

CPB"s December 15 Comments, p. 4. The quoted part of CPB"s
comment i1s incorrect. JP Section M (4)(c) states that the
customer charge would increase by the overall class iIncrease
in rate years one and three. See also, JP Section N(2)(d).
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hold various BIR allocations and account for approximately
20,000 jobs in New York City. It contends continuation of the
BIR program is vital and expresses satisfaction that the
continued program will not require a $50 per month customer
charge, contrary to the Company”s original proposal.?*

The Joint Supporters, finally, supports this section
of the JP, noting it does not include the Company®s original
proposal to levy standby service charges to technologies such as
hybrid chillers. Other specific rate design provisions it
supports are those calling for a cost-based increase iIn the
carrying charge for interconnections (JP Section M(7)(b)(1)) and
the proposed contract demand surcharge subject to the
limitations set forth in it (JP Section M(7)(b)(iii)).>*°

At the evidentiary hearings, PULP asked a series of
questions concerning the BIR proposal. Based on the questions
asked, the BIR proposal was identified as one that could be
discussed on the limited post-hearing briefs. As a result,
several additional arguments are offered in support of the
proposal .?®* However, PULP is silent in the BIR issue in its
post-hearing pleading, and, thus, there is no objection to the
BIR proposal.

N. Miscellaneous Provisions

There are nine miscellaneous provisions in JP
Section N. The first reflects Con Edison"s agreement to help
NYPA implement a new billing system.

The second specifies that the terms of the JP, if
adopted, would extend beyond the three rate years except as
expressly noted. DPS Staff says that reconciliation of major
expense categories would not continue, to help make sure the
Company*"s deferrals and prospective revenue requirements will be
looked at again in three years.?®> The second provision of JP

29 The City"s December 15 Comments, pp. 20-21.

20 Exh. 34, p. 16.

261 Ccon Edison®s January 18 Comments, pp. 18-20 and Westchester”s
January 18 Comments, pp. 1-4.

262 Exh. 15, p. 49.
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Section N also proposes that delivery service revenues will not
increase In the three rate years except where: (1) they are
revenue neutral; (2) the Company"s ability to provide safe and
adequate service 1s iIn jeopardy; or (3) we determine the
Company®s rates are unjust or unreasonable for the provision of
safe and adequate service.

Under the third provision, the Company would be
permitted to defer the effects of certain government actions on
its electric costs or expenses greater than $7.5 million®®® and
retain the right to petition for the deferral of extraordinary
expenditures not addressed by the JP.

The proponents ask that the terms of the JP be adopted
in their entirety and they state that they retain the right to
pursue their respective positions iIf the JP is not adopted
according to its terms. %% DPS Staff comments that this
provision is typical .%®®

Other standard miscellaneous provisions are to the
effect that: (1) the terms of the proposal and the arguments
offered iIn support of it are not precedential; (2) the JP"s
terms should be adopted because they are reasonable; (3)
adoption of the terms would iIn no way abrogate or limit our
authority; and (4) the proponents agree to cooperate with one
another iIn effectuating their proposal.

OTHER ISSUES

The i1ssues i1dentified and discussed to this point have
been organized by JP section. There are a few more issues that
go beyond individual sections of the JP, and they are discussed
here.

263 Exh. 9, Response 274 provides examples of how it would be
determined if the $7.5 million threshold had been met.

264 Given the pending March 31, 2005 suspension date, this can be
described as the right to seek judicial review by proponents
and opponents alike.

265 Exh. 15, p. 49.
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A. Rights of Non-Signatories

A subset of Exhibit 9 responses reflect a philosophy,
implicit in the JP, that: (1) those who signed the JP and are
interested are automatically entitled to be served with some
reports and other information to be generated in the future
while those who did not sign have the same right as any member
of the public to access such information in our files; and
(2) those who signed the JP and are interested are sometimes
entitled to be consulted on various matters in the future while
those who did not sign are not.

Examples of JP terms in this category are set

forth In Table 1.

TABLE 1

EXH. 9 —
ITEM JP RESPONSE
No. REFERENCE No. TOPIC

1 p- 8, 45 Prior to making any filing for an upward or advanced
bottom adjustment to the low-income discount in the third
year, the Company would only have to consult with DPS
Staff, New York City, and Westchester County, but not
PULP.

2 p. 11,93 59 Annual reports on the status of transmission and
distribution investment would be publicly available
but would be served only on signatories.

3 p- 12, T4 66 Annual reports on the status of generation plant
investment would be publicly available but would be
served only on signatories.

4 p-18, 8F(1) 88 Monthly status reports to be provided until April 1,
2005, concerning the Purchase of Receivables, will
only be served on DPS Staff and other signatory
parties. However, the company advises it will keep
all ESCOs informed.

5 p- 33, 19 125 Copies of retail access reports to be filed two times
per year would be publicly available but would be
served only on interested signatory parties.

6 p- 34, High-level summaries of ESCO and customer surveys
middle woulld be provided to interested signatory parties.

7 p- 50, top 169 With respect to the priority order for circuit
breakers that are at or over fault current
limitations, the Company would consult and meet only
with interested signatory parties.

8 p. 74, 883 255 The scope of the System Reliability Assurance Study
and 4 would be developed in consultation with DPS Staff, the
City, Westchester, and other signatory parties. The
same parties would be updated if the study is not
completed by December 31, 2005.
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It 1s understandable that some parties might want to
propose such terms in negotiations as a way of helping to
generate signatures In support of a joint proposal. However,
the philosophy reflected in these and any other similar sections
of the JP is unreasonable from a number of perspectives and we
decline to adopt such provisions.

Whether or not a party iIs a signatory to a joint
proposal is not a reasonable basis for determining whether or
not It should be served with copies of certain reports or the
extent to which it should be consulted on issues of iInterest to
it. Such a distinction is contrary to our long-standing policy
of affording all iInterested parties equal opportunities to
participate fully and effectively in our proceedings.?® Such a
distinction also undermines cooperation we would expect from all
parties in various future collaboratives that will ensue.
Accordingly, in all iInstances where 1t is proposed that
information will be filed and served on iInterested signhatory
parties, such information must also be served on any other
interested party who expressly requests such information
following our decision in this case. Moreover, In instances
where i1t 1s proposed that consultations be limited In part to
signatory parties, all iInterested active parties interested in
participating in such consultative process shall have exactly
the same right to participate upon request.

Our action here should not be taken as license for any
active party to disrupt or attempt to delay unreasonably any of
the numerous collaborative processes.

B. Minor Corrections and Clarifications

For a limited number of JP terms, information has been
provided that corrects minor errors in the JP or that clarifies
its terms. They are summarized in Table 2 and our conclusions
concerning the JP"s overall reasonableness rely in part on this
information.

266 16 NYCRR 84.3(c)(1).
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TABLE 2

ITEM

JP
REFERENCE

EXH. 9 —
RESPONSE No.

TOPIC

p' 91 §C

47 and
Tr. 236-37

50/50 earnings sharing would apply in the
event of an earned equity return of
exactly 13.0 percent.

p' 12’ §4

65

Production plant account numbers are 310
through 346.

p. 15, 89

72

The section of the JP concerning earnings
sharing is section C (nhot D).

Appendix H

75

The net salvage and annual depreciation
rates shown are all percentages.

p. 17, 83

78

The words '"revenue requirement'” on line 5
refer to electric revenue requirement.

p. 17, 84

80-82

The annual showings would describe the
Company*"s efforts resulting in property
tax refunds or credits, would typically be
filed in the first quarter of each year
for the prior calendar year, and would be
filed with the Office of Accounting and
Finance.

p- 28, fa

117

Any funds not expended in one rate year
will, to the extent possible, be spent in
subsequent years. DPS Staff contends
funds for competition outreach and
education should not be commingled with
those for promotion. The Company believes
commingling is reasonable.

p- 40, 85

143

The terms secondary network and secondary
contingency network are defined.

p. 40, 85

146

The reference to 70,000 customers at the
end of the second paragraph is to 70,000
or more customers.

10

p. 43, 8iv
(also, p-
46, 8iv)
(also p.
48,
g8iv)(also,
p- 50,
8iiil)

155
(also 164)

Demonstration of any extraordinary
circumstances would be made by the Company
in the context of the annual reports under
JP 8G(3) and the Commission would
determine if extraordinary circumstances
existed or not.
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TABLE 2 (cont"d)

11

p. 50, 8iv

172

As the over duty breaker performance
metric will be measured on a rate year
rather than a calendar year basis,
required reporting for it would be done
later than described for each rate year.

12

p- 56, 82
p- 57, 84

188

In each instance, the text defines the
term in the heading.

13

p- 53,
SI(L (@
and
Appendix L

179

Consistent with the text of the JP, the
word "penalty,' used twice in Appendix L,
should be understood to refer to revenue
adjustments.

14

p. 62, 81,
continued

200

The reference to new generation is only to
central generating stations.

15

p- 67, 84

230

The term "operating area" as used here
differs from the term as it is used
elsewhere in the JP and in our Electric
Service Standards. The term "fault
current limitations"” as used here refers
to limitations in additional fault current
contributions by Distributed Generation.

16

p- 67, 84

231

The updates to be performed semi-annually
will be made every six months.

17

p- 70,
middle

240

The quarterly reports on demand reductions
will be reported on both MW and MWh bases.

18

p- 70, 86

242

The Company and DPS Staff understand the
general instruction — that the Company
will evaluate and implement cost-effective
measures as alternatives to major T&D
projects — is limited to the targeted
initiative set forth in JP 8J.

19

p. 86, 8e

272

The term "increase their allocation of
BIR"™ i1s understood to refer to an increase
in the total BIR amount over 452 MW and
the assignment of the increment to the
petitioning BIR administrator.

20

pp- 88-89,
8§3(a) and
®

273

The $7.5 million or more discussed in
paragraph 3(a) on p. 88 is subject to the
same caveat in n. 29 (on p. 89) as is the
$7.5 million in Y3(b) on p. 89.
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C. Schedules and Priorities

The JP and a subset of the Exhibit 9 responses make
clear that many issues raised in this proceeding would not be
resolved now and would continue to be worked on In varying
degrees and for various periods after April 1, 2005. The total
amount of work planned for these various collaboratives appears
to be considerable.

A table summarizing the collaboratives was prepared by
some of the parties and i1t is reformatted and set forth below as

Table 3. 1In all

instances, an initial milestone i1s set forth

and end dates are provided in some instances.?®’

TABLE 3

Collaborative

Due Date

Results Required

New Streetlights
Service Initiation,

pg 61

April 1, 2005

Report to Director of Office of Consumer
Services with respect to an agreed upon
procedure

Demand Management -
Action Plan, pg 63

30 days from
order

Collaborative formed to discuss EE/DG/LM
initiatives within Con Edison service
territory; NYSERDA to file Action Plan
within 180 days from date Order is issued.

Competition
Outreach and
Education, pg 28

30 days from
order

Meeting to coordinate the Company®s
promotion of its Retail Marketing Program

Targeted Energy

Efficiency/Distribu
ted Generation, pg.
66

45 days from
order

Meeting of Collaborative (established by
Demand Management - Action Plan) to begin
discussions on the targeted EE/DG
initiative and to review the lessons
learned from the Company®s targeted DSM RFP
issued in 2003. New program to be
initiated within 9 months from date of
Order.

NYC Streetlight
Billing System, pg
60

60 days from
order

Definition phase of functional requirement
for a new NYC streetlight billing system.

Recognizing a possibility of resetting the
date, the parties agree to set November 1,
2005 as target date for implementation of

system.

267 Exh. 9, Responses 106 and 131.
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TABLE 3 (cont"d)

Collaborative

Due Date

Results Required

Revenue Allocation
Process, pg 77

60 days from
order

Analyze alternative ECOS methodologies and
inputs consistent with generally accepted
cost of service principles, winter/summer
rate differential for the Rate 1 NYPA class
and the streetlighting outage allowance;
report to the Commission by December 31,
2005.

Green Power, pg 36

90 days from
order

Consider a proposal for a Green Power
program in Con Edison"s service territory.

Consolidated
Billing, pg 24

Anytime in RY3

In RY3, upon the request of two qualified
ESCOs, a collaborative to discuss the
reasonableness of and the time required for
implementation of an ESCO consolidated
billing program for residential customers
without a POR component will be convened.

Bill Format, pg 34

on-going

As part of initiative established in
Gas/Steam Rate Order, discuss current
bundled bill format and possible redesign
and/or formatting changes.

Retail Auction

60 days from

Study appropriateness, feasibility, and

Pilot, pg 35 order possible implementation of a mass market
retail auction pilot program.
Distributed 30 days from Company to identify operating areas without

Generation, pg 67

order

fault current limitations and provide a
schedule of planned upgrades of breakers in
operating areas with fault current
limitations.

We adopt the proposal
initiatives be undertaken.

that all of these iImportant

To the extent sufficient resources

can be brought to bear on all of these initiatives on the

schedules proposed, we encourage the parties to do so.

In the

event of resource i1nadequacies or scheduling conflicts, however,
initial emphasis should be placed on initiatives intended
primarily to increase reliability (such as, for example, the
development of the Action Plan, the targeted DM program, and the
system reliability assurance study), and to further our retail
access policies (such as, for example, the bill formatting,
retail auction pilot, and consolidated billing initiatives).
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CONCLUSION

We conclude that it is reasonable to adopt a three-
year electric rate plan for Con Edison, comprising almost all of
the terms of the Joint Proposal and several other terms.

At the outset, a three-year rate plan i1s preferable to
annual delivery service rate changes. The Joint Proposal
includes at least six significant improvements over the
Company®s original multi-year rate plan proposal, including one
providing for earnings sharing. With a multi-year plan, the
level of delivery service rates will also be more predictable
for customers and interested parties will have more time in the
coming months to focus their collective resources on the many
important collaboratives and other efforts to be iInitiated
following this order®s issuance. Indeed, not a single good
reason has been offered to suggest it would be more reasonable
to adopt a one-year rate plan at this time.

The provisions concerning the additional revenues
needed to cover the reasonable costs of delivery service are all
well supported by the record. Many of these provisions are
broadly supported, unopposed, or opposed by only one active
party. A very significant factor underlying these two iIncreases
is the Company®s undisputed need to invest in distribution,
substation, transmission, and other iInfrastructure to iIncrease
safety, modernize, expand to meet growth, ensure high
reliability, increase efficiency, avoid future and ameliorate
existing environmental problems, and increase security. Such
investment is essential to ensuring the Company can provide the
high level of service quality that is necessary iIn a highly-
populated urban environment. Another significant revenue
requirement factor is the return on equity and, as discussed
above, there is voluminous information in the record supporting
an equity return as high as 10.3 percent and a 48.00 percent
equity capitalization ratio.

There is some information in the record that one could
weave together to suggest a lower delivery service revenue
increase Is warranted. However, the parties originally
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supplying this information in their litigation positions have
abandoned i1t after due consideration. Moreover, there is much
other information in the record which would have to be ignored
completely to adopt such a course of action. For these two
reasons as well, we conclude the delivery service revenue
requirements are reasonable.

It has been suggested that if the two recommended
delivery service rate iIncreases are justified in fact, that it
might be preferable to adopt two smaller increases in the second
and third rate years instead of the proposed third-year
increase. The basic contention i1s that this would ameliorate
customer bill Impacts in the third year. As discussed in detail
above, however, PULP was unwilling to support this proposal when
asked, such a change would provide no real cost savings to
ratepayers in the short run, and it could well result In a more
abrupt increase at the end of the third rate year.

The earnings sharing provisions are generally
reasonable also, affording the Company an incentive to iIncrease
efficiency while affording ratepayers an opportunity to enjoy a
significant share of the benefits.

The proposed amortization of existing and projected
net credits due customers is also reasonable, balancing the
competing interests of ameliorating delivery service revenue
increases now and of minimizing prudently the probability of the
need for a dramatic delivery service rate iIncrease iIn three
years.

The proposed expense amortization targets and related
provisions are also supported by the record. Among other
things, these provisions will help ensure the Company receives
no more and no less than i1ts actual costs iIn a few expense
categories that have historically changed for reasons beyond Con
Edison®s control. The proposed reconciliation of carrying
charges i1n capital investments is not typical. Given the facts
and circumstances here, pertaining to whether the Company can
complete all of its planned capital projects, and the relatively
large amount of revenue requirement at stake, these provisions
reasonably reduce the risk of forecasting errors for ratepayers
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and shareholders alike. The previously discussed argument that
the reconciliation provisions provide inadequate ratepayer
benefits 1Is rejected.

The additional rate provisions are unopposed, are
supported by information in the record, and are also reasonable.
A significant portion of the difference between the Company®s
initial delivery service requests and the allowed increases are
attributable to differences in the forecasts of depreciation
expense. We expect to consider depreciation rates again in the
Company®s next major electric rate case, taking Into account the
impacts of the Company"s large construction program on service
lives and negative salvage values between now and then. The
treatment of the proceeds of the sale of the First Avenue
Properties, as already discussed, is reasonable under all of the
circumstances, reserving at least one significant known source
of net credits to minimize delivery rate impacts later on, when
numerous other credits expire at the end of the third rate year.

Perhaps the most controversial aspect of the five JP
sections related to the delivery service revenue requirement iIs
the one concerning low-income rates. This Is an important issue
and, for the reasons previously discussed, we conclude that the
proposals for an initial low-income discount of $5.04 per month
and a discount of approximately $5.75 per month in the third
rate year are superior to the significantly more expensive
alternative presented by PULP. The initial monthly discounts
are reasonable to the extent they balance fairly the interests
of customers who can and cannot pay for all of the costs
incurred to serve them. The total incremental benefits to low-
income rate payers of $37.5 million are also reasonable in the
context of other ongoing low-income allocations of $14.00 to
$15.00 million per year. Additionally, the proposed change in
the low-income discount eligibility criteria is adopted, given
information in the record that the change will have no practical
effect on those currently receiving such discounts.

The final provision of note in the first five sections
of the JP concerns the proposed changes to the MSC and MAC to
help reduce bill volatility. We continue to believe that
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smaller-use customers should be afforded some protection from
volatility in spot market prices and that volatility is one of
the factors, along with cost and reliability, which should be
considered in Con Edison"s commodity purchasing decisions.?®®
There has been no showing iIn this case that the Company®s
purchasing practices are inconsistent with our current
expectations. The suggestion that all other rate plans In New
York but one require greater hedging, as previously noted, has
not been supported. Accordingly, we reject the contention that
Con Edison®s supply portfolio must be hedged to some undefined,
greater degree. One term intended to reduce bill volatility,
however, is adopted subject to two caveats.

Taken as a whole, the Retaill Access provisions are
consistent with near term strategies endorsed in our recent
Statement of Policy.?®® Indeed, the proposed programs for the
purchase of ESCO receivables and for retail access marketing are
among those that have been the most successful In encouraging
customer migration to ESCOs and moving toward the point in time
when the provision of commodity service will be fully
competitive.

The other aspects of the Retail Access proposals,
including those focusing on billing improvements, are likewise
important and should further the development of retail
competition. We envision that all the transitional efforts will
produce long-term benefits for all customers and PULP"s
suggestions to the contrary are rejected.

It has been suggested the Retail Access terms are not
reasonable because we would not set commodity rates for ESCOs
and because customers taking advantage of the Company®s new
marketing program would not select their own ESCO iIn every case.
These arguments are rejected as discussed above and the latter
outcome i1s reasonable as well given that each customer has the
option of choosing to participate in the marketing program or

268 Case 00-M-0504, supra, Statement of Policy on Further Steps
Toward Competition iIn Retail Energy Markets, pp. 33-35.

269 1d., pp. 29-31.
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not, and each participating customer retains the opportunity to
make a different decision within 60 days.

In the context of the competing demands for the
Company”s attention, the proposed Retail Access incentive
mechanism and the exclusion of any incentive from the earnings
sharing calculation are likewise reasonable. The requested
Uniform Business Practice waiver and deferral request are
granted.

The proposed Reliability Performance and Customer
Service Performance Mechanism provisions are reasonable and are
adopted generally as they reflect a continuation of our practice
of employing incentive regulation for monopoly services. The
proposed metrics reasonably reflect detailed proposals that were
timely presented by several parties. One term of the Customer
Service Performance Mechanism is adopted subject to a caveat to
avoid any improper delegation of authority to DPS Staff and the
Company -

As discussed previously, our adoption of a revenue
adjustment mechanism iIn connection with recently adopted
inspection and testing requirements makes It unnecessary for us
to adopt a similar mechanism here to address stray voltage. The
absence of a specific performance metric for each aspect of the
Company®s delivery service is not an indication that those not
covered by Incentive mechanisms are unimportant or that the
Company i1s somehow released from the full panoply of its legal
responsibilities with respect to them. Any inference to the
contrary would be unreasonable.

The two major performance mechanisms will put
significantly more Company revenue at risk in the future iIn
comparison with past years. The Company®s support for the
metrics and the metric-by-metric maximum revenue adjustment
level is a major factor underlying our conclusion that these
increases in potential exposure are reasonable under all the
circumstances.

The System Reliability Assurance proposal enjoys broad
support, is responsive to a number of parties™ proposals, and is
unopposed. The study and process envisioned should place Con

- 114 -



CASE 04-E-0572

Edison in a good position to have i1ts long-term commodity needs
met at a reasonable price iIn the event the market will not meet
that need. The proposal also properly seeks to avoid
duplication of effort in light of other long-term planning to be
done by NYISO.

The Joint Proposal®s revenue allocation, rate design,
and miscellaneous provisions are also adopted. The provisions
in the first of these two sections are reasonable in the context
of the testimony and exhibits pre-filed in the case, are broadly
supported by several interested active parties, and are
unopposed.

Noteworthy rate design provisions include the
proposed, cost-justified monthly residential customer charges of
$11.04 in the first rate year and approximately $11.75 in the
third rate year, and the gradual expansion of the BIR program by
12 MW. The miscellaneous provisions, meanwhile, are also
unopposed and generally typical of those adopted in the context
of other multi-year rate plans.

There are some other provisions of the JP that we do
not adopt or that we adopt only subject to additional terms.

The first example concerns the Company®s agreement with
organized labor, concerning compliance with environmental,
health, and safety policies. There 1Is no objection to the
specific terms proposed in JP Section H. However, we do not
adopt them as part of the new rate plan because we do not issue
orders we would not be expected to enforce and as the matters
agreed upon in this section are a subject of collective
bargaining, a sphere in which we do not delve.

The most important examples iIn this category concern
the Demand Management provisions. The vast majority of the
proposed Section J provisions are reasonable and are adopted.

The additional expenditures for demand management
initiatives hold the potential to ensure load growth Is met at a
reasonable dollar cost while avoiding the environmental impacts
associated with siting new central generation and transmission
facilities in the Company®s service territory, and reasonably
minimizing the costs of capacity and energy in New York City and
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Westchester. Energy costs, in particular, have reflected
increases in fuel costs and demand management will help mitigate
such impacts. The proponents of JP Section J are commended for
proposing ambitious targets and for identifying a variety of
means that will be employed to help ensure those goals are met
where 1t iIs cost effective to do so.

However, we are adopting several additional provisions
and adopting several provisions other than those proposed, for
example, to: (1) ensure that DM program total resource cost
effectiveness is a lynchpin of the up to 300 MW of DM
initiatives; (2) reserve our authority to render guidance or
instructions we believe appropriate, if any, once an Action Plan
is developed; and (3) establish a process by which we will
exercise our exclusive authority to determine the manner by
which lost delivery service revenues will be calculated. Our
decision in this case also implies nothing with what action we
will take in the future concerning a continuation of the SBC
program beyond June 2006.

We are adopting a wide variety of regulatory
mechanisms to help ensure the Company meets its stated
commitments to the implementation of cost-effective DM. Given
the mechanisms adopted, we will not require that an RDM be
adopted for the term of this rate plan. However, we expect to
provide guidance soon in another proceeding so that efforts will
be made to address utility incentives relative to efficiency
measures employed in all utility service territories in the
future.

Another category of departures from the terms of the
JP include a number of instances where terms, other than those
set forth in the Joint Proposal, are adopted to ensure
reasonable treatment in the future of those active parties that
did not execute the Joint Proposal, and to reflect minor
corrections and clarifications of the Joint Proposal.

Our overall conclusion, therefore, iIs that a new
three-year rate plan, comprising nearly all of the provisions of
the Joint Proposal and the relatively few other terms we are
adopting in addition to or in lieu of terms all set forth in the
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Joint Proposal, is reasonable in all respects, will result iIn
Jjust and reasonable rates, and will afford the Company a
reasonable opportunity to provide safe and adequate service.
The new rate plan is adopted.

The Commission orders:

1. The terms and conditions of the Joint Proposal,
set forth in Appendix 1 of this order, are adopted and hereby
incorporated into and made a part of the order to the extent
they are consistent with the discussions and conclusions above.

2. Consolidated Edison Company of New York, Inc.
shall submit by not later than 4:45 P_M. on March 30, 2005 a
written statement of unconditional acceptance of the terms of
this order, signed and acknowledged by a duly authorized
officer. IT such acceptance of this order is not so filed, all
or part of our decision may be revoked. Consolidated Edison
Company of New York, Inc. shall file this statement with the
Commission Secretary and serve copies contemporaneously, by
first class mail or better, on all active parties iIn this case.

3. Assuming acceptance in accordance with the prior
paragraph, Consolidated Edison Company of New York, Inc. shall,
by not later than March 31, 2005, cancel the tariff leaves and
supplements listed in Appendix 111 to this order.

4. Consolidated Edison Company of New York, Inc. 1is
authorized to file on not less than one day"s notice, to take
effect on a temporary basis on or after April 1, 2005, such
electric tariff changes as are necessary to effectuate the terms
of this order. Consolidated Edison Company of New York, Inc. is
also authorized to file such further tariff changes as are
necessary to effectuate the rate year three delivery service
revenue increase. Such further tariff changes shall be filed on
not less than thirty days®™ notice to be effective on a temporary
basis on or after April 1, 2007.

5. Consolidated Edison Company of New York, Inc.
shall contemporaneously serve copies of its Tilings on all
active parties iIn this proceeding by first class mail or better
service. Any comments on each compliance filing must be
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received within fourteen days of the filing and service. The
amendments specified in each compliance filing will not become
effective on a permanent basis unless and until i1t is approved
by the Commission and will be subject to refund 1f any showing
iIs made that the revisions are not in compliance.

6. The requirements of Public Service Law 866(12)(b)
that newspaper publication be completed before the effective
date of the amendments are waived with respect to the rate year
one delivery service and other contemporaneous tariff changes,
provided, however, that Consolidated Edison Company of New York
Inc. shall file with the Commission Secretary, no later than six
weeks following the effective date of such filing, proof that a
notice to the public of the changes proposed by the amendments
and their effective date has been published once a week for four
successive weeks In newspapers having general circulation in
Consolidated Edison Company of New York, Inc."s electric service
territory. The requirements of Public Service Law 866(12)(b)
are not waived with respect to the rate year three delivery
service rate increase.

7. This proceeding iIs continued.

By the Commission,

(SIGNED) JACLYN A. BRILLING
Secretary
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STATE OF NEW YORK
PUBLIC SERVICE COMMISSION

Case No. 04-E-0572 Proceeding on Motion of the Commission as to the
Rates, Charges, Rules and Regulations of
Consolidated Edison Company of New York, Inc.
For Electric Service.

JOINT PROPOSAL

THIS JOINT PROPOSAL (“Proposal”) is made the 2d day of December, 2004, by and
among Consolidated Edison Company of New York, Inc. (“Con Edison” or the “Company”),
New York State Department of Public Service Staff (“Staff””), New York Power Authority
(“NYPA”), New York State Energy Research and Development Authority (“NYSERDA”), the
City of New York (“NYC”), Metropolitan Transportation Authority, Consumer Power
Advocates, New York Energy Consumers Council, Inc., Joint Supporters, Gotham Power Zerega
LLC, 1* Rochdale Cooperative Group, Ltd, Independent Power Producers of New York, Inc.,
Con Edison Solutions, Constellation NewEnergy, Inc., Direct Energy Services, LLC, Mid-
Atlantic Power Supply Association, National Energy Marketers Association, North American
Energy, Inc., Small Customer Marketer Coalition, Strategic Energy, LLC, ConsumerPowerline,
Meter Service Provider Association of New York, Inc., Sterling Planet, Inc., and other parties
whose signature pages are or will be attached to this Proposal (collectively referred to herein as
the “Signatory Parties”).

Procedural Setting

The Company is operating under a multi-year rate plan that expires on March 31, 2005."

On April 30, 2004, Con Edison filed new tariff leaves and supporting testimony for new rates

' Case 00-M-0095, et. al., Joint Petition of Consolidated Edison, Inc. and Northeast Utilities —
Approval of Merger, Opinion No. 00-14 (issued November 30, 2000).




and charges for retail sales and for delivery services for its electric business for the period April
1, 2005 through March 31, 2006. In that filing, the Company also proposed terms for a multi-
year rate plan.

Parties to this proceeding engaged in discovery activities starting shortly after the
proceeding was commenced. After a number of iterations to the schedule for this proceeding,
parties filed testimony in response to the Company's original filing on September 10, 2004.
Parties also filed rebuttal testimony on October 13, 2004. A hearing on the filing and the parties'
testimony was scheduled to commence on October 25, 2004.

On September 13, 2004, Con Edison notified all parties, by electronic and first class mail,
of the commencement of settlement negotiations on September 20, 2004.> Settlement
negotiations began on September 20, 2004 and continued on September 21, 22, 27, 28, 29,
October 4 and 5, at which time they were terminated. On October 21, 2004, Con Edison notified
all parties, by electronic and first class mail, of the resumption of settlement negotiations on
October 25, 2004.> The negotiations resumed on that date and continued on October 25, 26, 27,
28, November 1, 8, 17, 18, 19, 23, and 30, 2004.

All settlement negotiations were conducted in accordance with the New York State
Public Service Commission’s (“Commission”) Settlement Rules, 16 NYCRR § 3.9, and all
parties received appropriate advance notice of all negotiating sessions, including all breakout
sessions that, pursuant to the agreement of the parties, were conducted on particular issues during
this same time period.

The parties' negotiations have been successful and have resulted in this Proposal, which

is presented to the Commission for its consideration.

A copy of this notice was filed with the Secretary to the Commission.

> A copy of this notice was also filed with the Secretary.



Overall Framework

The Signatory Parties have developed a comprehensive set of terms and conditions for a

multi-year rate plan for Con Edison's electric business. These terms and conditions are set forth

below and in the attached Appendices. Specifically, this Proposal addresses the following

topics:

A

“~

2 Z A

Term

r @ m m O O W »

Term

Electric Rates and Revenue Levels
Computation and Disposition of Earnings
Reconciliations

Additional Rate Provisions

Retail Access Program

Reliability Performance Mechanism
Compliance with Environmental, Health and Safety Policy
Customer Service Issues

Demand Management

System Reliability Assurance

Revenue Allocation

Rate Design

Miscellaneous Provisions

The Signatory Parties recommend that the Commission approve or adopt the three-year

electric rate plan for Con Edison set forth herein, commencing April 1, 2005 and continuing

through March 31, 2008 (“Electric Rate Plan’). For the purposes of this Proposal, “Rate Year”

(“RY”) means a 12-month period starting April 1 and ending on the following March 31; “RY1”



means the 12-month period from April 1, 2005 to March 31, 2006; “RY2” means the 12-month
period from April 1, 2006 to March 31, 2007; and “RY3” means the 12-month period from April

1, 2007 to March 31, 2008.

B. Electric Rates and Revenue Levels

1. Rate Level

This Proposal recommends an increase to the Company’s delivery service rates, including
the fixed component of the Monthly Adjustment Clause (“MAC”), designed to produce an
additional $104.6 million in revenues on an annual basis in RY'1, no additional revenues in RY?2,
and an additional increase of $220.4 million in revenues on an annual basis in RY 3, as shown in
Appendix A.* These increases are net of the amortizations of various customer credits and debits
on the Company’s books of account that have been previously deferred by the Company and
specified customer credits that are expected to be received during the Electric Rate Plan. The list
of customer credits and debits to be applied during the Electric Rate Plan is attached as Appendix
B. The imputed expected credits include: (i) $60 million per year of expected Transmission
Congestion Contract (“TCC”) auction proceeds; and (ii) $48.5 million that comprises Con
Edison's estimate of the net proceeds from the sale of the Company's West 24™ Street Chelsea

property (“Chelsea”).’

* The Company will establish a regulatory asset in RY?2 and accrue revenues of $58.6 million,

plus interest. The accrued revenues will be reversed in RY3.

Con Edison has not yet filed a petition under Public Service Law §70 for approval of the sale
of this property with the Commission, and this Proposal does not constitute such a filing.
The Signatory Parties, except Con Edison, are not privy to the details of this transaction and
express no view on or agreement with either the reasonableness of the sale price or other
terms of sale or whether the proposed transaction should be approved by the Commission.



If TCC auction proceeds are greater or less than $60 million in RYs 1, 2, or 3, the
Company will pass through the variation in the MAC. If the net gain from the sale of Chelsea is
more or less than $48.5 million, the Company will defer the difference. To settle certain issues
raised in this proceeding, including issues related to the Company’s pension and Other Post-
Employment Benefits (“OPEB”) costs and prospective application of the provisions of the
Commission’s Pension Policy Statement,” the Company has agreed to provide a credit to
customers of $100 million, as shown on Appendix B. To record the Company’s liability for this
credit, the Company will, prior to the beginning of RY'1, record a one-time charge to pre-tax
earnings of $100 million and establish a regulatory liability and record related deferred income
tax effects. The effect of this charge will be excluded from any earnings sharing calculation in
the year recorded.

2. Sales Forecast

The parties have agreed to a sales forecast for each Rate Year. The sales volumes for
each year are set forth in Appendix C.

3. Market Supply Charge and Monthly Adjustment Clause

The Company will continue to recover all prudently-incurred supply and reliability-
related costs, including, but not limited to, power purchase costs and the embedded costs of
retained generation, through the Monthly Supply Charge (“MSC”’)/MAC mechanism. The MAC
tariff will be modified as shown on the draft tariff leaves included in Appendix D. The transition

from the tariff provisions in effect to the new tariff provisions that reflect the terms and

6 Case 91-M-0890, In the Matter of the Development of a Statement of Policy Concerning the

Accounting and Ratemaking Treatment for Pensions and Post-Retirement Benefits Other
Than Pensions, Statement of Policy and Order Concerning the Accounting and Ratemaking
Treatment for Pensions and Post-Retirement Benefits Other Than Pensions (issued
September 7, 1993) (“Pension Policy Statement”).




conditions of this Proposal will be done in a revenue and earnings neutral manner. Among other
things, the MAC will be modified to specify recovery of certain program costs, lost revenues,
and incentives as provided below in Section J.

Given that MSC/MAC estimates for the period November 1, 2004 through April 30, 2005
have already been filed by the Company, the MAC revenue changes associated with the month
of April 2005 that will result from the various provisions of this Proposal will be reflected in the
April 2005 MAC true-up. Beginning May 2005, the proposed changes in the costs to be
recovered through the MAC will be reflected in the MAC estimates.

In an effort to reduce the volatility of customers’ bills, the Company will, beginning in
May 2005, forecast MSC and MAC rates on a three-month basis. In addition, any TCC auction
proceeds to be credited to customers will be applied over the period covered by the auction; for
example, credits from a TCC auction covering a one-year period will be flowed back to
customers over the same one-year period. Other credits or costs, such as New York Independent
System Operator (“NYISO”) rebills, will be passed back or recovered over a reasonable period
of time in order to reduce volatility in the MAC.

The Company will file estimated MSC/MAC rates apart from the rate schedules three
business days before May 1, August 1, November 1 and February 1 of each Rate Year. The
Company will file one MSC/MAC statement applicable both to customers served under PSC No.
9 — Electricity (the “Full Service Schedule”) and PSC No. 2 — Retail Access (the “Retail Access
Schedule”), as appropriate. The MSC is applicable to customers served under the Full Service
Schedule, except for Service Classification (“SC”) 11, and to customers served under Special
Provision C of SC 14-RA of the Retail Access Schedule. The Company does not serve copies of

MSC/MAC statements on parties but will make them available on its web site



contemporaneously with the dates they are filed. The MAC is applicable to customers served
under the Full Service Schedule, except for SC 11, and to customers served under the Retail
Access Rate Schedule, except for SC 15-RA. Customers served under the Power Authority of
the State of New York (“PASNY”)” and Economic Development Delivery Service (‘EDDS”)
rate schedules are exempt from the MAC up to the megawatt (“MW?) cap established under each
schedule, as specified in Appendix E.

4, State Income Taxes

Commencing April 1, 2005, State Income Taxes (“SIT”) attributable to Con Edison's
electric business will be recovered through base rates; in accordance with the Commission's
directive in Case 00-M-1556," this method of recovery will replace the current mechanism of
recovering such tax expenses as a component of the percentage Increase in Rates and Charges
surcharge. Although the increased revenue requirement discussed above excludes the $28.3
million of SIT surcharge to be rolled into base rates, the transition from the use of the surcharge
to inclusion in base rates will be revenue and earnings neutral. The Company will continue to
use the Increase in Rates and Charges surcharge to reconcile and recover from or credit to
customers SIT for periods prior to April 1, 2005.

5. Low Income Program

The Company will conduct a low income customer rate discount program targeted at low
income residential customers taking service under Rate I of SC 1 (non-heating) and 7 (heating).

Customers in the Company's low income program established pursuant to Opinion No. 00-14, as of

7 Throughout this Proposal, the abbreviation “NYPA” refers to the Power Authority as an

entity and a party to this proceeding; the abbreviation “PASNY” is used only in reference to
the Con Edison rate schedule applicable to delivery service to NYPA for its customers.

Case 00-M-1556, Proposed Accounting and Ratemaking for the Tax Law Changes Included
in the 2000-2001 New York State Budget, Order Implementing Tax Law Changes on a
Permanent Basis (issued June 28, 2001).




March 31, 2005, will not be required to re-enroll in the low income program described herein. The
customer charge for such customers will be set at $6.00 per month for each Rate Year (a rate
discount of approximately $5.00) but may be changed in RY3 as set forth below. The targeted cost
for this program is $37.5 million over the Electric Rate Plan.” This funding level should be
sufficient to encompass approximately 198,000 low income customers annually, which is about the
same number of low income customers participating in the low income program established in
Opinion No. 00-14.

To qualify for this rate discount program, a customer must be enrolled in the Direct Vendor
or Utility Guarantee Program, and/or receiving benefits under any of the following governmental
assistance programs: Supplemental Security Income, Temporary Assistance to Needy
Persons/Families, Safety Net Assistance, Food Stamps, or have received a Home Energy
Assistance Program grant in the preceding 12 months.

Qualifying customers will be automatically enrolled through a matching of the Company's
records with the records of the New York City Human Resources Administration and Westchester
County Department of Social Services. If such matching becomes impracticable, the Company, in
consultation with Staff and those agencies, will develop alternative strategies to identify and enroll
qualifying customers.

If the Company, in consultation with Staff, NYC, and the County of Westchester
(“COW?), estimates that the aggregate actual rate reductions to be provided to low income
customers over the Electric Rate Plan will exceed or be less than $37.5 million, it may revise the
customer charge/rate discount applicable in RY3 so that the forecast cost of the program will

remain at $37.5 million. If a revision is determined to be necessary or appropriate, revised charges

?  Of the required funding, $9.1 million annually is reflected in the revenue requirement; the

remainder will be implemented through revenue allocation from all customers.



must be filed on not less than 75 days' notice before the beginning of RY3. Further, if a revision is
made, the customer charge will not be less than $5.50 nor more than $6.50. At the end of the
Electric Rate Plan, any difference between the $37.5 million and the aggregate actual level of low
income rate discounts provided over the Electric Rate Plan will be deferred for future disposition.
The Company will annually report to the Commission, within 60 days of the end of each
Rate Year, the number of customers enrolled in the program, the total amount expended for the

Rate Year, and total amount expended for the program to date.

C. Computation And Disposition of Earnings

Following each of RYs 1, 2 and 3, Con Edison will compute its electric rates of return on
common equity capital for the preceding Rate Year. The Company will submit to the Director of
the Office of Accounting and Finance the computation of earnings no later than 60 days after the
end of each Rate Year.

If the level of earned common equity return in any Rate Year exceeds 11.40 percent
(“Earnings Sharing Threshold”), calculated as set forth below, the amount in excess of 11.40
percent will be deemed “shared earnings” for the purposes of this Proposal, and one-half of the
revenue equivalent of any shared earnings between 11.40 percent and 13.00 percent will be
deferred for the benefit of customers and the remaining one-half of the revenue equivalent of any
shared earnings will be retained by the Company; 75 percent of the revenue equivalent of any
shared earnings in excess of 13.00 percent will be deferred for the benefit of customers and the
remaining 25 percent of the revenue equivalent of any shared earnings will be retained by the
Company.

For purposes of determining whether the Company has earnings above the Earnings

Sharing Threshold:



1. The calculation of return on common equity capital will be computed from the
Company’s books of account for each Rate Year, excluding the effects of (i) Company
incentives and performance-based revenue adjustments; (ii) the Company’s share of property tax
refunds earned during the Electric Rate Plan, and (iii) any other Commission-approved
ratemaking incentives applicable during the Electric Rate Plan; and

2. Such earnings will be calculated based on a capital structure that reflects the
lesser of (i) an equity ratio equal to 50.0 percent or (i1) Con Edison’s actual average common

equity ratio.

D. Reconciliations

The Company will reconcile the following costs to the levels reflected in rates, as set
forth in Appendices F and G. The reconciliations in each of RY1, RY2, and RY3 will be
deferred and recovered from customers or credited to customers after expiration of this Electric
Rate Plan, in a manner to be determined by the Commission. However, at the end of each Rate
Year and subject to audit and prudence review, the Company may apply any available credits,
except credits associated with TCC'’s, to offset the deferred balance.

1. Property Taxes

If the level of expense for property taxes (excluding the effect of property tax refunds or
credits) varies in any Rate Year by more than 2.5 percent (plus or minus) from the levels
reflected in rates, as set forth in Appendix F, any variations in excess of 2.5 percent will be
deferred and recovered from or credited to customers in the manner described above.

2. Interference (Other Than Company Labor)

If the level of actual non-Company labor interference expenses (e.g., contractors’ costs)

varies in any Rate Year by more than 2.5 percent (plus or minus) from the levels reflected in
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rates, as set forth in Appendix F, any variations in excess of 2.5 percent will be deferred and
recovered from or credited to customers in the manner described above.

3. Transmission and Distribution Capital Expenditures

If, at the end of any Rate Year, average net plant in the transmission and distribution
(“T&D”) category is either greater than or less than the amount set forth in Appendix G (“T&D
Capital Target”), the revenue requirement impact of such variation, as calculated below, will be
deferred and recovered from or credited to customers in the manner described above. T&D plant
is defined as electric utility plant recorded in Federal Energy Regulatory Commission (“FERC”)
Accounts 350 — 373, net of associated depreciation reserves. The revenue requirement impact
will be calculated by applying an annual carrying charge factor of 13.95 percent (representing a
combination of pre-tax rate of return of 11.40 percent and depreciation of 2.55 percent) to the
actual Rate Year variance from the T&D Capital Target. In addition, any payments made by the
Company under the targeted energy efficiency (“EE”) /distributed generation (“DG”) program
for the deferral of T&D capital expenditures will be deferred and recovered from customers in
the manner described above.

The Company will, for informational purposes, file with the Secretary to the Commission
and submit to the Signatory Parties in this proceeding, subject to confidentiality concerns, by
May 1, 2005 and thereafter by January 31 each year, a comprehensive status report on its annual
T&D expenditures. The report should, at a minimum:

a. identify all completed projects, the date they were completed, and the cost
of the project;
b. for ongoing projects, provide their status, estimated dates of completion,

and costs expended to date;
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C. for projects where the Company's expenditures have varied by more than 15
percent from estimates previously provided to the parties, provide a detailed explanation and
justification for such variation; and

d. for each new project (i.e., those not previously identified by the Company in
this proceeding), provide a detailed project description, justification of the need for the project,
cash flow requirements from inception through completion, an explanation of how the cost figures
were derived, and supporting work papers and other back-up materials.

The Company has the flexibility over the Electric Rate Plan to modify the list, priority,
nature, and scope of the capital projects identified in its April 30, 2004 filing or in any of the
status reports filed pursuant to this section.

4. Production Plant Expenditures

If, at the end of any Rate Year, average net plant in the production category is less than
the amount set forth in Appendix G (“Production Capital Target”), the revenue requirement
impact of such variation, as calculated below, will be deferred and credited to customers in the
manner described above. Production plant is defined as electric utility plant recorded in FERC
Accounts 301 — 346, net of associated depreciation reserves. The revenue requirement impact
will be calculated by applying an annual carrying charge factor of 14.75 percent (representing a
combination of pre-tax rate of return of 11.40 percent and depreciation of 3.35 percent) to the
actual Rate Year variance from the Production Capital Target.

The Company will, for informational purposes, file with the Secretary to the Commission
and submit to the Signatory Parties in this proceeding, subject to confidentiality concerns, by
May 1, 2005 and thereafter by January 31 each year, a comprehensive status report on its annual

production expenditures. The report should, at a minimum:
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a. identify all completed projects, the date they were completed, and the cost
of the project;

b. for ongoing projects, provide their status, estimated dates of completion,
and costs expended to date;

c. for projects where the Company's expenditures have varied by more than
15 percent from estimates previously provided to the parties, provide a detailed explanation and
justification for such variation; and

d. for each new project (i.e., those not previously identified by the Company
in this proceeding), provide a detailed project description, justification of the need for the
project, cash flow requirements from inception through completion, an explanation of how the
cost figures were derived, and supporting work papers and other back-up materials.

The Company has the flexibility over the Electric Rate Plan to modify the list, priority,

nature, and scope of the capital projects identified in its April 30, 2004 filing or in any of the
status reports filed pursuant to this section.

5. Pensions/OPEBs

The Company will implement the Pension Policy Statement for electric operations,
effective April 1, 2005. The provisions of the Pension Policy Statement include, but are not
limited to, the provision to reconcile actual pension/OPEB expenses to the level allowed in rates,
as set forth in Appendix F.

The Company agrees that, as a condition for being permitted to implement the provisions
of the Pension Policy Statement, it will not, during the Electric Rate Plan or thereafter, without
Staftf’s prior concurrence, seek approval or authorization from the Commission to deviate from

the Pension Policy Statement for electric operations.
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The electric pension/OPEB expense or credit recorded prior to April 1, 2005 (i.e., prepaid
pension balance) will not be eliminated from the Company’s earnings base or capitalization for
ratemaking purposes.

6. Environmental Remediation

If the level of actual expenditures for site investigation and remediation allocated to Con
Edison's electric business,'’ including expenditures associated with former manufactured gas
plant (“MGP”) sites, Superfund and 1994 DEC Consent Order Appendix B charges, varies in any
Rate Year from the level reflected in rates, as set forth in Appendix F, such variation will be
deferred and recovered from or credited to customers in the manner described above. The
deferred balances will be reduced by accruals, insurance recoveries, associated reserves, and

deferred taxes.

7. Stray Voltage

The revenue requirement reflects estimated amounts for a stray voltage program as set
forth in Appendix F. If there are any changes to the stray voltage program as a result of a final
non-appealable order in Case 04-M-0159,'" any variation between the costs included in this

Proposal, except for capital costs addressed in Section D.3, above, and the actual costs of the

10" These costs are the costs Con Edison incurs to investigate, remediate or pay damages

(including natural resource damages, with respect to industrial and hazardous waste or
contamination spills, discharges, and emissions) for which Con Edison is deemed
responsible. These costs are net of insurance reimbursements (if any); nothing herein will
require the Company to initiate or pursue litigation for purposes of obtaining insurance
reimbursement, nor preclude or limit the Company's obligations to act prudently in such
matters.

' Case 04-M-0159, Proceeding on Motion of the Commission to Examine the Safety of

Consolidated Edison Company of New York, Inc.’s Transmission and Distribution Systems,
Order Instituting Proceeding, Requiring Additional Testing and Any Necessary Repair and
Report on Status of Electric Program (issued February 11, 2004).
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program, will be deferred and recovered from or credited to customers in the manner described
above.

8. Additional Reconciliation/Deferral Provisions

The reconciliation provisions for property taxes, interference (other than Company labor),
T&D Capital Expenditures, Production Capital Expenditures, pensions/OPEBs, environmental
remediation, stray voltage expense, Financial Accounting Standards (“FAS”) 109 taxes,
Metropolitan Transportation Authority (“MTA”) taxes, and all other reconciliations and deferrals
described in this Proposal will continue in effect through the Electric Rate Plan. Applicable
reconciliations and deferrals of FAS 109 taxes, MTA taxes, pensions/OPEBs, the MAC, and the
MSC will continue in effect thereafter unless and until modified by the Commission. All
customer credits received by the Company during the Electric Rate Plan will be deferred for
customers' benefit.

The treatment of World Trade Center (“WTC”) capital costs deferred by Con Edison and
allocated to its electric business will be in accordance with the Commission’s determination in
Case 01-M-1958 and, as of April 1, 2005, subject to interest at Con Edison’s allowed pre-tax
AFUDC rate of return. The Company will continue to seek recovery for all WTC costs from
governmental agencies and insurance carriers. All recoveries will be applied to reduce the
deferred balance.

9. Limitations on Deferrals

When calculating the level of earned common equity return that may be subject to
sharing under Section D of this Proposal, the Company will make the following adjustments if its
earnings exceed an 11.40 percent return on equity:

a. For earnings above 11.40 percent but less than or equal to 13.00 percent,

the Company will reduce expenses (debits) deferred for later recovery pursuant to this Section D,
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up to 50 percent of the deferral, provided that such reduction in deferrals will not cause the
resulting earnings to decrease below an 11.40 percent return on equity.

b. For earnings above 13.00 percent, the Company will reduce expenses
(debits) deferred for later recovery pursuant to this Section D, up to 100 percent of the deferral,
provided that such reduction in deferrals will not cause the resulting earnings to decrease below a
13.00 percent return on equity.

c. The deferral limitation outlined above will apply to all debit deferrals
except for the MSC, MAC, deferred taxes and surcharges, WTC-related expenditures, carrying
costs on T&D capital expenditures, losses on property sales, demand management costs and

incentives, and migration incentives.

E. Additional Rate Provisions

1. Depreciation Rates and Reserves

The average service lives, net salvage factors and life tables used in calculating the
depreciation reserve and in establishing the revenue requirement are set forth in Appendix H.

2. Interest on Deferred Costs

The Company will record on its books and records of accounts various credits and debits
that will ultimately be reflected in the rates to be charged to customers. Unless otherwise
specified in this Proposal or by Commission order, the Company will accrue interest on all such
book amounts, net of federal and State income taxes, at an interest rate equal to the unadjusted
rate for customer deposits published by the Commission annually. FAS 109 and MTA tax
deferrals are either offset by other balance sheet items or reflected in the Company’s rate base
and will not be subject to interest. The one-time global settlement charge represents a non-cash

charge to earnings and will not be subject to interest.
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3. Allocation of Common Expenses/Plant

During the Electric Rate Plan, common expenses and common plant will be allocated
according to the percentages reflected in the electric revenue requirement calculations, as shown
in Appendix I. Should the Commission approve different common allocation percentages for gas
and/or steam service prior to the next base rate case for the electric business, the resulting change
in revenue requirement will be deferred on an annual basis for future recovery from or credit to
customers.

4. Property Tax Refunds and Credits

Property tax refunds allocated to Con Edison's electric business that are not reflected in
the Electric Rate Plan and which result from the Company’s efforts, including credits against tax
payments (intended to return or offset past overcharges or payments determined by the taxing
authority to have been in excess of the property tax liability appropriate for Con Edison), will be
deferred for future disposition except for an amount equal to 14 percent of the refund or credit
which will be retained by the Company. Incremental expenses incurred by the Company to
achieve the property tax refunds or credits will be netted against the refund or credit before any
sharing or deferral of the proceeds is calculated. The deferral, recovery, and retention of
property tax refunds and incentives will be subject to an annual showing by the Company of its
ongoing efforts to reduce its property tax burden; additionally, the Company is not relieved of
the requirements of 16 NYCRR Part 89 with respect to any refunds it receives.

5. Sale of First Avenue Properties

The interest on any net gains attributable to the electric business on the sale of the First
Avenue Properties will be deferred and accrue interest at the Company’s pre-tax rate of return
level. Any remaining embedded costs related to these Properties upon their sale will be

removed from the MAC, as appropriate.
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6. East River Repowering Project

The carrying costs charged by the Steam Department for the electric department's portion
of the costs of the East River Repowering Project (“ERRP”’) will be flowed through the MAC.
The allocation of ERRP costs between the electric and steam departments will be governed by
the Gas/Steam Rate Order.'? Actual maintenance expenses may not be incurred ratably as they
are reflected in rates. In order to normalize earnings impacts, the Company may defer revenues

to match maintenance expenses as incurred during the Electric Rate Plan.

F. Retail Access Program

1. Purchase of Accounts Receivable

On or about April 1, 2005 and during the Electric Rate Plan, the Company will offer a
Purchase of Receivables Program (“POR Program”) to Energy Service Companies (“ESCOs”)
who are authorized to provide electric supply service in its territory.'® Starting January 2005, the
Company will provide monthly status reports on its progress to implement the POR Program to
Staff and the Signatory Parties. This program will be implemented and administered, to the
extent practicable, as a single program (with the possibility of different discount rates) in
conjunction with the POR program established in the Gas/Steam Rate Order for ESCOs

authorized to provide gas supply service in the Company’s territory.

12" Cases 03-G-1671 and 03-S-1672, Consolidated Edison Company of New York, Inc. — Gas
and Steam Rates, Order Adopting the Terms of a Joint Proposal (issued September 27, 2004)
(“Gas/Steam Rate Order™).

The Company estimates that it will be able to implement the POR program upon the
commencement of the Electric Rate Plan. Any ESCO that is a Signatory Party to this
Proposal hereby agrees that it will not, prior to April 1, 2005, request the Company to
suspend electric service to any of the ESCO's customers; disconnection of delivery service
and termination of commodity service upon implementation of the POR Program will be in
accordance with Section F.1.c, below.

13
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Under the POR Program, the Company will purchase electric and gas supply service
accounts receivable, at a discount and without recourse, on the accounts of the Company’s
delivery service customers who receive a consolidated bill from the Company that includes
electric and/or gas supply service provided by the ESCOs. The Company’s purchase of
receivables will begin with current charges billed on a utility consolidated bill issued on and after
the commencement of the POR program. Payment will be made to each participating ESCO on
the 20 day of the calendar month for customer accounts billed during the preceding calendar
month. For receivables associated with charges billed on consolidated bills issued by the
Company prior to the commencement of the POR program, the Company will undertake
collection on the ESCO’s behalf and will prorate any payments received as a result of the
Company’s collection activities, provided that the ESCO indemnifies and holds harmless Con
Edison for any damages, claims, costs or expenses that are not the result of the sole negligence of
Con Edison, if any such collection activity deemed to be subject to federal, state or local laws on
collection is adjudged to be in violation thereof.

The POR Program is premised on implementation in accordance with the following
provisions.

a. Discount Rate

The discount rate applicable to receivables purchased from the commencement of the
POR Program through the end of calendar year 2005 will be 0.97 percent for electric and gas

receivables purchased by the Company.'* The discount rate reflects the sum of:

4" Because the initial discount rate of 0.97 reflects different assumptions and therefore falls

below the low end of the range (1.25) for the initial discount rate under the POR program for
gas receivables as established in the Gas/Steam Rate Order, the Signatory Parties to this
Proposal that are also signatory parties to the Gas Joint Proposal agree to support
modifications to the Gas Rate Plan to the extent necessary to implement the discount rate set
forth in this Proposal for purchased gas receivables, including the recovery of system change
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1) 0 .72 percent, which is the Company’s uncollectible rate for all
residential and commercial electric and gas customers, other than the Company’s corporate
account customers, - for the 10 months ending October 2004;

i) 0.10 percent, which is 15 percent of the 0.72 percent uncollectible
rate and is designed to compensate the Company for its financial risk that the actual uncollectible
rate for the purchased receivables may be higher than 0.72 percent; and

ii1) 0.15 percent, which reflects the incremental costs associated with
two new full-time employees necessary to administer the POR Program, at an estimated annual
aggregate compensation rate (including fringe benefits) of $190,000.

The Company’s costs of credit and collection and theft associated with customers taking
ESCO service under the POR Program will not be recovered through the discount rate discussed
above, but rather will be addressed in the Unbundling Proceeding, either through an unbundled
rate/back-out credit for customers under the POR Program that excludes costs for credit and
collection and theft or another vehicle for collecting credit and collection and theft costs from
such customers. The Signatory Parties recognize that the component included in the POR
discount rate for uncollectibles inter-relates with the lost revenue recovery mechanism to be

established in the Unbundling track of this proceeding; that is, the determination of the lost

costs to implement billing for the POR Program and related matters associated with retail
choice in compliance with requirements under the Uniform Business Practices and in
connection with the Commission’s implementation of the amendments to the Home Energy
Fair Practices Act, from gas customers in the manner addressed for electric customers in
section F.1.b. Absent Commission approval of such modifications, the discount rate for
purchased gas receivables will be established in accordance with the Gas Rate Plan.

> A Con Edison corporate account customer is any single account over 180 kW in monthly

billing demand, one of multiple accounts for premises or facilities owned or managed by one

customer with locations in different operating areas within Con Edison's service territory, any
governmental account, any New York City real estate account, any NYPA account, any New

York City street and traffic lighting location, any special unmetered service account, and any

account that requires specialized billing.
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revenues recoverable by the Company will recognize the Company’s recovery of costs
attributable to uncollectible bills in the POR discount rate (e.g., for calendar year 2005, the
equivalent value of the 0.72 percent component of the discount rate set forth in a (i) above). The
Signatory Parties further recognize that the ALJ has established a procedural schedule for
establishing unbundled rates/back-out credits, whereby the parties will either (i) file a joint
proposal with the Commission by January 25, 2005 or (ii) the Company will file an update to its
October 12, 2004 filing in the Unbundling Track of Case 00-M-0504, by December 22, 2004.
The Signatory Parties agree that the unbundled rates/back-out credits should be made effective
May 1, 2005.

For calendar year 2006, the discount rate applicable to receivables purchased during
calendar year 2005 will be adjusted to reflect (i) changes in the Company’s actual uncollectibles
experience for all residential and commercial electric and gas accounts other than the Company's
corporate accounts customers, including uncollectibles attributable to ESCO customers
participating in the POR Program, during 2005, (ii) an associated adjustment to the risk factor,
and (ii1) any additional incremental, verifiable costs beyond those included in the initial discount
rate associated with administering the POR Program. The discount rate applicable to receivables
purchased during calendar year 2007 and calendar year 2008 (until the end of the Electric Rate
Plan) will be adjusted in the same manner as the 2006 discount rate reflecting the Company's
most recent calendar year experience.

With respect to the discount rates for 2006, 2007, and 2008, an ESCO may invoke
mediation under the Commission's Office of Hearings and Alternative Dispute Resolution with

respect to any increase in the discount rate (but not with respect to the underlying discount rate)
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if the ESCO believes that the Company has not established the increase reasonably in accordance
with the foregoing criteria applicable to adjustments to the discount rate.

For ESCOs that participate in the POR Program, the Company will be exempted from
pro-rating partial payments from those ESCOs' customers except when those payments are
applied to ESCO receivables not purchased or that have been charged back to the ESCO.

b. Implementation Costs

The Company has incurred, and will continue to incur during the Electric Rate Plan,
system change costs to implement billing for the POR Program and related matters associated
with retail choice in compliance with requirements under the Uniform Business Practices and in
connection with the Commission’s implementation of amendments to the Home Energy Fair
Practices Act. None of these costs are reflected in the revenue requirement, nor are they
recoverable by the Company through the POR discount, which recovers only the Company’s
incremental administrative costs associated with the POR Program. The Company is permitted
to defer these costs and an accrued carrying charge on these costs, net of any income tax
benefits, at the Company's 11.40% pre-tax rate of return for future recovery from customers.

C. Disconnection of Service

Con Edison, in accordance with applicable provisions of law, may disconnect its delivery
service and an ESCO’s commodity service to residential customers who fail to make full
payment of all amounts due on the consolidated billing, including the amount of the purchased
ESCO receivables. Residential customers disconnected from utility service under the POR
Program will be reconnected to service upon the payment of the arrears that were the subject of
the disconnection, which may include both delivery and supply charges, or a lesser amount as

specified in Public Service Law §32(5)(d).
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Con Edison is also authorized, in accordance with 16 NYCRR Part 13, to disconnect its
delivery service and ESCO commodity service to non-residential customers where: (i) the
customer fails to make full payment of all amounts due on the consolidated billing; and (i1) the
Company purchased the ESCO receivable. As a condition of each ESCQO’s participation in the
POR Program, the ESCO will furnish the Company an affidavit from an officer of the ESCO
representing to the Company that the ESCO has notified its non-residential customers and will
notify its future non-residential customers that Con Edison is permitted to disconnect a customer
for non-payment of the ESCO charges. The ESCO will also indemnify the Company for any
cost, expense, or penalty if the customer’s service is discontinued for non-payment and the

customer establishes that it did not receive such notification.

d. Charge Back

Where Con Edison reconnects service to a residential customer in accordance with Public
Service Law §32(5)(d), the Company is permitted to charge back to the ESCO as of the date of
reconnection the difference between the billed amount and the amount the residential customer
would have been charged as a full service customer. Charge back may be accomplished by
netting out the amounts owed the Company by the ESCO from the payments otherwise due the
ESCO from the Company. After reconnection, if and when the customer makes a payment that
is applicable to the charge back amount, the Company will remit the payment to the ESCO in
accordance with its routine remittance practices.'®

€. Billing Options

Con Edison is not required to offer additional utility consolidated billing options to any

ESCO providing either electric or both electric and gas commodity service apart from the

' The charge back amount is treated as arrears that are not subject to disconnection for the

purpose of pro-ration.
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consolidated billing option available for the POR Program. ESCOs electing not to participate in
the Company's POR Program are required to provide their own bills to residential customers
under the procedures applicable to the dual billing model; ESCOs may offer an ESCO
consolidated bill to their non-residential customers in accordance with Con Edison’s existing
ESCO consolidated bill program and using Con Edison’s current data exchange system. By its
approval of this Joint Proposal, the Commission grants to Con Edison a waiver of the provisions
of the Uniform Business Practices related to consolidated billing options, to the extent
inconsistent with the foregoing, during the Electric Rate Plan. The POR Program is contingent
upon the Company's receipt of such waiver of the Uniform Business Practices related to
consolidated billing options.

If, during RY3, a minimum of two ESCOs eligible to participate in the Company’s retail
access program request in writing the ability to issue ESCO consolidated bills to residential
customers in lieu of participating in the POR Program, and each requesting ESCO can
demonstrate, to Con Edison's satisfaction, its ability to issue ESCO consolidated bills, the
Company, Staff and interested ESCOs will convene a collaborative process within 60 days of the
request to discuss the reasonableness of and the time required for implementing an ESCO
consolidated billing program for residential customers without a POR component.

2. Retail Marketing Program

Pursuant to the Gas/Steam Rate Order, Con Edison is establishing a Retail Marketing
Program. Concurrent with the implementation of a POR Program for both the gas and electric
businesses, Con Edison will expand the Marketing Program to include both gas and electric
customers. Under this Marketing Program, ESCOs participating in the Company's POR Program

can offer electric customers who enroll with the ESCO under utility consolidated billing a seven
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percent discount from the Energy Shopping Price'’ for a two-billing cycle introductory period,'®
provided that each electric account will receive only one discount over the Electric Rate Plan.
The Marketing Program will include the following additional elements:

a. A procedure for customer enrollments by Con Edison reasonably designed
to provide each ESCO a generally equivalent number of accounts by service type (electric only
or electric and gas combination service), rate classification, and location. Customers enrolled by
Con Edison through this Program are not permitted to select a specific ESCO."

b. Con Edison will obtain customer authorization, process enrollments, and
provide customer information to the assigned ESCO.

c. Con Edison will calculate the price to be charged customers enrolled
under this Program on the two bills issued during the two-billing cycle introductory period.

d. Participating ESCOs must provide enrolled customers with the terms and
conditions, including price, for serving those customers beyond the two-billing cycle
introductory period.

e. Participating ESCOs will not penalize a customer who returns to utility

service timely following the two-billing cycle introductory period.

7" The Energy Shopping Price will be calculated by subtracting the customer’s retail access

delivery service bill from a full service bill calculated using the same billing determinants
and dividing the result by the customer’s usage during the billing period.

'8 The Company may, after consultation with Staff and with consensus among ESCOs

authorized to provide service in the Company’s service territory, adjust the seven percent
discount prospectively for the purpose of maximizing both ESCO and customer participation
in the Marketing Program.

" Con Edison will accept an ESCO's request to enroll a customer in this Program.
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f. Each participating ESCO will indemnify the Company against any
damages, penalties, or other costs associated with or arising from a claim that the ESCO
misrepresented the terms of the ESCO service that was initiated through this Program.

3. Market Match and Market Expo Programs

The Gas/Steam Rate Order established Market Match and Market Expo Programs as
means of facilitating the development of the competitive gas market and promoting contact
between Con Edison's large non-residential customers and ESCOs. Con Edison will expand
these Programs to include both gas and electric customers.

a. Market Match Program

The Market Match Program provides ESCOs and large customers the opportunity to
exchange information electronically and allow the ESCOs to offer the customers competitive
supply service proposals based on their specific load profiles. The Program will include the
following elements:

1) A capability on Con Edison's web site for customers interested in
obtaining competitive price offers from ESCOs to provide on-line authorization to the ESCOs
enabling the ESCOs to obtain their usage data.

1) Con Edison will notify all customers with maximum monthly
demand of at least 100 kW of this Program by direct letter. Con Edison may reduce the 100 kW
threshold criteria in order to expand customer participation in this Program.

1i1) ESCOs may use customers' account numbers to access customer
usage information.

v) ESCOs will execute a confidentiality agreement promising not to

release or use customer information for purposes other than the Market Match Program.
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b. Market Expo Program

The purpose of the Market Expo Program is to bring ESCOs, large non-residential
customers, and Con Edison together to provide a forum for an exchange of information regarding
retail choice and to provide a platform for customers to receive offers from ESCOs. The
Program will include the following elements:

1) Con Edison will conduct a minimum of four Market Expos during
the Electric Rate Plan. The Market Expos conducted for electric customers may be coordinated
with Market Expos held for gas customers.

1) Invitations and applications for participation in the Market Expos
will be provided to all customers with maximum monthly demand of at least 500 kW. Con
Edison may reduce the 500 kW threshold criteria in order to expand customer participation in
this Program.

111) At each Expo, a presentation will be made on the status of the
electric markets in the Northeast and an explanation of Con Edison's retail access rules.

iv) After the presentation and any question and answer period, there
will be an opportunity for customers to meet with specific ESCOs.

V) At each Expo, there will be an opportunity for customers to discuss
specific retail access-related concerns, if any, with Con Edison.

4. Competition Outreach and Education and Promotional
Funding

Con Edison will continue to conduct outreach and education to increase customer
awareness and understanding of residential and non-residential competitive choice and the
Company's "Power Your Way" Program. The Company will keep Staff and ESCOs informed of

its competition-related outreach and education activities by providing them in advance with
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samples of materials and the schedule for their distribution and by reporting on plans and
activities as described in Section F.9. Con Edison will also conduct Retail Choice Promotion
activities (“RCP Program”) to support its Retail Marketing, Market Expo, and Market Match

Programs.

a. Funding

Con Edison is authorized to spend up to $3.395 million during RY'1, $2.595 million
during RY2, and $1.795 million during RY3 on competition outreach and education, and on
promotion of electric retail choice in its service territory. The RCP Program component of these
funds will be $1.5 million in RY'1 and $700,000 in RY?2; any funds not expended in any Rate
Year will, to the extent possible, be spent in subsequent Rate Year(s). These funds will be used
for retail choice research and to implement retail choice education, communication and
marketing efforts.

b. Timing

Within 30 days of the date of the Commission Order approving or adopting this Proposal,

Con Edison will convene a meeting of Staff and ESCOs authorized to serve electric customers in

its service territory to coordinate the Company’s promotion of its Retail Marketing Program.

C. RCP Program

The RCP Program will focus on the promotion of retail access and will include
promotional advertising, ESCO meetings, the Market Expo and Market Match Programs, and the
Retail Marketing Program. The Retail Marketing Program and the Market Expos will be
developed by Con Edison with input from Staff and ESCOs. All retail access promotion
material and messages, including "Power Your Way" materials and messages, will clearly

identify Con Edison's affiliation with the "Power Your Way" program.
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Acceptable forms of promotional advertising include, but are not limited to, the use of
customer bill inserts and other direct mailings, print, radio, television, and Internet
advertisements, and call center contacts.

5. Migration Incentive

In order to encourage Con Edison to promote retail access in its service territory, subject
to the terms and conditions stated below, the Company will receive at the end of each Incentive
Period (defined below) an electric migration incentive for accounts that switch to or are retained

on retail access delivery service. The incentive will be calculated in accordance with the

following methodology:
a. Definitions
1) “Switching” means the enrollment of an existing Con Edison full-

service account in retail access delivery service or the enrollment of a new account in retail
access delivery service.

i) “Retention” means the continuation of retail access delivery
service. For the purpose of the Retention Incentive, retention in RY 1 will be the net increase in
the number of customers taking retail access delivery service at the end of RY'1 as compared to
the number of customers taking retail access delivery service on the first day of RY1 or the
commencement of the POR and Retail Marketing Programs, whichever occurs last (“Start
Date”). Retention in RY2 will be the net increase in the number of customers taking retail access
delivery service at the end of RY2 as compared to the number of customers taking retail access
delivery service on either the first day of RY2 or the number of customers taking retail access
delivery service on the Start Date, whichever is greater. Retention in RY3 will be the net
increase in the number of customers taking retail access delivery service at the end of RY3 as

compared to the number of customers taking retail access delivery service on the first day of
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RY3 or the number of customers taking retail access delivery service on the Start Date or the
number of customers taking retail access delivery service on the first day of RY2, whichever is
greater. See Appendix J for examples of the incentive calculation.
1i1) “Incentive Periods” are the time periods over which migration data

will be measured for purposes of determining the level, if any, of the migration incentive to
which the Company may be entitled. Measurement of migration data will commence on the
Start Date. For purposes of the Retention Incentive, each Rate Year will be a separate Incentive
Period (i.e., RY1 is the First Incentive Period, RY?2 is the Second Incentive Period, and RY3 is
the Third Incentive Period).

b. Threshold

A minimum of 25,000 eligible electric accounts must commence taking service during

the Electric Rate Plan from ESCOs before a migration incentive can be awarded. This threshold
can be achieved anytime during the Electric Rate Plan.

C. Exclusions

Customers who resume taking bundled service from Con Edison during any of the

incentive periods and any subsequent one-year periods due to an ESCO's cessation of retail
marketing operations in or departure from Con Edison's service territory will be considered to
have remained with the ESCO for purpose of calculating the retention incentive and are subject
to the limitations in Section F.5.e.iii.

d. Eligibility

The migration incentive applies to all electric accounts.
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e. Incentive Amount

1) The Company can receive a Switching Incentive for accounts
enrolled in retail access delivery service. The Incentive Period will be the Electric Rate Plan.
The incentive amount is $10 per switched account, not to exceed $4 million.

i) The Company can also receive a Retention Incentive for accounts
retained. The incentive amount is $20 per retained account, not to exceed $8 million over the
Rate Plan.

ii1) The Company can receive only one Switching Incentive and one
Retention Incentive per electric account.

f. Timing of Incentive Recovery

1) If the threshold of 25,000 accounts is achieved during the First
Incentive Period, Switching and Retention Incentives will be recovered at the end of that period.

i) If the threshold of 25,000 accounts is not achieved during the First
Incentive Period but is achieved during a subsequent Incentive Period, Switching and Retention
Incentives for accounts switched and/or retained at any time will be recovered at the end of the
period in which the threshold was achieved.

g. Recovery of Incentives

The Company will make a filing on the calculation of the incentive for the applicable
incentive period with the Director of the Office of Accounting and Finance prior to recovering an
incentive. All incentives will be recovered through the MAC over a 12-month period.

6. ESCO/Marketer Ombudsman

Pursuant to the Gas/Steam Order, Con Edison has designated a management employee

who is responsible for addressing ESCO concerns and issues and who serves as a liaison
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between ESCOs and the Company. ESCOs have been provided with the Ombudsman's name
and telephone number and the Ombudsman is available directly to ESCOs.

7. ESCO Satisfaction Survey

Con Edison will conduct an annual ESCO survey and should strive to achieve 100
percent ESCO participation by ESCOs operating in its service territory. The survey is intended
to gauge ESCOs’ satisfaction with and understanding of the Company’s service available to
them and to identify potential enhancements.

A survey is presently being performed, and Con Edison will consult with Staff to
determine if any changes need to be made to it. As necessary during the Electric Rate Plan, Con
Edison will continue to consult with Staff about changes to the survey. Con Edison will report
the results of each survey and its plans for addressing ESCO concerns identified by the survey, if
any, in the July 31 Retail Access Report described in Section F.9.

8. Competition Awareness and Understanding Survey

Con Edison will survey its residential and small non-residential customers annually for
the purpose of tracking changes in customer awareness and understanding of competition in the
electric market. The survey should also be used to evaluate the effectiveness of the Company’s
programs and to identify potential enhancements. The survey will be developed by Con Edison
with input from Staff. This survey should be similar in content and timing to the Company's
awareness and understanding survey of residential and small non-residential gas customers. The
Company will report the results of the survey in the July 31 Retail Access Report described in

Section F.9.
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9. Retail Access Report

On January 31 and July 31 of each Rate Year, Con Edison will submit to the Director of
the Office of Retail Market Development, with copies to all interested Signatory Parties, a report

(the “Retail Access Report”) that includes the following:

a. Competition Outreach and Education
1) a list and description of activities and expenditures for the prior six
months;
i1) a list and description of planned activities and expenditures for the

subsequent six months or longer, as appropriate;

1) Customer Awareness and Understanding Survey results, as
appropriate;

1v) ESCO Satisfaction Survey results, as appropriate; and

V) the Company's plans for addressing improvement opportunities
identified by the surveys.

b. RCP Program

1) a list and description of activities and expenditures for the prior six
months; and

i) a list and description of planned activities and expenditures for the
subsequent six months or longer, as appropriate.

C. Migration Data

1) the total number of customers migrated during the prior six
months, including customers who have migrated from ESCO to ESCO or who have resumed

taking bundled service from the Company after previously migrating to ESCOs; and
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i) migration data associated with the Retail Marketing Program for
the prior six months.

For the reports due January 31 each Rate Year, the prior six months means the period
July 1 through December 31 and the subsequent six months means the period January 1 through
June 30; for the reports due July 31 each Rate Year, the prior six months means the period
January 1 through June 30 and the subsequent six months means the period July 1 through
December 31. The last report will be for the three months ended March 31, 2008.

The Company will provide to Staff, pursuant to the Commission's trade secret
regulations, commercially sensitive migration data and a confidential report of the raw data
obtained during the survey processes, including the names of the participating ESCOs but
without attribution of the raw data to individual ESCOs, and excluding the names of
participating customers. The Company will provide to interested Signatory Parties high-level
summaries of the feedback received from ESCOs and customers during the survey processes, the
Company's plans to address concerns, if any, identified by the ESCOs during the survey process,
and non-commercially-sensitive migration data.

10. Bill Format

As part of the initiative established by the Gas/Steam Rate Order, Con Edison will meet
with Staff, ESCOs and parties representing the interests of customers to discuss the Company's
current bundled bill format and possible redesign and/or formatting changes, consistent with
Commission directives in Cases 00-M-0504 (Unbundling Track), Case 03-E-0188 (Renewable
Portfolio Standard), and any other relevant Commission policy. The goal of this discussion will
be to improve bill understandability, to revise the price to compare, and to present billing

information and charges in clear, plain language.
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The Company will seek and consider customer input on the working draft of the
redesigned bill.

11. Metering Initiatives

Con Edison may implement its proposed strategic Automated Meter Reading (“AMR”)
and remote meter reading replacement programs. Con Edison may implement saturated AMR in
Westchester County, obsolete demand meter replacement, replacement of kWh meters for large
commercial time-of-day customer installations, and inclusion of AMR modules for new meters if
the Commission determines, in a generic review of competitive metering, that initiatives of these
types are not anticompetitive or if the Commission issues no decision concerning competitive
metering issues by December 31, 2005, whichever occurs first. The operating cost savings for
these programs will be deferred for credit to customers; capital costs will be reconciled with the
T&D capital expenditures as provided in Section D.3.

Certified meter service providers that are deemed eligible to participate in the Company's
bidding process for meter installations will be invited to bid on such work in the event the
Company decides to bid out that work.

If the Commission determines, in a generic review of competitive metering, that the
Company’s provision of interval data is not anticompetitive, or if the Commission issues no
decision concerning competitive metering issues by December 31, 2005, whichever occurs first,
the Company will file with the Commission a method of making available to customers with
interval metering and operable telemetry capability data from such metering and an associated
charge for the provision of such data.

12. Retail Auction Pilot Program

Within 60 days of the date of the Commission Order approving or adopting this Proposal,

the Company, Staff and interested parties will convene a collaborative process to study the
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appropriateness, feasibility, and possible implementation of a retail market auction pilot program
for a segment of the mass market. No Signatory Party to this Proposal waives its right to object
to the implementation of a pilot auction program.

13. Customer Interaction

Con Edison will instruct its customer service representatives to inform any customer
contacting the Company to discontinue ESCO supply service that such customer should contact
the ESCO before requesting to return to full service.

14. Green Power

Within 90 days of the date of the Commission Order approving or adopting this Proposal,
the Company, Staff and interested parties agree to establish a collaborative to consider a proposal

for a Green Power program in the Company’s service territory.

G. Reliability Performance Mechanism

1. Operation of Mechanism

This electric service reliability performance mechanism (“reliability mechanism”) will be
in effect for Con Edison for the period January 1, 2005 through the end of the Electric Rate Plan
and thereafter until electric base delivery rates are reset by the Commission. The measurement
periods for the reliability mechanism performance metrics are stated in the description of each
metric below.

This reliability mechanism establishes six performance metrics:

a. Threshold Standards, consisting of system-wide performance targets;
b. a Major Outage metric;

c. a Program Standard for repairs to damaged poles;

d. a Program Standard for the removal of temporary shunts;
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€. a Program Standard for the repair of "no current” street lights, and traffic
signals; and

f. a Program Standard for the replacement of over duty circuit breakers.
All revenue adjustments related to this reliability mechanism will come from shareholder funds
and will be deferred for the benefit of ratepayers.

2. Exclusions

The following exclusions will be applicable to operating performance under this
reliability mechanism:

a. Any outages resulting from a major storm, as defined in 16 NYCRR
Part 97 (for at least 10% of the customers interrupted within an operating area or customers out-
of-service for at least 24 hours), except as otherwise noted; this includes secondary network
interruptions that occur in an operating area during winter snow/ice events that meet the 16
NYCRR Part 97 definition (10%/24 hour rule).

b. Heat-related outages are not a major storm. However, the Company may
petition the Commission for an exemption for an outage if the Company can prove that such
outage, whether heat-related or not, was beyond the Company’s control, taking into account all
facts and circumstances.

C. Any incident resulting from a strike or a catastrophic event beyond the
control of the Company, including but not limited to plane crash, water main break, or natural
disasters (e.g., hurricanes, floods, earthquakes).

d. Any incident where a problem beyond the Company’s control involving
generation or the bulk transmission system is the key factor in the outage, including, but not
limited to, NYISO mandated load shedding. This criterion is not intended to exclude incidents that

occur as a result of unsatisfactory performance by the Company.
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3. Reporting

The Company will prepare annual report(s) on its performance under this reliability
mechanism. The annual report(s) will be filed by March 31* of each Rate Year with the Director
of the Office of Electricity and Environment. Copies of the annual report(s) will be
simultaneously provided to the New York City Department of Transportation (“NYCDOT”)
Deputy Commissioner of Traffic Operations, the NYCDOT Director of Street Lighting, the
Westchester County First Deputy Commissioner of Public Works, and the President of the
Utility Workers Union of America, Local 1-2. The reports will state the: (a) Company’s annual
system-wide performance under the Threshold Standards and identify whether a revenue
adjustment is applicable and, if so, the amount of the revenue adjustment, (b) Company’s
performance under the Major Outage metric and identify whether a revenue adjustment is
applicable and, if so, the amount of the revenue adjustment, (c) Company’s performance under
the Program Standards applicable during the period and identify whether a revenue adjustment is
applicable and, if so, the amount of the revenue adjustment, and (d) basis and provide adequate
support for all exclusions.

Within 45 days of any event that meets the Major Outage criteria, the Company will file
an interim report on the event, containing, among other things, information pertinent to
determining whether a revenue adjustment for the event is applicable. Any requests for
exemption under Section G.2 must be made in the interim report.

4. Threshold Standards

In Cases 90-E-1119, 95-E-0165, 96-E-0979, and 02-E-1240, the Commission adopted
standards establishing minimum performance levels for both frequency and duration of service
interruptions for the network and radial systems in the six operating areas of Con Edison's

service territory. Under these standards, the frequency of service interruptions is measured by
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the System Average Interruption Frequency Index (“SAIFI”), and the duration of service
interruptions is measured by the Customer Average Interruption Duration Index (“CAIDI”). The
minimum performance levels established in those cases are set forth as certain minimum SAIFI
and CAIDI values. The System-Wide Performance Targets used for purposes of the Threshold
Standards metric are as set forth below. The measurement periods for the Threshold Standards
are successive 12-month periods ending December 31, 2005, 2006, and 2007. During each
annual measurement period, Con Edison's year-end SAIFI, or frequency, index for its entire
network system and its entire radial system will be measured against the respective SAIFI
System-Wide Performance Targets. During each annual measurement period, Con Edison's
year-end weighted average CAIDI, or duration, index for its entire network system and its entire
radial system will be measured against the respective CAIDI System-Wide Performance Targets.

The Company’s annual performance in maintaining reliability must meet or be better than
the SAIFI and CAIDI System-Wide Performance Targets. A total of $18 million is at risk for
performance not meeting those targets.

a. System-Wide Performance Target — CAIDI

A total of $8 million per year is at risk for customer interruption duration performance, as
follows:

Threshold Revenue Adjustment

Target (millions)
(hours)
Network duration 3.74 $4.0
Radial duration 1.85 $4.0
b. System-Wide Performance Target — SAIFI

A total of $10 million per year is at risk for customer interruption frequency performance,

as follows:
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Threshold Revenue Adjustment

Target (millions)
Network frequency 0.015 $ 5.0
Radial frequency 0.530 $ 5.0

5. Major Outages

Effective April 1, 2005, the Company will be subject to a revenue adjustment of $10
million for each network shutdown event or a radial system interruption event (a “Major
Outage”).

Con Edison will be subject to a revenue adjustment for a Major Outage up to three times
in each Rate Year. Beyond three Major Outage events, the effect of the Major Outage will be
included in the SAIFI and CAIDI measurements. For purposes of this metric, a network
shutdown event is defined as a loss of all supply feeders to any of the 57 secondary networks in
Manhattan, Brooklyn, Queens, and the Bronx for three hours or more in duration. The 57
secondary networks are identified in Appendix K. If the Company creates any new second
contingency networks during the Electric Rate Plan, those networks will be covered by this
metric. A radial system interruption event is defined as the sustained interruption of service to
70,000 customers in a load area (as defined in the Company's Distribution Manual) for three
hours or more.

Any single occurrence that results in multiple network shutdowns or radial system
interruption events will result in only one revenue adjustment being assessed. An example is the
loss of an area substation that shuts down two or more networks or a combination of network and
radial system load.

This single occurrence exception will not apply if each Major Outage that takes place
during any single occurrence results from separate and distinct causes. For example, if there are

two network shutdowns during a single heat wave, and each network shutdown results from
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failures on that particular network that were not beyond the Company’s control, the single
occurrence exception would not apply and two network shutdowns will be considered to have
occurred.

To avoid multiple revenue adjustments for the same operating performance problem or
occurrence, interruptions and customer hours of interruption associated with Major Outage
revenue adjustments will be excluded from the appropriate year-end SAIFI and CAIDI
calculations, except as noted above.

6. Program Standards

a. Pole Repair

1) Definitions

1. “Damaged Poles™ are poles damaged by storm conditions,
vehicle contact, or other circumstances, and that support existing equipment with temporary
external bracing while not posing an immediate threat to the safety of the public or the
distribution system.

2. “Double Damaged Poles” are poles damaged by storm
conditions, vehicle contact, or other circumstances, and that are not capable of supporting
existing equipment. In each of these cases, a new pole is installed next to the damaged pole and
is braced to the damaged pole to safely support the damaged pole until the Company transfers
equipment to the new pole.

3. “Repair,” for purposes of this program standard, means

transferring Company facilities to a new pole, and removing or “topping” the “damaged” pole.
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i1) Performance Requirements

The Company will strive to repair all “Damaged Poles” and “Double Damaged Poles” in
a timely manner.

Con Edison will make repairs, by December 31, 2005, to at least 90% of the “Damaged
Poles” and “Double Damaged Poles” that exist on December 31, 2004. In the event the
Company has not repaired at least 90% of those “Damaged Poles” and “Double Damaged Poles”
by December 31, 2005, it will incur a revenue adjustment of $1.5 million. The Company will
repair all such existing “Damaged Poles” and “Double Damaged Poles” by June 30, 2006, except
in extraordinary circumstances.

For all “Damaged Poles” and “Double Damaged Poles” that come into existence on or
after January 1, 2005, Con Edison will make repairs within 30 days from the date the Company
became aware of the “Damaged Pole” or “Double Damaged Pole” for at least 90% of these new
“Damaged Poles” and “Double Damaged Poles”. In the event the Company does not achieve the
90% within 30 days threshold for “Damaged Poles” and “Double Damaged Poles” that come into
existence in 2005, it will incur a revenue adjustment of $1.5 million. In the event the Company
does not achieve the 90% within 30 days threshold for “Damaged Poles” and “Double Damaged
Poles” that come into existence during any of calendar years 2006 and 2007, it will incur a
revenue adjustment of $3 million for such year.

Con Edison will make repairs to all “Damaged Poles” and “Double Damaged Poles” that
come into existence on or after January 1, 2005 within six months of the dates the poles are

damaged.
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ii1) Storm Exclusion

In an effort to permit the Company to utilize labor resources most effectively and
facilitate the restoration of customers, the Company may utilize up to 60 days to make repairs on
90% of poles that become “Damaged Poles” and “Double Damaged Poles” during qualifying
major storm events as defined in 16 NYCRR Part 97. Where the Company does not immediately
make repairs on its poles, the Company shall ensure that each “Damaged Pole” and “Double
Damaged Pole” is safe for public and vehicle access.

iv) Extraordinary Circumstances Exception

Where the Company can demonstrate that extraordinary circumstances prevent a repair
within the 30-day, 60-day, or six month time frames, as appropriate, that non-repair will not be
considered in measuring the Company's compliance with these requirements. The determination
of whether extraordinary circumstances exist will be made on a case-by-case basis and will be
based on the particular facts and circumstances presented.

V) Reporting

The Company’s annual report(s) described in Section G.3 will: (i) report on "Damaged
Poles" and "Double Damaged Poles" that come into existence from January 1 through December
31 of the prior year; (ii) provide the status of "Damaged Poles" and "Double Damaged Poles"
that existed before January 1 of the prior year; (iii) identify the “Damaged Poles” and “Double
Damaged Poles” that were not repaired; and (iv) describe the extraordinary circumstances, if
any, that prevented the repairs from being made. For (i) and (ii), the report(s) will include, at a
minimum, a listing of the damaged pole locations, the date the Company became aware of the

problem at that location, and the date of the repair.
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b. Shunt Removal

It is not the purpose of this metric to require Con Edison to eliminate the use of
temporary shunts; to the contrary, the Signatory Parties recognize that temporary shunts may be
needed to restore electric service pending permanent repairs. In cases where temporary shunts
are used, the Company will strive to remove them and make permanent repairs in a timely
manner.

To assist the Company in identifying the location of existing shunts, the NYCDOT has
been conducting a survey of its facilities throughout New York City and identifying the locations
of its and Con Edison’s shunts. NYCDOT agrees to provide the results of the first phase of its
survey to Con Edison by December 15, 2004. While this survey should be viewed as helpful, it
does not supplant the Company’s obligations related to this matter. That is, it is Con Edison’s
responsibility to identify all existing Company-installed shunts.

1) Definitions

1. “Temporary Shunts” are cables installed by the Company
to temporarily maintain service continuity to a customer pending the permanent repair of a
Company facility.

2. “Publicly Accessible Shunts” include street/sidewalk
shunts and overhead to underground service shunts, including shunts to street lights, installed by
the Company. Shunts installed within individual customer facilities, typically behind the
customer's meter (called a “meter pan bridge”) or inside the customer's end line box (called a
“service bridge”), that are not accessible to the general public are not covered by this metric.

3. “Permanent Repair” means that the condition necessitating
the shunt has been fully remediated and service has been restored by the Company to the

customer's facility before the shunt is removed.
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i1) Performance Requirements

The Company will not remove any shunt that will have the effect of leaving a streetlight
or traffic signal without power, except for exigent safety reasons,” until the condition giving rise
to the need for the shunt has been completely repaired. Further, it is Con Edison’s responsibility
to repair the conditions on its system that required the use of the temporary shunts.

Con Edison will make permanent repairs by December 31, 2005 to all shunts that exist on
December 31, 2004 or incur a revenue adjustment of $1.5 million. For all shunts that come into
existence on or after January 1, 2005, Con Edison will make permanent repairs for at least 90%
of these new cases within 90 days during the winter months, which are defined for purposes of
this metric as January, February, March, April, November, and December, and at least 90% of
these cases within 60 days during the remaining six months, May through October. Failure to

reach the 90% threshold will result in the follow revenue adjustments:

For Calendar Year 2005
Winter Months $750,000
May — October $750,000

For Calendar Years 2006 and 2007
Winter Months $1,500,000
May — October $1,500,000
Con Edison will make permanent repairs in all cases in which temporary shunts are installed on
or after January 1, 2005 within six months of the dates the shunts are installed.
The 60-day, 90-day and six month periods for making permanent repairs may be tolled in

the event that, and for the period corresponding to, a third party (such as the municipal customer)

2 In such situations, and as appropriate, the Company either will replace its temporary shunt or

effect the permanent repair.
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must perform service at the site prior to, and as a precondition to, Con Edison's completion of
work. The Company will be responsible for providing notice to the third party that its work is a
precondition to the Company's work and for demonstrating the applicability of the tolling period.

iil) Extraordinary Circumstances Exception

Where the Company can demonstrate that extraordinary circumstances prevented a shunt
repair within the 60-day, 90-day, or six month time frames, as appropriate, that non-repair will
not be considered in measuring the Company's compliance with the above requirements. The
determination of whether extraordinary circumstances exist will be made on a case-by-case basis
and will be based on the particular facts and circumstances presented (€.9., documentation
demonstrating delays of more than 30 days in receiving street-opening permits from NYCDOT).

iv) Reporting

The Company’s annual report(s) described in Section G.3 will: (i) report on shunts
installed from January 1 through December 31 of the prior year; (ii) provide the status of shunts
installed before January 1 of the prior year; (ii1) identify the shunt locations that were not
permanently repaired within the 60-day, 90-day, and six month periods described above; and (iv)
describe the extraordinary circumstances, if any, that prevented the permanent repair of the
shunts. For (i) and (ii), the report(s) will include, at a minimum, a listing of the shunt locations,
the date the Company became aware of the problem at each such location, the date the shunt was

installed, the date of the permanent repair, and the date the shunt was removed.

C. No Current Street Lights and Traffic Signals
1) Definitions
1. A “no current” is a location where Con Edison's electric

service supplying power to municipal street lights or traffic signals is not working due to a
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failure of Con Edison's service to the customer facility point, and the date that a “no current”
comes into existence is the date of the “stop tag” notifying Con Edison of the “no current”
condition.

2. “Permanent repair” means that service has been
permanently restored by the Company to the customer's facility point.

i1) Performance Requirements

The Company will strive to make permanent repairs to all no currents (including both
street lights and traffic signals) in a timely manner.

For all no currents that are in existence as of December 31, 2004, Con Edison will make
permanent repairs no later than May 1, 2005, except in situations in which the Company can
demonstrate that it could not complete its repair due to work required to be undertaken by third
parties. For all no currents that come into existence on or after January 1, 2005, Con Edison will
make permanent repairs for at least 90% of these new cases within 90 days during the winter
months, which are defined for purposes of this metric as January, February, March, April,
November, and December, and at least 80% of these new cases within 45 days during the
remaining six months, May through October. The Company's total exposure each year under
this metric will be $2 million, as follows:

For Calendar Years 2005 - 2007
Winter Months $1,000,000
May — October $1,000,000
The Company will make permanent repairs to all no currents that come into existence on or after

January 1, 2005 within six months of the dates they come into existence.
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The 45-day, 90-day, and six month periods for making permanent repairs may be tolled
in the event that, and for the period corresponding to, a third party (such as the municipal
customer) must perform service at the site prior to, and as a precondition to, Con Edison's
completion of work. The Company will be responsible for providing notice to the third party
that its work is a precondition to the Company's work and for demonstrating the applicability of
the tolling period.

iil) Extraordinary Circumstances Exception

Where the Company can demonstrate that extraordinary circumstances prevented a "no
current" from being permanently repaired within the 45-day, 90-day, or six month time frames,
as appropriate, that non-repair will not be considered in measuring the Company's compliance
with the above requirements. The determination of whether extraordinary circumstances exist
will be made on a case-by-case basis and will be based on the particular facts and circumstances
presented (e.9., documentation demonstrating delays of more than 30 days in receiving street-
opening permits from NYCDOT).

v) Reporting

The Company’s annual report(s) described in Section G.3 will: (i) report on "no
currents" that came into existence from January 1 through December 31 of the prior year; (ii)
provide the status of "no currents" that existed before January 1 of the prior year; (iii) identify the
"no current" locations that were not repaired within the 45-day, 90-day, and six month periods;
and (iv) describe the extraordinary circumstances, if any, that prevented the permanent repair of
the "no currents." For (i) and (ii), the report(s) will include, at a minimum, a listing of the "no
current" locations, the date the Company became aware of the problem at each location, and the

date of the permanent repair at each location.
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d. Over-Duty Circuit Breakers

Many of the Company’s substations' circuit breakers are at or over their fault current
capacity. This situation has precluded the parallel operation of specific types of DG in certain
areas of the system, and more specifically, has restricted the installation of primary grid-parallel
synchronous on-site generators in areas served by these substations since these types of
generators produce additional fault current, thus further straining the substations' circuit breakers.
Elimination of over-duty circuit breakers and taking other reasonable steps necessary to enable
the installation of synchronous generators is a priority because of the significant interest in the
use of DG to address a variety of concerns.

1) Performance Requirements

The Company will accelerate its replacement schedule for 13 kV and 27 kV over-duty
circuit breakers. Except upon the occurrence of extraordinary system conditions, the Company
will replace a target of at least 60 over-duty circuit breakers during each Rate Year (the “Target
Level”). This Target Level may be adjusted pursuant to the recommendations of the Fault
Current Review Study established below for RY2 and RY3.

There will be no revenue adjustment applicable in RY 1. Failure by the Company to
achieve the sum of the Target Levels for over-duty circuit breaker replacements for RY2 and
RY3 will result in a revenue adjustment of $100,000 per breaker multiplied by the difference
between the sum of the Target Levels for RY2 and RY3 and the number actually replaced. The
maximum potential exposure under this metric is $3 million during the Electric Rate Plan.

i1) Selection and Prioritization of Replacements

The Company will, to the extent practicable, seek to include over-duty circuit breaker

replacements in situations where maximum fault currents are between 100 and 103% of the
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breaker rating. The Company will seek input from interested Signatory Parties to this Proposal
to assist in its prioritization of where to replace over-duty circuit breakers. The Company will
meet with interested Signatory Parties for this purpose no later than 60 days of the date of the
Commission Order approving or adopting this Proposal. Further, there will be at least one
meeting of all interested DG parties annually to review implementation of the effort and to
further address prioritization. This annual meeting should be done in conjunction with efforts to
improve communication with the DG community discussed in Section J.4.

The prioritization process will consider such factors as circuit breaker duty ratings,
predicted load growth, status of proposed/pending DG, combined heat and power, other similar
projects, areas with critical human needs loads, and other reasonable criteria that the parties may
identify.

ii1) Extraordinary Circumstances Exception

Where the Company can demonstrate that extraordinary circumstances prevented it from
achieving the sum of the Target Levels for RY2 and RY3, those circumstances will be factored
in measuring the Company's compliance with the above requirements. The determination of
whether extraordinary circumstances exist will be made on a case-by-case basis and will be
based on the particular facts and circumstances presented.

v) Reporting

The Company’s annual reports described in Section G.3 will: (i) report on the number of
over-duty breakers in existence from January 1 through December 31 of the prior year; (ii)
provide the status the Company's efforts on replacing the over-duty breakers; (ii1) identify all

over-duty breakers that were replaced over the course of the prior year; and (iv) describe the
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extraordinary circumstances, if any, that prevented the Company from achieving the target level
for replacements.

V) Fault Current Review Study

Within 60 days of the date of the Commission Order approving or adopting this Proposal,
the Company, in consultation with Staff and interested parties, will issue a request for proposals
(“RFP”) for an independent study to be conducted to review its fault current over duty
constraints in relation to synchronous generators. In a manner consistent with the Company's
existing reliability criteria, the Fault Current Review Study should:

1. review the effects of fault current contribution from
synchronous generators on the Company's substations;

2. develop measures for mitigating the problem in a cost-
effective manner;

3. examine the extent to which the Company's efforts in
replacing over-duty breakers can be further accelerated;

4. develop best practices based on the success that other
electric distribution utilities or states have had in installing synchronous on-site generation;

5. examine and recommend alternative measures that provide
a measure of relief in lieu of circuit breaker replacement; some of these measures may be
considered temporary and others could defer circuit breaker replacement; examples include
evaluation of the fault current contribution of dual mode inverters that 'line commutate' to run
grid parallel and 'self-commutate' (analogous to synchronous) to run stand-alone, and evaluation

of the feasibility of using Fault Current Limiters under development by EPRI; and
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6. identify other creative approaches that are not currently
being pursued.

In preparing the Fault Current Review Study, the consultant should, as appropriate, solicit
comments from the parties who were involved in the preparation of the RFP. This Study, the
cost of which the Company will be permitted to defer for later recovery, should be completed
and filed within nine months of the date of the Commission Order approving or adopting this
Proposal.

vi) Technology Research and Development and Demonstration
Projects

The Company will continue collaborative efforts and, where effective, support
acceleration of research activities on technologies that reduce the impact of fault current from
synchronous generators. In cooperation with NYSERDA, the United States Department of
Energy, and others, as appropriate, the Company should develop several research and/or
demonstration projects using new fault-mitigation technologies during the Electric Rate Plan.
The Company may request recovery of any incremental research and development costs incurred

in developing the research and/or demonstration projects.

H. Compliance with Environmental, Health, and Safety Policy

Consistent with Con Edison’s Standards of Business Conduct, the Company’s
Environmental, Health, and Safety (“EH&S”) Policy makes environment, health, and safety
considerations an integral part of the Company’s business and operating practices. For the
purposes of the Company’s operations, the Company’s management and represented employees
both understand that the term “safety” includes and fully encompasses the written operating
practices and procedures of the Company. The EH&S Policy commits Con Edison to continuously

strive to improve EH&S performance and holds all employees accountable for knowing EH&S
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requirements applicable to their assigned responsibilities and for using the information in planning
and completing their work. Compliance is never optional, including the timely and accurate
reporting of violations or other reportable events.

If employees have an EH&S concern, they should first report the concern to their
immediate supervisor in accordance with the Company’s Standards of Business Conduct. Every
supervisor is responsible for handling these concerns courteously and honestly and pursuant to the
Company’s written policies and operating procedures and practices. Employees may also contact
their EH&S Manager or local EH&S representative, respective department managers and officers,

Con Edison’s General Auditor, or Con Edison’s Corporate Ombudsman.

l. Customer Service Issues

1. Customer Service Performance Mechanism

The Customer Service Performance Mechanism (“CSPM”) described herein will be in
effect for the Electric Rate Plan and thereafter until electric base delivery service rates are reset
by the Commission.

a. Operation of Mechanism

The CSPM establishes threshold performance levels for designated aspects of customer
service. The areas of customer service and the potential revenue adjustments are set forth on
Appendix L. Failure by the Company to achieve the specified targets will result in a revenue
adjustment of up to $36.0 million.

b. Exclusions
Abnormal operating conditions are deemed to occur during any period of emergency,

catastrophe, strike, natural disaster, major storm, or other unusual event not in the Company’s
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control affecting more than 10 percent of the customers in an operating area during any month.
A major storm will have the same definition as set forth in Section G.2.

1) In the event abnormal operating conditions in one of the
Company’s six operating areas affects the Company’s ability to perform any activity that is part
of this CSPM, the data for the operating area(s) experiencing the abnormal operating condition
will be omitted from the calculation and the Company’s results in the measured areas will be
measured only by the data from the other operating area(s) for the period of the abnormal
operating condition.

i) If abnormal operating conditions occur in more than three
operating areas so that monthly results cannot be measured for a given activity, the month will be
eliminated in the calculation of the actual annual average performance for that activity.

iii) In the event that abnormal operating conditions affecting the
Company's ability to perform a given activity occur in more than three operating areas for an
entire Rate Year, the activity will be inapplicable in that Rate Year and the associated revenue
adjustment amount for that activity will also be inapplicable in that Rate Year.

1v) If changes in Company operations render it impractical to continue
to measure performance in any activity, the measurement method and/or threshold standard will
be revised or an alternative method or activity selected for the remainder of the period during
which this CSPM is operative. Any such modifications must be mutually agreed upon by Staff
and the Company in writing. In the event the parties cannot agree to a modification, the revenue
adjustment amount associated with the activity that can no longer be measured will be

reallocated among the other activities for the remainder of the period during which this CSPM is
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operative, subject to Con Edison's right to petition the Commission to establish an alternative
method or activity.
C. Reporting

The Company will prepare an annual report on its performance that will be filed with the
Director of the Office of Consumer Services by May 31 following each Rate Year. Each report
will state: (i) any changes anticipated to be implemented in the following measurement period in
any activity reflected in this Proposal, (ii) a summary of any significant changes in operations
which led to the reported performance level during the measurement period; and (iii) whether a
revenue adjustment is applicable, and if so, the amount of the revenue adjustment. The Company
will maintain sufficient records to support such reports.

d. Threshold Standards

1) The Company’s threshold performance will be measured based on
the Company's cumulative monthly performance for each Rate Year for the following nine
activities, except as otherwise noted.

1. Commission Complaints

Con Edison's Commission complaint performance measure will be the 12-month
complaint rate reported by the Office of Consumer Services each year for the 12-month period
ending in March. A complaint is a contact by a customer, applicant, or customer’s or applicant’s
agent that follows a contact with the Company about the issue of concern as to which the
Company, having been given a reasonable opportunity to address the matter, has not satisfied the
customer. The issue of concern must be one within the Company's responsibility and control,
including an action, practice or conduct of the Company or its employees, not matters within the

responsibility or control of an alternative service provider. Complaints about high bills resulting
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from the price of electric energy and capacity or the operation of the Company’s MSC and that
do not otherwise present just cause for charging a complaint against the Company will not be
counted as complaints for the purposes of the CSPM. One or more contacts by a rate consultant
raising the same issue as to more than one account, whether such contacts are made at the same
time or different times, will not be counted as more than one complaint if the issue is under
consideration by the Department or the Commission and no Company deficiency is found.
Contacts by customers about the Shared Meter Law will not be complaints if the contact is about
the requirements of the Shared Meter Law and no Company deficiency is found.

2. Days to Complete Routine Investigation

The number of calendar days to complete investigation of a customer inquiry, received by
telephone, mail, facsimile or in person that cannot be resolved on the day it is received.
Performance in any month will be measured by the number of investigations completed within
30 calendar days, when the date of completion falls within that month, divided by the total
number of investigations completed during the reporting month.

3. Call Answer Rate

(a) For RY, “Call Answer Rate” is the percentage of calls answered by the
Company Call Centers between the hours of 9:00 AM and 5:00 PM Monday through Friday
(excluding holidays). The performance rate is the sum of the system-wide number of calls
answered divided by the sum of the system-wide number of calls offered. Calls offered are calls
received by the operating areas’ Automatic Call Distributors. Calls abandoned are calls where
the customer hangs up before the voice response unit (“VRU”) responds or when the customer
chooses to speak to a representative but hangs up before contact is made. The number of calls

answered is equal to the number of calls received minus the number of calls abandoned.
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(b) For RY2 and RY3, “Call Answer Rate” is the percentage of calls answered by a
Company representative within 30 seconds of the customer’s request to speak to a representative
between the hours of 9:00 AM and 5:00 PM Monday through Friday (excluding holidays). The
performance rate is the sum of the system-wide number of calls answered by a representative
within 30 seconds divided by the sum of the system-wide number of calls answered by
representatives.

4. Satisfaction of Callers, Visitors, and Emergency Center
Contacts

The average of the satisfaction index ratings on the semi-annual surveys (conducted
during the second and fourth quarters) of callers, visitors, and emergency center contacts
(electric portion only) conducted by Communication Research Associates or other professional
survey organization during each Rate Year.

5. Days to Complete — Initial Phase

With respect to work orders, the average number of business days from receipt of the
customer’s request for an electric non-vault service job by the Energy Services Department to
issuance of a service layout to the customer for all initial phase jobs completed in the reporting
month. The date of receipt of the customer’s request will be the earlier of (i) the date on the
Contractor Work Request Form; or (ii) the receipt date entered in the Commercial Operations
Reporting System. The date of issuance of the service layout (Form 2-80) to the customer will
be the earlier of (i) the date shown in the service date confirmation letter issued to the customer;
or (i1) the completion date recorded in the Commercial Operations Reporting System.

6. Days to Complete — Final Phase

With respect to work orders on all non-vault electric final phase jobs completed in the

reporting month, the average number of business days measured from receipt of a city certificate
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or completion of final inspection, whichever is later, to the date of final inspection displayed on
the “field call sheets,” which must be retained until Staff has verified the reported performance
level.

7. Percentage of Meters Read on Schedule

A percentage that is determined by dividing the sum of actual meter readings obtained in
the Rate Year by the total number of meters scheduled to be read for all operating areas in that
Rate Year. Actual meter readings are readings obtained from meter readers in the field, or
through receipt of completed customer “drop cards” or through phoned-in readings from
customers, either directly to a customer service representative or by message left on a VRU, or
input via the Internet.

8. Billing Accuracy

The number of bills not adjusted as a result of a Company error in the Rate Year divided
by the total number of bills rendered during the Rate Year.

9. Outage Notification

The specific activities for communicating with customers, the public, and other external
interests during defined electric service outage events as described by the Commission in Case
00-M-0095.”"

i1) For each activity, annual performance that fails to meet the
applicable threshold performance standard will result in a revenue adjustment in the amount
noted in Appendix L. All revenue adjustments related to this CSPM will come from shareholder

funds and will be deferred for the benefit of ratepayers.

21 Case 00-M-0095, supra, Order Approving Outage Notification Incentive Mechanism, (issued

April 23, 2002).
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2. Outreach and Education

Con Edison will continue to develop and implement outreach and education activities,
programs and materials that will aid its customers in understanding their rights and
responsibilities as utility customers. The Company will continue to survey its customers and to
include appropriate questions in the surveys to evaluate its customer outreach program and
identify areas where its outreach efforts could be further strengthened or improved. The
Company will file a summary and assessment of its customer education efforts with the Director

of the Office of Consumer Services by September 30 of each Rate Year.

3. Streetlights
a. NYC Street Light Billing System

Con Edison, NYCDOT, and NYPA agree to work together to jointly define the functional
requirements for a new New York City street light billing system that will: (i) include a
verifiable, electronic billing register; (i1) produce accurate bills based on the data contained in the
register; and (iii) provide appropriate audit trails so that Con Edison, NYCDOT, and NYPA can
verify the accuracy of the bills produced by the system, including the accuracy of the number of
facilities billed.

The functional requirements definition will include the source of the billing data to be
used in the new system, the content of the data, the process and rules for exchanging information
electronically among Con Edison, NYCDOT, and NYPA, the process and rules for adding and
removing service locations and introducing new or different lighting types or sizes, the
responsibilities for data ownership, the viewing and search capabilities needed by each party, the
rules for retaining and archiving historical data, the system controls, an audit process for periodic

comparisons of the contents of the billing register to actual street conditions and reconciliation to
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bills to the extent necessary and appropriate, and the security rules for the new system and its
data.

Upon completion of the functional requirements definition, Con Edison will create a
development and implementation plan for the new system, including target dates for the major
development milestones, including technical design, programming, data conversion, unit testing,
systems testing, user acceptance by Con Edison, NYCDOT, and NYPA, and implementation.
Once Con Edison develops the system, implementation will commence upon acceptance of the
system by NYCDOT and NYPA.

Con Edison, NYCDOT, and NYPA will each assign a point person having the
appropriate decision making authority to represent it in this process. In addition, Con Edison
will assign a project manager from its Information Resources organization. Con Edison,
NYCDOT, and NYPA will endeavor to complete the functional requirements definition phase
within 60 days of that date of the Commission Order approving or adopting this Proposal. Those
parties have set November 1, 2005 as a target date for implementing the new system, recognizing
that this target date may be revisited, and may be reset, as necessary and appropriate, once the
functional requirements definition phase is complete and the implementation plan is developed.

b. Street Light Burning Hours

The New York City streetlight annual burning hours in Leaf 18 of the PASNY No. 4 rate
schedule for light sensitive control devices for normal years will be reduced from 4,270 hours to
4,100 hours.

c. New Street Lights Service Initiation

(i) Con Edison will energize at least 85% of new streetlights within a
90-day period and all new streetlights within six months, which periods will commence upon

Con Edison’s receipt of notice from NYCDOT containing all necessary information regarding
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the new streetlight(s); provided, however, such 90-day and six month periods will be tolled for
periods where the Company is unable to access the site(s) due to conditions beyond the
Company’s reasonable control (e.g., NYCDOT must perform work at the site as a precondition
to the Company’s completion of work; the municipality declares a snow emergency).

(ii) Con Edison and NYCDOT will continue to develop a verifiable,
electronic process whereby (i) NYCDOT will provide notice to Con Edison when a new
streetlight is ready to be energized by Con Edison (content of such notice also to be developed);
(i) NYCDOT can verify receipt of such notice by Con Edison; and (iii) Con Edison and
NYCDOT can assess the status of the work on each streetlight as compared to the 90-day and six
month periods for energization of service. Con Edison and NYCDOT will work to finalize this
process and submit a report with respect to the agreed upon procedure to the Director of the
Office of Consumer Services by April 1, 2005.

d. Streetlight Task Force

There is a Streetlight Task Force comprised of representatives from the Company and
NYCDOT. The Task Force will remain in place throughout the Electric Rate Plan, unless the

Company and NYCDOT mutually agree otherwise.

J. Demand Management

The Signatory Parties agree that the following measures should be undertaken to address
and promote energy efficiency and demand management and improve environmental quality in
Con Edison's service territory.

1. Demand Management Goals

The NYISO expects that peak load in Zones I and J of Con Edison's service territory will

grow by 535 MW from the summer of 2005 through the summer of 2008, including any impact
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of participation in the NYISO Emergency Demand Response Program (“EDRP”). See NYISO's
2004 Load & Capacity Book, Table 1-2 on page 5. To meet the expected peak load growth of
535 MW without the need for additional generation and potential additional infrastructure
expansion, and to promote EE and DG, the Signatory Parties agree to develop an Action Plan on
how to better implement demand management goals and increase the effectiveness of the
NYSERDA programs funded through the System Benefits Charge (“SBC”) II1.

a. System Benefits Charge Programs

The efforts of NYSERDA in administering SBC II programs, which are nearly fully
subscribed, are expected to yield up to 250 MW of EE/DG/load management (“LM”) in Con
Edison's service territory during the Electric Rate Plan. Of this amount, 80 MW can be
attributed to programs providing permanent EE/DG measures. Should the SBC Program be
renewed or extended at the current funding level, it is expected that the SBC III programs will
achieve an additional 300 MW, including 120 MW of permanent EE/DG measures during the
Electric Rate Plan.

b. Targeted Energy Efficiency/Distributed Generation

Additionally, the Company will issue an RFP or other offerings seeking up to 150 MW of
targeted EE/DG initiatives to reduce load demands in selected constrained networks, recognizing
that EE/DG may provide system relief. To the extent that Con Edison determines that it cannot
achieve the full amount of this level during the Electric Rate Plan, it will transfer the remaining
portion of the 150 MW to the system-wide EE/DG/LM program operated by NYSERDA.

C. Distributed Generation

The Company will take certain measures, as detailed below, to facilitate DG development

in its service territory.
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d. System-Wide Energy Efficiency/Distributed Generation/
Load Management Program

Given the uniqueness of the Company's service territory and the projected growth in peak
demand described above, the Company will fund during the Electric Rate Plan a system-wide
EE/DG/LM program operated by NYSERDA of up to 300 MW, including any shortfall in
targeted EE/DG, that is incremental to existing and future programs funded by the SBC.

e. Incentive

If superior achievement is reached by the Company for increasing participation in various
EE/DG/LM programs, the Company is permitted to earn an incentive, as detailed below.

2. Action Plan

Within 30 days of the date of the Commission Order approving or adopting this Proposal,
Staff will initiate a collaborative process (“Collaborative”), to be chaired by NYSERDA, and
inviting Con Edison, New York City Economic Development Corporation (“NYCEDC”),
NYISO, New York State Consumer Protection Board, COW, customer groups, EE providers,
DG providers, environmental groups, low income advocates, and other interested parties to
discuss EE and demand response initiatives within Con Edison's service territory. The
Collaborative will, at its outset, include no more than 15 members. If more than 15 members
seek to join the Collaborative, parties with common interests will meet amongst themselves and
appoint an appropriate representative(s). After an attempt to consolidate representation, the
members of the Collaborative, upon consensus, may expand membership as appropriate to
ensure that all interested and necessary parties have representation in the Collaborative.

The Collaborative will have the responsibility for the development of an Action Plan for
Con Edison and others to significantly stimulate participation in existing EE/DG/LM programs,

particularly the SBC III and system-wide programs, and identifying additional NYSERDA and
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NYISO-sponsored demand management opportunities within Con Edison's service territory. The
Collaborative will not seek to duplicate or conflict with the workings and recommendations of
any SBC Advisory Group, with regard to any SBC program. NYSERDA will file the Action
Plan with the Commission, for information purposes, within 180 days of the date of the
Commission Order approving or adopting this Proposal.
The Action Plan will focus on:

a. identifying and analyzing methods to increase participation in EE/DG/LM
programs;

b. reviewing Con Edison’s process for promoting existing EE/DG/LM to
determine if and how further enhancements can be made;

c. offering recommendations to NYSERDA and NYISO for new initiatives
designed to further stimulate participation in their EE/DG/LM programs;

d. reviewing general DG and EE/DG/LM programs for possible coordination
of those efforts with a targeted EE/DG program;

e. developing a strategy for cooperation among relevant parties (€.9., Con
Edison, NYSERDA, NYISO) on a regular basis to maximize the effectiveness and avoid
duplication of existing and future EE/DG/LM programs;

f. assessing the Company's EE-related outreach and education efforts to
determine if further enhancements can be made;

g. reviewing and, if necessary, enhancing the skills of the Company's
account executives with regards to EE/DG/LM issues;

h. tracking the number of customer calls related to EE/DG/LM at a

designated toll free number for demand management;
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1. developing potential marketing and sales plans to support program goals;

J- reviewing existing measurement and verification protocols for use in
tracking programs;

k. coordinating with NYPA's EE/DG/LM initiatives;

1. identifying the means and impediments to shifting load away from electric
chillers to non-electric chillers and other technologies;

m. developing a definition of clean DG for the purposes of the programs
discussed in this Proposal, based on existing applicable regulations;

n. examining the opportunity for ESCOs to adjust their installed capacity
(“ICAP”) buying requirements for any service classifications based on Company-approved,
objective metrics and for offering customers the right to measure use at system peak for purposes
of setting ICAP responsibility through an approved Meter Data Service Provider, taking into
account the potential revenue impacts on customers and the Company;

0. considering legislative and regulatory opportunities, such as improvements
in energy building codes and establishing state and federal EE standards for residential and
commercial products, that would achieve EE load reductions in Con Edison's service territory;
and

p. maximizing the effectiveness of SBC II programs and seeking ways to
expand them for use in the system-wide programs.

3. Targeted Enerqgy Efficiency/Distributed Generation

The Company will develop and implement the targeted EE/DG load reduction initiative,
involving investment in at least 150 MW of targeted EE/DG load reductions intended to defer
and possibly avoid T&D infrastructure investments, in cooperation with NYSERDA and in

coordination with the members of the Collaborative.
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Within 45 days of the date of the Commission Order approving or adopting this Proposal,
the Company will schedule a meeting of the Collaborative to begin discussions on the targeted
EE/DG initiative and to review the lessons learned from the Company's recent targeted demand
management RFP. Any individual entity that works directly on the development of the targeted
EE/DG load reduction initiative will be precluded from bidding on the offerings stemming from
the initiative. In addition, all entities participating in the development of the targeted EE/DG
initiative will be required to sign a confidentiality agreement that prohibits their disclosure of
information to any potential program participant(s) in the ensuing targeted EE/DG RFP and/or
other offerings.

In advance of the issuance of the targeted EE/DG RFP and/or other offerings, the
Company will design a process for identifying customers in targeted load areas who are
candidates for targeted EE/DG programs, taking into consideration the confidentiality of the
Company's customers and other information. The targeted EE/DG RFP and/or other offerings
will include a map of the targeted load areas, subject to security concerns and appropriate
disclaimers and cautions. A targeted EE/DG RFP and/or other offering(s) will be issued by the
Company beginning within nine months of the date of the Commission Order approving or
adopting this Proposal.

The targeted EE/DG load reduction initiative will be subject to a price cap on an average
initiative-wide per kWh basis that is equivalent to the level NYSERDA spent statewide for eight
of nine business/institutional programs (the curtailable load program is excluded) from 1998 —
2003, including incentive and implementation costs to achieve savings thus far, adjusted for
inflation and higher NYC costs (25%), and except that the price cap will be increased to allow

payments to reflect the present value of the deferral of the T&D reinforcements under
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consideration in the subject area.”> The cap for this effort is $112 million plus the equivalent of
the then-applicable NYSERDA administrative and evaluation fee percentages under the SBC
programs, which is equivalent to what NYSERDA will receive for the system-wide programs,
excluding the present value of the deferral of T&D reinforcements. Following receipt of bids,
Con Edison may, as appropriate, seek permission from the Commission to revise the cap.

The Company will inform NYSERDA and all members of the Collaborative by
December 31 of each Rate Year of its progress in achieving the 150 MW level for the targeted
EE/DG initiative.

4. Distributed Generation

To further promote the interconnection of DG, the Company will post on its web site
appropriate DG information, including its Handbook for General Requirements for Electrical
Service to Dispersed Generation Customers, references to the Commission's Standardized
Interconnection Requirements (“SIR”), application instructions for DG interconnection, and the
name of and contact information for the Company's designee responsible for managing all
aspects of the DG interconnection application process.

The Company will also work with the DG community to increase the level of education
with respect to DG. Additionally, the Company will provide to interested customers information
identifying any operating areas (e.g., a map) without fault current limitations and a schedule of
planned upgrades of breakers in operating areas with fault current limitations. This information
will first be made available within 30 days of the date of the Commission Order approving or

adopting this Proposal and will be updated at least semi-annually thereafter. The information

22 Customers that do not pay the MAC are free to participate in the targeted EE/DG load

reduction initiative; however, payment for their participation will be limited to the present
value of the deferral of T&D reinforcements.
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will include appropriate cautions and disclaimers, including that it is subject to change without
notice based on changing circumstances.

In order to ensure timely treatment of DG interconnection applications for customers
above the 2 MW SIR limits, but below 5 MW, the Company agrees to apply SIR timing
requirements for DG units below 2 MW to those DG units up to 5 MW.

The Company will provide on a semi-annual basis to Staff and participants in the
Collaborative a report on the status of DG interconnections. The report will, at a minimum,
include:

a. the status of all interconnection proposals in progress during the period,

and, for proposals that were denied or rejected, the reason(s) for the denial or rejection;

b. type of prime mover (e.g., micro-turbine, fuel cell);
c. type of generator (induction or synchronous);
d. general description of type of installation and mode of operation (i.e., size,

fuel, peaking, base load, grid-parallel vs. grid-isolated, grid backup);

e. type of system modification required by the Company with an order of
magnitude cost estimate;

f. operating area corresponding to the map described above;

g. for completed projects, total time and cost for the Company (subject to
appropriate customer consent); and

h. percent of applications that were not handled within the time limits
established by the applicable SIR, including application of those limits to DG customers above 2

MW, but below 5 MW, with explanations for time-overruns.
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The Company will host meetings of interested parties, as necessary, to review the
findings of the reports and to consider recommendations for actions during future periods.

5. System-Wide Demand Management Programs

As provided above, Con Edison will provide funding to NYSERDA at a level sufficient
for NYSERDA to procure at least 150 MW, and up to 300 MW, of system-wide EE/DG/LM load
reductions that are incremental to NYSERDA's SBC-funded (SBC II and III) programs.

The EE/DG/LM system-wide program will be administered by NYSERDA, in
coordination with the Company, Staff, NYCEDC, and COW, and with the input of other
interested parties. The system-wide program may be implemented by NYSERDA as new
programs or as expansions of existing NYSERDA SBC-funded programs. The Company agrees
to provide NYSERDA with available customer data, including such data as may be identified by
the Action Plan, subject to confidentiality concerns, to facilitate NYSERDA's programs.

NYSERDA agrees to implement an evaluation process for the system-wide EE/DG/LM
program and will report to the Commission on the program annually. NYSERDA agrees to use
SBC funding to first achieve, through contracts, at least 250 MW of EE/DG/LM under SBC II
and 300 MW under SBC III within Con Edison's service territory. Additional program efforts
will be funded by Con Edison during the Electric Rate Plan, through a contractual arrangement
acceptable to Con Edison and NYSERDA, up until the system-wide target is reached. With the
stated exception of the targeted EE/DG load reduction initiative, customers that do not pay the
MAC are not eligible for the system-wide EE/DG/LM program.

Con Edison's funding will be capped on an average initiative-wide per kWh basis at the
level NYSERDA spent statewide for eight of nine business/institutional programs (the
curtailable load program is excluded) from 1998-2003, including incentive payments,

implementation costs and an administrative fee to NYSERDA, including any fee for program
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evaluation, adjusted for inflation and higher NYC costs (25%). On this basis, a 150 MW system-
wide program would require Con Edison to fund NYSERDA with no more than approximately
$112 million in program costs plus the then-applicable administrative and evaluation fee
percentages under the SBC programs over the Electric Rate Plan. Should the 150 MW system-
wide program be expanded due to any shortfall in the targeted EE/DG initiative, the amount of
funding by Con Edison to NYSERDA will be increased by a proportionate amount.

Because NYSERDA SBC-funded programs are a partial basis for meeting projected load
growth, and because the system-wide EE/DG/LM program may be implemented through
expansion of SBC-funded programs, the Company agrees that in any of its written or oral
communications, Con Edison will support extension of the NYSERDA-administered SBC
program at least at existing SBC funding levels. NYSERDA will report to the Commission, Con
Edison, and the members of the Collaborative on a quarterly basis the amounts of demand
reductions achieved in Con Edison's service territory under its various programs.

6. Generally Applicable Commitments

The Company agrees to appoint EE/DG/LM coordinator(s) to provide EE/DG/LM
program-related information to large commercial and industrial customers. In addition, the
Company will provide a toll-free phone number for residential and small commercial and
industrial customers for their informational needs on EE/DG/LM.

The Company will continue to develop detailed annual forecasts of T&D capital budget
requirements and will identify for each major T&D project (i.e., projects of $10 million or more),
the location, rationale, scope, estimated capital costs, appropriate load, and other data. This
information will be included in the Company's annual reports described in Section D.3. The

Company will evaluate and implement cost-effective measures as alternatives to major T&D
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projects that defer major T&D system projects through the use of technologies or services that
could reduce peak T&D loads.

7. Cost Recovery

Con Edison may recover the direct cost of both the targeted and system-wide programs
and associated lost revenues in the MAC over a reasonable period when incurred. These costs
will be net of the value of the deferred T&D capital expenditures under the targeted EE/DG
initiative (which is addressed in Section D.3) but will not be reduced by avoided or avoidable
costs. The Company and NYSERDA will, in consultation with Staff, develop a schedule for Con
Edison's payments to NYSERDA reasonably based on NYSERDA's payment obligation for
system-wide programs; such payments will be recovered through the MAC over a reasonable
period. Lost delivery revenues will be recovered as realized up until rates are reset and the sales
forecast is adjusted to reflect these measures. Within 120 days from the date of the Commission
Order approving or adopting this Proposal, the Company will provide Staff and the members of
the Collaborative the procedures that will be used to calculate lost revenues.

8. Incentive Mechanism

In order to encourage the Company to take all actions within its control to promote
participation of its customers in NYSERDA SBC III-funded programs for EE/DG/LM, the
targeted EE/DG initiative, the system-wide EE/DG/LM program, and the NYISO's EDRP (as
discounted by the NYISO) and Special Case Resource (“SCR”) programs, including reductions
or additional participation achieved by ESCOs, curtailment service providers, and the
Company’s tariffed demand response programs, the Company is eligible to receive an incentive
for attainment of incremental MW participation in each of the programs listed above. In each

Rate Year, subject to the thresholds set forth below, the Company will be eligible to receive an
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incentive of $22,500 for every MW achieved that year through these actions, up to a maximum
of $15,187,500, representing an increment of 675 MW during the Electric Rate Plan.

Con Edison's ability to earn an incentive is subject to the achievement of certain
threshold levels. In RY1, the threshold level is 100 MW, in RY2 it is 200 MW, and in RY3 it is
300 MW; these annual thresholds are not cumulative. Once the threshold for each Rate Year is
achieved, the Company will recover proportionately for incremental MW achieved (e.g., if the
Company achieves 120 MW in RY 1, it would be eligible to receive an incentive of $2,700,000
[120 MW x $22,500/MW]; if the Company achieves an additional 85 MW in RY2, it would be
eligible to receive an additional incentive of $1,912,500 in RY2 [85 MW x $22,500/MW]). The
Company will not be entitled to receive an incentive for EDRP or SCR programs in excess of
100 MW over the Electric Rate Plan to the extent that enrollment in those programs results from
relaxation of the New York State Department of Environmental Conservation's (“NYSDEC”)
restrictions on emergency on-site generation. The Company will recover any incentive over a
reasonable period through the MAC.

The Company will file an annual report with the Commission, within a reasonable time
period after the end of each Rate Year, on any incentives earned hereunder. The report will, at a

minimum, explain the basis of any incentives the Company is seeking.

K. System Reliability Assurance

1. Scope of Study

In coordination with the ongoing Comprehensive Reliability Planning Process for
Reliability Needs of the NYISO and such modifications thereto as may be directed by the FERC,
and in order to assure the long-term reliability of the Company’s bulk power system, particularly

in New York City, the Company will develop a Study (“Study”) that examines the supply and
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demand side resource options that will be needed to adequately meet system demand in the next
10 years (the “Study Period”). While that time frame is beyond the duration of the Electric Rate
Plan, the design, approval, and construction process for new or repowered facilities necessitates
analysis and planning well in advance of system needs. The Study will acknowledge New
York’s competitive electric market and any findings will be consistent with a competitive
environment.

The Study will examine: (i) the NYISO’s current 80% minimum in-City locational
reliability requirement, and the effects of any revisions thereto as may be made prior to
completion of the Study or that Con Edison may reasonably anticipate in the future due to load
growth or other changing circumstances during the Study Period; and (ii) the feasibility of both
new and repowered generation plants, demand-side resources, and additional bulk transmission
lines as a means of meeting the expected load growth, accommodating retirements and
enhancing competition in the Company service territory in the Study Period. The Study will
review and make preliminary recommendations concerning potential means of facilitating the
competitive development of generation, transmission, and demand-side resources needed for
system reliability, including, but not limited to, the use of auctions and long-term power
purchase agreements.

The Study should give appropriate consideration to cost-benefit calculations and the
reliability impact of each potential option, as well as such factors as the adequacy of fuel
supplies, the desire for diversity of both fuel supplies and generation resources, Homeland
Security needs and system security concerns, City land use limitations, and environmental and
health issues. The Study should also be consistent with the Commission’s Statement of Policy of

August 25, 2004 in Case 00-M-0504.
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2. Jurisdictional Setting

The parties hereto recognize that the NYISO has filed with the FERC an Agreement
between the NYISO and the New York Transmission Owners on the Comprehensive Reliability
Planning Process, and that the Company will have rights and obligations as set forth in that
Agreement if it is approved by the FERC and executed by the Company. The parties also
recognize that the Company has obligations and responsibilities as an electric corporation subject
to the Commission’s jurisdiction.

3. Preparation and Input

The Company may contract with one or more independent consultants to perform the
Study, or portions thereof, and defer the reasonably incurred costs of such consultant(s) for later
recovery.

The scope of the Study will be developed in cooperation with Staff, NYCEDC, COW,
and Signatory Parties (including their principals and members) to this Proposal. In addition,
Study input should be sought from the NYISO, the New York State Reliability Council, and
potentially interested governmental and regulatory entities, such as the federal Departments of
Homeland Security and Energy, FERC, NYSDEC, and NYSERDA.

To avoid duplication of effort, the Study will exclude consideration of the subjects
addressed in the steam production study discussed in the Gas/Steam Rate Order.

4. Timing

The Study process will be commenced within 60 days of the date of the Commission
Order approving or adopting this Proposal, and the Company will use best efforts to issue the
Study by December 31, 2005. If the Study is not issued by December 31, 2005, the Company

will update Staff, NYCEDC, COW, and the Signatory Parties as to its expected completion date.
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The Study, when completed, will be made available to Staff, NYCEDC, COW, and other
interested parties. To the extent the Study contains confidential cost projections or cost data or
security sensitive information, those sections of the Study will be segregated and treated as
confidential information, in accordance with the Commission's trade secret regulations, and will
not be disseminated to parties other than Staff.

5. Interplay of Con Edison’s Obligations

If the NYISO, as a result of the Comprehensive Reliability Planning Process, identifies a
reliability need within the Company’s bulk power system within the Study Period, the Company
will identify for the NYISO and the Commission proposed backstop solutions, which should be
based on the Study findings if such findings are available at the time the Company must identify its
potential backstop solutions. One or more of the proposed backstop solutions will be implemented
in the absence of a market response to the NYISO’s identified need, in accordance with the NYISO
process.

If the NYISO Comprehensive Reliability Planning Process is rejected by the FERC, is
abandoned or terminated, or fails to produce annual "Reliability Needs Assessments" for the
Company’s service territory during the Electric Rate Plan, and instead the Company identifies a
reliability need within the Company’s bulk power system within the Study Period, and the
Commission confirms that such need must be met, the Company will submit to the Commission,
and other regulatory bodies, as appropriate, proposed backstop solutions for addressing the
identified need, which should be based on the Study findings if such are available at the time the
Company must identify its potential backstop solutions. One or more such solutions will be
implemented in the absence of a market response to this identified need.

In either case, the procedure to be employed related to the implementation of the

appropriate backstop solution(s) will involve a filing by the Company with the Commission that
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describes the backstop solution(s) chosen by the Company, including the rationale for its choice(s),
the Company's proposal for implementing its solution(s), and any plan to solicit and consider offers
or bids associated with the proposed solution(s). Interested parties will then be provided an

opportunity to comment on the Company’s filing.

L. Revenue Allocation

The annual revenue requirement for each Rate Year will be allocated among the classes
as follows and as shown in greater detail in Appendix M.

1. Step 1: Rate Realignment

The NYPA class will receive a $5.25 million increase in RY1 and RY3, designed to
address the Electric Cost of Service (“ECOS”) study deficiency, as calculated by Con Edison.
The impact of this increase on all of the customer classes will be as shown on Appendix M.

2. Step 2: Allocation of Base Rate Increase

The “Pre-Rate Moderator Increase” for RYs 1 and 3 will consist of both T&D and MAC
revenue changes and is that sum, which when combined with the rate moderators for RY 1, will
produce the total agreed upon base rate increase in delivery service revenue for RY's 1 and 3.
Any Pre-Rate-Moderator Increase for RY'1 and RY3 will be apportioned as a uniform percentage
increase to all classes in proportion to (a) each class’ current T&D base revenue prior to that
Rate Year’s increase, plus (b) any rate increases or decreases from Step 1 scheduled for that Rate
Year.

3. Step 3: Allocation of Rate Moderators

Each Rate Year, the NYPA class will be allocated $8,533,000 of the imputed forecasted
TCC auction proceeds (i.e., 14.22% of $60 million) for that year consistent with ECOS

Transmission Allocator D03. This allocation will serve as a reduction or offset to the Pre-Rate
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Moderator Increase. The NYPA class will not share in any subsequent reconciliation of
forecasted-to-actual TCC auction proceeds during the Electric Rate Plan. In addition, each Rate
Year the NYPA class will be allocated $6,849,000 of the historic TCC auction proceeds (14.22%
of $48.154 million, which is 50% of those proceeds).

Except as per contract between Con Edison and NYPA, the NYPA class will not receive
an allocation of TCC congestion rents during the Electric Rate Plan. Further, the NYPA class
will not share in any gains and/or losses arising from the sale and/or disposition of any Con
Edison production-related assets.

4. Step 4: Total Class Increase

The total revenue increase in RY 1 and RY3 for each class will be the sum of any rate
increase or decrease from Step 1 plus any allocation of base rate increase from Step 2 minus any
allocation of rate moderators from Step 3.

5. Step 5: Development of Transmission and Distribution Rate
Increases for Con Edison Classes

The T&D rate increase applicable to each Con Edison class will be determined by
subtracting the change in the MAC revenue requirement included in the Pre-Rate Moderator
increase from the total revenue increase for each class determined in Step 4.

6.  Other

a. This interclass revenue allocation does not set any precedent for any future
revenue allocation or TCC revenue allocations.

b. Within 60 days of the date of the Commission Order approving or
adopting this Proposal, the parties agree to initiate a collaborative process to discuss and analyze
alternative ECOS methodologies and inputs consistent with generally accepted cost of service

principles, the appropriateness of a Winter/Summer rate differential for the Rate I NYPA class,
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and the streetlighting outage allowance. The parties intend to submit a report on this matter to
the Commission no later than December 31, 2005. This collaborative process will not result in
rate changes during the Electric Rate Plan.

c. Neither this Proposal nor the execution thereof by any party shall be

construed as validating or endorsing any particular ECOS methodology or study.

M. Rate Design

1. General Delivery Service

Consistent with the Commission's jurisdiction over retail delivery service, this Proposal
establishes comprehensive rates that include all T&D-related costs associated with retail delivery
service. The comprehensive delivery service rates will be grounded on a total revenue
requirement that reflects all costs of delivery facilities, without regard to the functionalization of
those facilities as transmission or distribution. The same rates will apply to the same classes for
delivery service rendered pursuant to the Full Service and Retail Access Schedules,” except as
may be necessary to implement rate unbundling.

The delivery service rates for certain service classifications will have time-dependent or
other-based components. For example, time-of-day delivery service rates will have multiple
components to reflect the different on-peak and off-peak periods currently applicable to T&D
rates. In addition, with respect to economic development programs whose distribution charges
are subject to percentage-based discounts or minimum monthly charges, the percentages will be

restated to reflect their application to the comprehensive rates.

» The delivery service rates will be set forth in the Full Service Schedule and incorporated by

reference in the Retail Access Schedule.
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The Company plans to file a transmission rate case with the FERC after the date of the
Commission Order approving or adopting this Proposal. When the FERC case is completed, the
Company will inform the Commission of the FERC-approved transmission revenue requirement.
That revenue requirement will be deemed to be subsumed in the total delivery service revenue
requirement established in this proceeding, without altering that total delivery service revenue
requirement or the associated comprehensive delivery service rates set forth in the Company's
Commission-jurisdictional tariffs.

2. PASNY No. 4 Rates

a. The facilities charge applicable in Rate I to New York City streetlights
will be adjusted in RY1 from $5.22 to $5.54 and in RY3 from $5.54 to $5.86, based on the
embedded cost of facilities specifically associated with service to street lights. All other Rate I
and Rate II charges under the PASNY No. 4 rate schedule will then be increased to recover the
balance of the NYPA revenue requirement.

b. Rate I and Rate IV rates will be developed consistent with the Standby
Rates Order.** As specified in the standby rate guidelines, Rate III and Rate IV rates will each
be developed to be revenue neutral at the proposed revenue level (i.e., to produce the same
transmission and distribution revenues as the equivalent non-standby rates).”> Rate IV 138 kV

standby rates reflect revenues associated with 138 kV facilities only.

2 Case 99-E-1470, Proceeding on Motion of the Commission as to the Reasonableness of the

Rates, Terms and Conditions for the Provision of Electric Standby Service, Opinion No. 01-4
(issued October 26, 2001) (“Standby Rates Order”).

The Commission has defined “revenue neutral” as “the full service class (not any individual
customer) would contribute the same revenues if the full class were priced under either the
standard service class rates or the standby rates (given the historic usage patterns of the
customers in that class).” Standby Rates Order, p. 7.

25
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3. EDDS No. 2 Rates

The current conventional and time-of-day rates under the EDDS rate schedule (Rates I
and II, respectively) will be increased by the percentage increase applicable to EDDS. Rate I of
SC 15-RA of the Retail Access Schedule will be set equal to EDDS Rate I; Rate 11 of SC 15-RA
will be set equal to EDDS Rate II.

4, Con Edison P.S.C. No. 9 — Electricity and P.S.C. No. 2 — Retail
Access Rates

a. The Rate I water heating block rate (i.e., the 360-780 kWh block rate per
month) in SC 1 will be eliminated, because the rates in that block are currently higher than the
rates for the first 360 kWh per month.

b. The water heating block rate in SC 7 Rate I will be eliminated to be
consistent with the elimination of the water heating block rate in SC 1. Existing SC 7 Rate III
(for space heating only) is the same as SC 7 Rate I, except that it has no water heating block rate;
because the water heating block was eliminated, Rate III will be eliminated. The space heating
discount applicable under SC 7 Rate I will be applicable to usage greater than 360 kWh during
the winter months.

c. The customer charge and the energy charges in SC 1 Rate I will be
increased in RY'1 and RY3 by the overall class base rate percentage increase and will not
otherwise be increased during the Electric Rate Plan.

d. In SC 7 Rate I, the customer charge, the summer rates, and the winter rates
for usage up to 360 kWh will be set identical to SC 1 Rate I. The remaining revenue requirement

for SC 7 Rate I will be allocated to the over 360 kWh winter block rate.
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e. Consistent with past practice, Rate II in SC 1, 2 and 7 will be designed to
recover each class’ overall base revenue requirement. The rates will be designed to be revenue
neutral at the proposed revenue level.

f. The SC 2 Rate I customer charge and energy charges will be adjusted by
the overall class base rate percentage change.

g. The demand charges and energy charges in Rate [ of SC 4, 5, 8, 9 and 12
will be adjusted by the overall base rate percentage change applicable to each class.

h. The SC 6 (Public and Private Street Lighting) minimum charge will be
eliminated and a customer charge will be set to collect the embedded cost of $12.46 per account.
The customer charge and energy charge will be increased by the overall base rate percentage
increase applicable to this class.

1. The SC 9 Rate I maximum rate will be increased by double the overall
base rate percentage increase applicable to SC 9 Rate I, consistent with past practice and the goal
of eventually eliminating this provision.

J- The minimum charge and energy charges applicable to SC 12 Rate I
customers billed for energy only will be increased by the overall base rate percentage increase
applicable to SC 12 Rate I customers.

k. Past practice will be followed in designing Rate Il of SC 4, 5, 8, 9, 12,
Rate III of SC 4, 8, 9, and 12, and the SC 13 rate. The energy rates in these rate classes will be
set equally: they will be determined by increasing current energy rates by the ratio of the
proposed energy revenue requirement for these classes to the current level of revenue collected
from the energy charges in these classes. The demand rates in each of these classes will then be

adjusted to recover the residual revenue requirement. Rate IIl in SC 4, 8, 9, and 12 will be
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designed to recover the class revenue requirement of all customers not billed under Rate II.

1. SC 14-RA rates will be developed consistent with the Standby Rates
Order. As specified in the standby rate guidelines, rates will be developed for each class within
SC 14-RA to be revenue neutral at the proposed revenue level.

m. SC 11 Buy-Back Service will be modified, so as to make the SC 14-RA
customer charges and distribution contract demand charges applicable to SC 11 customers. In
addition, the SC 11 and SC 14-RA reactive power demand charge will be increased.

5. Direct Current Service Charges

Direct Current (“DC”) service charges, applicable to customers served by DC service,
will be updated to collect the current cost of financing and operating the DC system. The DC
customer charge, currently $10.00, will be increased to $20.00 for Con Edison customers served
under SC 1, 2 and 7 and from $385 to $1,256 for PASNY No. 4 and EDDS No. 2 customers and
Con Edison customers served under SC 4, 8, and 9. The DC distribution charge, currently $0.11
per kWh, will be increased to $0.39 per kWh.

The Company proposes to revise the DC service charges no more than once annually,
upon 30 days’ advance notice, based on projected DC system costs, DC kWh sales, and the
number of customers taking DC service for the upcoming 12-month period. Any over- or under-
collections each Rate Year will be reconciled and included in the subsequent Rate Year’s amount
to be collected.

The Rider T — DC Conversion Program will be modified as follows: the Company will

continue the program through March 31, 2008, accept applications until September 30, 2007, and
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fund the program at the lesser of surcharge collections or $18 million from January 1, 2006
through March 31, 2008.%°

6. Delivery Service for Additional NYPA Customers

Recently-enacted laws permit NYPA to supply capacity and energy to military bases and
elementary and secondary non-public schools in Con Edison’s service territory. Certain of these
customers may be eligible for NYPA delivery service, whereas others may not. Only customers
who are eligible for existing NYPA delivery service will be served under PASNY No. 4 and will
be exempt from the MAC to the same extent as other customers served under PASNY No. 4.
Customers who are not eligible for existing NYPA delivery service will be served under the
otherwise applicable service classification under the Retail Access Schedule. Should the
Company experience a net revenue shortfall as a result of customer transfers from Con Edison to
NYPA pursuant to the recently-enacted or similar laws enacted during the Electric Rate Plan,
such a net revenue shortfall between retail access rates and NYPA delivery rates will be
collected on a current basis through the MAC.

7. Miscellaneous Changes

a. Applicability of Standby Service Charges

The Company will not impose, during the Electric Rate Plan, standby service charges on
customers solely because they have existing installed, or they will install, hybrid chillers and/or
thermal storage systems.

b. Tariff Changes

A number of tariff changes will be made, as summarized below. The specific language

of the changes will be shown on tariff leaves to be filed with the Commission.

26" The Rider T program budget through December 31, 2005 was established pursuant to a

Commission Order issued May 28, 2003, in Case 03-E-0272.
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1) The annual carrying charge for interconnection applicable under
SC 14-RA and SC 11 and under the PASNY No. 4 schedule will be increased to 11.4% reflect
updated total operating expenses as indicated by the ECOS study.

i) When customers upgrade their service conduits, they will be
required to relocate meters outdoors for existing one to three family homes, when it is feasible
for the meter to be relocated outdoors.

iil) General Rule I1I-13(D) will be changed to indicate that if a
customer connects its on-site generation equipment in violation of the Company’s tariff, the
Company will prospectively assess a contract demand surcharge equal to twice the amount of the
otherwise applicable contract demand each month under SC 14-RA, beginning the later of April
1, 2005 or the month in which the condition is detected, until the customer complies with the
Company’s tariff requirement.

iv) A reinspection charge of $109 will be assessed if a customer’s first
inspection demonstrates that the work was either incomplete or incorrectly performed and the
Company is required to revisit the premises.

V) The stores handling rate will be increased to 14.5% to reflect
current costs.

vi) The overhead rate will be decreased to 4.0% when the labor cost
for engineering or drafting service is separately stated.

vii)  Text will be added to clarify that services in the General
Information Section are subject to the Increase in Rates and Charges.

viii))  Text will be added to allow special services to be requested by a

customer’s agent as well as by a customer.
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iX) Charges will be established for certain services upon the basis of
costs to the Company, including: (1) when a customer requests a service outage outside of
normal working hours; (2) when a customer requests the Company to design non-standard
specifications for structures to house Company facilities on the customer’s premises; or (3) when
the Company exposes a customer’s property line box to find the cable fault location and the
cable fault is not within the Company’s facilities, except there will be no charge for such work in
connection with service to 1-3 family houses.

X) The exemption from pole relocation charges for relocation for
ingress or egress purposes will be eliminated.

X1) Charges for Megger tests of $230 per test will be added, and
charges for dielectric fluid tests will be changed to between $295 and $525 per sample and high
potential proof tests will be changed to $910 per visit for the first four hours and $230 for each
additional hour.

xii)  Charges for interval metering data for customers served under
Riders M, P, U, V, and W will be waived if the information is provided over the Internet.

xiil)) A number of other, minor, housekeeping changes will be made.

8. Business Incentive Rate Program

The following changes will be made to Rider J — Business Incentive Rate (“BIR”):
a. Applications to commence service under Rider J will be accepted through
March 31, 2008.
b. The maximum amount of power available for allocation through the BIR
program will be increased during the Electric Rate Plan by 12 MW to bring the total allocation to
452 MW. The increase will be phased-in as follows: 5 MW effective as of April 1, 2005, 2 MW

effective as of April 1, 2006, and 5 MW effective as of April 1, 2007. The 12 MW will be
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allocated to the “New and Vacant program” and will be reserved for not-for-profit institutions
utilizing laboratory space for biomedical research under the existing criteria for such allocations,
except that the tariff definition of the term “Biomedical Research” will be amended to state the
following:
Biomedical research includes research within the following disciplines:
bioscience (adapting traditional research to commercial goals); biomedical
engineering (integrating physical, chemical, mathematical, computational
science, and engineering principles to study biology, medicine, behavior
and health); genomics (treatments based upon genetic manipulation);
translational medicine (application of research findings to commercially
viable product development and to treatments that are directly applicable

to human diseases); and biopharmacology (direct application of research
to development of drug treatments).

C. As BIR allocations to customers in a particular program (i.e., New York
City Comprehensive, Westchester Comprehensive, New and Vacant) expire, such allocations
will be available for re-use in that program at the then-current BIR rate.

d. BIR allocations during the Electric Rate Plan will be assumed not to result
in revenue shortfalls during the Electric Rate Plan.

e. Economic development administrators (“EDA”) of BIR programs are not
precluded from petitioning the Commission, with copies served on all parties to Case 04-E-0572,
to increase their allocation of BIR during the Electric Rate Plan based upon a showing that: (1)
all BIR allocations available to the EDA have been depleted; (2) the EDA requires a BIR

allocation; and (3) the increased allocation will not have a material adverse impact on ratepayers.
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N. Miscellaneous Provisions

1. NYPA Billing System

Con Edison agrees to work with NYPA, to the extent reasonable, to facilitate

implementation of NYPA's new billing system.27

2. Rate Changes

Except as otherwise provided herein, the provisions of this Proposal will continue after
RY3, unless and until electric base delivery service rates are changed by Commission order.
Nothing herein precludes Con Edison from filing a new general electric rate case prior to April 1,
2008, for rates to be effective on or after April 1, 2008. The Company will not file rates to be
become effective prior to April 1, 2008.

Changes to the Company’s base delivery service rates during the Electric Rate Plan will
not be permitted, except for (a) changes provided for in this Proposal; and (b) subject to
Commission approval, changes as a result of the following circumstances:

a. A minor change in any individual base delivery service rate or rates whose
revenue effect is de minimis, or essentially offset by associated changes within the same class or
for other classes, provided however that the rates applicable to the NYPA classes will not be
increased in total. It is understood that, over time, such minor changes may be necessary and
that they may continue to be sought during the Electric Rate Plan, provided they will not result in
a change (other than a de minimis change) in the revenues that Con Edison’s base delivery
service rates are designed to produce overall before such changes.

b. If a circumstance occurs which in the judgment of the Commission so

threatens Con Edison’s economic viability or ability to maintain safe, reliable and adequate

7" This provision does not bind any Signatory Party to agree with or accept NYPA's new billing
system.
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service as to warrant an exception to this undertaking, Con Edison will be permitted to file for an
increase in base delivery service rates at any time under such circumstances.

c. The Signatory Parties recognize that the Commission reserves the
authority to act on the level of Con Edison’s base delivery service rates in the event that, in the
Commission’s opinion, Con Edison’s base delivery service rates are unjust or unreasonable for
the provision of safe, reliable and adequate service.

d. Nothing herein will preclude Con Edison from petitioning the
Commission for approval of new services, the implementation of new service classifications
and/or cancellation of existing service classifications, or rate design or revenue allocation
changes within or among the non-NYPA service classes on an overall revenue neutral basis.
Con Edison will not propose any changes to the SC 1 customer charge to be effective during the
Electric Rate Plan except as specified herein.

€. The Signatory Parties reserve the right to oppose any filings made by the
Company under this section.

3. Legislative, Regulatory and Related Actions

a. If the federal government, State of New York, the City of New York
and/or other local governments make changes in their tax laws (other than local property taxes,
which will be reconciled in accordance with Section D.1) that result in a change in the
Company’s electric costs in an annual amount of $7.5 million or more and if the Commission
does not permit the disposition, through a surcharge or credit, of any such tax law changes,
including any new, additional, repealed or reduced federal, State, City of New York or local
government taxes, fees or levies, Con Edison will defer the full change in expense, subject to
Section D.9, and reflect such deferral as credits or debits to customers in the next base rate

change, subject to any final Commission determination in a generic proceeding prescribing
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utility implementation of a specific tax enactment, including a Commission determination of any
Company-specific compliance filing made in connection therewith.”®

b. If any other law, rule, regulation, order, or other requirement or
interpretation (or any repeal or amendment of an existing rule, regulation, order or other
requirement) of the federal, State, or local government or courts, including a requirement that
Con Edison refund its tax exempt debt, results in a change in Con Edison’s annual electric costs
or expenses not anticipated in the expense forecasts and assumptions on which the rates in this
Proposal are based in an annual amount of $7.5 million or more,” Con Edison will defer on its
books of account the full change in expense, subject to Section D.9, with any such deferrals to
be reflected in the next base rate case or in a manner to be determined by the Commission.

c. The Company will retain the right to petition the Commission for
authorization to defer extraordinary expenditures not otherwise addressed by this Proposal.

4. Provisions Not Separable

The Signatory Parties intend this Proposal to be a complete resolution of all the issues in
Case No. 04-E-0572. It is understood that each provision of this Proposal is in consideration and
support of all the other provisions, and expressly conditioned upon acceptance by the
Commission. Except as set forth herein, none of the Signatory Parties is deemed to have
approved, agreed to or consented to any principle, methodology or interpretation of law

underlying or supposed to underlie any provision herein. If the Commission fails to adopt this

% All Signatory Parties reserve all of their administrative and judicial rights in connection with

such generic proceeding(s).

" For purposes of this Proposal, the $7.5 million threshold will be applied on a case-by-case

basis and not to the aggregate impact of changes of two or more laws, rules, etc.; provided,
however, that this threshold will be applied on a Rate Year basis to the incremental aggregate
impact of all contemporaneous changes (e.9., changes made as a package even if they occur
or are implemented over a period of months) affecting a particular subject area and not to the
individual provisions of the new law, rule, etc.
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Proposal according to its terms, then the Signatory Parties to the Proposal will be free to pursue
their respective positions in this proceeding without prejudice.

5. Provisions Not Precedent

The terms and provisions of this Proposal apply solely to, and are binding only in, the
context of the purposes and results of this Proposal. None of the terms or provisions of this
Proposal and none of the positions taken herein by any party may be referred to, cited, or relied
upon by any other party in any fashion as precedent or otherwise in any other proceeding before
this Commission or any other regulatory agency or before any court of law for any purpose other
than furtherance of the purposes, results, and disposition of matters governed by this Proposal.

6. Submission of Proposal

The Signatory Parties agree to submit this Proposal to the Commission and to
individually support and request its adoption by the Commission as set forth herein. The
Signatory Parties hereto believe that the Proposal will satisfy the requirements of Public Service
Law §65(1) that Con Edison provide safe and adequate service at just and reasonable rates.

7. Effect of Commission Approval

No provision of this Proposal or the Commission’s approval of this Proposal shall in any
way abrogate or limit the Commission’s statutory authority under the Public Service Law. The
Parties recognize that any Commission approval of this Proposal does not waive the
Commission’s ongoing rights and responsibilities to enforce its orders and effectuate the goals
expressed therein, nor the rights and responsibilities of Staff to conduct investigations or take

other actions in furtherance of its duties and responsibilities.
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8. Further Assurances

The Signatory Parties recognize that certain provisions of this Proposal require that
actions be taken in the future to fully effectuate this Proposal. Accordingly, the Signatory Parties
agree to cooperate with each other in good faith in taking such actions.

9. Execution

This Proposal is being executed in counterpart originals, and shall be binding on each

Signatory Party when the counterparts have been executed.
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APPENDIX A

REVENUE REQUIREMENT

Table 1

Operating Income, Rate Base & Rate of Return
For the 12-Months Ending March 31, 2006

Sales Revenues
Less Fuel & Purchased Power
Other Fuel Charges
Gross Receipts Tax (GRT)
Other Revenues
Net Revenues

Operations & Maintenance Expenses
Depreciation

Losses from Disposition of Utility Plant
Gains from Disposition of Utility Plant
Taxes Other Than Income Taxes &
GRT

Total Deductions

Operating Income Before Income
Taxes

Federal Income Tax
New York State Income Taxes

Utility Operating Income
Rate Base

Overall Rate of Return

Page 1 of 3

$ Thousands

Rate Year 1

Rate Year Rate With Rate

Forecast Increase Increase
$ 6,379,341 $104,601 $ 6,483,942
(3,271,609) (3,271,609)
(12,484) (12,484)
(169,344) (3,284) (172,628)
333,300 333,300
3,259,204 101,317 3,360,521
1,155,182 523 1,155,705
382,781 382,781
38,640 38,640
(23,585) (23,585)
803,813 803,813
2,356,831 523 2,357,354
902,373 100,794 1,003,167
167,037 32,632 199,669
46,425 7,560 53,985
$ 688,911 $ 60,602 $ 749,513
$ 9,280,727 $ 9,280,727
7.42% 8.08%
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Table 2
Electric 2nd & 3rd Stage Increase
$ Millions
March 31,
Rate Year Ending 2006 2007 2008

First Year Increase $ 104.6
Annual Increases / (Decreases)

- Sales Growth $ (37.2) $ (45.1)
- Gain from Sales of Utility Plant (11.7) (43.7)
- O&M Increases & Adjustments 24.0 21.6
- Pensions/OPEBs 3.0 28.0
- Depreciation 14.4 25.0
- Property Taxes 50.8 54.3
- Taxes other than income and property

taxes 1.7 1.7
- Plant Rate Base Additions 48.2 94.5
- Reserve for Stage 2 & 3 Increases (34.6) (34.6)

Total Revenue Requirements $ 104.6 $ 58.6 $ 101.7




Table 3
Three Year Revenue Requirement Phase -In
$ Millions

Rate Year Ending March 31,

Page 3 of 3

Increase
Over

Rate Increase 2006 2007 2008 Three Years

Annual Increase Based On Proposal $ 104.6 $ 58.6 $ 1017 $ 532.7
Phase - In

Two Rate Changes (RY1 & RY3) $ 104.6 $ - $ 2189 % 532.7

Interest on Deferred Rate Increase (a) - - 1.5 1.5

Total Increase with Interest $ 104.6 $ - $ 2204 % 534.2

(a) Interest @ 4.35% (Net of Tax)



APPENDIX B

CUSTOMERS CREDITS AND DEBITS

(in millions of dollars)

Amortization of Deferred Accounting Credits

(Net of Amortization of Deferred Debits) RY1 RY2 RY3 Total

Other Operating Revenues (Amortizations):
Historical TCC Auction Proceeds - Principal & Interest $ 96.3 $ 96.3 $ 96.3 $288.9
TCC Transition Period Credits 20.0 20.0 20.0 60.0
NYISO Metering True-ups - Principal & Interest 49.4 49.4 49.4 148.1
Customer's Share of Earnings Over Threshold - 2000 Agreement 16.4 16.4 16.4 49.1
2000 Agreement Rate Reductions (RY4) 10.6 10.6 10.6 31.8
Amortization Transition Period OPEB Medicare Tax Benefits 6.0 6.0 6.0 18.0
Electric Reliability Penalty 3.4 3.4 3.4 10.1
Sale of Roseton — Interest 3.1 3.1 3.1 9.3
Interest - Regulatory Assets 2.8 2.8 2.8 8.3
Telecommunication Revenues - Principal & Interest 2.1 2.1 2.1 6.4
Site Separation Revenues - Astoria bundle 1.7 1.7 1.7 5.1
Lost Revenues Associated with Customer incentives (0.3) (0.3) (0.3) (1.0)
Sale of Mid-Hudson Properties — Interest (2.8) (2.8) (2.8) (8.4)
Sale of Indian Point — Interest (7.7) (7.7) (7.7) (23.0)
Fuel (11.0) (11.0) (11.0) (33.0)
Interference Expense (24.7) (24.7) (24.7) (44.2)
Property Taxes (32.5) (32.5) (32.5) (97.4)
Loss on Sale of Utility Plant (38.6) (38.6) (38.6) (115.9)
Gain on Sale of Utility Plant 23.6 23.6 23.6 70.8
Amortization of Global Settlement - 33.3 66.7 100.0
Electric Performance Reliability Credits - 0.5 1.0 15
Gain from sale of 45th Street Properties (DOT) - 6.0 11.9 17.9

Expected Accounting Credits

Annual TCC Auction Proceeds 60.0 60.0 60.0 180.0
Proceeds from Sale of Chelsea Property - 5.3 41.4 46.7
Total Accounting Credits $187.7 $232.8 $ 308.8 $729.3
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APPENDIX C

SALES FORECAST
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SC12 SC13 SC3 CONED
93 36 1 9,959
86 39 0 13,008
104 38 1 10,443
174 42 0 10,736
91 36 1 9,970
84 40 0 13,329
105 39 1 10,674
173 43 0 10,893
91 37 1 10,285
84 40 0 13,562
103 39 1 10,827
171 43 0 11,014
457 155 2 44,146
453 158 2 44,866
449 159 2 45,688
0.0 0.0 0.0 154.1
0.0 0.0 0.0 135.7
0.0 0.0 0.0 80.8
0.0 0.0 0.0 92.7
0.0 0.0 0.0 206.2
0.0 0.0 0.0 169.5
0.0 0.0 0.0 98.5
0.0 0.0 0.0 128.9



JP Total GWH Forecast
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Forecast of the Number of Customers

Con Ed SC-2 (thousands of customers)

YEAR Q1 Q2 Q3 Q4 Annual

Actual 2003 318.483 321.105 321.779 323.025 321.098
Forecast 2004 325.744 328.426 329.116 330.390 328.419
Forecast 2005 333.171 335.914 336.619 337.923 335.907
Forecast 2006 340.768 343.573 344.294 345.628 343.566
Forecast 2007 348.537 351.407 352.144 353.508 351.399
Forecast 2008 356.484 359.419 360.173 361.568 359.411
Rate Years Rate Years

Forecast 2006 337.806
Forecast 2007 345.508
Forecast 2008 353.386

Con Ed SC-9 (thousands of customers)

YEAR Q1 Q2 Q3 Q4 Annual

Actual 2003 115.947 116.138 116.781 117.496 116.591
Forecast 2004 118.533 118.728 119.385 120.116 119.191
Forecast 2005 121.176 121.376 122.048 122.795 121.849
Forecast 2006 123.878 124.082 124.769 125.533 124.566
Forecast 2007 126.641 126.849 127.552 128.332 127.344
Forecast 2008 129.465 129.678 130.396 131.194 130.184
Rate Years Rate Years

Forecast 2006 122.524
Forecast 2007 125.256
Forecast 2008 128.049

Note: This Joint Proposal reflects adjustments to the number of customer forecasts for SC 2 and SC 9. Con Edison's forecasts
for the number of customers for other service classes were accepted without adjustment.
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REVISIONS TO MAC/MSC TARIFES




APPENDIX D

Consolidated Edison Company P.S.C. No. 9- Electricity
of New York, Inc. Fifth Revised L eaf No. 159
Superseding Fourth Revised L eaf No. 159

GENERAL INFORMATION — Continued
VII. Market Supply Charge, Monthly Adjustment Clause, and Adjustments

A. Market Supply Charge

Theratesfor electric serviceincl ude a M arket Supply Charge ("M SC") applrcable toal Customers served under
this Rate Schedule, ex

a i i . The MSC varies by Service Classification and is
ca cuIated separately for Customers served in the New York City and combined Westchester NY SO zones as
defined in General Information Section I. MSCs are estimated on a monthly basis._Beginning May 1, 2005,
MSCs will be estimated for a—sr*meﬁth—NﬁLt-SG—eapabHﬁy—aJhLee;momh.perlod and will be updated pr|or to the
start of the next ﬂnr_eea-x month N¥I—S@—eepabr+r+y—per|od v

uDdELSpQCLaLELmus.Qn_C_QLSemLce_CLaSSLMLQn_NQ.J_A_RA.,the MSC is not appllcable to Customers served
under the Retail Access Rate Schedule.

1 MSC Components
The components of the MSC include:

1) market cost of energy and capacity based on NY SO market prices;

2) Ancillary Service Charges including certain NYI1SO Schedule 1 charges including Scheduling,
System Control & Dispatch ("S, SC & D") Service Charge, Loca Reliability S, SC & D Service
Charge and Market Administration and Control Area Service Charge;

3) NYPA Transmission Adjustment Charge (‘ NTAC"); and;

4) certain other transmission-related charges and credits for Customers served under this Rate
Schedule.

2. Adjustment Factors — MSC

Edstimated MSC amounts recovered in rates an a calendar month basis shall be reconciled to actual
market supply costs on a calendar monthty basis. The actual market supply costs are defined as the
costs the Company would have incurred if the requirements to serve Customers under this Rate
Schedule were to have been purchased solely from the NY SO market calculated on a load-weighted
average market price based on available NY SO billing data at the end of each month.

The MSC will be reconciled separately for New York City and the combined Westchester NY SO
zones. As approved by the Commission in its orders dated February 28, 2000 and April 24, 2000 in
Case 96-E-0897, the rates under al Service Classifications shall be subject each month to an
adjustment based on the MSC reconciliation amounts, which adjustment is referred to as the
"Adjustment Factor - MSC."

(General Information - Continued ©an Leaf No. 159-A)

Date of | ssueAprit-36,2664 Date Effective: ray-36,2664April 1, 2005

Issued by Joan S. Freilich, ExecutiveVice President & Chief Financial Officer
4 Irving Place, New York, N.Y. 10003




Consolidated Edison Company P.S.C. No. 9- Electricity
of New York, Inc. Fifth Revised Leaf No. 159-A
Superseding Fourth Revised L eaf No. 159-A

GENERAL INFORMATION — Continued
VII. Market Supply Charge, Monthly Adjustment Clause, and Adjustments- Continued

Separate Adjustment Factors - MSC will be determined for New York City and the combined
Westchester NYISO zones by dividing the reconciliation amounts determined for each zone by
estimated zonal sales in kwhr to Customers served under this Rate Schedule during the period over
which the adjustments are to be applied. The Adjustment Factors- MSC will be applied on a cents per
kilowatthour basis, taken to the nearest 0.0001 cent, and will be the same for all Service Classifications.

The amounts recovered or credited through the Adjustment Factors - MSC will be reconciled to actual
amounts to be recovered. Any differences will be passed through the Adjustment Factors- MSCina
subsequent month.

3. Specia Provisions
(a) Tax Reimbursement Recovery Provision

Pursuant to Ordering Clauses (1) and (4) of the Public Service Commission's "Order Permitting Recovery
of New and Revised Taxes," issued July 23, 1991, the Adjustment Factors - MSC per kwhr, as
determined above, shall be subject to a separate surcharge, applicable to only non-residential use of
electricity, to recover the tax reimbursement as provided for under Service Classification 11 "Buy-Back
Service" and as authorized by Section 66-h of the Public Service Law and Section 149-b of Chapter 166
of the Laws of 1991. This separate surcharge shall not be applicable to Customers taking service under
Service Classification Nos. 1, 7, 8, 12, or 13 of this Rate Schedule or to residential usage under any other
Service Classification of this Rate Schedule. The proportion of a Customer's usage that is residential

usage shall be considered to be zero unless the Customer has supplied the Company with the properly
completed "Certification of Residential Use" (New York State Tax Form TP-385). Customers taking
service under a Service Classification subject to the surcharge and wishing to establish that a

proportion of their usage is residential must provide the Company with the aforementioned form,

properly completed, and will be exempt from the surcharge for such residential usage in future billing
periods.

(b) Demand Response Program Cost Recovery Provision

The Adjustment Factor — MSC will in each month include an amount equal to the difference, if any,
between (i) the amounts billed in such month to Customers served under Rider M for actual energy
usage priced at the applicable hourly energy prices in accordance with the provisions of Rider M, and
(ii) the actual market supply costs for such month, as defined in Paragraph A.2. of Genera Information
Section VI, for such Customer’s actual energy usage. The Adjustment Factor — MSC will in each month
include a credit for any Rider W penalty amounts received by the Company in excess of those paid by
the Company to the NY 1SO under the NY SO’ s Day Ahead Demand Response Program.

(General Information - Continued On L eaf No. 160)

Date of Issue: July 11, 2002 Date Effective: September 23, 2002

Issued by Joan S. Freilich, Executive Vice President and
Chief Financial Officer
4 1rving Place, New York, N.Y. 10003
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GENERAL INFORMATION — Continued
VII. Market Supply Charge, Monthly Adjustment Clause, and Adjustments- Continued
4, Statement of Adjustment Factors- MSC

Commencing with the eighth billing cycle of each month, the Adjustment Factors - MSC per kwhr, as
determined above, shall be effective during the succeeding billing month after the month for which the
Adjustment Factors - MSC shall have been determined, and shall continue in effect until changed.
The Adjustment Factors- MSC will be applicable tobillsthat are rendered on or after the effective date
of the Statement.

Not less than 3 business days prior to any change in the rate adjustment per kwhr resulting from this
provision for MSC adjustment, a Statement of Adjustment Factors — MSC (Statement) showing the
Adjustment Factors - MSC, the date at which and the period for which the Adjustment Factors- MSC
were determined, and the amount of adjustment per kwhr, will be duly filed with the Public Service
Commlssron apart from thls Rate Schedule Such Statement will be avar Iableto the public-st-Compary

B. Monthly Adjustment Clause

Rrates for electnc service mcl ude a Monthly Adjustment CI ause ("MAC") appllcable to all Customers served
under thls Rate Schedule E‘XCEpo_OLSEI’ALLCEQ.aSS.f.LCﬁtLQD_ND.JJ., and under_the Retail Access Rate Schedule

Schedute The MAC varies by Service Classrflcatlon and is stated separately for Customers served in the New
Y ork City and the combined Westchester NY SO zones as defined in General Information Section |. Asdirected
by the Commission in its order dated November 25, 2003, in Case 00-E-1208, the Company will phasein MAC
equalization for the New York City and the combined Westchester NYISO zones as defined in General
Information Section | beginning May 2004 so that the MACs will be fully equalized by November 2006. MACs
are estimated on a monthly basis._Beginning May 12005 MACswil he estimated for a sxthree-month NSO
eapabﬂ-rty—perlod and erI be updated prlor to the start of the next a*menﬂa—N*r‘t—S@—eapabrtﬁy—three:momh

1 MAC Components

The components of the MAC include:

(@) above-market costs of ror-threstec-purchased powergeneratior—assets._Purchased power
incl udesmg_power_pumhased_under_non utlllty generator ("NUG") contracts;—gas-turbiaes;

(General Information - Continued on L eaf No. 161)

Date of | ssue: Apt-36,2004 Date Effective: tay-36,2664April 1, 2005

Issued by Joan S. Freilich, Executive Vice President and
Chief Financial Officer
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GENERAL INFORMATION — Continued

Market Supply Charge, Monthly Adjustment Clause, and Adjustments- Continued

Ihese_pmchas&,_mcmdmg_tmed_ancumabm_msts,_and the |mputed revenue associated with pricing
ﬁeﬁ-dweeted-geﬁeraﬂeﬂtheseassetspumhasm at the market prlce(s) included i in the MSC;

Q) ———the difference hetween monthly amortized revenues from sales of the Company's system
Transmission Congestion Contracts ("TCCs").and the amount reflected in setting applicahle rates’;

(4 —f3y——-chargesfor and/or revenues from the Company's system TCCs that are not sold,;

B ———monthly amortized costs of TCCs purchased through the NYISO auctions, direct sales or
from the secondary market for Customers served under this Rate Schedule;

(B) —f5——revenuesfrom TCCs held for Customers served under this Rate Schedule;

(@) —f6——certain NYISO-related charges and credits, including rehills, and certain NYISO Schedule 1
charges, applicable to Customers served under this Rate Schedule and under the Retail Access Rate
Scheduleg;

(8 —FAH——Customers' share of the cost of the savings passed on to Madison Sjuare Garden in
accordance with Section 3, Chapter 459, 1982 N.Y. Laws,

(9 —f8——any incremental costs incurred by the Company resulting from divestiture of its electric
generation facilities as described in Con Edison's Generation Divestiture Plan in Case 96-E-0897 and
approved by the Public Service Commlssron s order dated July 21 1998;

(_'I.O)_—ele)—adj ustments apphcable to perlods prlor to May 1, 2000
H)—New-York-Power Poot-assessment-eredit:

an —~a3 certain NYISO Transmission Owners Charges such as Congestion Balancing Settlement,
Rochester Statron 80 Capacr tor Bank and Ramapo Phase Angle Regulator

(_’LZ)_—&S)—the dlfference between actual values and assumptions used to design generation capacity
and energy adjustmentsfor retail access rates-priortoAprit-1-2066,
(13) —f16) net amounts from salesto other utilities, L SEs and others;
certain other transmission-related charges and credits for Customers served under this Rate
Schedule and the Retail Access Rate Schedule-e

(General Information - Continued On L eaf No. 162)
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GENERAL INFORMATION - Continued
Market Supply Charge, Monthly Adjustment Clause, and Adjustments- Continued

{18)(14) the difference between actual market based costs as determined in the calculation of the Adjustment
Factors — MSC, and total actual costs incurred for energy, capacity and Ancillary Services to serve
Customers under this Rate Schedule, including costs of financial hedging instruments associated with
transactions intended to reduce price volatility to customers (e.g., transaction costs, such as option premiums,
costs of providing credit support and margin requirements, and professional fees, and gains and losses
associated with such transactions made in the commodities exchanges and with other counterparties);

(15) foregone delivery service revenues associated with the provision of service under Rider M, Rider P, Rider W,
and the Company’ s Direct Load Control Program

{20)(16) foregone electric revenues resulting from decreased electric requirements associated with steam air
conditioning installations by Customers under Special Provision E of Service Classification Nos. 2 and 3 of
Con Edison’s Schedule for Steam Service, P.S.C. N0.3- Steam;

£22)(17) foregone steam revenues associated with steam rate discounts for steam air conditioning installations by
Customers under Specia Provision E of Service Classification Nos. 2 and 3 of Con Edison’s Schedule for
Steam Service, P.S.C. No.3 - Steam;

(18) al costs on an as-incurred basis, including but not limited to payments to Customers where applicable and
capital costs for enabling technologies, associated with the implementation of the-programs conducted under
Rider M, Rider P, Rider U, the Company’s Direct Load Control Program, the Targeted Demand Side
Management Program to the extent authorized by the Public Service Commission in Case 03-E-1332, the
steam rate discount under Special Provision E of Service Classification Nos 2 and 3 of Con Edlson s
Schedule for Steam Service, P.S.C. No._3 - Steam, 2 =
ipitiative for demand-response programs—the Company’s mterval meter mstallatron mcentrve program and
the Company’s program to support energy service company load reduction efforts, and the Company’s
marketing program for demand response programs;

{23)(19) recovery of certain costs related to the restoration.—and operation, and decommissioning of Hudson

Avenue Unit 10/100 as authorized in the Public Service Commission’s Memorandum Order in Case 01-E-
0147, issued April 27, 2001; and

(20) the Comloanv S Iost revenues and costs for both targeted and systemwide demand management programs,
net of the value of deferred distribution capital expenditures for the targeted program, above the levels
associated with the System Benefits Charge, and any demand management program-related incentives, as
approved by the Public Service Commission in Case 04-E-0572;

(21) Switching and Retention Incentive Payments, as approved by the Public Service Commission in Case 04-E-

0572,
Date of Issue-AprH-30,-2004 Date Effective: May-30,2004April 1, 2005

Issued by Joan S. Freilich, Executive Vice President and
Chief Financial Officer
41rving Place, New York, N.Y. 10003
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(22) any net revenue shortfalls between retail access rates and NYPA delivery rates resulting from a law(s)

enacted in 2004, or similar laws enacted during the Electric Rate Plan established in Case 04-E-0572, that
would permit NY PA to serve additional Customersin the Company’ S service area;

(23) any difference between the level of NEIL distributions reflected in rates® and the actual NEIL distributions
received on an annual basis;

(24) the actual wholesale Transmission Service Charge revenues, other than from firm transmission contracts,

received on an annual basis net of any NY|1SO-related adjustments;

(25) any variance between the wheeling revenues for firm Transmission contracts reflected in rates® and the actual
wheeling revenues for firm Transmission contracts received on an annual basis; and

(26) other appropriate costs as may be approved by the Public Service Commission.

(General Information- Continued on L eaf No. 163)

! The annual level of NEIL distributions reflected in rates for Case 04-E-0572 is$ 4 million.
2 The annual wheeling revenue for firm Transmission contracts reflected in rates for Case 04-E-0572 is $ 12.433 million.

Date of Issue-AprH-30,-2004 Date Effective: May-30,2004April 1, 2005
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2. Adjustment Factor - MAC

Edtimated Monthly Adjustment Clause amounts recovered in rates an a calendar maonth basis shall be
reconC|Ied to actual amounts of MAC components on a caLendaLmonth+y basis. As—aﬁpfeved—by—t-he

Service Classifications shall be subject each month to an adjustment reflectlng the sum of the MAC
reconciliation amount and the sharing incentive amounts described below, which adjustment is referred to
asthe "Adjustment Factor - MAC."

The Adj ustment Factor - MAC will be determlned by (1) sepafafelﬂy—dlwdl ng the reconciliation amount;the

e i by the sum of the estimated salesin
kwhr to Customers served under thls Rate Schedule plus the estimated sales in kwhr to Customers served
under the Retail Access Rate Schedule during the period over which the adjustment is to be applied, taken
to the nearest 0.0001 cent, and (2) summing the resulting quotients. The Adjustment Factor - MAC will be
applied on a cents per kilowatthour basis, taken to the nearest 0.0001 cent, and will be the same for al
Service Classifications. The Sharing Incentives are described below.

The amounts recovered or credited through the Adjustment Factor - MAC will be reconciled to actual
amounts to be recovered. Any differences will be passed through the Adjustment Factor - MAC in a
subsequent month.

(General Information - Continued on L eaf No. 163-A)

Date of | ssueAprit-36,2004

Issued by Joan S. Freilich, Executive Vice President and
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APPENDIX E

EXEMPTION FROM MAC CHARGES

The MAC charges set forth in Con Edison’s PSC No. 9 — Electricity (Full Service Tariff) will not
apply to service under the EDDS Tariff to the extent that the aggregate allocations to the EDDS
customers do not exceed 235 MW. In addition, the MAC charges will not apply to service under
the PASNY No. 4 Tariff to the extent that the weather-adjusted contribution of the PASNY No. 4
customers to the peak load in Con Edison’s service territory does not exceed the following load
level for the applicable year:

Year Mw

2005 2,013
2006 2,047
2007 2,080
2008 2,112
2009 2,144
2010 2,178

1. Ifthe above load levels are exceeded, the MAC charges will apply to such excess.

2. Customers served under PASNY No. 4 as of October 1, 1996 will not be subject to the MAC
charges irrespective of the Con Edison tariff under which they receive service. If such
PASNY No. 4 customers transfer to another tariff and do not pay the MAC charges under the
other tariff, then the applicable load level will be reduced by the amount of such transferred
load. Conversely, the applicable load level will not be reduced where a former PASNY No.
4 customer or successor customer pays the MAC charges under the tariff to which the
customer transfers.

3. When a customer served under PASNY No. 4 as of October 1, 1996 adds additional accounts
to that Tariff (other than accounts transferred to the PASNY No. 4 Tariff from the PSC No. 9
Tariff, EDDS Tariff, or Retail Access Tariff), the additional account will be considered part
of the customer’s load served as of October 1, 1996.

4. The MAC charges will not be applicable to EDDS service for customers taking service under
another tariff to the extent such charges do not apply under the EDDS Tariff.

5. Nothing in this Appendix affects any rights of any party respecting eligibility for NYPA
service.



APPENDIX F

EXPENSE RECONCILIATION TARGETS

(in millions of dollars)

March 31,
RY2 RY3
Electric Operations 2005 Update 2006 Update 2007
Property Taxes (+/- 2.5%) $698.7 $ 489 $ 747.6 $ 523 $ 799.9
Interference (Other Than Company Labor) (+/- 2.5%) 67.7 - 67.7 - 67.7
Pension / OPEB (Policy Statement) (29.1) 2.9 (26.2) 27.0 0.8
Environmental remediation costs 8.9 - 8.9 - 8.9
Stray Voltage / 5 Year Inspection Program 21.0 - 21.0 - 21.0



APPENDIX G

CAPITAL RECONCILIATION TARGETS

(in millions of dollars)

Average Average
Rate Plant Depreciation Annual
Year Balance Balance Target
T&D Capital Target
RY1 $11,840.1 $3,285.2 $8,554.9
RY2 12,320.5 3,414.1 8,906.4
RY3 13,252.8 3,555.1 9,697.7
Production Capital Target
RY1 $277.7 $14.6 $263.1
RY2 312.5 7.6 304.9
RY3 338.9 3.9 335.0



P.S.C.
ACCT.
NO.

310
310
311
312
314
315
316

340
341
342
344
345

350
352
353
354
356
357

357

358

360
360
361
362
364
365
366

366

367
368

APPENDIX H

DEPRECIATION RATES

ELECTRIC PLANT IN SERVICE

STEAM PRODUCTION
LAND AND LAND RIGHTS
LAND AND LAND RIGHTS - LEASEHOLDS
STRUCTURES AND IMPROVEMENTS
BOILER PLANT EQUIPMENT
TURBOGENERATOR UNITS
ACCESSORY ELECTRIC EQUIPMENT
MISC. POWER PLANT EQUIPMENT

OTHER PRODUCTION
LAND AND LAND RIGHTS
STRUCTURES AND IMPROVEMENTS
FUEL HOLDERS, PROD. & ACCESSORIES
GENERATORS
ACCESSORY ELECTRIC EQUIPMENT

TRANSMISSION PLANT
LAND AND LAND RIGHTS
STRUCTURES AND IMPROVEMENTS
STATION EQUIPMENT
TOWERS AND FIXTURES
OVERHEAD CONDUCTORS AND DEVICES
UNDERGROUND CONDUIT
UNDERGROUND CONDUIT - MAN. &
BRONX
UNDERGROUND CONDUCTORS &
DEVICES

DISTRIBUTION PLANT
LAND AND LAND RIGHTS
LAND AND LAND RIGHTS - LEASEHOLD
STRUCTURES AND IMPROVEMENTS
STATION EQUIPMENT
POLES, TOWERS AND FIXTURES
OVERHEAD CONDUCTORS AND DEVICES
UNDERGROUND CONDUIT
UNDERGROUND CONDUIT - MAN. &
BRONX
UNDERGROUND CONDUCTORS &
DEVICES
LINE TRANSFORMERS

CO.

ACCT.

NO.

9510
9512
9514
9516
9522
9524
9526

9430
9431
9432
9434
9435

9530
9532
9534
9536
9540
9544

9545

9546

9550
9551
9552
9554
9556
9558
9560

9561

9562
9565

Page 1 of 2

AVERAGE ANNUAL
SERVICE NET DEPR. LIFE
LIFE  SALVAGE RATE TABLE
: : : (A)
65 (35) 2.08 h1.00
35 (35) 3.86 h1.50
35 (20) 3.43 h2.00
35 (20) 3.43 h1.50
50 (10) 2.20 h1.00
25 (5) 4.20 h3.00
25 (5) 4.20 h3.00
25 (5) 4.20 h3.00
25 (5) 4.20 h3.00
70 (25) 1.79 h2.50
50 (20) 2.40 h2.00
45 (40) 3.11 h3.25
35 (35) 3.86 h2.25
55 (5) 1.91 h3.25
55 (5) 1.91 h3.25
50 (15) 2.30 h3.25
50 0 2.00 A)
50 (25) 2.50 h1.75
45 (20) 2.67 h2.25
45 (85) 411 h1.25
55 (45) 2.64 h1.25
80 (20) 1.50 h1.25
80 (20) 1.50 h1.25
45 (35) 3.00 h0.50



369
369
370
370
371
373
373

389
390
391
391
392
393
394
395
396
397
398

OVERHEAD TRANSFORMERS
UNDERGROUND TRANSFORMERS
SERVICES - OVERHEAD
SERVICES - UNDERGROUND
METERS
METER INSTALLATIONS
INST. ON CUSTOMERS' PREMISES

O.H. STREET LIGHTING & SIGNAL SYS.
U.G. STREET LIGHTING & SIGNAL SYS.

COMMON UTILITY PLANT IN SERVICE
GENERAL PLANT

LAND AND LAND RIGHTS
STRUCTURES AND IMPROVEMENTS
ELECTRONIC DATA PROCESSING EQ.
OTHER OFFICE FURNITURE AND EQ.
TRANSPORTATION EQUIPMENT
STORES EQUIPMENT

TOOLS, SHOP AND GARAGE EQUIP.
LABORATORY EQUIPMENT

POWER OPERATED EQUIPMENT
COMMUNICATION EQUIPMENT
MISCELLANEOUS EQUIPMENT

9566
9567
9569
9571
9573
9575
9576

9810
9812
9815
9816
9820
9824
9830
9828
9829
9832
9834

35
45
50
70
35
35
60
35
65

50

18

20
18
20
12
15
20

(145)
(120)

(80)
(55)

(30)

2.86
2.22
4.90
3.14
2.86
2.86
1.67
5.14
2.38

2.60
11.88
5.56
11.25
4.75
5.28
5.00
7.50
6.67
5.00

Page 2 of 2

h1.25
h2.00
h0.75
h0.75
h1.50
(B)
h1.25
h0.75
h0.75

h1.25
h3.00
h0.25
h2.00
h1.00
h0.25
h0.75
h1.75
h1.75
h1.00
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COMMON ALLOCATION FACTORS

Electric QGas Steam

Administrative & General Expenses

A&G - Labor Related 78.70% 16.20% 5.10%

A&G - Other than Labor 81.14% 13.21% 5.65%

Pensions/OPEBs and Health Ins. Capitalized 72.67% 23.63% 3.70%

A&G Transferred - Other 76.55% 17.80% 5.65%
Customer Accounting Expenses

Uncollectible Accounts 86.00% 14.00% 0.00%

Other Customer Accounts 82.00% 18.00% 0.00%

Energy Services 89.00% 11.00% 0.00%

Other Customer Assistance and Informational

& Promotional Advertising 82.00% 18.00% 0.00%
Taxes Other than FIT

Sales & Use 77.75% 15.50% 6.75%

Vehicle/Gasoline 81.00% 16.50% 2.50%

Payroll Taxes 78.75% 16.25% 5.00%

Payroll Taxes Transferred to Construction 72.50% 23.75% 3.75%

Other 81.25% 13.25% 5.50%
Plant

Common Plant 83.00% 17.00% 0.00%

Common M&S 77.00% 17.00% 6.00%



APPENDIX J

MIGRATION INCENTIVE EXAMPLES

Example 1 — Under 25,000 accounts enrolled in Retail Choice during the Electric Rate Plan

Page 1 of 3

#RC # # Accounts

Accounts | Accounts | Retained

- Switched | During Switching Retention

Start/End | Under Incentive Incentive Timing of Incentive Timing of
Period Period Plan Period Recovery Recovery Recovery Recovery
Start of Electric
Rate Plan: 100,000
During Period 1 11,000 5,000 $0 End Period 3 $0 End Period 3
Start Period 2 105,000
During Period 2 8,000 4,000 $0 End Period 3 $0 End Period 3
Start Period 3 109,000
During Period 3 5,000 2,500 $0 End Period 3 $0 End Period 3
End Period 3 111,500
Total 24,000 11,500 $0 $0

Example 2 — Greater than 25,000 accounts enrolled in Retail Choice during the Electric Rate Plan; no net
retention achieved during all 3 periods

#RC # # Accounts

Accounts | Accounts | Retained

- Switched | During Switching Retention

Start/End | Under Incentive Incentive Timing of Incentive Timing of
Period Period Plan Period Recovery Recovery Recovery Recovery
Start of Electric
Rate Plan: 100,000
During Period 1 17,000 0 17,000 x $10 | End Period 2 $0 End Period 2
Start Period 2 100,000
During Period 2 15,000 0 15,000 x $10 | End Period 2 $0 End Period 2
Start Period 3 100,000
During Period 3 9,000 0 9,000 x $10 | End Period 3 $0 End Period 3
End Period 3 100,000
Total 41,000 0 41,000 x $10 $0
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Example 3 — Greater than 25,000 enrolled in Retail Choice during the Electric Rate Plan; net retention achieved
not more than enrollment loss during Period 1

#RC # # Accounts

Accounts | Accounts | Retained

- Switched | During Switching Retention

Start/End | Under Incentive Incentive Timing of Incentive Timing of
Period Period Plan Period Recovery Recovery Recovery Recovery
Start of Electric
Rate Plan: 100,000
During Period 1 19,000 0 19,000 x $10 | End Period 2 $0 End Period 2
Start Period 2 91,000
During Period 2 11,000 5,000 11,000 x $10 | End Period 2 $0 End Period 2
Start Period 3 96,000
During Period 3 9,000 4,000 9,000 x $10 | End Period 3 $0 End Period 3
End Period 3 100,000
Total 39,000 9,000 39,000 x $10 $0

Example 4 — Greater than 25,000 enrolled in Retail Choice during the Electric Rate Plan; enrollment loss during

Period 2

#RC # # Accounts

Accounts | Accounts | Retained

- Switched | During Switching Retention

Start/End | Under Incentive Incentive Timing of Incentive Timing of
Period Period Plan Period Recovery Recovery Recovery Recovery
Start of Electric
Rate Plan: 100,000
During Period 1 19,000 9,000 19,000 x $10 | End Period 2 | 9,000 x $20 | End Period 2
Start Period 2 109,000
During Period 2 11,000 0 11,000 x $10 | End Period 2 $0 End Period 2
Start Period 3 95,000
During Period 3 9,000 0 9,000 x $10 | End Period 3 $0 End Period 3
End Period 3 99,000
Total 39,000 9,000 39,000 x $10 9,000 x $20
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Example 5 — Greater than 25,000 enrolled in Retail Choice during the Electric Rate Plan; net retention achieved
all 3 periods

#RC # # Accounts

Accounts | Accounts | Retained

- Switched | During Switching Retention

Start/End | Under Incentive Incentive Timing of Incentive Timing of
Period Period Plan Period Recovery Recovery Recovery Recovery
Start of Electric
Rate Plan: 100,000
During Period 1 19,000 9,000 19,000 x $10 | End Period 2 | 9,000 x $20 | End Period 2
Start Period 2 109,000
During Period 2 11,000 5,000 11,000 x $10 | End Period 2 | 5,000 x $20 | End Period 2
Start Period 3 114,000
During Period 3 9,000 4,000 9,000 x $10 | End Period 3 | 4,000 x $20 | End Period 3
End Period 3 118,000
Total 39,000 18,000 39,000 x $10 18,000 x $20




APPENDIX K

SECONDARY NETWORK LIST

Brooklyn (10) Manhattan (34) Queens (7) Bronx (6)
Bay Ridge Battery Park City Flushing Central Bronx
Borough Hall Beekman Jackson Heights Fordham
Brighton Beach Bowling Green Jamaica Northeast Bronx
Crown Heights Canal Long Island City Riverdale
Flatbush Central Park Maspeth Southeast Bronx
Ocean Parkway Chelsea Rego Park West Bronx
Park Slope City Hall Richmond Hill
Ridgewood Columbus Circle
Sheepshead Bay Cooper Square
Williamsburg Cortlandt

Fashion
Fulton

Grand Central
Greeley Square
Greenwich
Harlem
Herald Square
Hudson
Hunter

Kips Bay
Lenox Hill

Lincoln Square

Madison Square

Park Place

Pennsylvania

Plaza

Rockefeller Center

Roosevelt

Sheridan Square

Sutton

Times Square

Turtle Bay

Washington Heights

Yorkville




APPENDIX L

CUSTOMER SERVICE PERFORMANCE MECHANISM

INCENTIVE TARGETS
MAXIMUM
INDICATOR PENALTY THRESHOLD LEVEL PENALTY
AMOUNT
2.6 N/A
COMMISSION $6 million >2.6 but <2.8 $2 million
>3.1 $6 million
Customer -
Satisfaction $6.0 million
Surveys
Emergency Calls <80.0 $2 million
(electric only)
Phone Center Calls <82.0 $2 million
(non emergency)
Service Center <83.0 $2 million
Visitors
L $4 million
Outage Notification
New And Additional
Service Jobs $4 million
Initial Phase 24.0 Days $2 million
Final Phase >7.3 Days $2 million
Calls Answered $4 million
Total Calls <94.9 percent $4 million
Rate Year One
Representative Calls
(Answer w/i 30 sec.)
>53.5 N/A
<53.5 but >53.0 $2 million
<53.0 but >52.5 $3 million
Rate Year Two =525 4 million
>56.0 N/A
<56.0 but >55.5 $1 million
<55.5 but >55.0 $2 million
Rate Year Three <55.0 but >54.5 $3 million
<54.5 $4 million
Meters Read on Cycle $4 million <86.9 percent $4 million
Billing Accuracy $4 million <97.2 percent $4 million
Routine Investigations
(Completed w/in 30 days) $4 million <94.9 percent $4 million

Total

$36.0 million




APPENDIX M
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Allocation of Rate Increase Between T&D and MAC

$000's

T&D Increase Excl. GRT
MAC Change Excl. GRT

Delivery & MAC Rate Increase Excl. GRT

GRT on T&D Increase
GRT on MAC Change

GRT on Delivery & MAC

T&D Increase Incl. GRT
MAC Change Incl. GRT

Total Rate Change Inc. GRT

RY 1 Increase

$ 149,981

(48,665)
$ 101,316

$ 4,862
(1,578)

$ 3284

$ 154,843

(50,243)
$ 104,600

RY3 Increase

$ 198,369

15,110

$ 213,479

$ 6,431
490

$ 6921

$ 204,800

15,600

$ 220,400

Appendix M
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Rate Change Allocation - Rate Year 1 Ending 3/31/06
[ Step 1 Step 2 | Step3 | Step 4 Steps
Proposed
Revised Initial Surplus T&D&MAC Re-Aligned Base Rate RY1T&D RY1T&D
RY1 T&D I(Deficiency) ~ Adjustment to Proposed Base Rate Proposed Increase Revenue @ % Change in Revenue @
Revenue @ ECOS Output  Surplus to be Re-Aligned  T&D&MAC Rate Proposed Rate Increase After ~ T&D&MAC Applicable to  Proposed T&D  Proposed RY1 T&D Rate Proposed RY1 9% Change in
Current Rate (ERP-1, Revenue Re- Delivery Service Increase Before ~ Moderation Rate Base Rate Con Edison Base Rate Rate Level (Excl | (Excl SIT Roll-| SIT Roll-into  Rate Level (Incl T&D Rate (Incl
Level TABLE 1A) Neutral Alignment Revenue Rate Moderation _ Allocation Moderation Increase % Change | Customers Only Increase SIT Roll-In) a In) T&D Rates SIT Roll-In) SIT Roll-In)
@ @ @) (4)=(2+@3) (B)=(1)-(4) (6) @) ®)=(6)-(7) (9)=(8)-(4) (10)=(9)/(1) an (12)=(9)+(11) (13)=(1)+(12) (14)=(13) vs.(1) 15) (16)=(13)+(15) (17)=(16) vs.(1)

Base Rate Increase $ 101,316,000
Additional Cost of Low Income” $ 3,400,000
Rate Moderation ® $ 187,700,000 $ 187,700,000 e
Total Rate Increase Applicable to All Customers $ 292,416,000 $ 22,882,999
Base Rate Increase Applicable to Con Edison Customers $ 48,665,000

d
NYPA $ 251,609,000 $ (5,250,000) $ - $(5,250,000) $ 256,859,000 $ 28,460,479 $ 15,382,000 $ 13,078,479 $ 18,328,479 7.3% $ 18,328,479 $ 269,937,479 7.3% $ 21181651 $ 272,119,130 8.2%
EDDS $ 25,539,000 $ 1,362,000 $ (1,095730) $ 266270 $ 25272,730 $ 2,800,268 $ 1,983,000 $ 817,268 $ 550,998 2.2% $ 550,998 $ 26,089,998 2.2% $ 221,443 $ 26,311,441 3.0%
CONED $ 2,361,939,000 $ 52,833,000 $(47,849,270) $ 4,983,730 $2,356,955,270 $ 261,155,253 $ 170,335,000 $ 90,820,253 $ 85,836,523 3.6% $ 48,665,000 $134,501,523 $ 2,496,440,524 5.7% $ 20,479,905 $ 2,516,920,430 6.6%
System $ 2,639,087,000 $ 48,945,000 $(48,945,000) $ - $2,639,087,000 $ 292,416,000 $ 187,700,000 $ 104,716,000 $ 104,716,000 4.0% $ 48665000 $153,381,000 $ 2,792,468,001 5.8% $ 22,882,999 $ 2,815,351,001 6.7%
SC1 $ 986,723,000 $ (5,707,000) $ - $(5,707,000) $ 992,430,000 $ 109,963,185 $ 71,722,008 $ 38,241,177 $ 43,948,177 4.5% $ 20,491,100 $ 64,439,277 $ 1,051,162,277 6.5% $ 8555680 $ 1,059,717,957 7.4%
SC1 WH $ 3,539,000 $ -8 - 8 - 8 3,539,000 $ 392,128 $ 255,760 $ 136,368 $ 136,368 3.9% $ 73071 $ 209,439 $ 3,748,439 5.9% $ 30,686 $ 3,779,125 6.8%
sc2 $ 171,918,000 $ 18,473,000 $(14,861,536) $ 3,611,464 $ 168,306,536 $ 18,648,693 $ 12,163,359 $ 6485334 $ 2,873,870 1.7% $ 3475092 $ 6,348962 $ 178,266,962 3.7% $ 1490667 $ 179,757,629 4.6%
SC4 1&ll $ 82,689,000 $ - 8 - 8 - $ 82689000 $ 9,162,103 $ 5975858 $ 3,186,245 $ 3,186,245 3.9% $ 1,707,313 $ 4893558 $ 87,582,558 5.9% $ 716,980 $ 88,299,538 6.8%
SC4 11 $ 184,408,000 $ 17,070,000 $(13,732,822) $ 3,337,178 $ 181,070,822 $ 20,063,001 $ 13,085823 $ 6,977,178 $ 3,640,000 2.0% $ 3738642 $ 7378642 $ 191,786,642 4.0% $ 1598965 $ 193,385,607 4.9%
SC51 $ 366,000 $ 54,000 $ (43,443) $ 10,557 $ 355,443 $ 39,384 $ 25,688 $ 1369 $ 3,139 0.9% $ 7339 $ 10,478 $ 376,478 2.9% $ 3174 $ 379,652 3.7%
SCs 11 $ 3,132,000 $ 1,130,000 $ (909,085) $ 220,915 $ 2,911,085 $ 322,554 $ 210,381 $ 112,173 $ (108,742)| -3.5% $ 60,106 $ (48,636) $ 3,083,364 -1.6% $ 27,157 $ 3,110,521 -0.7%
SC6 $ 936,000 $  (209,000) $ - $ (209,000) $ 1,145,000 $ 126,868 $ 82,748 $ 44,120 $ 253,120 27.0% $ 23641 $ 276,761 $ 1,212,761 29.6% $ 8,116 $ 1,220,877 30.4%
sc7 $ 9,423,000 $ (158,000) $ - $ (158,000) $ 9,581,000 $ 1,061,594 $ 692,410 $ 369,184 $ 527,184 5.6% $ 197,823 $ 725,007 $ 10,148,007 7.7% $ 81,705 $ 10,229,712 8.6%
scs &l $ 70,607,000 $  (512,000) $ - $ (512,000) $ 71,119,000 $ 7,880,124 $ 5139,705 $ 2,740,419 $ 3,252,419 4.6% $ 1468422 $ 4720841 $ 75,327,841 6.7% $ 612,219 $ 75,940,060 7.6%
scsll $ 6,140,000 $ (58,000) $ - $ (58000) $ 6,198,000 $ 686,751 $ 447,924 $ 238,827 $ 296,827 4.8% $ 127973 $ 424,800 $ 6,564,800 6.9% $ 53,239 $ 6,618,039 7.8%
SCo 1&ll $ 691,020,000 $ - 8 - 8 - $ 691,020,000 $ 76,566,367 $ 49,939,383 $ 26,626,984 $ 26,626,984 3.9% $ 14,267,767 $ 40,894,751 $ 731,914,751 5.9% $ 5991697 $ 737,906,448 6.8%
SColl $ 134,710,000 $ 22,003,000 $(17,701,422) $ 4,301,578 $ 130,408,422 $ 14,449,508 $ 9,424,497 $ 5025011 $ 723,433 0.5% $ 269259 $ 3,416,028 $ 138,126,028 2.5% $ 1,168,044 $ 139,294,072 3.4%
SC12 1&lll $ 5,352,000 $ -8 - 8 - 8 5,352,000 $ 593,012 $ 386,784 $ 206,228 $ 206,228 3.9% $ 110505 $ 316,733 $ 5,668,733 5.9% $ 46,406 $ 5,715,139 6.8%
scizil $ 8,048,000 $ 240,000 $ (193,080) $ 46,920 $ 8,001,080 $ 886,535 $ 578,231 $ 308,304 $ 261,384 3.2% $ 165202 $ 426,586 $ 8,474,586 5.3% $ 69,783 $ 8,544,369 6.2%
SC13 $ 2,904,000 $ 507,000 $ (407,882) $ 99,118 $ 2,804,882 $ 310,786 $ 202,706 $ 108,080 $ 8,962 0.3% $ 57,914 $ 66,876 $ 2,970,876 2.3% $ 25,180 $ 2,996,056 3.2%
Special Prov. $ 24,000 $ - 8 - 8 - $ 24,000 $ 2,659 $ 1,734 8 925 $ 925 3.9% $ 49 $ 1421 % 25,421 5.9% $ 208 $ 25,629 6.8%
CONED $2,361,939,000 $ 52,833,000 $(47,849,270) $ 4,983,730 $2,356,955,270 $ 261,155,252 $ 170,334,999  $90,820,253 $ 85,836,523 3.6% $ 48,665,001 $134,501,524 $ 2,496,440,524 5.7% $ 20,479,906 $ 2,516,920,430 6.6%
NYPA $ (5,250,000)
EDDS $ 1,362,000
CONED $ 52,833,000
System $ 48,945,000
Total Surplus $ 60,839,000
Total Deficiency $(11,894,000;
Grand Total $ 48,945,000

a RY1 revenues exclude an $11 million imputation related to sales adjustments

b Of the $12.5 million annual allowed cost of low income, $9.1 million is reflected in the revenue requirement, the remainder will be implemented through revenue allocation from all customers

¢ The total accounting credits shown in Appendix A are $187.7 million, of which only TCC Auction Proceeds related amount will be applicable to all the customers based on the ECOS Allocator D03,

and the remainder will be applicable to Con Edison customers
d Set forth in Joint Proposal
e Excluding approximately $5.5 million SIT, which will be rolled into the MAC
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Rate Change Allocation - Rate Year 3 Ending 3/31/08

[ Step 1 [ stp2 T stp3 ] Step 4 Steps
Proposed
Revised T&D&MAC Re-Aligned Base Rate RY3 T&D RY3 T&D
RY3 T&D % Change in Estimated Surplus Adjustment to Proposed Base Rate Proposed Increase Revenue @ % Change in Revenue @
Revenue @ T&D Rate (Incl RY3 T&D I/(Deficiency) ~ Surplus to be Re-Aligned  T&D&MAC Rate Proposed Rate Increase After ~ T&D&MAC Applicable to  Proposed T&D  Proposed RY3 T&D Rate Proposed RY3 % Change in
Current Rate SIT Roll-In) in  Revenue @ RY1 Remaining Revenue Re- Delivery Service Increase Before  Moderation Rate Base Rate Con Edison Base Rate Rate Level (Excl | (Excl SIT Roll-| SITRoll-into  Rate Level (Incl T&D Rate (Incl
Level RY1 Rate Level After RY1 Neutral Alignment Revenue Rate Moderation __Allocation Moderation Increase % Change _|Customers Onl\ Increase SIT Roll-In In) T&D Rates SIT Roll-In) SIT Roll-In;
(A) ®) @ @ @) @=2)+@3) ©)=(1)-(4) ®) U] ®)=6)-(1) (©)=(8)-(4) (10)=(9)/(1) 1) (12)=(9)+(11) (13)=(1)+(12) (14)=(13) vs.(1) 15) (16)=(13)+(15) (17)=(16) vs.(1)

Base Rate Increase $ 213,479,000
Additional Cost of Low Income $ -
Rate Moderation® $ 187,700,000 $ 187,700,000
Total Rate Increase Applicable to All Customers $ 401,179,000 $ -
Base Rate Increase Applicable to Con Edison Customers $ (15,110,000)

b
NYPA $ 255,963,000 8.151588% $ 276,828,049 $ (5,250,000) $ - $(5250,000) $ 282,078,049 $ 39,009,880 $ 15,382,000 $ 23,627,880 $ 28,877,880 10.4% $ 28,877,880 $ 305,705,929 10.4% $ - $ 305,705,929 10.4%
EDDS $ 20,310,000 3.024555% $ 20,924,287 $ 1095730 $ (978,198) $ 117,532 $ 20,806,755 $ 2,877,463 $ 1,983,000 $ 894,463 $ 776,931 3.7% $ 776,931 $ 21,701,218 3.7% $ -8 21,701,218 3.7%
CONED $2,442,799,000 6.561619% $2,603,148,405 $ 47,849,27C $(42,716,802) $ 5,132,468 $2,598,015937 $ 359,291,658 $ 170,335,000 $ 188,956,658 $ 183,824,190 7.1% $ (15,110,000) $168,714,190 $ 2,771,862,595 6.5% $ $ 2,771,862,595 6.5%
System $2,719,072,000 6.678977% $2,900,900,741 $ 43,695,000 $(43,695,000) $ - $2,900,900,741 $ 401,179,001 $ 187,700,000 $213,479,001 $ 213,479,001 7.4% $ (15,110,000) $198,369,001 $ 3,099,269,742 6.8% $ - $ 3,099,269,742 6.8%
SC1 $1,022,497,000 7.397715% $1,098,138,414 $ -8 -8 - $1,098,138414 $ 151,866,648 $ 71,997,790 $ 79,868,858 $ 79,868,858 7.3% $ (6,386,747) $ 73,482,111 $ 1,171,620,525 6.7% $ - $ 1,171,620,525 6.7%
SC1WH $ 3,493,000 6.785109% $ 3,730,004 $ -8 -8 - % 3,730,004 $ 515,840 $ 244,552 $ 271,288 $ 271,288 7.3% $ (21,694) $ 249,594 $ 3,979,598 6.7% $ -8 3,979,598 6.7%
sc2 $ 176,429,000 4.560098% $ 184,474,335 $ 14,861,536 $(13,267,439) $ 1,594,097 $ 182,880,238 $ 25,291,355 $ 11,990,267 $ 13,301,088 $ 11,706,991 6.3% $ (1,063,627) $ 10,643,364 $ 195,117,699 5.8% $ - $ 195,117,699 5.8%
SC4 &l $ 83,583,000 6.785108% $ 89,254,197 $ -8 -8 - $ 89254197 $ 12,343,376 $ 5851817 $ 6,491,559 $ 6,491,559 7.3% $ (519,100) $ 5,972,459 $ 95,226,656 6.7% $ -8 95,226,656 6.7%
scal $ 186,666,000 4.868339% $ 195,753,534 $ 13,732,822 $(12,259,795) $ 1,473,027 $ 194,280,507 $ 26,867,951 $ 12,737,709 $ 14,130,242 $ 12,657,215 6.5% $ (1,129,931) $ 11,527,284 $ 207,280,818 5.9% $ - $ 207,280,818 5.9%
SCs1 $ 371,000 3.730055% $ 384,839 $ 43,443 $ (38,783) $ 4,660 $ 380,179 $ 52,577 $ 24,926 $ 27,651 $ 22,991 6.0% $ (2,211) $ 20,780 $ 405,619 5.4% $ -8 405,619 5.4%
SCs 11 $ 3,131,000 -0.685792% $ 3,109,528 $ 909,085 $ (811,574) $ 97,511 $ 3,012,017 $ 416,546 $ 197,478 $ 219,068 $ 121,557 3.9% $ (17,518) $ 104,039 $ 3,213,567 3.3% $ -8 3,213,567 3.3%
SC6 $ 936,000 30.435577%  $ 1,220,877 $ -8 -8 - % 1,220,877 $ 168,841 $ 80,045 $ 88,796 $ 88,796 7.3% $ (7,101) $ 81,695 $ 1,302,572 6.7% $ -8 1,302,572 6.7%
sc7 $ 9,356,000 8.561095% $ 10,156,976 $ -8 -8 - $ 10,156,976 $ 1,404,655 $ 665,927 $ 738,728 $ 738,728 7.3% $ (59,073) $ 679,655 $ 10,836,631 6.7% $ -8 10,836,631 6.7%
Scs &l $ 72,290,000 7.553160% $ 77,750,179 $ -8 -8 - $ 77750179 $ 10,752,432 $ 5,097,573 $ 5,654,859 $ 5,654,859 7.3% $ (452,193) $ 5,202,666 $ 82,952,845 6.7% $ -8 82,952,845 6.7%
scs i $ 6,281,000 7.785651% $ 6,770,017 $ -8 -8 - % 6,770,017 $ 936,257 $ 443,866 $ 492,391 $ 492,391 7.3% $ (39,374) $ 453,017 $ 7,223,034 6.7% $ -8 7,223,034 6.7%
SCo &l $ 720,857,000 6.785107% $ 769,767,919 $ -8 -8 - $ 769,767,919 $ 106,454,771 $ 50,468,674 $ 55986,097 $ 55,986,097 7.3% $ (4,476,952) $ 51,509,145 $ 821,277,064 6.7% $ - $ 821,277,064 6.7%
scoll $ 140,804,000 3.402919% $ 145,595,446 $ 17,701,422 $(15,802,710) $ 1,898,712 $ 143,696,734 $ 19,872,487 $ 9,421,260 $ 10,451,227 $ 8,552,515 5.9% $ (835,737) $ 7,716,778 $ 153,312,224 5.3% $ - $ 153,312,224 5.3%
SC12 1&l $ 5,300,000 6.785108% $ 5,659,611 $ -8 -8 - % 5,659,611 $ 782,694 $ 371,064 $ 411,630 $ 411,630 7.3% $ (32,916) $ 378,714 $ 6,038,325 6.7% $ -8 6,038,325 6.7%
sci21 $ 7,811,000 6.167607% $ 8,292,752 $ 193,080 $ (172,370) $ 20,710 $ 8,272,042 $ 1,143,979 $ 542,344 $ 601,635 $ 580,925 7.0% $ (48,110) $ 532,815 $ 8,825,567 6.4% $ -8 8,825,567 6.4%
SC13 $ 2,970,000 3.169972% $ 3,064,148 $ 407,882 $ (364,131) $ 43,751 $ 3,020,397 $ 417,705 $ 198,028 $ 219,677 $ 175,926 5.7% $ (17,567) $ 158,359 $ 3,222,507 5.2% $ -8 3,222,507 5.2%
Special Prov. $ 24,000 6.787500% $ 25,629 $ -8 -8 - $ 25,629 $ 3,544 $ 1680 $ 1,864 $ 1,864 7.3% $ (149 $ 1,715 $ 27,344 6.7% $ -8 27,344 6.7%
CONED $2,442,799,000  6.561619%  $2,603,148,405 $ 47,849,270 $(42,716,802) $ 5,132,468 $2,598,015,937 $ 359,291,658 $170,335000 $188,956,658 $ 183,824,190 7.1% $ (15,110,000) $168,714,190 $ 2,771,862,595 6.5% $ - $ 2,771,862,595 6.5%
NYPA $ (5,250,000)
EDDS $ 1,095,730
CONED $ 47,849,27C
System $ 43,695,000
Total Surplus $ 48,945,000
Total Deficiency $ (5,250,000
Grand Total $ 43,695,000

a The same amount of Rate Moderation applied in RY1 will be applicable to RY3
b Set forth in Joint Proposal
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IN WITNESS WHEREOF, the Signatory Parties hereto have affixed thejr signatures

below as evidence of their agreement to be bound by the provisions of this Proposal.

CONSOLIDATED EDISON COMPANY
OF NEW YORK, INC.

Dated: Dec. 8: 200‘, BY_W &s |




NEW YORK STATE DEPARTMENT OF
~ PUBLIC SERVICE STAFF

Dated: December 2, 2004 By Vlh_ \(& |




CITY OF NEW YORK

Dated: D%Hﬁm 2!9&07 By &M m , %) (M




- CON EDISON SOLUTIONS

Dated: - 1111}04 - - f,y /OO&WA‘% @M\

JOANN iﬂan
President CEO
ConEdison Solutions



CONSTELLATION NEWENERGY, INC.

" kDated: /J/// /jﬁl By W

OSARA M. O’NEILL



CONSUMER POWER ADVOCATES *

* CPA excepts from its agreement and
reserves its right to oppose section J
entitled “Demand Management”



CONSUMERPOWERLINE

Dated: 15130 ZQQQ}L :

PQ?A‘ IDENT ¥ PRMJGIPAL :



Dated: l&/oz/ﬂ"/
VA

- ——

DIRECT ENERGY SERVICES, LLC -

BYM‘ -

*k TOTAL PAGE.B3 xxk



" CASE 04-E-0572

1% ROCHDALE COOPERATIVE GROUP, LTD.

Dated: ”“30’2»09{/ E .13144& | !4 _,‘ m ) ’




CASE 04-E-0572

GOTHAM POWER ZEREGA LLC

Dated-T 1-30. Z.OO_“f | B}}Azgyza [ Up@‘v |



INDEPENDENT POWER PRODUCERS
OF NEW YORK, INC.

Dated: December 1, 2004 By: cgs—/ /XJC\._—\

David B.J ohnson-{gounsel

Independent Power Producers of New York, Inc.'s (IPPNY) execution of the Joint
Proposal does not express its agreement to the terms of Section J (Demand Management),
on which IPPNY expresses no opinion. ~



CASE 04-E-0572

JOINT SUPPORTERS

ot Jlec [ 2067, %féﬂw »



Dated:

METER SERVICE PROVIDER
ASSOCIATION OF

/‘DA«\O GRTINA - PResDeny




-TToTTTE T B R UV e

Case 04-E-0572 Joint Proposal

METROPOLITAN TRANSPORTATION
AUTHORITY ‘

Dated: ’ ;_,/___p/é/ |




'MID-ATLANTIC POWER SUPPLY
ASSSOCIATION

Dated: /Vl//’/ / By %:gg/ W .




NATIONAL ENERGY MARKETERS
ASSOCIATION

Dated: m(ﬁmj@_[rwc* - By C(ZQ{—& M
- e mi6OGoopn o
’Pzz—:grpgr\)r/ NENA




NEW YORK ENERGY CONSUMERS

' COUNCIL, INC.*
€,

"~ Peter L. DiCapua, Co-President

Dated: December 1, 2004

Dated: December 1, 2004 , By

Jay Raphaelson, Co-President

* NYECC excepts from its agreement and reserves its right to oppose section J entitled
“Demand Management,” including, but not limited to, the proposed funding, in the
amount of approximately $244 million, for the Targeted EE/DG and the System-Wide
EE/DG/LM programs.



NEW YORK ENERGY CONSUMERS
COUNCILL, INC.*

Dated: December 1, 2004 By
: L Peter L. DiCapua, Co-President -

Dated: December 1, 2004 By—‘%//%

ﬁRaphaE@n, Co-President

* NYECC excepts from its agreement and reserves its right to oppose section J entitled
“Demand Management,” including, but not limited to, the proposed funding, in the
amount of approximately $244 million, for the Targeted EE/DG and the System-Wide
EE/DG/LM programs. ' ‘ :




NEW YORK ENERGY RESEARCH AND
DEVELOPMENT AUTHORITY

Dated:tzﬂ(ﬂro?,.zw/ | Byé;gé:k |

The above signature represents acceptance of Section J, “Demand Management,” of this Joint
Proposal, and NYSERDA takes no position on all other sections contained within the Joint
Proposal.
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Dawi _[,_,2/ -2/ 09‘ |

NEW YORK POWER AUTHORITY

Al

Executive Vice President,
Secretary & General Coumsel



« ... Deleted: CASE 04-E-0572¢ '
T e e LD - CO . }

NORTH AMERCIAN ENERGY, INC.

Dated: /.2 /// By / y
/7 —€

| ID?.Q,Z‘/(_ r Shee
d(e. ?{914/’~7L_




SMALL CUSTOMER MARKETER
COALITION

et /o7 o LloaTpl) loni)
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' STERLING PLANET, INC.

e 2ot M /4/%@44 f: |
Raber+ 4. Madc‘ak dr o
Norleest Regie )l Momes 3

Sff‘f‘rhh lef‘ |

Poo. 5»\- (86
LitelQul, ¢ 66WY.




STRATEGIC ENERGY, LLC

Dated: /M 7 2004 By '7//24&4 %

Francis E. Pullaro, Esq.
Regulatory Affairs Manager




THE PORT AUTHORITY OF NEW YORK
AND NEW JERSEY

Dated: December 2, 2004 By C C. R

LL

APPROVED

TERMS

QL

FORM
<
W

_D€puty Chief of Strategic Planning

(T



CASE04-E-0572  (

GAS TECHNOLOGY INSTITUTE
John Kelly
Executive Director

Dated: [ 2-O6-OF

By D S




CASE 04-E-0572 : ~
OREOTE ~

Equity Office Properties
Two North Riverside Plaza, Ste, 2100
Chicago, IL 60606

Joint Supporters in Case 04-E-0572

Dated: _ IZ/ é’ / () 7{

Tom Smith — VP, Energy Operations



CASE 04-E-0572

Energy Concepts Engineering, P.C.
3445 Winton Place, Suite 102
Rochester, New York 14623

Joint Supporters in Case 04-E-0572

Dated:~ ‘ IQ/IQ/O’-/ By !A)g“““_ﬂ C(Zg‘lﬁx %

William Cristofaro, PE - President




" CASE 04-E-0572

ALLIED UTILITY NETWORK LLC and ALLIED ENERGY LLC

Joint Supporters in Case 04-E-0572

Dated: ! Z) Y ’ﬂ l/’ | By JY\‘ktM !2

Moyl L LORPE, Y
(P~ B'V"’)Lf/% Dc’vzzm’ﬂ’f

DLt U/ e




CASE 04-E-0572

NATIONAL ASSOCIATION OF ENERGY SERVICE COMPANIES

Joint Supporters in Case 04-E-0572

Dated: \2./20/0“"' By \ﬂ/ Z&anf
T | |
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FOR

FOR

FOR

FOR

FOR

FOR

FOR

FOR

APPEARANCES

DEPARTMENT OF PUBLIC SERVICE STAFF:

Kevin Lang and Kimberly Harriman, Staff Counsel,
Three Empire State Plaza, Albany, New York 12223-1350

CONSOLIDATED EDISON COMPANY OF NEW YORK, INC.:
Chanoch Lubling, Marc Richter, Mary L. Krayeske, Richard B.
Miller, Martin Heslin, and Sara Schoenwetter, Esqgs., Four
Irving Place, Room 1815-S, New York, New York 10003-3598
NEW YORK POWER AUTHORITY:

Timothy P. Sheehan, Esq., 30 South Pearl Street, Albany,
New York 12207

NEW YORK STATE CONSUMER PROTECTION BOARD:

Douglas Elfner, Five Empire State Plaza, Albany, New York
12223-1556

NEW YORK STATE ENERGY RESEARCH AND DEVELOPMENT AUTHORITY

Peter R. Keane, Esq., 17 Columbia Circle, Albany, New York
12203

CITY OF NEW YORK:

Couch White, LLP, (by Robert M. Loughney, Esq.) P.O. Box
2222, Albany, New York 12201

Michael Delaney, Esq., 110 William Street, 4% Floor, New
York, New York 10038

COUNTY OF WESTCHESTER

Steward M. Glass, Esq., 148 Martine Avenue, Room 600, White
Plains, New York 10601
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FOR
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