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ACCOUNTING PANEL - ELECTRIC

I. INTRODUCTION

Would the members of the Accounting Panel please state
your names and business address?

Grace Scarpitta, Helen L. Lee and Richard A. Kane. Our
business address is Consolidated Edison Company of New
York, Inc. (“Con Edison” or the “Company”), 4 Irving
Place, New York, NY 10003.

What are your current positions with Con Edison?
(Scarpitta) I am an Assistant Controller.

(Lee) I am the Department Manager of Regulatory
Accounting.

(Rane) I am the Department Manager of Regulatory
Filings.

Please explain your educational background, work
experience, and current general responsibilities.
(Scarpitta) I graduated from Baruch College in May
1987, with a Bachelors Degree in Accounting. In 1977,
I began working for the Company in Customer Operations.
From 1978 to 1993, I worked in Plant Accounting in
increasing levels of responsibility up to and including
Assistant Manager. 1In 1994, I worked in Accounting
Research and Procedures (“ARP”) and was promoted to
Manager of Payroll in 1998. In 2000, I became a

Section Manager in Energy Services and in 2001, I
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worked in Corporate Planning. I was promoted to
Department Manager of ARP in 2003 and was promoted to
Assistant Controller in 2004 responsible for General
Accounts, ARP and Financial Reporting. 1In 2006, I
assumed the responsibilities of Revenue and Volume
Forecasting, and Regulatory Accounting and Filings and
retained responsibility for ARP. In 2008, I retained
responsibility for Revenue and Volume forecasting and
ARP and was given the responsibility of Property
Records. TIn March 2008, I also assumed responsibility
for a newly created section, Commodity and Derivative
Accounting. In December 2008, Corporate Accounting was
reorganized. In this reorganization, T retained the
Revenue and Volume Forecasting section and assumed the
responsibility of the Regulatory Accounting and
Filings, Financial Forecasting and a newly formed
section, Cost Accounting. For several years, I have
been an active member of both the EEI and AGA
committees on accounting principles.

(Lee) I graduated from Bernard M. Baruch College in
June 1970 with a degree in Bachelor of Business
Administration. From June 1970 to August 1984, I
worked in the General Accounts Section of the Corporate

Accounting Department in various capacities up to
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Assistant Manager of the section. In August 1984, T
was transferred to the Rate Matters Section as
Administrator and held positions in increasing levels
of responsibility including Department Manager. In
January 1998, I was assigned to Central Operations as
Department Manager, Finance and Budget, reporting to
the Senior Vice President on administrative, budgets
and financial matters. In July 1999, I returned to my
prior position in Corporate Accounting. The regulatory
function section was subsequently separated into two
groups, Regulatory Filings and Regulatory Accounting.

I currently manage the Regulatory Accounting section
but my section also contributes toward the regulatory
filing function. The primary responsibility of the
Regulatory Accounting section is to ensure the accuracy
of the Company’s books and records by verifying
consistency between internal accounting procedures and
regulatory policies and orders.

(Kane) 1In May 1976, I received a Bachelor of Science
degree in Accounting from Manhattan College. I worked
for Con Edison from August 1976 until January 1978 as a
staff accountant. I then joiﬁed Orange & Rockland
Utilities, Inc (“O&R”) and became Supervisor - Facility

Accounting. In 1980, I became Manager - Budgets. 1In
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1989, I became Manager - General Accounting and in
1996, the Accounts Payable Section was added to my
responsibilities. As a result of O&R’'s merger with Con
Edison, the two Accounting Departments were combined.
After the merger, I continued to be responsible for
overseeing O&R’s General Accounting Section and
Financial Reporting area until March 2003. At that
time, I assumed my current position as Department
Manager of Regulatory Filings. The primary
responsibility of the section is to coordinate as well
as participate in rate filings before regulatory
agencies.

Have any of you previously submitted testimony in a
proceeding before the New York State Public Service
Commission (“PSC” or the “Commission”)?

Mr. Kane and Ms. Lee have previously submitted
testimony or testified in numerous cases before the
Commission. Ms. Scarpitta has submitted testimony in
the Company'’s last gas Case 06-G-1332.

II. PURPOSE OF TESTIMONY

Please summarize your testimony.
The Accounting Panel primarily explains and details:
e Historic financial statements and statistical data,

including balance sheets, income statements and
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Unappropriated retained earnings (Exhibit _ (AP-1)
to Exhibit __ (AP-4);
Revenues, Operation and Maintenance expenses and
Other Operating Deductions from the twelve months
ended December 31, 2008 to the rate year, the twelve
months ending March 31, 2011, are presented in
Exhibit  (AP-5); a summary of normalizing
adjustments to the historic test year, as well as,
various program changes is also presented in Exhibit
(AP-5) ;
The average rate base for the twelve months ended
December 31, 2008 to the rate year, the twelve
months ending March 31, 2011, including
normalization adjustments is presented in Exhibit
(AP-8). The book cost of utility plant, the accrued
depreciation reserve and the construction work in
progress for electric utility plant for the twelve
months ended December 31, 2008 to the rate year, the
twelve months ending March 31, 2011, are presented
in Exhibit  (AP-6).
Common and general equipment for the Finance and Law
organizations for 2009 through 2013 is presented in

Exhibit (AP-7) ;
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Various accounting changes, adjustments,
amortizations of deferred charges and the resultant
revenue requirement, which provides for in sum a
revenue requirement of $854.468 million, based upon
an overall rate of return of 8.29 percent at

proposed rates is presented in Exhibit (aP-9) ;

The effect of the proposed increase in rates
allocated between the MAC and Transmission and
Distribution delivery rates components (Exhibit __
(AP-10) ;

The overall rate of return of 8.29 percent and the
capital structure for the rate year ending March 31,

2011 presented in (Exhibit (AP-12) ;

Fund requirements and sources of funds for the rate

year ending March 31, 2011 (Exhibit (AP-13); and

Actual interest coverage on the SEC basis for the
calendar years 2005 through 2008, forecast for 2009
and the rate year ending March 31, 2011 (Exhibit

(AP-14) .

TIT. HISTORIC FINANCIAL AND STATISTICAL DATA -- (AP-1)

Was the document entitled “CONSOLIDATED EDISON COMPANY
OF NEW YORK, INC. - FINANCIAL AND STATISTICAL DATA -

INDEX TO SCHEDULES,” set forth as Exhibit (aP-1),
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which lists therein ten schedules containing certain
accounting and statistical information covering the
operations of Con Edison for the years 2004, 2005,
2006, 2007 and 2008 with particular reference to the
Company’s electric operations, prepared under your
direction and supervision?
Yes, it was.

MARK FOR IDENTIFICATION AS EXHIBIT __ (AP-1)
What information is contained in Exhibit __ (AP-1)?

The Exhibit consists of an index and ten separate

schedules containing financial data and the results of

operations. The balance sheets are shown as of

December 31 for the years 2004 through 2008, while

details of the income accounts are shown for the years

2005 through 2008. The arrangement of the schedules is

as follows:

e Balance Sheets are shown on Schedule 1;

e Income Statements are shown on Schedule 2;

e Unappropriated Retained Earnings are shown on
Schedule 3;

e Electric Utility Operating Income, before and after

income taxes, is presented on Schedule 4;
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Electric Operating Revenues by Amount and Equivalent

Cents per Kwhr Sold is presented on Schedule 5;

Statement of Megawatthours Supplied and Revenue
Billed by Classification of Service are shown on
Schedule 6. This schedule also reflects revenue per

kwhr sold;

Other Operating Revenues - Electric are shown on

Schedule 7;

Electric Operation and Maintenance Expenses
consisting of eight pages are shown on Schedule 8.
Page 1 is a summary statement, which shows the
operation and maintenance expenses on a functional
basis, both in dollar amounts and equivalent cents
per kwhr sold. Pages 2 through 8 show the details
of the various functional groups by account number,
in dollar amounts and in equivalent cents per kwhr
sold, except for pages 2 and 3, which show electric
production expenses in equivalent cents per kwhrs
generated and purchased;

Power Production Expenses — Electric and equivalent
cents per kwhr generated and purchased for the year

2006 are shown on Schedule 9; and
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e Taxes Other Than Income Taxes - Electric is shown on
Schedule 10. All of the information in Exhibit _
(AP-1) comes from the books and records of the
Company; where revenues Or eXxpenses are stated in
cents per kwhr sold or produced, these figures have

been computed.

IV. CALCULATION OF FEDERAL AND STATE INCOME TAXES -- (AP-2)

Q. Was the document entitled “CONSOLIDATED EDISON COMPANY
OF NEW YORK, INC. - CALCULATION OF FEDERAL AND STATE
INCOME TAXES - ELECTRIC - FOR THE TWELVE MONTHS ENDED
DECEMBER 31, 2008” consisting of 7 pages, set forth as
Exhibit  (AP-2), prepared under your direction and
supervision?

A. Yes, it was.

MARK FOR IDENTIFICATION AS EXHIBIT __ (AP-2)
Q. Please describe Exhibit _  (AP-2).
A. Pages 1 through 5 set forth the calculation of Federal

income tax for electric operations, including accruals,
deferrals and amortizations of deferrals for the twelve
months ended December 31, 2008. Pages 6 and 7 show the
calculation of New York State income tax for electric
operations for the same twelve month period. These
amounts are also included on Exhibit __ (AP-1),

Schedule 2, page 4.
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V. BOOK COST OF UTILITY PLANT -- (AP-3)

Was the document entitled “CONSOLIDATED EDISON COMPANY
OF NEW YORK, INC. - BOOK COST OF UTILITY PLANT -
ELECTRIC - AS OF DECEMBER 31, 2004, 2005, 2006, 2007
AND 2008,” set forth as Exhibit _ (AP-3), prepared
under your direction and supervision?
Yes, it was.

MARK FOR IDENTIFICATION AS EXHIBIT _ (AP-3)
What is shown on Exhibit _ (AP-3)7?
This exhibit shows the book cost of Utility Plant -
Electric - by utility plant account at December 31,
2004, 2005, 2006, 2007 and 2008. The amounts shown for
Electric Plant in Service and Construction Work in
Progress are taken directly from the books and records
of the Company.
Do the figures shown for electric plant in service on
Exhibit  (AP-3) represent the original cost of
existing property, which is used and useful as of the
dates indicated?
To the best of our knowledge and belief, they do. The
plant accounts are maintained in balance with the
continuing property records, which show the original
cost of the existing property classified in accordance

with established continuing property record units.
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VvI. DEPRECIATION OF ELECTRIC PLANT -- (AP-4)

Was the document entitled “CONSOLIDATED EDISON COMPANY
OF NEW YORK, INC. - ACCUMULATED PROVISION FOR
DEPRECIATION OF ELECTRIC PLANT AS OF DECEMBER 31, 2004,
2005, 2006, 2007 AND 2008,” set forth as Exhibit
(AP-4), prepared under your direction and supervision?
Yes, it was.

MARK FOR IDENTIFICATION AS EXHIBIT __ (AP-4)
Please describe this exhibit.
This exhibit shows the accumulated provision for
depreciation of Electric Plant in Service as of
December 31, 2004, 2005, 2006, 2007 and 2008. The
amounts shown on this exhibit are taken from the books
and records of the Company. Company witness
Hutcheson’s testimony addresses the accumulated

provision for depreciation.

VII. REVENUES AND OPERATING EXPENSE DATA -- (AP-5)

I show you a document entitled “CONSOLIDATED EDISON
COMPANY OF NEW YORK, INC. - REVENUES AND OPERATING
EXPENSE DATA,” set forth as Exhibit __ (AP-5), and T
ask you if it was prepared under your direction and
supervision.

Yes, it was. The first page contains an index of the

10 schedules included in the exhibit.
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MARK FOR IDENTIFICATION AS EXHIBIT __ (AP-5)
Will you describe Schedule 1 of this exhibit?
Schedule 1, page 1 is a statement of Electric Operating
Income before income taxes by component for the
historic year, the twelve months ended December 31,
2008, and for the rate year ending March 31, 2011.
Column 1 shows the data as recorded on the Company’s
books of account for the historic year. Column 2
reflects the changes made to normalize the historic
year costs and to provide for increased or decreased
costs and activity levels or other linkage to arrive at
the rate year estimate shown in column 3. The historic
year revenues and costs were developed from various
schedules from Exhibit @ (AP-1). Total electric
other operating revenues are shown on page 2 of
Schedule 1 of Exhibit  (AP-5) whereas operation and
maintenance expenses by cost element as summarized on
page 1 of Schedule 1, are detailed in this exhibit on
Schedule 1, page 3 and were developed from various
other schedules in the exhibits we are presenting.
Page 4 details the costs classified as taxes other than
income taxes.
How were sales revenues and associated fuel costs

developed for the rate year?
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The Forecasting Panel provided us with the sales
forecast. The changes in that forecast from the
historic year to the rate year are explained in their
testimony. Fuel costs were developed by Company
witness Kimball. We adjusted the fuel costs to an
accounting basis to reflect deferred accounting for
these costs prescribed by the Commission.
How were Other Operating Revenues, and Other Operating
Tncome Deductions, as shown on line 2 and lines 83 - 85
of Schedule 1, page 1, determined?
The historic year levels were developed from Exhibit
(AP-1) . We developed the rate year forecasts for
Other Operating Revenues and Taxes Other than Income
Taxes. These items are shown on Schedule 1, pages 2
and 4, respectively. Company witness Hutcheson
developed the rate year level for Depreciation and
Amortization expense as shown on gchedule 1, pages 5
and 6.
Please explain the derivation of the operation and
maintenance expenses for the rate year shown on pages 3
and 3A of Schedule 1.
These pages show the derivation of the projected costs
in the rate year from the historic year’s costs. We

note that in this filing, on page 3 there are three new
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categories of expenses, Electric Operations, System and
Transmission Operations and Substation Operations
(lines 4, 7 and 8). Their associated Company labor
costs are shown on line 17. We now show the program
changes for these three organizations separately by
function rather than by the multitude of expenses, such
as paving, tree trimming, trenching, materials and
supplies, various accounts payable costs and other.

The details for these lines are shown in the exhibits
of the Company’s Infrastructure Investment Panel.
Various Company witnesses, including the Accounting
Panel, will explain normalizing adjustments and program
changes. In addition, our testimony explains general
escalation and labor escalation as shown on Schedules 2
and 3 of Exhibit  (AP-5). gchedule 4 summarizes the
historic and rate years’ operation and maintenance
expenses by Major Account Group (*MAG”) function and
the changes between the two periods. The totals
correspond to Schedule 1, page 3. Schedule 5 shows the
historic year elements of expense by MAG.

Please continue with Schedule 6.

Schedule 6 shows a summary by function of the operating
and maintenance expenses for the historic year by MAG

and the changes in the forecast to the rate year ending
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March 31, 2011. It also includes a summary (pages 2 -
5) of the normalizations and program changes by
projects within categories, and notes the responsible
witnesses or exhibits of witnesses where the changes
can be found and the allocation to the electric
department, where appropriate. These normalizations
and program changes are also reflected in Schedules 7
and 8, respectively, by cost element. When a
normalizing adjustment or program change affects an
individual element of expense, this is shown as an
addition or subtraction from the historic year, at the
historic year price level. We would note that many of
these program changes simply reflect the continuation
of programs approved by the Commission in its Rate
Order in Case 08-E-0539 (“2009 Order”). They are
discussed by various Company witnesses in their
testimony.

Please describe Schedules 9 and 10 of Exhibit _  (AP-
5).

Schedule 9 shows the Company’s electric operating and»
maintenance expenses subject to escalation. Page 1 is
general escalation and page 2 is labor escalation.
Schedule 10 lists cost elements that the Company

expects to update during this proceeding and the
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witnesses sponsoring these cost elements. However,
there may be others, and if so, the Company will
provide notification of these updates at the
appropriate time.

A. OTHER OPERATING REVENUES

Does Exhibit  (AP-5) show the details of Other
Operating Revenues?

Yes. Schedule 1, page 2 of Exhibit ___ (AP-5) shows
the details of Other Operating Revenues both in the
historic and rate years. The historic year level of
$416.234 million is forecasted to decrease by $175.962
million for a rate year level of $240.272 million.
Please explain the first item, Miscellaneous Service
Revenues.

This item represents the Company’s forecast of various
charges to customers resulting from miscellaneous
tariff charges for no access, meter recovery, meter
reconnection and collection charges for field calls and
other. The forecast is based on the historic three-
year average. The rate year is forecasted to increase
by $2.7 million from the historic year. In 2008, the
Company established a liability of $5 million for
revisions to bills for certain electric customers

taking service under Rider J - Business Incentive Rate
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of the Company’s electric tariff. Customers taking
service under this rate receive discounts on the
delivery component of their electric bills for a period
of 15 years. 1In 2008, the Company determined that
certain customers did not receive the correct level of
discounts, which required revision of bills with
interest where required. The $5 million liability
included $3.4 million for the billing adjustments
charged to a Miscellaneous Service Revenues account and
$1.6 million in interest which was normalized out of
Late Payment Charges account. In determining the rate
year level of miscellaneous service revenues, we used a
three-year historic average after eliminating this non-
recurring entry of $3.4 million.

Please explain the next item, Rent from Electric
Property.

Rent from electric property represents income from
cable TV pole attachments, easements and various
amounts billed by the Company for usage of its
transmission and distribution facilities. The forecast
of revenue included an analysis of the terms of some of
the Company’s rental agreements. The decrease of some
$1.2 million from the historic year reflects the

expiration of leases with existing miscellaneous
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tenants on properties the Company purchased for the
Gowanus Substation.

How was the line 3, Interdepartmental Rents, revenue of
$11.772 million for the rate year developed?

This revenue represents carrying charges that the
electric department charges the gas and steam
departments for electric facilities used jointly with
gas and steam. Carrying charges on shared facilities
include components for rate of return, depreciation and
taxes. The carrying charges are applied to the book
cost of the facility. The Interdepartmental Rents
revenue for the historic year and rate year were
derived from the joint usage of the head house at Hell
Gate Station with the gas department, facilities at
East River station with the steam department and a
portion of common utility plant.

Please continue.

Transmission of Energy represents revenues from the
transmission of energy under bundled firm transmission
agreements primarily with NYPA, 1.IPA, and three
municipalities in Long Island, NY. The Company’s
forecast is the same as the historic year as these
revenues do not normally fluctuate from year to year.

Transmission Service Charges (“TSC”), line 5,
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represents daily transmission wheeling transactions
scheduled through the NYISO. The Company estimated
rate year revenues of $15 million based on the revenues
recorded on its books for the twelve-month period April
2008 - March 2009. This type of revenue is not
guaranteed and cannot be estimated with any degree of
certainty. More important, with respect to the
wholesale Transmigssion Service Credits, efforts are
currently underway to eliminate these charges at all
seams, which would have the effect of decreasing these
revenues to zero. Effective April 1, 2008, per the
Commission’s Order in Case 07-E-0523 (“2008 Order”),
under the MAC, TSC revenues received from non-firm
transmission contracts are deferred for the future
benefit of customers. This was changed in the
Commission’s 2009 Order in Case 08-E-0539, and
currently a level of TSC revenues $18.6 million is
imputed in rates.

Please explain line 6, R&D Ventures.

This item represents the royalties the Company received
from the sale of CECIL robots, which are used to
inspect and clean nuclear steam generators. We

forecast no further revenues for the rate year as CECIL
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robot technology is aging and no additional sales are
anticipated, so this item has been normalized out.
Please continue with Purchased Capacity from Customers.
Line 7 represents the accounting entries related to the
purchase of installed capacity from customers under the
tariff leaf, Rider P - Purchase of Installed Capacity.
Under this tariff, the Company pays the customer for
each kW of installed capacity and includes the amounts
as part of the monthly MSC and MAC calculations for
recovery from all customers. At the time of purchase,
purchased power expense is charged and a regulatory
liability account is credited. When the Company
recovers the cost from customers, the liability account
is charged and an Other Operating Revenue account is
credited to offset the recovery from customers. We do
not have a forecast for this item as it is impossible
to estimate the level of capacity the Company will
purchase for the year.

Maintenance of Interconnection Facilities, line 8, of
$2.189 million reflects the net reimbursement of
certain expenses the Company incurs for the
interconnection of the East Coast Power plant to the

Con Edison system.
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Excess Distribution Facilities, line 9, represents
tariff payments from customers for distribution
facilities provided by the Company in excess of those
normally provided; the rate year amount of $2.663
million was based on the historic three-year average.
Late Payment Charges, line 10, -includes revenues from
residential and non-residential customers; the estimate
was based on the historic period ratio of late payment
charges to sales revenues. The historic period late
payment charges were first increased by $1.6 million
due to the non-recurring entry related to the business
incentive rate reserve, discussed earlier. The factor
of 0.00375 was then applied to the rate year sales
forecast to arrive at late payment charges of $28.774
million.

What services are provided on lines 11 and 127

Revenues from Meter Reading Services, line 11, are
revenues the Company receives for reading water meters
for the City of New York and Westchester. The forecast
for the rate year is $1.473 million and as discussed in
the direct testimony of the Customer Operations Panel
these revenues are being phased out.

Revenues from The Learning Center, line 12, result from

providing training and conference services to outside
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parties. The forecast was based on the historic three-
year averagde.

Please continue with line 13.

Line 13, PCS Antenna Installation, represents a timing
difference between work done by the Company’s System
and Transmission Operations Department on behalf of
NEXTEL Communications and reimbursement for the work.
Please continue with your discussion, starting at line
14.

Line 14, Environmental - Brownfield Credit, represents
a non-recurring reduction to the Company’s
environmehtal regulatory asset for the over-accrual of
state income taxes due to the Brownfield credit. Line
15, represents income earned by the Company from the
Fuel Management Program. The Company seeks to optimize
the value of its storage capacity through the storage
of fuel for third parties, fuel oil exchanges and
sublet barges. The revenues are derived by off-system
transactions and are estimated at $80,000 for the rate
year. This information was provided to us by Company
witness Kimball.

Please explain line 16, Facilities Fees - KeySpan and

NRG.
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This line item represents revenues KeySpan pays the
Company as an annual facilities charge for the use of
equipment at the Ravenswood generating station. NRG
facilities charge paymenté to the Company is for NRG's
use of equipment at the Astoria generating station.
What is the line item entitled Proceeds from Sales of
TCCs?

We have included on line 17, $120 million of projected
auction proceeds from the sale of Transmission
Congestion Contracts (“TCC”), consistent with the
treatment of TCC revenues in the 2009 Order.
Differences between actual revenues and the $120
million will be reconciled through an existing tariff
mechanism in the MAC.

Please continue starting at line 18, POR Discount.
POR Discount represents the discount on receivables
purchased by the Company from ESCOs. The Company
intends to continue with the purchase of receivables
program and projects the POR discount at the historic
level. Line 19, KeySpan - Credit for the rate year
amount is based on a three-year average. Line 20,
Sithe Agreement, represents subordinated payments we

receive from Sithe Global Power. Thig item is
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collected and reflected in the Company’s rate year MAC
revenues and is offset here at $2.263 million.

Please continue with line 21.

Line 21, ESCO/Marketers - Bill Charges, relates to the
Company’s consolidated billing to customers for our
electric delivery services and the ESCOs’ supply of
energy. The forecast for the rate year is $5.597
million, based on the current POR bills with single or
dual services. For line 22, Transmission Netting
Credit, the rate year amount is based on a three-year
average.

Please explain Line 23, entitled ERRP Maintenance
Accounting.

Line 23, ERRP Maintenance Accounting, relatesg to the
allowance of $7.5 million for maintenance costs that
were approved by the Commission in Case 04-E-0572. The
Company’s East River Units 1 and 2 began commercial
operation in April 2005. As part of Case 04-E-0572,
the Company requested, and was allowed rate relief for
major maintenance costs expected to be incurred for
each of the units. These costs have been reflected in
rates on a levelized basis since that case. In recent
cases, the Commission adopted the use of reserve

accounting for this cost.
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The Company normalizes the variation between the
levelized amount and actual expenditures. To
accomplish this, the Company’s books reflect the
allowance ratably in an expense account with a
concomitant credit to a liability account. As actual
costs are incurred, they are charged to the liability
account. The revenues of $3.9 million reflect the
variation between the expenses incurred for the
maintenance of ERRP as compared to the rate allowance.
This item has been normalized for the rate year. The
actual expenditures related to this reserve are

discussed by the Electric Production Panel.

Does the Accounting Panel have a proposal regarding the

treatment of these projected expenditures in the rate
yeaxr?

Yes. The Company proposes to continue the accounting
treatment of the previously collected East River
Maintenance costs as allowed in recent cases.

How has the Company been accounting for maintenance
expenses for the East River Units 1 and 27

During the 2005 rate plan, the Company deferred
revenues collected from customers of $7.5 million per
year with a journal entry debiting Other Operating

Revenues an crediting a regulatory liability account.
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The liability account accumulated the deferred
revenues. Actual maintenance costs incurred were
charged against the regulatory liability account.

Under Case 07-E-0523, base rates continue to include
$7.5 million for maintenance and we were allowed to use
any remaining funds from the 2005 rate plan for such
maintenance expenditures. This accounting was also
approved in the 2009 Order.

Does the Company expect to have unexpended funds
remaining in the liability account at the end of the
current rate year?

Yes. As explained by the Electric Production Panel,
due to the timing of major overhauls, the Company
anticipates that it will have $4.650 million accrued
for major maintenance that will not be expended. As of
March 31, 2009, this balance is $4.443 million. The
Accounting Panel again proposes to continue the current
account treatment. Actual overhauls costs would be
charged against the regulatory liability account as
incurred. Our Exhibit (AP - 11) shows the
estimated spending for these units over the next
several years.

Was the document entitled “CONSOLIDATED EDISON COMPANY

OF NEW YORK, INC. — EAST RIVER MAINTENANCE EXPENSES -
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DEFERRAL - APRIL 1, 2009 - MARCH 31, 2015” set forth as
Exhibit = (AP-11) prepared under your direction and
supervision?
Yes. It was.

MARK FOR IDENTIFICATION AS EXHIBIT _ (AP-11)
Please continue with your discussion of Other Operating
Revenues.
Line 24, S02 Allowances, represents the rate year
forecast of proceeds from the sale of SO2 Allowances to
be credited to customers. In addition, as discussed
later in our testimony, we propose to credit customers
the balance of S02 allowance proceeds deferred for
electric operations on the Company’s books of $1.6
million as of March 31, 2009. Company witness Price
discusses these credits in his testimony. Line 25, GHP
Interest Accrual, represents the reclassification of
interest related to the Company’s hedging program from
Other Operating Revenues to interest income. Line 26,
Competitive Metering Costs - MHP customers, includes
recovery of competitive metering costs associated with
Mandatory Hourly Pricing customers.
What is the next grouping, entitled Regulatory

Accounting?
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These items reflect the accounting impacts of various
Commission decisions and they generally are not
applicable to the rate year.

Line 27, T&D Expense Deferrals, reflects the carrying
charges recorded on the books for its transmission and
distribution capital expenditures that were greater
than the capital target provided in the settlement
agreement approved by the Commission in Case 04-E-0572.
This item is not applicable to the rate year.

Line 28, NYS Tax Law Changes, represents the
reconciliation for the collections from customers for
the New York State Income tax law change of 2000 per
Case 00-M-1556. While the state income tax is
currently in base rates and no longer reconciled, the
MTA portion is not and the accounting related to this
portion continues. However, for the rate year, the
assumption is that there is no difference between the
collection and the expense.

Line 29, Rate Increase Accrual, represents the
accounting related to the rate relief the Company
received for Rate Year 3 of the 2005 Rate Plan in Case
04-E-0572 of $220.4 million, of which $58.6 million was

attributable to the second rate year of that plan. The
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Company’s accounting was to accrue the revenues in the
gsecond rate year

Please continue.

Line 30, Retention of Property Tax Incentive, relates
to the Company'’'s 14 percent retention of various
property tax refunds.

Line 31, Demand Response Program, reflects the
Company’s incentive earned under Case 04-E-0572. The
Company earned through March 2007 an incentive of $10.5
million based upon a reduction of 468.722 MW and an
incentive allowance of $22,500/MW. This incentive was
recorded in 2007. As of the 12 months ended March
2008, the Company earned an estimated additional
incentive of $4.6 million based upon a reduction of
206.278 MW and an incentive allowance of $22,500/MW.
Offsetting this incentive was $5.4 million of net
demand response program costs recovered through the
MAC, for a net of $(0.8 million). Line 32, Retail
Choice Program, represents deferred incentive credits
related to the Retail Choice Program Phases 8 and 9.
Line 33, Rate Case Deferrals, represents the accounting
for the one-time $100 million charge to settle prior

period pension accounting issues per Case 04-E-0572.
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Line 34, Amortization of the Sale of Chelsea Property,
represents the amortization of the proceeds from the
sale of the Company’s Chelsea property. Lines 35 and
36 represent the amortizations of various deferrals
resulting from Case 04-E-0572.

Please continue with line 37.

Amortization of W24th Street Rental Income represents
rent income that was provided for by the Company’s sale
of its 405-427 W. 24" St. Chelsea property per Case
06-M-0504. The Company’s rent income of $2.412 million
from that property was included in base rates and as a
result of the sale the Company was permitted to deduct
from the sales proceeds the foregone rent income. The
Company amortized the rent to income over the term of
the 2005 Rate Plan per Case 04-E-0572. The entries
will not be necessary in the rate year.

Line 38 represents the reconciliation of interference
expenses to the amount allowed in rates. In March
2008, the Company booked a final reconciliation amount
of 3.9 million for the rate year ended March 31, 2008.
The Company had underspent the target set in the 2005
Rate Plan for the third rate year. Also in 2008, $15.2
million representing an estimated underspending for the

rate year ended March 2009 was also booked. Later in
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our testimony, we discuss the Company’s proposal to
refund to customers the underspending for the rate year
ended March 31, 2009 of $22.255 million over three
years.

Please continue with line 39.

Electric RDM Reconciliation, represents the accounting
related to the Company Revenue Decoupling Mechanism.
Line 40, System Benefits Charge - Deferral, reflects
the reconciliation of SBC revenue collections with the
level of expense. Line 41, DC Service Incentive,
represents the offsetting of the costs of the DC
Service Incentive program. This program is no longer
available and does not affect the rate year accounting.
Line 42 reflects the recovery of the non-fuel operating
costs of the 74™/59™ Street Stations from electric
customers. As the operating costs of the stations are
carried on steam books, the Company offsets the
increased operating costs to steam via a credit entry
to steam Other Operating Revenues with a concomitant
debit to electric Other Operating Revenues.

Please continue with Line 43, Low Income Program.

The Company recorded discounts under the Low Income

Program provided to customers in excess of amounts
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provided in base rates per Case 04-E-0572 as a
Regulatory Asset.

TCC Auction Proceeds, line 44, represents the offset to
sales revenues for the reduction to wholesale
customers’ bills for their portion of TCC auction
proceeds refunded on a monthly basis.

Line 45, Electric Service Reliability Penalty, relates
to the Company’s incurrence of a penalty under the
electric service reliability performance mechanism for
network Customer Average Interruption Duration Index
(“CAIDI”) pursuant to Case 07-E-0523. This is not
forecasted to recur during the rate year and was
therefore normalized out for the rate year. We later
discuss the return of the penalty to customers.

Line 46, Migration Incentive, represents $2.1 million
recorded in March 2008 for incentives earned for the
rate year ended March 31, 2008. Also included in this
line is $3.1 million of amortization of the previous
incentives earned, for a net debit to Other Operating
Revenues of $1.0 million. This was normalized out for
the rate year. Line 47 represents the amortization of
deferrals resulting from Case 07-E-0523. Our last
item, line 48 reflects miscellaneous activity and for

the rate year we did not project any such activity.
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B. DEPRECIATION AND AMORTIZATION

Please explain Depreciation and Amortization shown on
Exhibit  (AP-5), Schedule 1, page 1.

Depreciation and amortization expense using existing
rates in effect is projected for the rate year to be
$621,103,000. This was provided to us by Company
witness Hutcheson and is discussed in his testimony.
Details are further shown in Exhibit ___ (AP-5),
Schedule 1, pages 4 and 5.

C. TAXES OTHER THAN INCOME TAXES

Please explain the line items on your Schedule 1, page
6, Taxes Other than Income Taxes.

The first item is Property Taxes consisting of New York
City real estate and special franchise taxes and
upstate and Westchester County property taxes for the
historic year applicable to electric operations of
$705,588,000 and $89,203,000, respectively. The rate
year forecast totaling $1,106,771,000 was provided to
us by Company witness Hutcheson and is described in his
testimony. Line 3 represents the reconciliation of
actual property taxes to the levels established in base
rates in Case 04-E-0572. The line item is not

applicable to the rate year.
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How did you calculate Revenue Taxes for the rate year
on line 47

Revenue taxes derived from MAC and MSC revenues
embedded in the Forecasting Panel’s electric sales
revenues are $213,634,000. To this, we added revenue
taxes applicable to Other Operating Revenues, such as
late payment charge revenues and other, in the amount
of $1,705,000 for a total of $215,339,000.

Please describe the increase in Payroll Taxes, line 5.
The increase in payroll taxes is due principally to the
increase in base wages subject to FICA. Payroll taxes
of $3.731 million relating to additional human
resources requested in this filing is also included.
The Company will revise payroll taxes for known
changes, if any, in the FICA rate and base in the
update stage of this proceeding. Any change in payroll
taxes resulting from tax legislation in any
jurisdiction as well as any revisions for additional
human resources will also be reflected later in the
update stage of this proceeding.

Please explain the MTA Mobility Tax, line 6.

As a result of New York State’s and the nation’s
economy, the budget passed by the state government in

2009 contemplates a new Metropolitan Commuter
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Transportation tax to be in effect before the rate year
beginning April 2010. According to Article 23 of the
Ravitch MTA bailout plan, .34 percent of payroll
expense for every employer doing business within the
metropolitan commuter transportation district will be
taxed. The estimated MTA Mobility tax for the rate
year ending March 31, 2011, igs $1,878,000 using this
methodology. While there has been a large push to
implement this new tax by the State Legislature, at the
time of this filing the Mobility Tax has not yet been
enacted into Law. If the final legislation is
different from what has been reflected in this filing,
we will include the change as part of the Company’s
formal update.

Please explain the decrease in Sales and Compensating
Use Tax, line 7.

The Company accrues the New York State and local use
tax by summarizing charges from the accounts payable
invoice system and materials and supplies requisitioned
from inventory from the Materials Management System to
determine the tax basis. Based on the coding assigned
to the items, the tax is calculated and charged on
these transactions to work orders and accounts on an

automated basis. A liability account and work order
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accumulates the total taxes charged to other Company
accounts. Using summarized data, the Tax Department
prepares a worksheet that calculates the total tax. To
properly record the capitalized and expensed portion,
we compare this calculation with the total sales tax
accrued in the liability account and work order. The
difference between the calculated tax liability and the
total of the balance in the accrued liability account
and work order is expensed or credited to the electric,
gas and steam services. Credits may arise due to the
non-taxability of items that were originally taxed,
prior period tax audit adjustments, and corrections.
The Company does not project any difference between the
tax liability and the contra accounts for the rate
year.

Please continue with line 8, Subsidiary Capital Tax.
Subsidiary capital tax is the tax that New York City
imposes on Consolidated Edison, Inc.’s (“CEIL"”)
ownership of Consolidated Edison Company of New York,
Inc. (the'“Company"), because the Company is not
included in CEI’s New York City corporate franchise tax
return. The forecast of the subsidiary capital tax was

based on the average historic growth in capital from
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2005 through 2008, and the allocation to electric
operations is $5,177,000.

Please explain the Receipts Tax on line 9.

This tax is imposed by NYC on gross receipts derived
from electricity sold in certain parts of the Boroughs
of Richmond and Brooklyn as authorized by former
Villages now comprising Richmond and as a requirement
of the franchises of predecessor companies in Brooklyn.
payments of this tax to a municipality under franchise
agreements are deductible from the Special Franchise
property tax, as provided in Section 626 of the Real
Property Tax Law. Company witness Hutcheson’s forecast
of property taxes reflects this deduction.

Please describe All Other Taxes, line 10.

All other taxes represent minor taxes such as
commercial rent and occupancy tax, motor vehicle taxes,
state gasoline tax, state highway use tax, Federal
diesel and gasoline taxes, the New York State tax on
insurance premiums and hazardous waste. The rate year
was forecasted using a three year average of the

historical results for the years 2006 through 2008.
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D. NORMALIZING ADJUSTMENTS

Please discuss each normalization adjustment, as
reflected in Exhibit  (AP-5), Schedule 7, for which
you are responsible.

Our first normalizing adjustment, line 10, Storm
Reserve, represents the Company’s request to continue
with a storm reserve of $5.6 million. Case 08-E-0539
established a base level reserve of $5.6 million for
Category 2 and 3 storms. For 2008, actual expenditures
of $3.6 million were charged to the reserve. Prior to
the establishment of the reserve, actual storm costs in
2007 were $8.7 million. The average cost for these two
historic years is over $6 million but as a mitigation
measure, the Company proposes to maintain the request
at the current level set in base rates by the
Commission’s 2008 Order and the recently concluded 2009
Order.

How does the Company account for this reserve?

The Company would defer the revenues collected from
customers with a journal entry debiting Other Operating
Revenues and crediting a new Regulatory Liability
account. The liability account will accumulate the
deferred revenues until such storms do occur at which

point the Company will then charge the regulatory
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liability account for the incremental cost of the
storms. There will be periods when the Company will
defer the revenues without any storms occurring and
other times when the cost of the storms may exceed the
accumulated revenues deferred. If at the end of the
rate plan, there is a balance left due customers, the
Company will propose to roll over the amount into the
next rate case filing and continue this storm reserve
accounting. If there is a balance due from customers,

i.e., costs over the rate plan exceeded revenues

collected thus creating a regulatory asset, the Company
will seek recovery of the deferred cost in the next
electric base rate filing. In addition, the Company
would seek to continue the storm reserve accounting in
the next rate filing but possibly at a higher or lower
level based on our actual experience over the next few
years.

Please continue.

Line 12, Steam Incident, normalizes out the electric-
related expenses incurred during the historic year as a
result of the steam incident in July 2007. The cost
reflects primarily the write-off of $4.750 million for
facilities and depreciation associated with the 41°%"

Street steam incident as these costs are to be excluded
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from rate base. Our third item, Disposal of Obsolete
Materials and Supplies (“M&S”), line 13, shows a
normalizing adjustment of $3,600,000. This
normalization is primarily a result of the Company'’s
efforts placed on capital work in early 2008 for summer
2008 preparedness. |
Please continue with Line 14, Capital to Expense
Transfers.

In 2008, certain costs that were initially charged to
retirement orders (removal costs) were subsequently
expensed as a result of an internal audit of labor
charges to various street lighting accounts. As a
result, incorrect labor charges to retirement orders in
2006 through 2007 were transferred to O&M in 2008. We
are here normalizing the charges out of the historic
year. Line 22, Reserve for Contingencies, reflects the
normalization of a reserve initially set up in December
2007 for the/Long Island City outage that occurred in
2006. In March 2008 the reserve was increased $23.0
million for a total reserve of $63 million. Also in
2008, the reserve was adjusted for credits given back
to customers of some $6.729 million. The net activity

for 2008 of $16.271 million is our normalization.
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Line 23 is entitled Deferred Income Plan. Please
explain this adjustment.

We are normalizing out of historic expenses, the
administrative fee related to the administrative costs
and losses on participants’ accounts under the Deferred
Income Plan, line 7, as shown on Company witness Reyes’
Exhibit  (HJR-1). 1In 2008, the plan had a loss in
earnings of some $11.7 million due to the global
financial turmoil. Assets of these plans are held in
trust funds and are being invested. The rate year
costs to administer these programs are projected to be
offset by the investment gains generated by the trust
funds.

Please continue with line 24.

Line 24, Regulatory Commission Expense, represents the
normalization of expenses related to the preparation
and performance of the PSC management audit as well as
the Long Island City blackout. Line, 25, Finance
Transformation Program, reflects the normalization of
$2.048 million for the use of a consultant in the
Finance Transformation Program. The program focused on
process improvements and talent management programs
designed to reduce financial reporting risk. Line 26,

Eliminate Out-of-Period Entry, of $1.0 million relates
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to a journal entry booked in December 2008 to correct
an imbalance that originated in 2000 in a liability
account regarding the gas import tax on purchased
power. The adjustment on line 27 eliminates the
allocation to electric of the cost of the executive
incentive plan because the Company is not seeking to
recover the cost of this plan through rates in this
proceeding. Company witness Tai addresses the
Company’s compensation program for management
employees.

Please continue.

Line 28 reflects the normalization from the historic
year of MGP/Superfund costs from our O&M expenses as we
have a proposal that we will discuss later in our
testimony in our section regarding the revenue
requirement. There, after reviewing Company witness
Price’s forecast of site investigation and remediation
costs, and taking into consideration the rate year
allowance from the 2009 Order and the deferred balance
as of March 2009, we propose to recover from customers
over a ten year period $18.259 million. Line 29,
Employee Pensions, represents the reconciliation

adjustment on the Company’'s boocks in 2008 pursuant to



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

ACCOUNTING PANEL - ELECTRIC

the 2005 Rate Plan and Case 07-E-0523. This is not
applicable to the rate year.

Please continue with your last adjustment.

Line 30, Other Compensation for Officers, includes
Long-term Incentive Plan (“LTIP”) compensation expense
for the Company’s officers. 1In order to mitigate this
rate increase request, we are not seeking recovery of
long-term incentive compensation for officers in this
proceeding, without prejudice to seeking the recovery
of such costs in future rate proceedings.

E. PROGRAM CHANGES

The revenue requirement established in the Company’s
recently concluded electric rate case reflected various
program changes that are also reflected in this rate
request. Why is that?

In this filing the historic year is 2008 and the rate
year is the twelve months ending March 31, 2011. A
number of what are considered program changes in this
filing simply reflect continuation of programs approved
by the 2009 Order and iﬁitiated after the historic
vear. Accordingly, as compared to the historic year,
the costs are incremental and thus, are considered
program changes in this filing.

What is the first program change you will discuss?
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Line 3, Rents - ERRP, represents a decrease of $4.212
million in the electric department’s share of annual
carrying charges on the investment in the East River
Repowering Project primarily due to both a declining
rate base and a change in carrying costs. The
$1,048,000 increase shown for Interdepartmental Rents
on line 16 is due primarily to an increase in the
carrying cost rate due to increases in property taxes
and increased investments in the Hudson Avenue,
Ravenswood and Astoria tunnels.

Please continue with Uncollectibles under MAG 47, line
36.

The rate year level of uncollectibles based on the
projection of write-offs as a percent of revenues
equates to $0.68/$100. The higher uncollectible rate
compared to the rate for the 12 months ended December
2008 of $0.67/$100 reflects the recent trend of
increasing uncollectibles primarily resulting from
current economic conditions. A 12 month rolling
average ended March 2009 of uncollectible write-offs of
$0.68/$100 was used to produce total uncollectibles for
the rate year ending March 31, 2011 of $60 million. As
compared to the historic year uncollectibles amount of

$65.2 million, which is a function of actual write-offs
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and the increase in Accounts Receivable reserve, a
negative program change Qf $5.2 million-in
uncollectibles was determined. The Accounts Receivable
reserve was significantly higher in 2008 ($7.7 million)
as compared to 2007 ($2.5 million) primarily due to an
increase in actual write-offs. This contributed to the
higher uncollectibles figure in the historical year.

We intend to update for the uncollectible rate during
the proceeding.

Line 37, Collection Agency and Payment Agency Fees, for
the historic year includes $1.366 million for
collection agency fees and $1.207 million for payment
agency fees. The program change of $791,000 represents
the electric portion of an estimated increase for
collection agency fees. Based on the total accounts
for collection sent to agencies, these fees are paid to
the agency upon collection of the balance. The rate
level requested is based on recent history as well as
the fee structure of payments made to collection
agencies. For the second part, fees associated with
third party collection agencies used to assist in the
recovery of uncollectible bills, is estimated to be at
the historic year level. The sum of the two for the

rate year is forecast at $3.364 million.
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Please continue with postage, on line 41.

Line 41, Postage, captures the gscheduled increase for
postage costs in May 2009, which is above the increase
experienced in May 2008. The impact from the May 2008
increase was annualized and the applicable increase was
applied to the customer bills and various regulatory
required correspondence such as: credit and collection
letters, deposit receipts, no access letters, customer
refunds and any general correspondence Customer
Operations may send to the customer such as news
letters and annual rights notifications.

Please continue with your program changes under MAG 49-
Administrative and General beginning with line 47.

On line 47, we have a program change for Injuries and
Damages. In accordance with prior practice in rate
case filings, the rate year level of injuries and
damages i1s equivalent to the annual average of all net
claim disbursements for a recent three-year period.

The three-year average, which has long been accepted in
Con Edison’s rate filings, for the period 2006 through
2008, produces $49.803 million, of which the allocation
to electric is $39.196 million. With escalation, the
rate year amount for injuries and damages is $40.423

million.
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Please continue.

Line 50, Fringe Benefits - New Employees, represents
the increase in employee welfare expenses and pensions
related to the increase in human resources as sponsored
by various Company witnesses, including the Accounting
Panel. In total the Company plans to hire some 110 new

employees. For these new employees, the projected cost
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of the health benefits is $1.092 million and pension
benefits are $0.540 million for a total of $1.632
million.

What is line 51, Financial Services?

The rate year amount of $9.631 million represents the
electric portion of an increase in miscellaneous
financing costs, fees and services for the Company’s
expected increase in financing needs to support its
increased capital and operating costs as testified to
by various witnesses in this proceeding, as well as
various fees paid to the rating agencies.

Please discuss Pensions & OPEBs on line 52.

Line 52 reflects the actuarially determined level of
expenses for employee pensions and other post
employment benefits (“OPEBs”), which was based on a
study performed by the Company’s actuary, Buck

Consultants, dated March 27, 2009. The study was based
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on the Company’s actual 2008 experience. Assumptions
used in the forecast of pensions were a discount rate
of 5.75 percent and an expected return on plan assets
of 8.5 percent. Assumptions for OPEBs were the same,
plus a health care cost trend rate of 7.0 percent for
2009 with the rate decreasing gradually to 4.5 percent -
for 2012.

Please sum up the estimate of the rate year employee
pensions/OPEBs expense that is allocated to electric.
The net amount of the actuarially determined level of
expense for employee pensions/OPEBs and other payments,
net of capitalization, allocable to electric for the
historic year is $114.250 million. The rate year
estimated cost allocated to electric is $306.242
million. The cause of the $192 million increase in
Pension/OPEB expense from the historic year to the rate
year is due to the meltdown of the financial markets
during 2008. Assets held by the Pension trust at the
end of 2008 were less that $6 Billion. By comparison,
at the beginning of calendar year 2008 the pension
assets were valued at more that $8 billion and lost 25%
of their value by the end of the year Gains and
losses from the pension assets from any one year are

recognized into expense over time to smooth out extreme
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fluctuations. As a result, the 2008 losses will be
amortized into expense over fifteen years.

What is the next program change the Panel will discuss
as reflected on Schedule 87

Electricity and gas used, line 53, represents the
forecast of electricity and gas used at various Company
locations, other than for the production of electric or
steam boiler fuel. The rate year forecast for this
cost is based on the historic usage of electricity and
gas and the use of the latest cost rates per usage.

The latest rates, which are based on an annual time
study effective January 2009, charged to electric for
electric usage is 14.409 cents/kwh and for gas usage is
$7.44/dth.

What is your next program change?

our next program change on line 55 relates to
Regulatory Commission expenses. This amount consists
of three parts, with two relating to the Public Service
lLaw 18-a assessment. Of the changes resulting from the
PSL 18-a assessment, we made two adjustments. The
first adjustment was to reflect the annual PSC
assessment. The rate year was forecasted based on the
latest PSC Assessment letter dated January 30, 2009,

excluding refunds, for the 2009-10 state fiscal year
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ending March 31, 2010. The PSC's calculation of the
assessment is based on intrastate revenue from 2007.
The forecast for the rate year is an increase of
$204,000 from the historic year.

Please continue with your second adjustment relating to
Section 18-a.

The second part is based on the Public Service Law 18-a
assessment change enacted by the State in April 2009.
The 18-a assessment expands the scope of the assessment
and makes it applicable to revenues derived in 2008
multiplied by two percent minus the estimated amount of
Department of Public Service costs and expenses for the
state fiscal year 2009-10. The revenues subject to the
assessments now include electricity purchased by Energy
Services Companies (ESCOS) . This amount was forecast
by multiplying our 2008 assessable electric revenues,
estimated ESCO energy revenues, and estimated EDDS
commodity revenues by the 2% assessment rate. This
creates a program change increase of $189,885,000.

This amount is also included in the Company’s forecast
of revenues because this assessment will be recovered
from customers through a separate mechanism. The
Commission approved the reconciliation of these costs

through a separate mechanism in the 2009 Rate Order.
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The sum of both 18-a assessments produces a program
change increase of $190,089,000. The Order in Case 08-
E-0539 provided for a temporary surcharge of $198
million that included this expense as well as an

allowance for working capital costs and revenue taxes.

‘The effect on rate base for working capital is

discussed later in our testimony. The third part of
our program change for regulatory commission expense is
the use of a three-year average of historic costs for
all other costs in the rate year. This is after we
normalized for certain items which we have discussed
previously.

Please continue with line 48.

The increase of $5,355,100 as shown on line 48,
Insurance, represents primarily increases in premiums
for property and liability insurance and a Workers
Compensation Board assessment charge. The information
regarding actual premiums was provided to us by the
Company’s insurance department. Where the premium
expires, we used general escalation at 2.2 percent per
annum to project insurance costs for the rate year.

The Workers Compensation Board Assessment charge was
escalated using the 2.2 percent per annum factor. Also

contributing to the increase is the implementation of a
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provision in the Joint Proposal adopted by the
Commission in Case 08-S-0153 regarding excess liability
insurance. Under that provision, the Company can not
seek recovery from ratepayers for insurance premiums
for excess liability insurance premiums in excess of
$11,259,798 annually (the premium in effect prior to
the steam incident) for policies covering the period
beginning April 28, 2008 and ending April 27, 2010.
Thus, in the rate year we have reflected eleven-
twelfths of the premium in excess of the $11,259,798,
attributable to the period May 2010 through March 2011.
Please continue.

The forecast of insurance premium cost reflects in the
rate year a level of $3.3 million of insurance refunds
from NEIL. The refunds are lower based on NEIL'S
prediction of losses, decreasing investment returns and
surplus. As is the current practice, the Company
proposes to reflect this refund of $3.3 million in base
rates, subject to reconciliation. In 2008, the total
refund was $5,367,404, of which the excess over s4
million, or $1,367,404, was returned to customers
through the MAC. 1In 2009, the Company received a NEIL
refund of $3,468,739.

Please continue.
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Line 56 represents Consultants, which are regularly
hired by the Company to assist on subject matters of
which the Company does not possess expertise.
Additionally, services provided by
PricewaterhouseCoopers (“PwC”), such as auditing,
research, and accounting advice are also included. The
forecast was based on a three-year average of historic
costs, excluding PwC. The PwC audit portion was based
upon a 3.5 percent year-over-year increase from the
2008 actual cost and the 2009 audit fees, which have
been agreed upon by the Board of Directors. This rate
of increase was projected forward for the rate year.
The amount in line 32 represents Disposal of Obsolete
M&S. The rate year was forecasted based on a three-
year historical average after removing the effect of
the normalization adjustment we previously discussed.
The rate year forecast is an increase of $77,269 over
the historical amount, plus general escalation of
$209,060.

The amounts on lines 54 and 61, Renewable Portfolio
Standard and System Benefits Charge, represent
increases in expenses that are collected through a
separate surcharge through the MAC and are offsets to

the revenues.
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Line 57, represents Demand Side Management or "“DSM”
costs that are collected through a separate surcharge
through the MAC and offsets revenue. Here we reflect
the DSM collection reflected in the sales revenues.
Please explain the item entitled Austerity Adjustment
on line 58.

In the recently concluded Case 08-E-0539, the
Commission decreased the Company’s revenue requirement
for the rate year ending March 31, 2010 by $60 million
as an austerity measure in view of today’s economic
conditions. The Company was also directed to file a
plan as to how it will accomplish the savings within 30
days of the 2009 Order and for the Company to describe
in its next rate filing, or within not more than 30
days thereafter, the austerity efforts it plans to
continue beyond the rate year in that proceeding. The
austerity plan is under development and will be filed
separately as permitted by the 2009 Order. This rate
request reflects an increase of $30 million on the
assumption that approximately one-half of the austerity
measures to be undertaken this year will relate to
projects that will need to be performed in the rate
year ending March 31, 2011. The Company plans to

update this amount consistent with the austerity
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filing. Company witness Rasmussen also addresses
austerity measures in his testimony.

Please continue with Duplicate Miscellaneous Charges.
The Company also increased duplicate miscellaneous
charges by $709,000 in line 59. This was largely a
result of the annual time study that increases the 2008
rate of 13.717 cents/kwh to the rate of 14.409
cents/kwh effective January 2009. Duplicate
miscellaneous charges is made up of credits for charges
made to operating expenses or other accounts for the
use of utility service from its own supply.

What is the next program change that you will discuss?
our next program change on line 68 represents an
allocation to electric of $2.338 million for the
various incremental human resources requested for
various sections of the Company’s Finance, Energy
Policy & Regulatory Affairs and Auditing Departments:
1) Five employee positions in Strategic Planning; 2)
two in Treasury; 3) eight in Corporate Accounting; 4)
two for State Regulatory Affairs; 5) four for Rate
Engineering; and 6) nine for Auditing.

What is the program change for the Strategic Planning

group?
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Strategic Planning requests five incremental positions
of which one was hired in January 2009. The remaining
open positions include two Directors and two Managers,
which the department aims to fill by the second qguarter
of 2009. The electric allocation for the incremental
labor for the five positions is $497,000.
Please explain what is the function of the group?
Strategic Planning’s role is to help senior company
leadership and business units set corporate direction
and help achieve desired results. To do this Strategic
Planning will:
Develop integrated corporate plans and strategy with
senior leadership and the board of directors;
Tdentify and manage key corporate initiatives such
as the solar pilot program, interstate transmission
opportunities, and gas pipeline and storage
projects;
Support business units in gathering outward-loocking
data and delivering key economic analyses that
result in integrated corporate decisions and plans.
Examples include a long term infrastructure plan, a
sustainability strategy, and a strategy to support

PHEV technologies.
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Conduct analyses of key industry peers to develop
insights and identify best practices to achieve
state goals, cdstomer needs, and operational
performance. External insights and studies are also
incorporated to review different regulatory
approaches in areas such as smart grid, energy
efficiency, and infrastructure build-out.

TIdentify, structure, and build strategic alliances
with vendors, utilities, and industry participants
to deliver cost effective solutions to regulator and
customer needs;

Respond to requests and seek strategic economic
development opportunities for New York City and New
York State. Examples include conversations with
solar manufacturers for these programs and gas
providers to unlock opportunities from the Marcellus
shale basin;

Monitor, measure, and integrate industry risk
assessments for infrastructure planning purposes.

An example is the impacts of potential carbon
legislation; and

Refine the corporate annual goals process.

What are some of the issues Strategic Planning is

working on?
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Strategic Planning is currently focusing on emerging
issues from the customer perspective, such as concern
for reliability of supply, need for economic energy,
desire for empowerment and access to solutions,
assistance with navigation of the industry pressures
and a call for responsiveness to environmental drivers.
Why are these additional positions required?

The Strategic Planning 2007 staffing level was
unusually low due to staff attrition and difficulty in
hiring external employees to build organizational
strength. In addition, since 2007 industry uncertainty
has dramatically increased. Some key trends include:

o Commodity price volatility;

o Environmental focus;

o New technology development and players;

o Infrastructure investments to modernize the grid;

o New incentives for preferred energy solutions; and
o Challenged capital markets

Tn 2008, a vice president, department manager, and
three analysts were added to the team. We also have
two director positions and two analyst positions that
have not yet been filled. In order to achieve city,

state, customer, and Company goals and identify and
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manage strategic initiatives we require this additional
staffing level.

Please continue with the incremental positions for the
Treasury Department.

Treasury seeks two new human resources, a Senior
Financial Analyst in the Corporate Finance area and a
Senior Analyst position in the Pension area. A Senior
Financial Analyst is needed to perform Treasury
operational functions such as cash management and
forecasting, interest rate monitoring, and financial
derivative analysis. Due to the difficult credit
environment of the past two years, the group is
required to provide additional financial modeling and
more sophisticated scenario analysis for senior
management, to Board of Directors and outside rating
agencies. This position will be undertaking these
tasks as the Company seeks to increase our corporate
finance expertise with in-depth experience in financial
modeling skills and the credit markets not currently
existing. A request for a Senior Analyst position in
the Pension area was made to fill a position that was
vacated due to an internal transfer. Both of the
positions have been filled as of March 2009. The

allocation to electric operations is $95,000.
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Please discuss the human resources requested for
Corporate Accounting.

The electric allocation for incremental labor for the
Corporate Accounting group is $461,000 and includes
eight positions. This includes five accountants, one
each for Accounting Research & Procedures, Regulatory
Filings, Enterprise Risk Management, Corporate Accounts
Receivable & Billings, and Accounts Reconciliation
Management. Four of the five accountants have been
hired as of March 2009, and an offer has been extended
to and accepted by the fifth applicant with a start
date of May 2009. The request for the three remaining
positions is for two Analysts in the System Support and
Financial Forecasting area and one Senior Analyst in
the Revenue and Volume Forecasting group. Two of out
of the three analyst positions have been filled with
the Senior Analyst beginning employment May 18, All
of these positions are required to perform critical
work within Corporate Accounting.

Why is the work critical to Corporate Accounting?

The level of effort required to maintain the Company’s
financial records, prepare financial forecasts and rate
cases, process financial transactions accurately and

efficiently has increased in some respects. Four of
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the eight positions directly support the Company’s
ability to maintain its financial records and have
responsibility for evaluating new accounting standards
and defining accounting policy, performing important
financial control functions, or directly supporting
individuals and processes that do. These positions are
needed due to increased work load, ever changing and
increasingly complicated regulatory requirements and
accounting pronouncements. In addition, a new account
reconciliation function has been created to mitigate
financial risk.

The position in the Accounting Research and Procedures
group is needed to support the Company’s interpretation
of ever increasing and complex new accounting
standards, document in procedural format the impact on
the Company of transactions and to prepare the more
complex accounting entries, i.e., such as for pension
and retiree plan benefits.

The new position in Regulatory Filings/Accounting will
help with increased workload. The employee will assist
in the area of rate case filings and the resultant
accounting and compliance filings for CECONY's three
services as well as O&R’s electric and gas operations

and O&R’'s subsidiaries.
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The new position in Enterprise Risk Management was
filled in March 2009. The function of the group is to
identify, assess and develop plans to mitigate the
Company’s highest risks. The group also assists with
the management of the Company’s Sarbanes Oxley
compliance efforts. The duties of the employee entail
assisting in build out and management of the Enterprise
Risk Management initiative. This includes the
responsibilities of proactively managing the
organizations consolidated risk position and updating
enterprise wide risk management models and methods
according to best practices in order to transparently
report risk to allow more informed and strategic risk
decisions to be made.

Another new position is in the Accounts Reconciliation
Management group created in 2008 to support the
reduction of financial reporting risk by increasing the
frequency and comprehensiveness of account
reconciliations. That employee will assist in the
monthly reconciliation of most of the Company’s balance
sheet accounts.

The additional position in the Revenue and Volume
Forecasting group is needed to support increasingly

detailed and complicated regulatory changes. For
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example, the institution of the revenue decoupling
mechanism and the unbundling of competitive charges
requires additional forecasts and tracking of the
actual data. The group also plans to focus more on
long term planning and scenario analysis. Such long
term planning would incorporate the potential impacts
of emerging technologies such as plug-in-hybrid
electric vehicles. The group will also evaluate the
use of additional scenarios and sensitivity analyses in
the long term forecasting process.

Please continue with the discussion on human resources
for the Energy Markets Policy Group (“EMPG”) . How many
positions exist in the group?

The section will have 9 employees in total, including
the director, three project managers, three senior
specialists, and two analysts. The group is part of
the Energy Policy & Regulatory Affairs department.
EMPG, which has existed since 2001, advocates for
wholesale market power rules that make sense for Con
Edison and its customers. As an example, the group has
worked on modifications to capacity and energy markets,
including changes to the capacity markets to mitigate
market power, and introduction of interconnection

rules, a proposal to comply with FERC deliverability
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rules, long term transmission congestion contracts,
NYISO credit rules, and development of an appropriate
NYISO planning process that meets FERC'Ss requirements
and protects customers from the development of
unnecessary projects. These positions and this group,
provides substantial value for Con Edison’s customers
because they help to have the NYISO markets produce
competitive results.

How many positions were filled as of December 20087

As of December 2008, 7 of the 9 positions were filled.
Can you describe the vacant positions in EMPG?

Yes. There are two vacant positions. One position is
a band 2 senior specialist position, and the other is a
band 1 associate analyst position. Of these positions,
the senior specialist is for an employee to focus on
wholesale market issues in demand response and energy
efficiency issues in NYISO and also to follow and learn
about similar issues in PJM and other regions. This
person will assess various market proposals to support
the development of Company positions on key issues,
such as measurement and verification of demand
response, development of appropriate programs to
encourage participation by our customers, and providing

assistance in evaluating market rules. The agsociate
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analyst position is an entry level position which will
bring in an employee to assist with analysis on various
issues, NYISO or PJM market rules, and in preparing
internél communications on energy policy issues that
will aid Con Edison’s managers to develop policy
positions and as a result to advocate for market rules
that provide benefits for our customers.

Have any of these positions been filled since December

20087

Yes, the band 2 position was filled in February 2009.

Can you describe the revenue requirement impact?

For these additional two positions, $167,000, of which

$122,000 is allocable to CECONY'Ss electric operations,

is requested. This includes direct salaries as well as

related expenses.

Next, please discuss the human resources requested for
the Rate Engineering department.

The Rate Engineering Department is requesting four new
human resource positions, two Analysts and two Senior
Analysts. Two of these positions are replacements and
two are new. One Senior Analyst and one Analyst were
filled as of March 2009. An offer for an Analyst
position was extended in April 2009.

Please describe their responsibilities.



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

ACCOUNTING PANEL - ELECTRIC

The functions of these analysts include activities such
as assisting in the design of rates, computing rate
adjustments, and administering Company tariffs. During
2008 other departmental employees temporarily took on
the additional duties and worked extra hours to ensure
that the department continued to meet its regulatory
obligations as well as the needs of its customers. The
other two remaining positions are requested to support
the various activities associated with the increased
departmental demands for new supply pricing, cost of
service analysis and load study in support of rate
development, design of rates, computing rate
adjustments, and administering Company tariffs.

The complexity and quantity of the underlying analysis
has grown with deregulation and unbundling of supply
and delivery services. Ongoing line loss analysis now
includes reactive power customer data, MSC price
estimates require the development of class load shapes
and load study designs need periodic overhaul to
accommodate changing mandatory hour pricing (“MHP")
schema. Other examples from Case 08-E-0539 include
enhancements to existing rate case software programs,
re-examination of cost allocation methodologies for

secondary delivery costs and further analysis of
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sampling designs in support of lowering thresholds of
MHP. Rate Engineering is relying on automation to
accommodate the increased volume of data resulting from
various MHP/AMI and DR/EE efforts when possible.
Increased demand for specialized usage analyses and new
and complex supply pricing designs has put additional
demands on existing staff. The addition of two
positions will enable the department to develop these
new resources by assigning them to ongoing rate filing
activities and utilize experienced staff to address
increasingly complex and specialized analyses in
support of rate and other rate-related filings.

Please discuss the incremental human resources for the
Auditing Group.

The program change for Auditing represents an
allocation to electric of $814,000 to address the
hiring of additional personnel and integration of
technologies for the Auditing Department. This amount
was obtained by applying an adjustment to the total
program change of $1.147 million for affiliate work of
7.1 percent for O&R and 3 percent for non-utility
affiliates.

Please continue.
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As a result of a recent review of its operation,

Auditing has developed a reorganization plan to more

effectively address core audit functions and the risks

and compliance issues facing the Company, including the

recent arrests of Construction personnel and upcoming

compliance commitments to NERC and FERC, including the

NERC Critical Infrastructure Panel (“CIP”) and the FERC

Electric Reliability Standards. The reorganization

entails: |

1) The addition of nine incremental employee positions
in Auditing. These positions are expected to be
filled during the third and fourth quarters of 2009;
and

2) Integration of technologies including a new data
analytics tool, ACL Audit Exchange, to automate and
support the forensic analysis of data and an
upgraded version of the current audit management
system, TeamMate, that will be used to standardize
audit report templates and track audit activities
and follow-ups.

What is the current structure and function of the

Auditing Department?

Auditing is responsible for conducting a comprehensive

program of internal audits in order to provide an
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independent assessment of the adequacy and
effectiveness of the system of internal control that
governs the operations of CEI and its subsidiaries. 1In
addition, Auditing provides guidance and training for
business ethics and various compliance initiatives
including FERC compliance standards. Auditing is
comprised of five major sections:

1) Customer Operations, Finance and Procurement

Audits;
2) Environmental, Health and Safety (EH&S) ,
Operations and Information Technology Audits;

3) Business Ethics and Corporate Policy;

4) Ethics and Compliance Training; and

5) Orange and Rockland Office.
What is the proposed new organization structure?
A new organization will be established in Auditing and
will be responsible for investigations, ethics,
compliance program development and training,
Environment Health & Safety audits and Corporate
policy. This organization will be led by a director.
In addition, three analysts will be hired to support
the integration of new technologies and compliance
program development and management. This organization

will develop and manage all FERC/NERC and Ethics
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compliance programs and will maintain new audit

technologies that will allow auditors to analyze data

and identify anomalies and potential fraudulent

activities. In addition, they will conduct

investigations into misconduct and other violations,

audit environmental health and safety programs and

maintain Corporate Policy documents.

Please continue.

A new audit group focusing on construction projects,

contractor activity and Energy Services will also be

established. This group will be led by a manager and

staffed by four auditors. This organization will audit

large-scale construction projects, contractor service

agreements and Energy Services projects.

A1l resources are also expected to be hired during the

third quarter of 2009.

What benefits are expected from the proposed new

organization structure?

The organization changes and integration of technology

will allow Auditing to more effectively:

1) Address core audit functions and expand its charter
to include new audits focused on Contractor,
Construction and Energy Services - this change will

help Auditing expand its focus to identify potential
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misconduct in these areas and protect ratepayers.
The additional staffing will allow Auditing to
address these areas while maintaining a focus on
core audit functions in Finance, Operations and
Environmental Health and Safety;

2) Align Audit Plan with enterprise risk management
issues;

3) Address and manage investigations;

4) Audit Corporate Safety Programs as they develop and
mature; and

5) Manage and address NERC / FERC and Ethics Compliance
Programs.

What is your next program change?

Our next program change (line 69) represents an

allocation to electric of $1.195 million for the

incremental human resources requested for the Company’s

Law Department. This represents a request for 15 new

staff members. Nine of these positions were approved

in Case 07-E-0523 and five in Case 08-E-0539. 1In the

latter proceeding nine of the positions were reflected

in the revenue requirement at 45 percent, as a result

of the historic hiring adjustment used by the

Commission.

Please discuss your requested human resources.
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We will discuss the needs of the Law Department in
terms of:

e Labor and Employment;

e Record Retention;

e Office of the Secretary;

e General Litigation;

e Commercial Transactions, Corporate and Finance

e Commercial Litigation;

e Regulatory Services;

e Operations; and

e Tegal Secretary.
Please begin with Labor & Employment.
The Labor group is requesting four positions. Three
are required to develop and implement a records
retention group (one Sr. Staff Attorney, one Senior
Specialist and one Paralegal) as well as one Sr. Staff
Attorney for labor and employment cases. The Labor
group provides advice and counsel in the negotiation,
execution and interpretation of union contracts,
benefits plans and related documents as well as
handling all workers compensation claims and
representing the Company in administrative hearings.

Tt also represents the Company before state and federal
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courts and agencies upon complaints arising under
federal, state and city employment discrimination,
labor relations, ERISA and other employment-related
laws. The group has recently undertaken a new function
related to meeting new compliance requirements for
legal holds and records retention.

We are in the process of hiring a Senior Staff Attorney
to replace a Senior Attorney who left the Law
Department to take a job in Human Resources at Con
Edison. We have extended an offer to a highly
qualified applicant, and she has accepted. We have a
continuing high workload, more than enough to account
for the full complement of five attorneys (we are not
increasing that number but merely restoring the number
of attorneys to the number we had before the attorney
transferred out of the department). The person filling
the position will handle a full caseload consisting of
employment lawsuits, National Labor Relations Board
charges, collective bargaining support, advice and
counsel, litigation of equal employment complaints made
to state, federal and local agencies, research, policy
updates, and preventive law presentations, and other
matters, including assisting with extremely time-

consuming ongoing governmental audits and
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investigations. Critical deadlines and matters that
cannot be and/or should not be deferred are currently
being handled via uncompensated overtime of other
attorneys in the group.

The urgency of filling the position has intensified
because  the recent enactment of a number of statutes
(e.g., the Americans With Disabilities Amendments Act,
the Lilly Ledbetter Fair Pay Act, Genetic Information
Non-Discrimination Act), and changes in regulations
(e.g., FMLA regulations, OFCCP directives) have
increased the bases for equal employment litigation,
and going forward, we anticipate legislation in the
employment area (e.g., the Employee Free Choice Act,
possible Civil Rights Act amendments) that will further
increase these bages. As a result, we can reasonably
anticipate an increased workload and more complicated
allegations in the cases we handle.

Please discuss the Record Retention group.

The three requested employees (Sr. Staff Attorney, Sr.
Specialist and Paralegal) will form a records
management team to develop and manage a records
management program to enable the Company to comply with
all records retention obligations and legal hold

obligations. The records management team and the
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records management program represent a new Company
initiative. This initiative will manage the Company’s
records retention obligations and manage compliance
with the Company’s legal hold obligations in a
consistent and defensible manner. Our current program
requires strengthening to address the increasing risks
presented by the recently enacted Federal E-Discovery
Rules and the evolving case law in the area. There is
now a heightened attention among our legal adversaries
to exploit any deficiencies in the legal hold process.
In recent years, companies have been fined millions of
dollars and received numerous types of evidentiary
sanctions (such as default judgments, witness
preclusion, adverse inference instructions to the jury)
pecause of failures in records retention and meeting
legal hold obligations. The litigation landscape is
now scarred with cases involving companies that have
suffered substantial evidentiary and financial
sanctions because of records retention failures and
failures in complying with legal hold and discovery
requirements.

The Law Department hired the Sr. Staff Attorney for the
records management team in March 2009. This attorney

has extensive records retention experience, including
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developing electronic and hard copy document retention
policies and procedures and was primarily responsible
for managing a large bank’s electronic discovery
practices and procedures for legal holds. This
attorney is now responsible for implementing a
consistent and defensible records management program
for the Company. This attorney has already embarked
upon the Company’s initiative to update and monitor
records retention policies and procedures, which
requires substantial revisions to the Company’s
existing retention schedules and document retention
procedures. She also has the critical responsibility
for managing and monitoring legal holds and e-discovery
productions in support of litigation, which includes
the implementation and monitoring of a new legal hold
software system scheduled for this month. The
successful implementation of a new records management
program requires extensive training, compliance
monitoring, and continued maintenance in order for the
Company to meet its legal obligations with respect to
legal holds and document retention.

Please continue.

The Senior Specialist will provide critical assistance

to the Sr. Staff Attorney in establishing, updating,
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and monitoring records retention policies as well as in
managing, executing, and monitoring legal holds and e-
discovery productions in support of training.
Additional key responsibilities include the
identification of relevant custodians and electronic
databases that may have information subject to legal
holds and the use of vendor applications to preserve
and collect the electronic information subject to legal
holds. The Sr. Specialist will also be responsible to
support ongoing training efforts communicating records
management policies and procedures as well as planning
Company records strategy through periodic audits and
oversight of records transfers. Currently, the Sr.
Staff Attorney is reviewing candidates to fill this
important position.

The Paralegal position will be used to provide direct
and ongoing assistance to Company attorneys on specific
cases where there are complex or difficult issues with
respect to the identification, preservation, review,
and collection of electronic information subject to
legal holds. The preservation and collection of
potentially relevant electronic information presents
some of the most formidable e-discovery challenges

confronting attorneys. This position will also provide
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attorney support for the processing and managing of
legal holds through the Company’s new legal hold
software system, which was recently purchased and
installed.

Please discuss the human resource requirement for the
Office of the Secretary.

The Law Department is in the process of hiring an
Executive Secretary to be shared jointly by the
Executive Vice President and the Corporate Secretary’s
Office. The Executive Vice President has overall
responsibility for the Law Department, Regulatory
Services, Energy Efficiency Programs and Energy Policy
and Regulatory Affairs. The Corporate Secretary is
responsible for handling all matters relating to the
Board of Trustees, including preparing agendas as well
as the proxy statement and various SEC filings. Since
neither office currently has a secretary, the
department has decided to share the position to reduce
costs.

The Executive Vice President and the Corporate
Secretary require this position to provide secretarial
and administrative support to both officers. This
would include answering calls from outside

stakeholders, Board members and stockholders,
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maintaining the calendar for the Executive Vice
President and the Corporate Secretary, and performing
general secretarial and administrative tasks such as
preparing, drafting and typing letters, memoranda,
forms and reports; scheduling meetings and
appointments; maintaining calendars and files; and
performing other administrative responsibilities.

The Corporate Secretary’s office is responsible for all
matters involving the Board of Trustees of the Company,
including planning and conducting Board meetings,
preparing minutes of Board meetings, complying with
state and federal corporate and securities laws
(including New York Stock Exchange and Securities and
Exchange Commission), drafting and distributing the
Company'’s proxy statement, planning the Company’s
annual stockholders’ meeting, and supplying information
to the Company’s independent auditors. The Corporate
Secretary’s office is also responsible for all
communications with Board members and stockholders.
Most recently, the Corporate Secretary’s office was
responsible for supplying documentation and witnesses
relating to Board matters in response to requests
concerning the management audit conducted of the

Company. All of the matters handled by the Corporate
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Secretary’s office require the utmost discretion due to
the confidential nature of the information. Currently
these secretarial/administrative tasks have been
performed by members of the Corporate Secretary’s
office. To manage all responsibilities of the
Corporate Secretary’s office, the staff members were
required to perform other tasks related to preparation
of Board materials and necessary legal documents for
the Stock Exchange and the SEC on uncompensated
overtime.

Hiring a secretary to support Executive Vice President
and the Office of the Secretary would allow
secretarial/administrative tasks to be performed at a
lower cost to the Company, and free up time of the
lawyers and specialists to handle more complex legal
matters.

The department has posted the position and expects to
fill the position by June 1°.

Please continue with your fourth group, General
Litigation.

The General Litigation group is responsible for
defending the Company in all claims and lawsuits
related to personal injury and property damage, as well

as pursuing claims or filing lawsuits where the Company
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suffers property damage caused by another entity.
General Litigation’s program change is for three
employees, two of whom have already been hired. As of
December 31; 2008, approximately 2,600 lawsuits and 875
claims have been filed against the Company and are
pending resolution. The Company receives approximately
1,000 new lawsuits and 1,600 new claims each year.
There are substantial challenges posed in managing the
pending caseload and addressing new matters. This
includes processing and resolving claims in a fair and
equitable manner and preparation to properly defend
litigation against the Company. For example, extensive
pre-trial discovery, coupled with the developing issues
in electronic discovery continue to require timely and
efficient response.

Two investigators were added in January 2009. Each
investigator is assigned approximately 150-200 cases.
Their responsibilities include reviewing legal
documents, securing and researching internal and
external records, conducting site inspections, securing
photographs, preparing sketches, evaluating accident
scenes, and indentifying and interviewing Company and
outside witnesses. 1In addition, investigators prepare

and serve subpoenas, prepare and schedule witnesses,
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and assist our attorneys at trial. This important
position requires a full complement of employees soO
that the Company can be properly represented in these
legal proceedings. By quickly filling vacant
positions, we avoid interim measures to help us address
immediate requirements and require that we postpone
less urgent tasks in the short-term. Funding is not
being requested at this time since contract employees
were used during the time the positions were vacant.

A Litigation Support Manager is needed to assist with
the implementation and on-going support of a new
Litigation Management System. The Litigation
Management System will provide the department with the
ability to image and store pleadings, medical records,
site inspection documents and other related litigation
documents for retrieval and efficient response to
discovery requests. The Litigation Support Manager’s
responsibilities will include developing processes to
combine a wide-range of disparate manual tasks
currently used to gather and store documents and
necessary information. Storage, retrieval and
management of claim and litigation documents are
critical to a quick and successful resolution of these

matters. The Litigation Management System will enable
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a more thorough and complete document search than is
currently possible using manual methods. This system
is another tool the Company will use to ensure proper
representation in its personal injury and property
damage lawsuits. This position is expected to be
filled by no later than the beginning of the rate year.
Please continue.

The Commercial Transactions, Corporate and Finance
Group requests three positions: two Associate Counsels
and one Staff Attorney position. Aside from its work
related to SEC filings and compliance and debt and
equity financings, this group negotiates, drafts,
reviews, interprets and renders legal advice on a large
variety and volume of contractual documents and
issues, and reviews and advises on procurement and
commercial laws and regulations affecting the Company.
We are requesting an Associate Counsel to replace the
Associate General Counsel - Commercial Transactions who
was promoted in September 2008. The Associate Counsel
will handle hands-on work in the commercial
transactions area in order to continue to meet the
legal needs of the Company. This work includes, among
other things, negotiating, drafting, and advising

Company management on a variety of contractual matters
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and issues, including material and complex commercial
transactions. Some examples of the work include work
on purchase and sale agreements, energy efficiency
agreements, and service and equipment contracts. The
work also includes some tasks of the nature specified
in the position immediately below. We have posted for
this position and expect to make an offer of employment
to a candidate in the near future.

A second Associate Counsel is required to replace an
Assistant General Counsel who resigned from the Company
in October of 2008 to pursue another opportunity. This
resignation left a void in the transactional area,
including in the areas of structuring, negotiating and
drafting transactions, overall analysis and advisory
skills pertaining to corporate and other entity
structures (e.g., limited liability company,
partnership, limited partnership), acquisitions,
divestitures and other corporate work. Moreover, in
areas relating to our core business as well as in the
renewable energy area, there is an increased need for
this expertise that cannot be adequately accommodated
without filling this vacant position. We have filled

this position.
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A Staff Attorney/Senior Staff Attdrney in this group is
needed to replace an attorney who transferred to a non-
legal position in a different department in the Company
in September 2008. The work handled by this position
involves both commercial transactional work and real
estate matters, including negotiating, drafting,
feviewing and advising on licenses, leases,
condemnation matters, the sale of property, work on
utility facilities, arrangements between the Company
and private customers, and credit support instruments.
This attorney also was responsible for researching and
advising on legal‘issues in the commercial and real
estate areas. We have posted to fill the position with
a person with a Staff Attorney title and will continue
reviewing resumes.

The responsibilities associated with these positions
are currently being handled by existing employees who
balance these responsibilities by prioritizing tasks
with the highest priority against those that are less
critical and managing both on uncompensated overtime.
What are the needs of the Commercial Litigation group?
The Commercial Litigation group is requesting one
Senior Staff Attorney. This group represents the

Company before state and federal courts and arbitration



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

ACCOUNTING PANEL - ELECTRIC

forums in disputes that arise out of commercial
relationships. This work generally includes disputes
relating to the purchase of good and services,
construction projects, or real property ownership.
Many of the group’s cases are complex, involve
extensive discovery (including electronic discovery),
and expedited trial schedules. Electronic discovery
has dramatically increased the complexity of the
discovery process and volume of documents that must
reviewed to prepare a case for summary judgment or
trial. In one pending case, for example, there are
approximately one million pages of discovery and there
will likely be over thirty depositions. The addition
of a Senior Staff Attorney will improve the group’s
ability to thoroughly prepare its cases and will also
allow the more senior attorneys in the group to better
utilize their time towards developing litigation
strategy, preparing for depositions, and drafting
motions. The group’s attorneys are already working
extended hours to keep up with their work loads.

The group has relied upon a combination of temporary
lawyers, outside counsel and uncompensated overtime by
our in-house staff. Although temporary lawyers are

suited for certain tasks, it takes time to train
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temporary lawyers and they may leave before the project
has been completed. Certain sensitive activities like
creating privileged logs (often involving thousands of
documents) are best done by lawyers familiar with the
Company. Outside counsel support is better than
temporary lawyers but tends to be expensive. And, in
either situation, substantial direction and assistance
from in-house counsel ig usually required.

Accordingly, while temporary lawyers and outside
counsel are good mitigation measures that will continue
to be used in appropriate circumstances, they are not a
substitute for a reliable, well-trained, in-house
lawyer who is versed in Con Edison’s business and
familiar with its people and procedures.

Finally, hiring a Senior Staff Attorney is consistent
with the Company’s succession planning. The group’s
experience has been that an attorney’s knowledge of the
Company and familiarity with the key operating managers
improves the Company’s chances of litigation success.

A Senior Staff Attorney would be in a position to
develop that skill set (which takes a few years) while
working with more senior colleagues that have
successfully developed these skills.

What are the responsibilities of Regulatory Services?
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This group is responsible for the various filings and
proceedings before the FERC, the PSC, and the DEC/DEP,
among others. This group is requesting three positions
—~ two Associate Counsel positions and one paralegal
position. These three positions are all driven by
increases in the number and complexity of the filings
and proceedings before the FERC and the PSC.

The Companies have also experienced an increase in the
workload related to the interconnection of generation
and transmission projects: currently we are processing
25 and 9 requests for interconnections to the
transmission and distribution systems, respectively
(the distribution interconnections are by large
projects in addition to the SIR projects). This
compares to 9 transmission interconnections and zero
large-generator distribution interconnections in 2006.
The Companies are expanding their FERC compliance
program, through substantial support by Regulatory
Affairs. Regulatory Affairs is also devoting increased
resources to the Companies’ efforts to comply with NERC
reliability standards, which became mandatory in 2008
and which are subjecting the Companies to an increasing
number of compliance audits. Regulatory Affairs is

also increasingly devoting time to transmission siting
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matters that are arising under the Energy Policy Act of
2005 and to pending federal legislation relating to
energy conservation and transmission siting.

The Company also requires additional attorneys to meet
the increasing demands of regulatory practice before
the New York Commission. The increased regulatory
workload is driven by a trend away from multi-year rate
plans for the Company’s electric service, and the need
to file and prosecute annual rate requests; in
addition, the nature and complexity of these annual
rate filings has been steadily increasing, with
requests for ever-increasing detail in support of the
Company’s projected costs and expenses. In addition,
there is increased need for regulatory support for new
and ongoing proceedings relating to energy efficiency,
demand response, renewables, mandatory hourly pricing,
solar energy, and advanced metering infrastructure, as
well as the integration of project funding through
federal government stimulus payments; consideration of
new service classifications (e.g., shore power) ; new
approaches to submetering; and the proper integration
of FERC policies with New York regulatory programs
(e.g., retail access and capacity release). There are

also increasing demands from the New Jersey Board of
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Public Utilities in similar respects, which places
demands on the regulatory attorney staff. Note - a
portion of Regulatory Services costs and expenses are
allocated to O&R to reflect the services provided that
are specific to O&R’s regulatory requirements.

The paralegal position is primarily required to
administer FERC-jurisdictional contracts and tariffs.
The Companies have numerous tariffs and hundreds of
contracts on file with the FERC, which are subject to
on-going posting and reporting requirements and a new
electronic filing requirement to be implemented this
year. A recently completed compliance review indicated
the need for the reformatting and administration of
those tariffs and contracts and for the development of
software and implementation of procedures for the
electronic filings. We anticipate the new paralegal to
devote substantially all of his/her time to this
effort.

We have posted the two attorney positions and the
paralegal position. Our plan is to have all three
positions filled as soon as possible but no later than
the beginning of the rate year.

Please discuss Operations.
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The Operations group is requesting one Senior
Specialist position. This group is responsible for the
overall administrative activities of the department,
including the coordination and recruitment of staff.
The group also plans, prepares and administers
personnel functions, wage and salary administration,
capital, O&M and human resources budgets and
performance evaluations; develops and coordinates new
computer systems and applications; monitors and reports
on the cost effectiveness of in-house legal services;
and is responsible for the Law Library, administrative
support staff, and information technology support.

A Senior Specialist is required to provide assistance
to the Department Manager with budget, administrative
and HR support to the Law Department, Office of the
Secretary, Regulatory Services, Energy Efficiency
Programs and Energy Policy and Regulatory Affairs.

The Law Department's Department Manager is currently
responsible for a number of items, including among
others, human resources and technology initiatives,
secretarial and administrative support, and budgeting
for the Law Department, Office of the Secretary and
Regulatory Services. Effective 2/1/09, Energy

Efficiency Programs and Energy Policy and Regulatory
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Affairs were transferred into the Executive Vice
President's organization and now fall under the
responsibility of the Department Manager. The budget
function also has increased dramatically, going from
$28 million to $38 million. This new position is
required to effectively manage the newly restructured
organizations and to allow the Department Manager to
focus on other responsibilities, including the
management and administration of the departments'
overall daily operations, its human resources and
technology efforts. Currently, the work is being
handled through uncompensated overtime of the
department manager. We are posting for this position
in the near future and expect to have the position
filled by July 1, 2009.

Please discuss your last request, the need for a Legal
Secretary.

The Law Department is requesting a Legal Secretary to
provide support to the Law Department and Regulatory
Services legal staff. The position is required to
provide secretarial and administrative support to
several attorneys who currently do not have assigned
support. Each of our secretaries provides secretarial

and administrative support to four or more attorneys.
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Under our current secretarial staffing levels, four of
our attorneys do not have secretarial assistance. We
currently handle their work by re-distributing critical
work and postponing less urgent tasks until time
permits. Hiring a secretary would free our legal staff
from performing administrative duties and allow them to
focus on more cost-effective tasks.

Please continue with line 70.

The next and last program change, A&S Transfer Credit,
relates to capitalization of the administrative
function in the Company as it relates to capital
spending described throughout this filing. This filing
reflects the Company’s plans to spend some $213.8
million less in the rate year than is reflected in the
historic year and, as a result, less of the
administrative function, primarily salary related, will
be capitalized. This is estimated at a debit of
approximately $3.490 million.

F. GENERAL ESCALATION

Please describe how you escalated certain costs and the
general escalation rate you used.

The general escalation rate is applied to costs
anticipated to increase as the result of inflation.

The labor content was extracted from each element of
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expense and the residual amounts were then escalated
using a general escalation rate that reflects the
overall anticipated rate of inflation (except for
certain costs, like water for electricity generation ,
as addressed by the Electric Production Panel.

Please describe the general escalation rate you used.
The general escalation factor is based on the projected
increase in the Gross Domestic Product (“GDP”) ?rice
deflator.

The actual GDP deflator used was published as of
February 23, 2009 by the U.S. Department of Commerce
and the forecasts were from the Blue Chip Economic
Indicators, dated February 10, 2009. The quarter
ending March 31, 2011 was derived from the Blue Chip
quarterly rate forecast which was projected at 1.39
percent annually from the fourth quarter of 2008 to the
first quarter of 2011. Utilizing these forecasts, we
calculated the increase from the average of the
historic year through the average of the rate year to
be 3.13 percent. As with past practice in the
Company’s rate cases, we will update the inflation
factors to reflect the latest available inflation

forecasts later in this proceeding.
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G. LABOR ESCALATION

Please explain the derivation of the 7.40 percent labor
factor used to escalate the historic year labor expense
level to the rate year.

As shown on Exhibit  (AP-5), Schedule 2, page 1,
column 1, total Company salaries and wages for the
twelve months ended December 31, 2008 amounted to
$1,268,105,000. Straight-time union labor includes
temporary summer employees. For the rate year, total
Company salaries and wages, as shown in column 3,
amount to $1,361,954,000. The increase of $93,849,000
in total Company labor dollars from the historic year
level to the rate year level represents a 7.40 percent
increase. Thus, we assumed the same factor to egcalate
the historic Company labor amount for electric
operations to arrive at the rate year amount.

Please describe the development of the total Company
rate year labor forecast.

As shown on Exhibit  (AP-5), Schedule 3, starting
with the total number of employees on roll with pay for
the week ended December 31, 2008 of 14,326, we assumed
a 1 percent annual productivity reduction from January
2009 to March 2011 to arrive at the average number of

employees during the rate year of 14,077, a reduction
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of over 249 employees from the historic year. The
productivity savings assumption has lowered the labor
escalation factor by 2 percent (9.39 percent to 7.40
percent per Schedule 2). The Company'’s labor and
labor-related forecasts for the rate year were
developed based on the 7.40 percent factor.

In the 2009 Order, the Commission reflected the average
staffing level for the test year as opposed to the
year-end staffing level proposed by the Company. Why
is the Company using the actual number of employees as
of December 2008 in this case as opposed to the average
for the Test Year?

There are several reasons why the actual number of
employees at December 2008 is more appropriate for Con
Edison than an average for the Test Year. First we
would note that the number of employees has
consistently increased over the last gseveral years as
the Company has hired employees for new programs
approved by the Commission in prior proceedings; second
the year-end staffing levels are more current
representation of the actual number of employees to be
in place during the rate year than the average level
for the historic year 2008, and third we would note

that witnesses in this case are presenting their
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requests for staffing levels in the rate year, based on
positions in place at December 31, 2008. Had an
average number of employees for the Test Year been
used, the staffing levels requested in the program
changes would have been higher.

In the Company’s recently concluded Case 08-E-0539, the
Commission imputed a two percent productivity factor.
Why did you not use two percent as your labor
productivity factor?

The Commission explained that it was increasing the
productivity adjustment to reflect higher levels of
increased investment; because rates should be
vfashioned in a way that better reflects the existing
harsh economic environment and requires the Company, as
a good corporate citizen, to act in ways that better
contribute to improving the environment and demonstrate
a commitment to operating as efficiently as possible in
providing electric delivery service” (2009 Rate Order,
pp. 37-38) and that a two percent productivity
imputation will help achieve that goal.

This rate request is lower than it would otherwise be
as a result of planned comprehensive Company efforts to
act efficiently. Productivity that should be

reasonably anticipated from the Company’s capital
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program and other activities are quantified and
reflected in the rate request, in addition to the
traditional one percent imputation.

Please explain.

In recent cases, Staff and other interveners have
essentially alleged that the magnitude of the Company’s
capital program should result in higher productivity
than in past years and therefore the one percent -
imputation associated with the lower level of capital
expenditures should be increased to reflect the
increased spending. Although the Company provided
detailed testimony explaining why that is not the case,
the Company was faulted for not quantifying
productivity that should be reasonably expected from
its capital expenditures and planned programs. The
Company performed such an analysis in this case and
various Company witnesses have identified efforts and
programs that are expected to result in productivity in
the rate year and indicated the extent to which the
rate request is lower than it otherwise would have been
as a result of those efforts.

Please continue.

Specifically, various Company witnesses identify

approximately $14.3 million of productivity reflected
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in the rate filing. These witnesses include the
Infrastructure Investment Panel, who identify
productivity savings of approximately $3.5 million; the
Shared Services Panel, approximately $0.7 million; the
Customer Operations Panel, approximately $1.4 million;
and Hector Reyes, the Company witness for employee
benefits, approximately $8.7 million. In addition,
other Company witnesses identify efforts to achieve
efficiencies that are anticipated to result in MAC/MSC
charges lower than they would otherwise be, through
fuel efficiency measures (addressed by the Company’s
Electric Production Panel) and efforts before the NYISO
and FERC (addressed by Company witness Ivan Kimball,
who provides examples of aggressive Company efforts
that have resulted in materially reduced costs to our
customers), as well as the Company’s Municipal
Infrastructure Support Panel, who explains the efforts
they undertake to reduce, to the extent practicable,
costs the Company must incur to accommodate municipal
projects.

Accordingly, the rate request reflects the productivity

that should be reasonably expected from the Company’s

proposed capital spending and programs and demonstrates

the Company’s commitment to efficient operations.



10

11

12

13

14

15

16

17

18

19

20

21

22

23

ACCOUNTING PANEL - ELECTRIC

Moreover, in order to mitigate the rate request in this
filing, the Company proposes to continue the use of a
one percent productivity adjustment in addition to the
productivity we have identified.

Why do you characterize the one percent imputation as a
mitigation measure?

There is nothing in the Commission’s rules that require
the Company to reflect a productivity imputation in its
rate filings. Nor does i1t otherwise seem reasonable
that the Company’s expense forecast, which reflects
expected costs in the rate year, should effectively be
subject to automatic reduction of one percent before
the costs are even examined in this case. It seems
appropriate, therefore, that the Company'’s decision to
reflect one percent productivity be recognized as
mitigation. We would add that the Company’s decision
to reflect this mitigation measure in this case is
without prejudice to its right to not continue this
practice in future rate filings.

Do you have any comments as to the Commission’s
statement that the amount of the productivity
adjustment should reflect the current harsh economic

environment?
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Yes. The Commission separately determined that the
Company should undertake austerity measures in light of
the current harsh conditions, and reduced the rate
increase ordered in the last case by $60 million for
that purpose. Doubling the long-standing productivity
adjustment for the same purpose effectively constitutes
an additional $10 million of austerity. The amount of
austerity reasonably achievable by the Company during
current harsh economic conditions should be considered
separately from the traditional productivity imputation
in setting rates. In fact, the Commission itself
acknowledged that the $60 million reduction may not be
reasonably achievable and provided the Company an
opportunity to recoup that amount of the reduction.
There is no basis to increase that target.

Please continue.

Schedule 2, page 4, shows the computation of the
average wages and salaries in the rate year for Weekly
and Management employees. For Weekly employees, we
assumed a general wage increase of 3.5 percent in June
2009 and June 2010 and the effect of the semi-annual
progression increases of 0.7 percent in October 2010
and 0.6 percent in February 2011 were also applied to

50 percent of total weekly employees. The 50 percent
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figure is based on a three year (2006-2008) average of
actual number of weekly employee that received
progression increases. These rates are all pursuant to
the labor agreements with the unions representing the
weekly employees. For Management employees, we assumed
a 3.5 percent merit increase in April 2009 and April
2010.

Please continue.

Having developed the rate year average staffing levels
and average rates of pay, we then used these amounts to
develop the total Company rate year straight-time wages
and salaries as shown on Schedule 2, page 2.

Please explain Schedule 2, page 3.

Page 3 shows the calculation of salaries and wages
other than straight-time payrolls. 1In the historic
year, actual weekly premium time and overtime payrolls
were $27,593,000 and $134,004,000, respectively. We
then increased these historic year payrolls by the
estimated contractual wage awards. Management
compensatory time is determined by starting with the
historic year level of $35,537,000 and then applying
the average rate of increase, as previously determined,

to arrive at the rate year amount.
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VIII. AVERAGE RATE BASE - PLANT -- (AP-6)

Has the Accounting Panel prepared projections of plant
balances for the twelve months ending March 31, 2010
and March 31, 2011 appraising the impact of the current
construction and retirement programs on the electric
department’s average rate base?

Yes, we have.

Was the two page tabulation, the first entitled
“ESTIMATED NET PLANT - ELECTRIC - TWELVE MONTH AVERAGE
ENDING MARCH 31, 2011,” and the second “ESTIMATED NET
PLANT - ELECTRIC - DECEMBER 31, 2008 - MARCH 31, 2010,”
prepared under your supervision and direction?

Yes, it was.
MARK FOR IDENTIFICATION AS EXHIBIT _ (AP-6)

What does this exhibit show?

There are three schedules. The first relates to the
average net plant in rate base. The second schedule
relates to the average construction work in progress
balance in rate base. The third reflects the
capitalization of increased pension/OPEBs costs.

Please continue and describe the three schedules.

Page 1 of Schedule 1 of the exhibit shows the projected

average net plant for the twelve months ending March
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31, 2011. Page 2 of the schedule shows the estimated
monthly balances from December 31, 2008 through March
31, 2010 that served as a basis for our rate year
projections. The first column shows the book cost of
plant; the second column shows the accumulated
provision for depreciation; and the third column shows
the resulting net plant. Schedule 2 shows the average
estimated balance for construction work in progress
both interest bearing and non-interest bearing. The
schedule shows the data for the same time periods as
Schedule 1. Schedule 3 shows the impact of capitalized
pension/OPEBs on net plant (Schedule 1). These costs
were discussed earlier in our testimony. We are
showing the capitalization as a global adjustment on
Schedule 3. The sum of Schedules 1 and 3 tie to the
average rate base Exhibit ___‘(AP—8), lines 1 through
3.

Please describe the development of the projections
contained in these exhibits.

Using estimated capital expenditures provided to us by
the various witnesses in this proceeding and the
Company’s books and records for construction work in
progress balances through December 31, 2008, we

developed estimated transfers to plant in service, and
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construction work in progress balances. We then added
the estimated transfer to plant in service to the
actual plant in service account balances at December
31, 2008 and deducted the book cost of plant for
retirement. In addition, we calculated the accumulated
provision for depreciation in order to develop net
plant balances. Included in this calculation is the
forecasted depreciation accruals based on current
depreciation rates, and net removal costs provided by
Company witness Hutcheson. The details of the average
net plant balances are included in the first four lines
of the average rate base which is included in Exhibit
(AP-8), columns 1 through 3, for the rate year. The
forecast used for the projections were based on the
Company’s forecasted capital expenditures addressed by
various other Company witnesses. We will update for

any significant changes later in this proceeding.

IX. COMMON GENERAL EQUIPMENT - FINANCE/LAW -- (AP-7)

What is your next area of testimony?

We will discuss how common general equipment or plant
is allocated. The Shared Services Panel addresses
general equipment on an overall basis in their
testimony.

Please continue.
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Overall, the Company’s common plant expenditures are
allocated to the operations that benefit from the
projects. A common plant project, if it benefits, for
example, Orange and Rockland Utilities, Inc. (“O&R"},
the portion of the project applicable to O&R will be
charged to an O&R capital account through the affiliate
billing process. A reasonable basis for the
allocation is used. For ex., if the cost driver is the
number of employees or the number of units, costs will
be allocated accordingly. If there is not another
basis to allocate costs, the shared services percentage
will be used. This rate is currently 7.1 percent.

How does the Company allocate costs among electric, gas
and steam operations?

Generally, the portion of common plant allocated to Con
Edison is allocable 83 percent to electric operations
with 17 percent allocable to gas operations. Steam
operations is charged an interdepartmental rent charge
for common plant used in steam operations, which is
credited to the electric and gas departments.

Does the Accounting Panel support any common plant
projects?

Yes. 1In our testimony we will discuss common plant as

it applies to the Finance and Law Departments.
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Please continue.
The Finaﬁce and Law Department’s capital spending
includes the routine annual spending on items such as
office equipment, communications equipment, and other
miscellaneous equipment (referred to as XMs), which are
necessary for daily operations of-these departments.
The Shared Services Panel discusses the projected
spending for these items in the rate year. We will
discuss non-routine capital expenditures for the
Finance and Law Department that are projected for 2009
through 2013. These expenditures are shown in an
exhibit.
Is that the exhibit entitled, “CONSOLIDATED EDISON
COMPANY OF NEW YORK, INC. COMMON CAPITAL PROJECTS -
FINANCE/LAW” and was it prepared under your direction
and supervision?
Yes.

MARK FOR IDENTIFICATION AS EXHIBIT __ (AP-7)
Will you please describe the exhibit?
This exhibit includes expenditures for Corporate
Accounting, Tax Department, Law, Rate Engineering and
Enterprise Risk Management. These projects are
included in the Company’s Five-Year Capital Forecast.

The projects listed are applicable to CECONY operations
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only. Four projects listed: Dynamic Load Shaping, Load
Diversity, Mandatory Hourly Pricing, Customer Usage
System and Allocation and Demand Analysis will be
discussed by the Company'’s Electric Rate Panel.

We will begin with the Enterprise Resource Planning
(“ERP”) System. This project will not be in service in
the rate year but it will be in service during the
period of the three-year rate plan, that Company
witness Rasmussen presents in his testimony.

Why does the Company have the need for the ERP
expenditure?

The current financial and supply chain system
environment is a patchwork of custom built modules
implemented at various times over the past three
decades. The individual skills required to maintain,
support and utilize this legacy technology are
difficult to attract and retain. In addition, the
current systems require a substantial amount of manual
effort on the part of information technology, finance,
accounting, and supply chain resources to complete
basic finance and supply chain activities. These
factors tend to decrease the efficiency of finance and

supply chain operations and increase financial
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reporting risk relative to environments with more
automated, modern ERP solutions.

Have other companies implemented such finance and
supply chain systems?

Yes. We are aware of only one other large (revenues
over $3 billion) public electric and gas utility in the
United States that has not implemented or is not
currently in the process of implementing an ERP
solution. Many smaller, municipal energy utilities have
also implemented ERP solutions to support finance and
supply chain processes.

What benefits did these utilities seek in implementing
these Financial and Supply Chain ERP solutions?
Utilities began implementing ERP solutions in an effort

to achieve benefits such as:

e Improved cost control and decision-making due to

faster access to timely and relevant information;

e Improved customer service to internal customers of

finance and supply chain processes
e Reduced manual effort;

e Enhanced internal and external reporting

capabilities;
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e Increased consistency in procedures and
standardization across the company (e.g.
standardized data, accounts, reporting, item

categories etc.);
e Improved resource management;

e Improved ability to measure and track

project/programs costs more accurately;
e Improved tracking of inventory;

e Reduced risk in the financial close and reporting

process;
e Reduced data entry; and

e Enhanced ability to do ad hoc reporting.
Please describe the nature of the Company’s existing
systems.
Currently, Consolidated Edison, Inc. (CEI) operates
independent Finance and Supply Chain systems for
Consolidated Edison Company of New York, Inc. (CECONY)
(mainframe custom built legacy), Orange & Rockland
Utilities (O&R) (Walker Financial System), the
Competitive Energy Businesses (Oracle-PeoplesSoft), and
CEI parent company (Walker Financial System) and for
the CEI consolidation process (Infor-ComsShare), which

increases administrative costs, increases the
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opportunity for error and reduces staff time for review
and analysis.

CECONY's current Finance and Supply Chain platform are
homegrown legacy systems, installed in 1970, and
limited in their functionality. The monthly closing of
the books requires a great deal of manual oversight and
intervention. The current monthly closing process
involves processing approximately 600 manual journal
entries in addition to the multiple financial data
interfaces from feeder systems (i.e., Accounts Payable,
Customer Service, Payroll, etc). The General Ledger
has limited reporting analysis features, which has led
to the development of additional add on software tools
in order to provide users a detailed view of their
respective accounting and cost activity. In addition,
because these systems utilize different databases than
the ones used by the General Ledger’s Financial
Management System, reconciliation needs to be performed
between the two systems each night in order to ensure
accuracy in financial reporting. This current General
Ledger platform, accompanying closing process and
reporting environment are cumbersome, inefficient and
do not provide users with the ability to clearly track

and monitor costs.
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Please continue.

CECONY’s Supply Chain platform includes systems for
Procurement, Inventory Management, and Accounts Payable
functions. The current platform requires the user to
navigate several systems for procurement activities
depending on the type of request, requiring knowledge
of the requisitioning process in each system. Because
the data is housed in multiple systems, visibility is
limited to overall procurement spend - creating
inefficiencies when leveraging expenditures with
suppliers. Once materials/services have been receipted,
many purchase orders are not structured or detailed
enough to facilitate electronic processing and
automatic payment in the Accounts Payable system. This
leads to process delays and inefficiencies in paying
suppliers.

Does O&R have an integrated financial system?

Yes. O&R’s Finance and Supply Chain platform is a
customized mainframe-based enterprise software package
(Walker Financial System), which was purchased and
installed at O&R in the mid-1980s.

Can the O&R system be expanded to include CECONY?

No. Although O&R’s product suite is highly integrated,

the current vendor has announced there will be no more
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upgrades to the product, and it is difficult to find
support for the system in terms of both maintenance and
enhancements required to meet business needs.

Is the new General Ledger and Supply Chain ERP a
component of a roadmap for replacing such systems?
Yes, the Human Resources/Payroll system (which went
live January 2009), Property Record Power Plant system,
which includes a tax system, the Sabrix Use Tax
Calculation (both of which will go live in 2010) and
the new General Ledger and Supply Chain systems are
part of a clear Company roadmap for future process and
system improvements.

What steps has the Company taken in implementing an
ERP?

The Company is conducting a Phase Zero Planning and
Analysis project to assess the overall implementation
effort and to mitigate risks before implementation.
The outcomes of this phase are to include a project
implementation plan, staffing requirements, to-be
business processes, a refined cost estimate and
resource estimate. During this effort, we also intend
to validate Oracle e-Business (Oracle’s ERP) suite
selection for the Finance and Supply Chain ERP

platform. This project encompasses an in-depth
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analysis of the business processes surrounding Finance
(including Accounts Payable, Miscellaneous Accounts
Receivable & Billing, General Accounting - closing
process and account reconciliations, Management
reporting, Budgeting, and Financial Reporting) and
Supply Chain (including Purchasing, Materials
Management, and Warehouse Management) compared to
Oracle’s solution. This is consistent with our
approach with the HR/Payroll and Power Plant projects
where a Phase Zero effort was conducted before system
implementation. This phase began October 1, 2008 and
will be completed in May 2009.

What is expected deliverable at the conclusion of the
Phase Zero stage?

The expected deliverable at the conclusion of Phase
Zero will be a fit/gap analysis, future business
processes, project timeline, conversion efforts, and
required interfaces, reporting requirements, and a
refined cost estimate and staffing requirements to
implement a new Finance and Supply Chain ERP.

When do you expect the project implementation phase to
begin?

At the completion of the Phase Zero project in May,

2009, the Company will be required to staff the
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implementation team and select an integration vendor
through a competitive bid process. As a result, we
expect the implementation phase to begin in September
2009.

Do you have a current estimate of an in service date?
Yes. We currently anticipate an in-service date of
January 2012, and a project completion date of March
2012. The work to complete the project in the first
quarter of 2012 includes post go-live system
monitoring, process and controls monitoring and
validation, enhancements to production system
configurations, and retirement of legacy systems.

What is the cost you have you reflected in this filing?
A preliminary estimate of the project cost is $100.5
million of which $93.4 million pertains to CECONY and
$7.1 million to O&R. The amount allocated to CECONY
electric is $77.5 million. The $100.5 million estimate
was developed by MICON Consulting based on their
industry experience of similar type companies and their
experience of integrating new Finance and Supply Chain
systems. This number may be revised in the update
stage of the case pending the results of the Phase Zero
effort. The cash flow for the project is shown in our

Exhibit (AP-7) .
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How did you account for the Phase Zero effort?

The Phase Zero effort, which will amcunt to $5.1

million, is being capitalized and is included in the

aforementioned $100.5 million overall project costs.

Was the $100.5 million project costs included in the

Company’s Five-Year forecast presented to the Board in

January 20097

Yes, it was.

Are there any other projects included in the Five Year

Capital budget that the Accounting Panel will discuss?

Yes. There are several capital projects to be

implemented in 2009 through 2011:

e DProperty Record Power Plant System - $4.918 million
- estimated completion in the 2™ quarter of 2010;

e Sabrix Use Tax Calculation - $1.198 million -
estimated completion in 3™ quarter 2010;

e Dashboard/Oracle Reporting Solution - $250,000 -
estimated completion in 4*" quarter 2010;

e PeopleSoft Job Scheduling Solution - $250,000 -
estimated completion 2010;

e Case Management System - $500,000 - estimated

completion in October 2009;
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e Litigation Management System - $125,000 - estimated

completion in October 2009;

e Records Retention Management System - $500,000 -

estimated completion in December 2009;

e JD Edwards- (A/P) - $450,000 - estimated completion

in December 2009;

e Enterprise Risk Management System - $400,000 -

estimated completion in 4°" quarter 2009; and

e Other - $300,000.

Please describe the need for these new programs

The Property Record Power Plant System replaces the
multiple Property Records, Property Tax and Tax
Depreciation Systems, and Excel spreadsheets related to
the tax provision currently used by CECONY and O&R with
a single Property Records and Tax System. Work started
on this project beginning with Phase zero, which was
completed in December 2007. Asset accounting policies
and practices impact cash flow through the regulatory
process as well as through tax impacts so it is of
strategic importance to Con Edison to be able to
account for the value of our assets in a timely and
efficient manner. This system will reduce and keep to

a minimum any plant closing backlog. The minimization
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of backlog is an imperative not only for timely
accounting, but also for appropriate regulatory and tax
recognition. The new system automates the closing
function and provides easgy on-line review and
resolution facilities. It also would allow Con Edison
to combine all its assets (CECONY and O&R) into a
single system and standardize the processes between the
companies.

Please continue.

Power Plant includes a tax provision module (corporate
tax accrual system) as well which is expected to
perform the following:

Develop the monthly income tax pro&ision by downloading
the support data for Schedule M items for CECONY and
O&R which, upon extension at appropriate income tax
rates, will develop reports supporting deferred taxes,
generate the CECONY and O&R federal and state current
and deferred tax journal entries (including FAS 109

journal entries) and a general Tax Balance Sheet; and

Interface of the accrual for income tax with the tax
return preparation system.
What efficiencies can be achieved in calculating income

taxeg?
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CECONY and O&R’s current process requires the monthly
retrieval of data from various sources and several
hundred accounts via the CARE, FMS, or Walker systems
(financial data systems) and the manual entry of this
data into an Excel spreadsheet. The current process
takes a considerable amount of time for data input and
due to its manual nature has the potential for input
and data processing errors. A new system will improve
control, accuracy and reduce the time spent by
automatically downloading the applicable data. This
will free tax analysts’ time for quality assurance and
other value-added work. For example, it is difficult
to confirm that the Schedule M (generally timing
differences between book income and taxable income)
items are correctly recorded to their respective
deferred tax accounts. A new system will provide a
clearer link between Schedule M amounts and the
appropriate deferred tax accounts. This will
facilitate the review process and thereby improve
controls. Moreover, the current Excel spreadsheet does
not generate the FAS 109 journal entry or the tax
balance sheet. A new system will add efficiencies and
accuracy by automating the FAS 109 journal entry and

generate the tax balance sheet. Moreover, the current
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Excel spreadsheet cannot interface with the tax return
system. A new accrual system will eventually interface
with the tax return system, eliminating redundant data
entry, increasing efficiencies, and avoiding human
error allowing more time for value-added analysis on
the tax return.

The current Excel spreadsheet cannot consolidate all
the reqgulated subsidiaries into a single report. A new
system will have the capability to consolidate all of
CEI’'s subsidiaries and create a single report. This
will provide the Tax Department and senior management
with a better analysis of CEI’'s consolidated taxes.
Please continue with the next line item, Sabrix Use Tax
Calculation.

Sabrix Use Tax Calculation will enhance CECONY and
O&R’s supply chain process. CECONY currently relies on
the assignment of a Payment Category Code (“PCC”) to
determine if a purchase is taxable. While it should be
assigned by someone who is familiar with the nature of
the purchase and its intended use, usually the
requestor or the purchasing agent, this assignment
responsibility often falls to an accounts payable clerk
to make the determination. Due to the large volume an

automated solution is needed. We have been quoted a
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price of $825,000 to install Sabrix. With use tax
expenditures of $60 million per year, a 5 percent
reduction would produce monthly savings of $250,000 and
a payback period of approximately four months for
vendor costs. Currently only two employees are
assigned full time to the sales and use tax function,
and the Section Manager of the Transaction Tax Section
devotes approximately one third of his time to sales
and use tax. The group is active in performing reviews
of transactions to identify potential sax savings, and
a mechanized system would provide the tools to increase
this activity.

Please continue with the Dashboard/Oracle Reporting
Solution.

Dashboard/Oracle Reporting Solution will provide a
Human Resources/Payroll reporting environment via a
Dashboard/Oracle Reporting solution on the web. It will
provide direct access to operational data in real-time,
enable decision makers to cost-effectively gain
immediate insight and actively guide business
performance. Providing operational information from
the Human Resources/Payroll system quickly is essential
to the efficient and accurate operation of our HR and

Payroll processes.

- 121 -



10

11

12

i3

14

15

16

17

18

19

20

21

22

23

24

ACCOUNTING PANEL - ELECTRIC

Please continue with the Peoplesoft/Job Scheduling
Solution expenditure.

PeopleSoft Job Scheduling Solution is a job scheduler
software that provides for an integrated solution that
ultimately prevents manual errors, processing delays
and work quality degradation. This job-scheduling tool
automates the HR/Payroll-related system job tasks that
are business processes by themselves or are parts of a
business process and will be robust enough to deliver a
solution to the complex scheduling requirements for the
various Company payrolls. CECONY administers several
different types of payrolls, such as weekly payrolls
(for our union workforce), semi-monthly (for our
management payrolls) and retirement payrolls (weekly
and management). While there are many benefits from
the new HR Payroll system, many jobs that used to be
run automatically now must be run and monitored
manually by Payroll. This software will allow those
jobs to be automated once again.

Please continue with the next three projects for the
Law Department.

The Case Management System requires frequent
modifications to accommodate claims processing for

major incidents or litigations involving multiple
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parties (e.g., WTC litigation). The existing
application is 16-bit and uses development language and
a communications gateway that are no longer supported
by the vendor. In addition, because the system was
developed more than ten years ago, it lacks basic
flexibility such as ad hoc reporting or allowing
insertion of files or hyperlinks into other systems.
We are requesting funding in the amount of $500,000 to
replace the system which is comprised of the following
components: Time Allocation, Docket Management, Case
Tracking, Notes and File Room. Each of these systems
is critical to the administration and operation of the
Law Department and enables the department to promptly
respond to claims, court appearances, document
discovery demands and litigation pleadings. Although
the system currently used is functional, it lacks basic
available technology to easily report on the data and
to integrate with other systems. This affects the
ability to most efficiently manage claim and lawsuit
response.

Please continue with the Litigation Management System.
Oour General Litigation section requires a system to
store and manage scanned and coded litigation documents

associated with claims and lawsuits. The system will
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be linked to the replacement Case Management System the
Law Department plans to implement in the near future.
Storage, retrieval and management of claim and
litigation documents are critical for a quick and
successful resolution of these matters. We currently
do not have an electronic system to manage the various
documents associated with claims and litigations
(pleadings, medical records, operating area records,
etc.) and often must resort to working with physical
files. The implementation of this system will provide
efficiency savings and process improvements in
connection with managing claims and lawsuits.

Please conclude with Records Retention Management.
Records Retention Management involves the design and
implementation of an enterprise wide records retention
management system. The application and associated
hardware will allow the management of our records
retention policy, notification of litigation holds,
data collection in response to litigation holds and
electronic discovery production. Our earlier request
to hire three human resources in 2009 (Paralegal, IT
Records Manager and Records Specialist) ig required to
provide on-going support for the system.

Implementation of the system is in response to new

- 124 -



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

ACCOUNTING PANEL - ELECTRIC

federal regulations promulgated in December 2006 that
establish stringent record retention regulations in
connection with litigation. The records management
team and the records management program represent a new

Company initiative to comply with these regulations.

This initiative will manage the Company’s records

retention obligations in a consistent and defensible
manner. Our current program requires strengthening to
address the increasing risks presented by the Federal
e-Discovery rules and the evolving case law in the
area. There is now a heightened attention among our
legal adversaries to exploit any deficiencies in the
legal hold process.

Please continue with JD Edwards System.

This project involves upgrading the JD Edwards Accounts
Receivable System for the latest release to support the
Miscellaneous Accounts Receivable Section of Corporate
Accounting. The JD Edwards system creates invoices and
manages the miscellaneous accounts receivable function
of the Company. This product has multi-company
capability so it supports both CECONY and O&R. This
system is integrated with Treasury Department and with
the Company’s accounting system. The vendor does not

support releases beyond a certain time. The current
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version in production will have reached the end of
vendor support in 2009. In order to continue the
proper support, we must upgrade the system at regular
intervals. Additionally, upgrades allow us to use
newer features that increase productivity and enhance
system use. System upgrades require gqualified
consultants that have experience upgrading the JD
Edwards System.

Please continue with the Enterprise Risk Management
System.

The Enterprise Risk Management (“ERM”) system will
enable the Company to adopt an integrated ERM strategy
by implementing an enterprise-wide framework for
managing risks across business units, locations, and
processes. ERM system’s scalable infrastructure will
provide a risk monitoring platform for multiple
business units including Enterprise Risk Management,
Environmental Health and Safety, Regulatory Compliance,
Emergency Management, as well as NERC and FERC
Compliance. The system will serve as a central
repository and data housing solution for all
information related to riéks, risk owners, events, key
performance indicators (KPIs), key risk indicators

(KRIg), business processes, and controls. ERM system
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is expected to track linkages, correlations, impacts of
Company identified risks as well as the prevention and
mitigation strategies in place to accurately assess
risk. ERM system will allow Company’s management to
customize reporting of critical risk and compliance
data and create centralized views of the data models
acrogs sub-organizations in a hierarchical structure.
The system will ease the process of secure and timely
update of risk ratings (Likelihood, Impact, and
Controllability). In addition, ERM system will improve
the Company’s ability to quantify risks by providing
tools for assessing the effectiveness of O&M and
capital expenditures related to each of the Company’s
defined risks.

Please continue with Other.

Other includes various capital expenditures for
miscellaneous software updates and maintenance for
finance, legal and accounting software currently being
utilized.

REVENUE REQUIREMENT AND ACCOUNTING ADJUSTMENTS -- (AP-9)

Please describe the basis for the revenue requirement
in this filing.
The revenue requirement is based upon our forecast of

electric operations for the twelve months ending March
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31, 2011, and an overall rate of return requirement of
8.29 percent. The increase in the Company’s revenue
requirement is $854,468,000, inclusive of gross
receipts taxes. Company witness Rasmussen discusses a
proposal for a three-year rate plan for the period
ending March 31, 2013.

I show you a document, the first page of which is
entitled, “OPERATING INCOME, RATE BASE AND RATE OF
RETURN FOR ELECTRIC OPERATIONS SHOWING THE EFFECT OF
THE PROPOSED INCREASE IN RATES - TWELVE MONTHS ENDING
MARCH 31, 2011” and ask if it was prepared under your
direction and supervision?

Yes, it was.

MARK FOR IDENTIFICATION AS EXHIBIT (AP-9)
Will you please describe Exhibit (AP-9) 7
Exhibit (AP-9) consists of four schedules.

Schedule 1 summarizes the development of operating
income, average rate base and rate of return for the
rate year as adjusted for the rate increase. Column 1
shows operating income and rate éf return unadjusted,
or as it would be reflected in the books of account,
for the rate year. The operating income before income
taxes is as shown on Exhibit  (AP-5), Schedule 1,

page 1, column 3. The New York State and Federal
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income tax computations in this column are detailed on
Schedule 2, pages 1 and 2, respectively, and the
average rate base in this column is based on Exhibit
(AP-8). Column 2 summarizes certain adjustments to
operating income that are detailed on Schedule 3. The
adjustments to average rate base in this column are
also reflected on Exhibit _ (AP-8). Column 3 is the
summation of columns 1 and 2. Column 4 shows the
effect of the $854,468,000 rate increase. Column 5,
which is a summation of columns 3 and 4, shows
operating income, average rate base and rate of return
for the rate year after factoring in the rate increase.
Schedule 4 summarizes the Regulatory Liabilities due
customers and the Regulatory Assets to be recovered
from customers that are reflected on Schedule 3 and
included in the calculation of the revenue requirement.
What rate of return does Schedule 1 show?
The unadjusted rate of return in column 1 is 5.19
percent. After factoring in the adjustments to
operating income, rate base and the proposed rate
increase, the rate of return on average rate base is
8.29 percent.
What was the electric department’s rate of return for

the actual twelve-month period ended December 31, 20087
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As shown on Exhibit  (AP-1), Schedule 2, page 4,
electric operating income for the twelve-month period
ended December 31, 2008 was $974,893,000. The electric
department’s average rate base for the actual twelve-
month period ended December 31, 2008, as shown on
Exhibit-  (AP-8) was $13,202,379,000. Accordingly,
the actual rate of return for the twelve-month period
ended December 31, 2008 was 7.38 percent. For the
reasons explained throughout this filing, absent rate
relief, the Company is projecting a much lower return
for the rate year.

Will you please explain Schedule 2, page 1?

Schedule 2, page 1 details the New York State income
tax computation for each of the 5 columns shown on
Schedule 1. Column 1 of Schedule 2, page 1 is the
calculation of New York State income tax expense for
electric operations. Starting with book operating
income before income taxes as shown on line 1, we then
set forth on lines 2-43 the various required tax
adjustments to book operating income to determine
taxable income as shown on line 44. We then compute on
line 45 the amount of New York State income tax payable
using the statutory rate applicable to such taxable

income. From the New York State income tax payable so
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calculated, we reflect on line 46 normalizations for
certain items reflected as adjustments to taxable
income and other tax credits to arrive at New York
State income tax expense as shown on line 47. The
itemsg detailed on column 2 of this schedule, which
reflect rate case adjustments, are more fully detailed
on Schedule 3 of this exhibit and are discussed later.
Column 3 is the sum of columns 1 and 2. Column 4 is
the additional New York State income tax to be paid as
a result of the additional revenue requirement and
column 5 is the sum of columns 3 and 4.

Please explain Schedule 2, page 2.

Schedule 2, page 2 details the Federal income tax
computation for each of the 5 columns shown on Schedule
1. Column 1 of Schedule 2, page 2 is the calculation
of Federal income tax expense for electric operations.
Starting with book operating income before income taxes
as shown on line 1, we deducted on line 2 the amount of
New York State income tax previously determined on
Schedule 2, page 1 to arrive at book operating income
before Federal income tax on line 3. We then set forth
on lines 4-54 the various required tax adjustments to
book operating income to determine taxable income as

shown on line 55. We then compute the amount of
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Federal income tax payable on line 56 using the
statutory rate applicable to such taxable income. From
the Federal income tax payable so calculated, we
reflect on lines 57-62 normalizations for certain items
reflected as adjustments to taxable income as well as
amortizations for items normalized in the rate year or
in prior periods to arrive at Federal income tax
expense as shown on line 63. The items detailed on
column 2 of this schedule, which reflect rate case
adjustments, are more fully detailed on Schedule 3 of
this exhibit and will be discussed later. Column 3 is
the sum of columns 1 and 2. Column 4 is the additional
Federal income tax to be paid as a result of the
additional revenue requirement and column 5 is the sum
of columns 3 and 4.

Please explain the adjustments to operating income as
shown on Schedule 3.

Schedule 3 details the adjustments to operating income
as shown on Schedule 1, column 2 by functional income
statement category.

Please describe the adjustment you made to sales
revenues.

The Commission approved the Company’s petition to

accrue unbilled revenues for accounting and regulatory

- 132 -



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

ACCOUNTING PANEL - ELECTRIC

purposes in Case 08-M-1150. The initial recognition of
unbilled revenues results in a one-time earnings
enhancement, which the Commission directed the Company
to defer as a regulatory liability for future customer
benefit. This adjustment reflects the refund of
unbilled revenues of $100.578 million offset by the
recovery of deferred World Trade Center (“WTC")
incident related O&M costs, including interest less
estimated reimbursement from federal Housing and Urban
Development department.

Please describe the adjustments you made to other
operating revenues.

Our adjustments 1(a) through 1(m) reflect items for
which there are deferred balances on the books of
account that the Company is proposing to recover from
customers over a three-year period. Our adjustments
2(a) through 2(1l) reflect items for which there are
deferred balances on the books of account that the
Company is proposing to refund to customers over a
three-year period.

Please discuss adjustments 1(a) through 1(m), which you
are proposing to collect from customers.

our first adjustment 1(a) relates the recovery of

previously deferred WTC-related capital expenditures of
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$75,651,000 over a 30-year period or $2,522,000 per
year that the Company believes are not recoverable from
governmentally sponsored programs.

Your next adjustment relates to Retail Choice. Did the
Company conduct a retail access program in the period
May 1, 2004 through April 30, 20057

Yes, Phase 7 of the Company’s retail access program was
conducted during that period.

Was the Phase 7 program approved by the Commission?
Yes, in an order issued April 4, 2004, in Case 96-E-
0897, the Commission approved Con Edison’s Phase 7
proposal with modifications. First, the Commission
directed the Company to continue the bill credits that
had been applicable to retail access customers in Phase
6, which was to end on April 30, 2004. Second, the
Commission acknowledged that the Company might recover
its unavoided costs associated with providing those
bill credits to retail access customers, provided it
met the standard stated by the Commission.

What costs were represented by the bill credits?

The bill credits were comprised of costs for purchased
power working capital, uncollectibles and energy
procurement that the Company was assumed to avoid when

customers took retail access service.
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Was there assurance that Con Edison would avoid these
costs?

No. That is why the Company was permitted to request
recovery of any costs that it did not avoid.

What standard did the Commission adopt to determine
whether the Company is entitled to recovery of its
unavoided costs?

Con Edison was directed to demonstrate that the Company
could not avoid or reasonably mitigate the costs
represented by the bill credits.

Was the Company able to avoid or reasonably mitigate
costs for customer service functions?

No. The Company’s responsibility for primary customer
service functions is not affected by the migration of
customers to competitive energy suppliers. The Company
must continue to read customer meters, provide services
at the Company’s Call Center and Walk-In Centers and
administer customer accounts. The costs the Company
experienced during the Phase 7 period to provide these
functions remained the same with the exception of Call
Center services, which increased. 1In a study of
customers calls received from customers both prior to
and following their migration to competitive energy

suppliers, the Company found that customers called the
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Company almost twice as many times after migrating to
an energy supplier. For the 2,947 customers that
migrated during September 2004, 1,460 calls were
received during the six-month period after their
migration as compared to 743 calls received in the six-
month period prior to their migration.

With respect to meter readings, no decrease in cost is
experienced since the Company must continue to read
these customers’ meters on the same schedule as
customers that do not migrate. Additionally, all other
back office functions are not impacted by customer
migration. Accounts have the same billing parameters
set up for accepting meter readings and all other
associated billing functions for customers that migrate
as for customers that take supply service from the
Company .

Please continue.

Adjustment 1(b) reflects the recovery over a three-year
period of Retail Choice Phase 7 unavoided costs. The
Company deferred these costs because the Company’s
expenses did not decrease as a result of customers
switching to ESCOs.

Please continue.

In Case 04-E-0572, the Company was permitted to net
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regulatory assets and regulatory liabilities at the end
of each rate year. At the end of the third rate year
in that proceeding, the rate year ended March 31, 2008,
816,775,000 of regulatory assets remained and were
deferred to a separate account. In Case 08-E-0539, the
Commission allowed the Company to collect one third, or
$5,592,000. Our adjustment 1 (c) represents the
recovery of the remaining $11,183,00 over the proposed
three-year rate plan in this proceeding, or $3,728,000.
our fourth adjustment represents the recovery over a
three-year period of interest being accrued at the
unadjusted customer deposit rate on the net-of-tax
balance of items discussed in adjustment 1(c). In Case
08-E-0539, the Commission allowed the Company to
collect $186,000. Our adjustment 1 (d) represents the
recovery of $399,000 ($585,000 of interest less
amortization of $186,000) over the proposed three-year
rate plan in this proceeding, oOr $133,000.

Please continue.

Adjustment 1(e) reflects the recovery over a nine-year
period of previously deferred T&D carrying charges.

The Company proposed the nine-year period as a
mitigating effort in Case 08-E-0539. The accrual of

this carrying charge was authorized in Case 04-E-0572.
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In the third rate year of that proceeding, the Company
accrued $193,833,000 of such carrying charges. Of this
amount $9.5 million was recovered over the period April
1, 2008 though March 31, 2009, leaving a balance of
$184,334,000 for future recovery. We deducted $6
million for carrying charges on capital expenditures
related to the Long Island City outage pursuant to the
Joint Proposal in Cases 06-E-0894 and 06-M-1108
resolving issues raised in the prudence investigation
relating to the July 2006 outage. We further reduced
the amount by $2,172,000 for the over-capitalization of
the A&S transfer credit, $360,000 for the Steam
Incident, and $318,000 for the over-capitalization of
transformer remote monitoring replacements and
installations, all issues resolved in Case 08-E-0539.
The final balance of T&D carrying charges approved by
the Commission in Case 08-E-0539 was $175,484,000.
Continued recovery of this amount over a nine-year
period equates to our adjustment of $19,498,000.

Please continue with your adjustment 1(f).

This adjustment proposes to recover over a three-year
period currently deferred pension and OPEB costs of
$49,723,000 at March 31, 2009 less $6,705,000 of

estimated reductions to the deferral estimated for the
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current rate year April 2009 through March 2010. Thus
the deferred amount is estimated to be $43,018,000,
one-third of which is our adjustment of $14,339,000.
Deferral of pension and OPEB costs is provided for by
the Commission’s Pension Policy Statement.

Adjustment 1(g) reflects the recovery of the estimated
level of deferred SIR costs at March 31, 2010. At
December 31, 2008, the actual balance of such costs
applicable to electric operations totaled $91,800,000
and is expected to increase to a total of $182,594,000
by March 2011 including recoveries in rates. 1In the
interest of mitigating the Company’s rate increase, we
are assuming a ten-year recovery of this amount, or
$18,259,000 per year. The use of the ten-year period
was established in Case 07-E-0523.

Please continue with your next adjustment 1(h).
Adjustment 1(h) reflects the recovery over a three-year
period of the estimated incremental property taxes for
the period July 1, 2008 through March 31, 2003 as
compared to the rate allowance in Case 07-E-0523. The
increase of $75.783 million is primarily due to
increased assessments on the Company’s special
franchise property in New York City. One-third of this

amount is our adjustment of $25,261,000. The Company
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filed an updated petition with the Commission for
deferral treatment on December 31, 2008 that included
information that became known subsequent to the
original petition that was filed on August 1, 2008.

The deferral petition is the subject of a separate Case
08-M-0901 which has not yet been decided by the
Commission. Since DPS Staff was not be able to offer a
recommendation in that separate case until after the
Company’s actual earnings were known for the prior rate
year, the Commission did not act on the Company’s
request to have the deferred amount recovered over
three years in Case 08-E-0539. The earnings
information is now known and this anticipates that the
Commission will grant the Company’s petition in Case
08-M-0901 before a discussion in this case.

Please continue.

Adjustment 1(i) reflects the recovery over a three-
year period of Business Incentive Rate discounts. Most
of the BIR discounts are related to the program
implemented in 2001 with a small amount from the 1997
program. The BIR was included as part of the Electric
Settlement Agreement 96-E-0897. In Case 08-E-0539, the
Company was authorized to recover one-third of its

targeted DSM costs through March 31, 2008 of $1,761,000
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or $567,000. Our adjustment 1(j) represents the
recovery of the remaining $1,174,000 over the proposed
three-year rate plan in this proceeding, or $391,000.
Adjustment 1(k) reflects the recovery over a three-year
period of interest deferrals. Adjustment 1(1) reflects
the recovery over a three-year period of interest on-
SIR costs.

Please continue with your final item to be recovered.
Adjustment 1(m) reflects the recovery over a three-year
period of the Emergency Demand Response and Demand
Reduction programs. On May 1, 2001, per Electric Case
00-E-2054, the Emergency Demand Response Program/
(“EDRP”) was established to pay customers for
voluntarily curtailing their load during a New York
Independent System Operator (“NYISO”) emergency.
Customers are paid by the Company 90% of the amount
paid by NYISO to the Company for curtailments under
this program. The Company retains 10% as compensation
for program costs (excluding Company labor) and lost
delivery service revenues. The balance in this account
represents program cost only. Pursuant to the electric
rate plan per Case 04-E-0572, available credits were
used to offset a portion of this deferred balance.

Adjustment 1(m) reflects the Company’s request to
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recover the remaining $139,000 over three years. On
June 1, 2001, per order issued in Case 00-E-2054, a day
ahead demand reduction program was established, which
allows customers to bid load reductions to NYISO
(through the Company) in response to price level
specified by the Company. If the customer’s bid is
accepted by NYISO, the customer must curtail load and
cannot use on-site generation as a replacement.
Customers who fail to reduce their load in accordance
with their bid will be penalized. Customers are paid
by the Company 90% of the amount paid by NYISO to the
Company for curtailments under this program. The
Company retains 10% as compensation for program costs
(excluding Company labor) and lost delivery service
revenues. The balance in this account represents
program cost only. Pursuant to the electric rate plan
per Case 04-E-0572, available credits were used to
offset a portion of this deferred balance.

Adjustment 1(m) also reflects the Company’s request to
recover the remaining $85,000 over three years.

Please discuss the items included in other operating
revenues that the Company is now proposing to refund to
customers.

our first adjustment 2(a) reflects a refund over three
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years of the Power for Jobs tax credit. Adjustment 2
(b) relates to electric rate Case 90-E-1142, whereby
the Company agreed to sell its existing NO2 emission
reduction credits and forward the proceeds to an
organization in New York City that funds air quality
improvement projects. Adjustment 2(b) reflects a
refund over three years of the remaining unused
emission reduction credits. Per the 2009 Order the
Company is refunding $87,231,000 of various deferred
credits from Case 07-E-0523 in the current rate year.
Adjustment 2(c) reflects a refund over three years of
the remaining credits of $87.280 million, or $29.093
million. Adjustment 2(d) reflects a refund over three
yearg of TSC revenues and associated revenues. The
principal amount on the books at March 31, 2009, is

$21,743,000. Per Commission Order in Case 08-E-0539,

the Company is refunding $7,248,000 in the current rate

year. Our adjustment 2(d) represents the refund of the

remaining deferred TSC revenues of $14,495,000 plus
related interest of $424,000 over the proposed three-
year rate plan in this proceeding, oOr $4,973,000.
Please continue.

Adjustment 2(e) reflects the refund over a three-year

period of electric interference under-spending of
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$22,255,000, or $7.418 million per year. The target
for the 12 months ended March 31, 2009 was $91,985,000
and the Company had actual non-labor electric
interference expenses of $69,730,000 over that time
period. Adjustment 2(f) reflects the refund over a
three-year period of a $5 million network Customer
Average Interruption Duration Index (CAIDI) performance
mechanism revenue adjustment for calendar year 2008.
Please continue with Adjustment 2(g).

As a result of an agreement, referenced in Case 01-M-
1958 between CECONY, the PSC, the NYS Office of Public
Security, the City of New York, and the Attorney
General, resolving the Washington Heights outage and
WTC security initiatives CECONY contributed $1.9
million for electric distribution security, reliability
and communication initiatives. The majority of the
money spent went toward the purchase of the new mobile
emergency command center. Adjustment 2(g) reflects the
refund over a three-year period of the remaining
$753,000. Adjustment 2(h) reflects the refund over a
three-year period of $1.635 million of 802 Allowances,
including interest, as discussed in the testimony of
Company witness Price. Adjustment 2(i) reflects the

refund over a three-year period of $1.831 million
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representing the reconciliation of actual auction rate
interest expense allocated to electric to the amount in
rates per Case 07-E-0523.

Please continue with Adjustment 2(j).

Adjustment 2(j) reflects the refund over a three-year
period of $707,000 relating to the condemnation of
three properties. $667,000 of the total refund is the
proceeds to date for the condemnation of a portion of
the Sprain Brook substation property for a roadway as a
result of the Ridge Hill Village development. The
Company continues to seek additional money in
litigation. Another $30,000 is for a portion of the
frontage on a substation property, New DoOrp Substation,
condemned for street widening. The remaining $10,000
came from the City of New York, which condemned certain
of the Company’s easements in Posen Street, Staten
Island, for the purpose of constructing sewers.
Adjustment 2 (k) reflects the refund to customers of
various property tax refunds. Per Commission Oxder in
Case 08-E-0539, the Company is refunding $5,029,000 in
the current rate year. The Company has an additional
$4.870 million of property tax refunds to be refunded
to ratepayers over three years, as discussed in the

testimony of Company witness Hutcheson.
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Please continue with your final adjustment 2(1).

Our last adjustment 2 (1) refunds to customers over
three years interest on the gain on sale of First
Avenue Properties amounting to $2.719 million.

Will you please describe Schedule 47

Schedule 4 summarizes by rate year and in total, those
items reflected on Schedule 3, and in the calculation
of the revenue requirement, that are reflective of
customer credits and debits. In summary, over the
period of the proposed three-year rate plan, recovery
of some $100.9 million of debits in excess of credits
as shown on Exhibit _ (AP-9), Schedule 4, is
required.

XI. AVERAGE RATE BASE - (AP-8)

Would the Accounting Panel please discuss the average
rate base?

Yes. The average rate base is shown on Exhibit _
(AP-8) and consists of three pages.

Please describe the exhibit.

The first two pages show the average rate base for the
actual twelve months ended December 31, 2008 in column
1; the adjustment to the historic year to reflect
conditions in the rate year absent a rate filing in

column 2; the average rate base for the rate year
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absent a rate filing in column 3; the adjustments to
the average rate base in the rate year as a result of
this filing in column 4; and the fully adjusted average
rate base for the rate year upon which the proposed
rate increase is based in column 5. Page 3 details the
items in working capital as shown on page 1, line 13.
Please describe the various items that are listed in

the first three columns of pages 1 and 2.

Lines 1 through 3 show the average book cost,

accumulated provision for depreciation and net plant
balance and line 4 shows the average balance for NIB-
CWIP. Historic year levels on lines 1 through 4 were
developed from the books and records of the Company.
The rate year levels were previously discussed.

Please explain line 5.

Line 5 represents unbilled revenue. AS previously
discussed, it represents unbilled revenue offset by the
recovery of deferred WIC-related O&M costs including
interest less an estimated reimbursement from HUD, and
the remaining balance from the 2008 case.

Please continue with lines 6 and 7.

The two lines reflect the electric portion of preferred
stock expense and the unamortized balance of debt

discount, premium and expense, regpectively, as
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additions to rate base. This rate base treatment was
directed by the Commission’s Order on Rehearing in
Electric Case 27353. Line 8 represents the average
balance of deferred fuel, net of federal income tax.
This amount represents 30 days of recoverable fuel
costs. Deferred fuel is comprised of deferred MSC/MAC
costs. Line 9 primarily represents interest related to
a Federal Income tax audit adjustment for tax years
1995-1997. Line 10 represents the average unamortized
balance of the carrying costs associated with the
Hudson Farragut Interconnection, which continues to be
amortized over the 30-year lease period.

Please continue with your explanation of line 11.

Line 11 shows the balance of customer advances for
construction. These are funds provided by customers
for the construction of utility services on their
premises. Line 12 represents the average balance of
the Metropolitan Transportation Authority (“MTA")
surcharge paid but