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IN SUPPORT OF A PERMANENT ELECTRIC RATE INCREASE

l. OVERVIEW OF PROCEEDING

A. Procedural Overview

1. Initial Filing
On May 4, 2007, Consolidated Edison Company of New York, Inc. ("Con Edison" or the

"Company") filed with the Public Service Commission (the "Commission™) a proposal to
increase the charges for electricity service and make other changes to its Schedule for Electricity
Service, P.S.C. No. 9 - Electricity, and its Schedule for Retail Access, P.S.C. No. 2 - Retail
Access. Con Edison also proposed to increase the charges for electric service and make other
changes to its Schedule for New York Power Authority (“PASNY”) Delivery Service - PASNY
No. 4 and to its Schedule for Economic Development Delivery Service ("EDDS") as applicable
to EDDS No. 2 delivery to economic development customers. Under the Company’s initial

filing, these changes were to become effective June 3, 2007. The rates contained in these



amendments were designed to produce a revenue increase of $1.225 billion or an average
increase of approximately 11.6 percent, including projected supply costs and gross receipts
taxes, based on the estimated level of sales for the Rate Year, i.e., the twelve months ending
March 31, 2009.

The Company also presented a three-year rate proposal as an alternative to a one-year
rate plan. Under the Company’s proposal, the rates for the first rate year would be the base from
which projections are made for the second and third years of the three-year plan. These
projections result in the Company seeking increases in the second and third rate years of $323.1
million and $381.0 million, respectively.

2. Leaves Suspended

By orders dated May 23, 2007, and September 21, 2007, the Commission suspended the
proposed electric rates first through September 30, 2007, and subsequently through March 30,
2008.

3. Conferences

On or about June 6, 2007, the Company held a Technical Conference for all interested
parties. Five Company presenters provided overviews of areas addressed in the filing, including
infrastructure investments, customer service, energy efficiency, financial issues and rate design,
and answered questions from the parties.

By notice dated May 30, 2007, a Procedural Conference was held on June 18, 2007,
before Administrative Law Judges William Bouteiller, Elizabeth H. Liebschutz, and Michelle L.
Phillips to discuss procedures for the case and a case schedule. Additionally, Company

representatives were once again made available to provide an explanatory overview of the



Company filing and answer questions. At that conference, the judges requested that the parties
state for the record their major areas of interest in the case.

Also discussed was the Company’s stated intention to supplement its testimony on
revenue decoupling at the update stage of the proceeding. The Company’s initial filing
addressed the issue of revenue decoupling, pursuant to the direction of the Commission in its

Order Requiring Proposals for Revenue Decoupling Mechanisms, issued April 20, 2007, in Case

Nos 03-E-0640 and 06-G-0746. However, since the order issued only two weeks before the
Company’s rate filing, the Company’s testimony explained that it was presenting its principles
for revenue decoupling but that it needed additional time to address the mechanics and other
details of its proposal.

4. Active Parties

In addition to the Company, the latest Active Party List in this proceeding lists the
following parties: Department of Public Service Staff ("Staff"), New York State Consumer
Protection Board ("CPB"), City of New York ("NYC") through the New York City Economic
Development Corporation ("NYCEDC") and the Metropolitan Transportation Authority
("MTA"), County of Westchester ("Westchester"), New York Power Authority ("NYPA"),
Natural Resources Defense Council ("NRDC"), Pace Energy Project ("Pace"), New York State
Energy Research and Development Authority ("NYSERDA"), New York Energy Consumers
Council, Inc. ("NYECC"), Utility Workers Union of America, AFL-CIO, Local 1-2 ("Local 1-
2"), E Cubed Company, L.L.C. and Joint Supporters ("Joint Supporters"), Retail Energy Supply

Association ("RESA"), Direct Energy Services, LLC ("Direct"), Small Customer Marketer

! Following the Procedural Conference and in order to enable Staff and other parties to respond to the Company’s
proposed mechanism in their direct testimonies, the Company agreed to provide these mechanics and details before
filing its update and rebuttal testimony. The Company filed supplemental testimony providing additional details on
the Company’s revenue decoupling mechanism on July 13, 2007.



Coalition ("SCMC™"), Consumer Power Advocates ("CPA"), ARE-East River Science Park, LLC
(“ARE-ERSP”), Astoria Generating Company, LP ("AGC"), New York City Housing Authority
("NYCHA"), Energy Curtailment Specialists, Inc. ("ECS"), Consolidated Edison Solutions, Inc.
("CES™), Strategic Energy, LLC ("Strategic™), Senator Reverend Ruben Diaz, Central Hudson
Gas & Electric Corp. (“Central Hudson”), Comverge, Inc. (“Comverge”), Constellation
NewEnergy, LLC (“Constellation™), Cross Hudson Corporation (“Cross Hudson”), Energetix,
Inc. (“Energetix”), Energywiz Inc. (“Energywiz”), EnerNOC, Inc. (“EnerNOC”), Hess
Corporation (“Hess™), IDT Corporation (“IDT”), Independent Power Producers of New York,
Inc. (“IPPNY™), Integrys Energy Services of New York, Inc. (“Integrys”), Itron, Liberty Power,
National Energy Marketers Association (“NEMA”), New York City Council (“NYC Council”),
NRG Energy, Inc. (“NRG”), Assemblyman Richard L. Brodsky, NYSEG/RG&E, Port Authority
of NY & NJ (“Port Authority”), Public Utility Law Project (“PULP”"), Reliant Energy, Inc.
(“Reliant”), Science Applications International Corp. (“Science Applications™), Suez Energy
North America, Inc. (“Suez”), U.S. Energy Savings Corp. (“USESC”), and Western Queens

Power for the People Campaign (“WQPPC”).

5. Discovery

During the course of discovery in this proceeding, the Company responded to over 1,100
interrogatories (the majority of which were multi-part) propounded by the various parties after
the Company’s rate filing on May 4, 2007. In connection with its preparations for rebuttal
testimony and cross examination at hearings, the Company served more than 200 discovery

requests on Staff and other parties.



6. Preliminary Accounting Update

In order to assist the parties in the preparation of their direct testimonies, the Company
agreed to requests from Staff and other parties to provide a preliminary update to the proposed
revenue requirement several weeks to a month before the date that the parties’ direct testimony
would be due. The Company provided this update on August 7, 2007. The update showed that
the Company planned to reduce its proposed increase in revenue requirement by approximately
$20 million, from $1.225 billion to $1.206 billion. This decrease reflected generally lower
property taxes.

7. Testimony of Other Parties

On September 7, 2007, fifteen parties filed 33 pieces of testimony, plus numerous
supporting exhibits, in response to Con Edison's electric rate filing. These parties included:
Staff, NYC, Westchester, CPB, NYPA, NYECC, RESA/Direct Energy, CPA, Local 1-2, Joint
Supporters, AGC, Pace/NRDC, ECS, NYCHA, and NYSERDA.

8. Rebuttal/Update Testimony

On September 28, 2007, the Company updated its rate filing, which reflected the
preliminary update provided to the parties in August and additional updates based upon
information that became available after August 7, 2007. The Company filed testimony
explaining the updates and rebutting positions taken by Staff and other parties in opposition to
various aspects of the Company’s filing. Twenty-one Company witnesses submitted update
and/or rebuttal testimony. Rebuttal testimony was also filed by three other parties: NYC, Staff,

and Local 1-2.



9. Hearings

Hearings were conducted on eleven days between October 17, 2007, and October 31,
2007. Presiding over the hearings were Administrative Law Judges William Bouteiller, Michelle
Phillips, and Rudy Stegemoeller.> The Judges were joined by Commissioner Robert E. Curry for
the examination of certain witnesses. In addition to the Company, the following parties
submitted appearances during the course of the hearings: Staff, CPB, NYC, Westchester,

NYPA, NRDC, Pace, NYSERDA, NYECC, Local 1-2, Joint Supporters, RESA, SCMC, CPA,
AGC, NYCHA, ECS, CES, and Strategic.

During the hearings, 20 Company witnesses, 11 Staff witnesses, and 10 witnesses for
other parties were made available for cross examination. Among the other parties making
witnesses available for cross examination were: NYC, NYPA, NYSERDA, CPB, NYECC,
Westchester, and Local 1-2.

B. Overview of the Rate Request

The Company is seeking to increase its rates by $1.2 billion for the twelve-month period
ending March 31, 2009 (“Rate Year”).> The rate request is a function of two major elements:

e the Company’s forecast of capital spending requirements necessary to maintain,
replace and upgrade its electric transmission and distribution system and
operation and maintenance (“O&M?”) expenditures for new programs designed to
maintain and improve the quality, safety and reliability of the Company’s electric
service (approximately $685 million); and

e the impact of rate moderation measures that were used in setting rates in the
Company’s last electric rate proceeding (approximately $515 million).

2 Administrative Law Judge Stegemoeller replaced Administrative Law Judge Elizabeth Liebschutz early in this
proceeding.

* The Company’s May 4, 2007 rate filing reflected a rate request of $1.225 billion. This amount was reduced to
$1.2 billion in the Company’s September 28, 2007 formal update.



1. Cost Drivers of Forecasted Expenditures and New Programs

For the reasons explained by the Company’s witnesses, in particular, its Infrastructure
Investment Panel, the Company must continue to make substantial and increasing investments to
maintain, reinforce and upgrade its electric system to meet the growing needs of its customers
and to provide the necessary funds to meet its financial obligations and maintain the Company’s
financial health and credit ratings. This includes:

e carrying costs on the approximately $6 billion that the Company is planning to

invest in upgrading, reinforcing and replacing its electric infrastructure over the
next three years (approximately $235 million of carrying costs in the first rate

year);

e about $280 million in increased O&M expenses relating primarily to programs in
support of its infrastructure;

e changes to depreciation rates and the recovery of the depreciation reserve
deficiencies amounting to $100 million; and

e an increase of $115 million in the return to investors required to attract the
necessary capital in the current environment.

Forecasted growth in electric sales is expected to partially offset these increases by $20 million.

In order to carry out this proposed infrastructure program, the Company expects to raise
more than $3.5 billion of incremental funds in the financial markets in 2007 and 2008 alone.

The proposed rate increase would enable Con Edison to maintain the financial strength and
flexibility necessary to raise the capital it requires at a reasonable cost to consumers.

In addition, a major aspect of the Company’s filing is a new program to promote demand
side management (“DSM?”), in light of heightened concerns over the environmental impacts of
generation and increasing concern over global climate change. The Company’s proposed DSM
program to achieve at least 500 MW of demand reduction by 2016 is in furtherance of New York

State, New York City, and Westchester County policies to pursue all available cost-effective



energy efficiency measures in order to reduce the environmental impacts of electricity, including
Governor Spitzer’s proposal to reduce energy consumption 15 percent by 2015, Mayor
Bloomberg’s goal of reducing greenhouse gases 30 percent from current levels by 2030, and
Westchester County Executive Spano’s formation of a climate change task force charged with
producing a county-wide action plan to reduce greenhouse gas emissions and promote
sustainable development.

The Company’s program would provide multiple benefits to customers by reducing
fossil-fuel generation emissions, such as CO,, which result in global warming, and nitrous
oxides, a major contributor to smog. And while difficult to quantify, the benefits from reducing
customer demand can be expected to result in lower capacity prices, lower peak period energy
prices, or both, which would translate to reductions in the energy portion of customer bills.
Additionally, customers participating in selected programs will benefit directly through energy
cost reductions

Investment in the Company’s infrastructure will result in both immediate and long-term
benefits to the Company’s customers by enabling the Company to continue its record as the most
reliable utility in the country. As is the case for other critical infrastructure that serves New
York City and Westchester - roads, bridges, and water mains, to name a few - Con Edison’s
electric delivery system must be continually maintained, upgraded and, at times, replaced, so that
it remains capable of providing the high levels of reliable electric service that customers have
come to expect. In addition, the proposed rate increase would provide the necessary funding for
new and ongoing programs that seek to support economic growth, improve public safety,
enhance the quality of customer service, improve storm response, and pursue and implement

advanced technologies.



In total, these forecasted increases in expenditures and operating costs from the levels
established three years ago would result in a 7.3 percent increase in customer bills (or a 23.6
percent increase in delivery rates). However, this represents only approximately 63 percent of
the rate request.

As explained in more detail below, the remaining portion of the rate request is
attributable to the rate moderation measures that were used to set rates in the Company’s last
electric rate case. That is, even if the Company were not forecasting any increases in capital
spending, proposing any new operating programs or forecasting material increases in various
expenses, current rates must be adjusted upward, effective April 1, 2008, by approximately $515
million, to reflect the current costs that were approved in the last rate case.

2. Cost Drivers of Existing Rate Plan

The Company is currently operating under the terms of a Joint Proposal adopted by the

Commission in Case No. 04-E-0572 (“2005 Rate Plan”). Order Adopting Three-Year Rate Plan,

issued March 24, 2005 (2005 Rate Plan Order”). The 2005 Rate Plan, which went into effect
on April 1, 2005, provided for modest rate increases of $105 million and $220 million in the first
and third years (i.e., commencing April 1, 2005, and April 1, 2007, respectively). However,
these rate increases were substantially understated. They relied upon the Company’s retaining
substantial customer credits in lieu of rate increases to fund a substantial portion of capital
spending and increases in operating expenses. They also reflected less than the Company’s
forecasted level of capital spending.

As aresult, all else being equal and as more specifically explained below, existing
electric rates will be understated by approximately $515 million when the 2005 Rate Plan

expires on March 31, 2008, of which approximately $250 million is attributable to deferred net



accounting credits and net cash proceeds from the sale of properties that will not continue after
expiration of the 2005 Rate Plan; approximately $90 million is attributable to the recovery of
deferred costs; and approximately $195 million is attributable to the inclusion of plant added to
rate base above the level provided in the 2005 Rate Plan.

a) Use of Customer Credits to Mitigate Rate Request

The 2005 Rate Plan provided for the Company to retain various customer credits to
mitigate the rate increase that would otherwise have been necessary to implement the cost of
service underlying the rate plan. These credits are explicitly set forth on Appendix B to the 2005
Rate Plan. No party that participated in that proceeding or reviewed the rate plan document
could reasonably claim surprise that a rate adjustment would be necessary for the twelve months
ending March 31, 2009, to offset expiring credits.

As shown on Appendix B, under the column heading “RY3,” the total amount of credits
reflected in the rates for RY3 is $308 million. Of the amount, however, $60 million is
attributable to annual proceeds from the auction of Transmission Congestion Contracts
(“TCCs”), which the Company is proposing to continue to reflect in the revenue requirement for
the Rate Year. Thus, the amount of “expiring credits” attributable to RY3 amounts to
approximately $250 million.

Accordingly, there can be no question that electric rates must be increased effective April
1, 2008, by approximately $250 million to fill this gap, which is equivalent to approximately
twenty percent of the requested rate increase.

b) Recovery of Deferred Costs

The second component of the existing rate plan that is driving a substantial portion of the

rate request (approximately $90 million) is the recovery of certain costs recognized in the 2005
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Rate Plan but for which base rates were not adjusted. Specifically, the Company needs to
recover in the Rate Year:

e approximately $34 million of the deferred costs that are projected to accumulate
by the end of the 2005 Rate Plan for World Trade Center expenditures;*

e approximately $66 million of the deferred carrying costs on T&D capital
expenditures above the level included in rates during the third year of the 2005
Rate Plan;®

e an increase of approximately $100 million reflecting actual pension costs incurred
during the 2005 Rate Plan above the level provided in rates; and

e adecrease of approximately $50 million for actual property taxes that were below
the current rate allowance.

These net increased costs of approximately $150 million are partially offset by
approximately $60 million of the credits remaining from the sale of the First Avenue properties
and credits associated with federal and state income tax benefits that accumulated during the
term of the 2005 Rate Plan.®

These adjustments account for approximately $90 million, or approximately 7.3 percent,
of the requested rate increase.

C) Capital Spending Targets

The 2005 Rate Plan provided for a level of funding for capital projects less than the
Company’s forecast, reflecting instead an amount developed by trending the level of historic

expenditures and projects actually achieved by the Company, and established a reconciliation

* As explained below, the Company is proposing to recover these O&M and capital interference costs over periods
of three and thirty years, respectively. The total amount of deferred costs is $156 million (which includes $60
million that has been transferred to plant in service). The $34 million reflect the amount of these costs to be
collected in the Rate Year.

> The deferred carrying charges for the third year are forecasted to be approximately $198.8 million, which the
Company proposes to recover over a three-year period.

® The total amount of the credits are projected to be $180 million, which the Company proposes to pass back to
customers over three years at the rate of $60 million per year.

11



mechanism for the Company to defer the carrying costs of capital expenditures above the
targeted levels.’

While the capital expenditure reconciliation mechanism provided short term benefits to
customers in that the carrying costs of plant above the target were deferred, this same mechanism
is now placing upwards pressure on rates going forward.® That is, recovery of the deferred
carrying costs for the third rate year and the delayed inclusion in rate base of amounts spent over
the course of the 2005 Rate Plan reflect a significant portion of the rate increase that the
Company is now seeking.

Specifically, during the first two years of the 2005 Rate Plan, the Company made capital
expenditures of approximately $ 1.2 billion and $1.5 billion, respectively, and projects
expenditures of approximately $1.7 billion in the final rate year. The Company is projecting that
its average net plant balance for the third rate year of the 2005 Rate Plan will be $1.5 billion
higher than the level included in rates.

As explained by the Company’s Chief Financial Officer, Company witness Robert
Hoglund, the Company needs cash to fund its capital expenditures and delayed recognition of
capital expenditures in rates has put a tremendous strain on the Company’s ability to raise and
borrow money as well as maintain its credit rating.

The inclusion of plant added to rate base above the level provided in the 2005 Rate Plan
accounts for approximately $195 million, or approximately sixteen percent, of the requested rate

increase.

" As explained below, the 2005 Rate Plan also included a regulatory oversight provision that required the Company
to submit annually comprehensive reports as to its actual and forecasted capital expenditures for each year of the
rate plan.

® As indicated above, the Company projects that it will have deferred carrying costs on plant for RY3 of $198.8
million at the end of the third rate year. The 2005 Rate Plan also provided for the Company to offset deferred
carrying charges for RY1 and RY2 (which amounted to $60.0 million and $138.7 million, respectively) by utilizing
available credits.
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3. Overall Reaction of Other Parties

The proposed adjustments to the Company’s rate request vary widely. For example, Staff
proposes that the Company be granted an increase of $642 million, while Westchester proposes
that increase be limited to $184 million. Other parties (e.g., NYC) propose that rates be capped
at some unstated level (while also proposing various approaches to allocating costs among the
Company’s customer groups).

As discussed in more detail below, while Staff’s recommendations were driven by
detailed analysis of the Company’s projected expenditures and forecasted costs and expenses,
the recommendations of many other parties were primarily driven by the magnitude of the rate
request and the resulting impact on customers.

In addition, although several parties raised general concern with the magnitude of the
Company’s capital spending levels during the 2005 Rate Plan, no party identified any capital
project that should not have been undertaken by the Company, and no party takes issue with the
need to adjust the Company’s electric rates to reflect expiring credits, the recovery of deferred
costs or additional carrying charges attributable to the capital spending under the 2005 Rate Plan
(other than Westchester’s tacit rejection of these adjustments by proposing a rate increase limited
to $184 million and proposals by some parties to amortize the recovery of some of those deferred
costs over a longer period than the three years proposed by the Company).

As Company witness Mr. Rasmussen explained, the impact on future electric rates of
expiring credits, the recovery of deferred costs and the increase in the Company’s average net
plant balance were well known to all parties to the prior proceeding, which are essentially the
same parties to this case, and to the Commission itself. Westchester’s statement that a reduction

in the requested increase from $1.225 billion to $184 million “can be accomplished without harm
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to the Company, its ratepayers, or the reliability of the system” (5445) is not only irresponsible
but highly disingenuous. For example, its statement that “the Company received a rate increase
at roughly the rate of inflation while at the same time it was able to invest over $3 billion in
Transmission and Distribution Plant” (5446) blatantly ignores the fact that the modest rate
increases reflected in the 2005 Rate Plan were made possible only through deferral of a large
portion of the required rate increase in this proceeding via the use of customer credits, deferred
accounting and a reconciliation mechanism implemented in connection with a consciously
understated capital forecast.

As to the impact on customer bills, the Company explained that while it shared other
parties’ concern with the impact of its request on customer bills, and that it is not its preference
to request an increase of this magnitude, the Company determined that the level of the increase
requested could not be avoided, as it reflects the Company’s best judgment as to the programs
necessary for it to maintain the safety and reliability of its electric service. Nor would it serve
the long-term interests of either customers or investors if the Company failed to address the
major costs represented in the revenue requirement. The Company submitted voluminous
testimony demonstrating that each of the programs proposed by the Company are necessary to
support economic growth in the Company’s service territory, maintain or improve reliability,
meet safety and environmental requirements, meet various Commission mandates, and
modernize its aging infrastructure, among other important objectives.

As stated by Mr. Rasmussen:

The Company has been explaining for the last several years the fact that the load

is growing and that there is a need to invest in infrastructure. In fact, one need

only listen to the news to see that throughout the Country the infrastructure needs

upgrading. Bridges fall, water mains break and roads cave in. All around us the

infrastructure needs to be upgraded. Con Edison is trying to get out in front and
upgrade its infrastructure, from building new substations to refurbishing

14



transmission lines to adding new feeders to removing the rear end lot poles, [sic]
the Company is working hard to invest in its facilities and upgrade them so that
we are ready to serve for New York’s needs, today and tomorrow. (2458).

Moreover, the rate request reflects material increases in costs that the Commission
recognizes as being outside the Company’s control, in particular, property taxes and
pension/OPEB costs. While the protests to the rate request were laced with allegations as to the
already high level of the Company’s electric rates as compared to the rates of other electric
utilities, the reasons for these high levels are a direct reflection of the environment in which the
Company operates. People who live and/or work in New York recognize and accept that New
York is a high cost area. They bear some of these high costs directly and others indirectly,
through utility rates and the rates for other services to which they subscribe. (5110). At the same
time, while electric rates may be higher when compared to the rates of other utilities, due to
various factors including the nature of the Company’s service territory (5113), electric bills are,
on average, lower than in other parts of the country.

It also bears emphasis that a material portion of these higher costs are government-
imposed. For example, New York City and Westchester property and other taxes make up about
$1 billion of the Company’s rate structure, accounting for more than 20 percent of the cost of
electric service to customers. (Exh. 84, Sch. 1, p. 6). Yet, notwithstanding Westchester’s very
broad and conclusory statements as to the Company’s current rates and the potential impact of
the rate request, the Westchester Panel acknowledged that in formulating their recommendations
they did not even consider asking Westchester County to forgo, even in part, the additional
property and sales taxes it stands to receive from the Company’s request. (5490).

While the Company disagrees with many of its proposed adjustments, Staff took the

correct approach in undertaking a comprehensive evaluation of the Company’s proposed
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programs, based upon the Company’s comprehensive testimonial presentation, as supplemented
by detailed workpapers and extensive additional information provided by the Company’s
response to over 1,000 discovery requests. The Commission should give no weight to the
requests of other parties that did not undertake such analyses but nonetheless call for arbitrary
and global reductions in projected capital and O&M spending levels. The Commission’s
processes provide all parties with a full opportunity to examine the Company’s proposed
spending levels, and there is no basis for NYC’s claim that “[i]t is very difficult for interveners,
and even DPS Staff, to analyze a utility’s Capital and O&M budgets and recommend elimination
of specific projects.” (4500).

Clearly, the Staff Infrastructure Panel was of a different view, stating “[o]ur review of the
Company’s work papers and responses to our interrogatories regarding O&M program costs
demonstrate that the costs are necessary and appropriate” (4065) and “[w]ithout analyzing the
underlying causes for the increased [capital] budget, including major project and program
changes, Westchester’s proposal is not reasonable in that it does not ensure customers will be
provided with both safe and reliable service.” (4066-4067).

Nor should the Commission countenance CPB’s attempt to reject various Company
O&M programs by claiming in its testimony that it was not provided with adequate information
in response to its discovery requests. As the record amply demonstrates, not only did CPB raise
not a single objection to the quality of the Company’s responses to its discovery requests prior to
the submission of its testimony (or thereafter, for that matter), and not only has CPB failed to
identify specific credible deficiencies in the Company’s responses, instead making broad and

unsupported claims of deficiencies, CPB received copies of the very same responses that Staff

16



testifies adequately explained the reasons and nature of the Company’s proposed programs.
(4065).

Finally, while the Company recognizes that various matters at issue in this proceeding go
to the timing of the Company’s recovery of certain costs, as opposed to its right to recover such
costs, the Commission must give serious consideration to the cash flow implications and impacts
on future rates of long term amortizations. The transition from the 2005 Rate Plan is ample
evidence that bill impacts to customers are delayed, but not avoided, when rates do not reflect
the Company’s current costs.

For the foregoing reasons and the reasons hereafter set forth in this Brief, the
Commission should adopt the entirety of the Company’s one-year rate request as proposed, or its
alternative three-year rate plan proposal, including the rate adjustments necessary to address the
impact on rates of the expiration of the 2005 Rate Plan.

1. RATE BASE

A. Capital Expenditures

1. Transmission and Distribution

a) The Company’s Presentation

Con Edison’s Infrastructure Investment Panel (“the 11P””) — John F. Miksad, Senior Vice
President — Electric Operations and William Longhi, Senior Vice President — Central Operations
— presented Con Edison’s transmission and distribution (“T&D”) capital-expenditure
requirements for the years 2008 through 2010.° (1699-1895; 1898-2041; Exhs. 120-140). The
I1P addressed the Company’s overall need for capital investment in T&D infrastructure during

this period. (1701-1708). The 1IP’s overview of the Company’s service area and its T&D system

° The IIP presented the Company’s capital programs and projects on a calendar-year basis that is consistent with the
Company’s budget for these expenditures.
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demonstrated that continual focus on both day-to-day operations and planned investments is
essential for maintaining the safe and reliable electric service that is “critical for both the
economic growth of the region and the health and well being” of over nine million people in
New York City and Westchester County. (1703-1704). The T&D system is experiencing
increased capacity requirements because of sustained economic growth and, at the same time,
significant portions of the T&D infrastructure is aging and must be maintained, restored, and
programmatically replaced. For example, 81 percent of the underground transmission feeders
currently average 41 years of service and use technology (dielectric fluid-filled steel pipe) first
deployed over 60 years ago. (1704-1705). The average age of the 33,300 miles of overhead
distribution cable is about 40 years, and the average age of the Company’s 91,000 miles of
underground distribution cable is over 24 years (primary cable) and over 37 years (secondary
cable). (1706-1707).

The sheer bulk of the distribution system in terms of the amount of facilities and
equipment that must be maintained, expanded, and renovated is a dominating factor in
establishing Con Edison’s requirements for infrastructure investment. The distribution system
consists of 76 secondary networks and load areas supplied from 57 area substations. The
underground portion of the system is comprised of 262,700 manholes and service boxes and
25,500 transformers interconnected by 23,700 conduit miles of duct containing about 91,000
miles of cable. The overhead portion of the system is comprised of 46,650 transformers and
33,300 miles of cable supported on 205,000 poles. (1706-1707). These facilities and equipment
supply about 40 percent of New York State’s peak electricity demand.

The Company organizations responsible for the operation of the T&D system are

Substation Operations (area and switching substations), Electric Operations (the underground
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and overhead distribution system), and System and Transmission Operations (“S&TQO”)
(transmission system and energy control center). The IIP presented the Company’s T&D capital
program and project requirements for each of these three organizations in the following six
categories — each reflecting an essential component of the Company’s responsibility for
providing safe and reliable service:

e Support Economic Growth — projects required to meet the forecasted increase in
customer demand. This includes projects associated with generation
interconnections.

e Improve System Reliability — projects designed to maintain and improve the
reliability of the Company’s transmission and distribution infrastructure both in
the near and long term.

e Public Safety and Environmental Improvements — projects aimed at reducing the
probability of an event endangering the safety of the public or an event that
adversely affects the environment.

e Storm Hardening and Response - projects designed to make the Con Edison
system more storm resistant, shorten the duration of storm related outages and
improve communication to customers and other stakeholders during a storm
event.

e Advanced Technology — projects utilizing cutting-edge technology to enhance
operating and engineering models of the system, in order to make timely

decisions to improve reliability.

e Process Improvement — projects designed to streamline processes and improve
efficiency. (1702-1703).

The IIP presented capital programs and projects under these categories in the total
amount of $1,834.8 million in 2008 and $1,771.9 million in 2009, equating to rate year
expenditures of $1,819.1 million.*

Q) Support Economic Growth

1% The capital costs discussed in this Brief reflect the costs presented in 11P’s updated filing. (1989-1918, Exhs.
130-133). The Rate Year revenue requirement reflects a blend of capital costs for 2008 (nine months) and 2009
(three months).
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The total electric demand in Con Edison’s service territory continues to grow at
approximately 1.5 percent per year. Against a base load of about 13,000 megawatts (“MW?”) in
2007, this equates to load growth of about 1,000 MWs over the five year period through 2012.
(1710, Exh. 120, p. 1). The Company’s filing in this proceeding reflects support of the energy
issues recently cited in the Governor’s and Mayor’s future energy plans. Electricity use has
increased more than 20 percent over the past 10 years, and the Company is responding with a
two-fold approach. As discussed in more detail in the Demand Side Management/Energy
Efficiency section of this Brief, the Company proposes energy efficiency measures which will
help slow the rising demand for power. At the same time, the Company needs to increase
investments in order to maintain a reliable, resilient, and robust infrastructure necessary to meet
the needs of a growing population and an increasing demand for electricity. Con Edison’s
capital program provides for the increased substation, transmission, and distribution
infrastructure necessary to support existing and expected new load growth.

(a) Substation Operations

Con Edison’s 58 area substations supply the electric demand of Con Edison’s 78 load
areas up to the design capacity of the substations’ transformers.'* (1706). The Company takes a
variety of actions (load relief measures) to maximize the ability of its substations to supply
customer demand without the construction of costly new substations. These measures include
installing transformers, capacitors, and transformer cooling equipment to maximize substation
output, transferring electric load from substations near or at capacity to nearby substations with
“spare” capacity, and focusing demand side management programs in targeted areas to defer the

need for substation construction. (1710-1711). Inevitably, however, load growth reduces

1 The number of Company substations and load areas have increased since the Company’s initial filing in May
2007.
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available margins of unused substation capacity to the point where there is no alternative other
than to construct new area substations in sufficient time to meet projected load growth. Exhibit
120, pp. 3 and 4 shows the ongoing loss in area substation capacity margin from 2006 through
2011 even with the implementation of the load relief measures contemplated by the Company’s
current capital construction plan. (1711).

Con Edison’s switching substations transfer bulk electric power from generation sources
to the Company’s area substations. Similar to the process described above, growing demand
from area substations reduces the unused capacity of switching stations. In these cases, the
Company takes actions to maximize switching station capacity, such as connection of new
generation supply, installation of phase angle regulators and series reactors, and load transfers
(1726), but inevitably new switching stations must be built in time to supply projected load
growth.

In 2008, Con Edison projects capital expenditures of $453.3 million for the construction
of eleven area and switching substations and the addition of capacity at existing substations. In
2009, Con Edison projects capital expenditures of $409.53 million for substation construction

and capacity additions. (1712-1727; 1900-1911; Exh. 130, p. 1).

(b)  System and Transmission Operations

The 885 MW Poletti Generating Station currently supports the growing load in Con
Edison’s East 13" Street load pocket. The retirement of the station in 2010 will require
replacement of this generating capacity. Con Edison expects to reconfigure the existing feeders
Q35 L & M connecting the Poletti Station to the East 13" Street Switching Station to install a

new 345 kV connection between the existing feeders and one or both Astoria Switching Stations
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to connect to the generation resources supplying those switching stations. The costs of this
project in 2008 and 2009 will be about $36.4 and $54.6 million, respectively. (1735-1736; Exh.
132).

System and Transmission Operations will also continue its program to install dynamic
feeder rating systems on selected feeders to more accurately calculate feeder loading capability
at a cost of $1 million in each of 2008 and 2009. (1736; Exh. 132).

(©) Electric Operations (Distribution System)

To address load growth on the distribution system resulting from increased consumption
of electricity and the addition of new customers during 2008 and 2009, Con Edison’s Electric
Operations Organization will install, reinforce, and upgrade primary network feeder cables,
network transformers, underground secondary cable, non-network primary and secondary cables
and wires, non-network transformers, and underground and overhead services and will transfer
load between networks in the distribution system to relieve potential overloads. Capital
expenditures for this work will be about $339.5 million in 2008 and $336.5 million in 2009.
This consists of area substation relief ($48.6 and $48.2 million in 2008 and 2009, respectively),
unit substation relief ($6.4 million each year), reinforcement of primary feeders and secondary
cable ($59.4 and $57.8 million, respectively), infrastructure additions to connect new customers
($144.3 and $142.7 million, respectively), and related purchases of transformers ($69.2 million
each year) and meters ($11.9 and $12.3 million, respectively). (1737-1741; Exh. 133, p. 1).

(i) Improve System Reliability

Con Edison is consistently recognized as one of the most reliable utilities in the United
States. To maintain this high level of reliability, the Company places significant emphasis on

programs/projects that maintain the operational capability of the substation, transmission, and
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distribution systems. To do this, the Company both addresses near-term issues that have been
identified and programmatically and continuously upgrades or replaces aging system
components before they become degraded, obsolete, or no longer supported by manufacturers
with spare parts and technical support.

(@) Substation Operations

Most of Con Edison’s 37 switching stations and 58 area substations are over 40 years old.
The capital funding for reliability work provides for the programmatic replacement and/or
upgrade of major components such as circuit breakers (345 kV, 138 kV, 33 kV, 27 kV, and 13
kV), disconnect switches and circuit switchers, protective relay equipment, communication
equipment, battery systems, transformers and miscellaneous equipment, such as potential/current
transformers, insulators, surge arresters, and wiring, before they become degraded or obsolete.
Funding is also provided for maintaining the physical structures (substation building, relay
houses/cabinets, and switchgear houses) that house the electrical components of a substation.
(1746-1747).

In total, capital expenditures to improve substation reliability will be about $140.9
million in 2008 and $142.1 million in 2009. This includes $57 million in 2008 and $76.3 million
in 2009 for major substation equipment, such as circuit breakers, obsolete transformers, and
spare transformers (1747-1752; 1911-1912; Exh. 130, p. 2); $12 million and $5.5 million in 2008
and 2009, respectively, to address obsolete and problematic substation relay components and add
functionality (1753-1756, Exh. 130, p. 2); and $61.9 million and $60.3 million in 2008 and 2009,
respectively, for miscellaneous substation components, such as alarm panels, feeder test devices,
batteries, remote terminal units, capacitor cables, roofs and facility upgrades, and technology

improvements. (1756-1772; Exh. 130, p. 2).
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(b)  System and Transmission Operations

System and Transmission Operations will undertake a variety of capital projects, costing
$185.1 million in 2008 and $139.3 million in 2009, to maintain and improve the reliability of the
transmission system. The major project in this program, one that that will both enhance
reliability and provide load support, is the construction of 345 kV Feeder M29 and the Academy
switching substation with projected expenditures of $143 million and $73 million in 2008 and
2009, respectively. A variety of smaller projects will enhance transmission system reliability by
replacing aged feeders that are experiencing operational problems, replacing failed cable
sections, upgrading transmission towers, and installing a phase angle regulator to replace
switching station feeder power-flow control when the Poletti Generating Station is retired.
(1781-1789, Exh. 132).

(©) Electric Operations (Distribution System)

Electric Operations undertakes a variety of programs to maintain and improve the
reliability of the network distribution system. These programs are supported by databases that
track performance and reliability, and load flow models that help the Company prioritize electric
distribution investment. These databases and models are used to identify potential reliability
problems and predict how particular reliability improvement schemes might mitigate these
problems. This analysis is performed following each summer period in order that the Company
may complete any necessary upgrades and/or repairs prior to the following summer peak load
period. Distribution reliability work consists of repair of failed equipment and proactive
replacement and upgrade of system components. (1796-1797).

The principal programs for primary system reliability are continued replacement of paper

insulated lead-covered (“PILC”) cable, including the removal of associated stop joints,
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replacement and relief of targeted network transformers, performing high potential feeder tests,
repair and reinforcement of primary feeders, and SFg sectionalizing switch installation. (1798 -
1803). Electric Operations maintains and improves the reliability of the secondary network
system by replacing failed secondary mains; reducing the backlog of unrepaired mains on the
system; installing and upgrading secondary mains to relieve projected overloads; and proactively
replacing aging cable infrastructure through the Underground Secondary Reliability program.
(1804-1805). The distribution system reliability program also includes programs to modernize
the Company’s 217 distribution (“unit”) substations, most of which are over 40 years old, by
replacing and/or upgrading major components such as switchgear (circuit breakers), tap changer
position indicators, protective relay equipment, as well as addressing automation and supervisory
control before these components become degraded or obsolete. Equally important is addressing
the physical structures (substation foundations, concrete pads, roofs, etc.) of the distribution
substations themselves. (1806-1811).

Electric Operations’ capital expenditures for distribution system reliability will total

about $533.8 million in 2008 and $528 million in 2009. (Exh. 133, p. 1).

(iti)  Public Safety and Environmental Improvements

(@) Electric Operations Public Safety

Con Edison strives to ensure the safety of both the public and our employees, and the
Company has undertaken a number of programs to improve the safety of electric service in New
York City and Westchester County. For example, the public safety programs associated with

stray voltage have reduced the number of shocks attributable to the Company facilities by 58
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percent as compared with 2004 events. These positive results stem from the Company’s
aggressive and multifaceted approach to improve safety.

The Company’s Electric Operations capital investments for the distribution system in
2008 and 2009 support these public safety initiatives with programs addressing ventilation of
combustible manhole gasses, reduction of transformer ruptures, and safety of street lights (stray
voltage isolation transformers). Electric Operations will spend $20.9 million in 2008 and $11.8
million in 2009 on these programs. (Exh. 133, p. 2).

(iv)  Environmental Improvements

Con Edison maintains high standards regarding environmental reporting and compliance.
Innovest Strategic Value Advisors ranked Consolidated Edison, Inc. second out of 27
international utilities in environmental and social performance in a new 2007 Multi-Utilities &
Unregulated Power index created by the investment advisory firm. The Company has made
strides in this area and intends to continue to improve. (1823).

(@) Substation Operations Environmental
Improvements

The capital funding for Substation Operations environmental programs focus on the
identification, reduction, and mitigation of dielectric fluid and oil leaks at and from substations
and feeder pressurizing and cooling plants into the facility and into waterways and permeable
surfaces nearby. These programs prioritize facilities by risk; implement containment and control
methods; install leak detection systems; and upgrade equipment including pumps, pump controls,
alarm panels, and recorders. Substation Operations will spend $13.5 million in 2008 and $13
million in 2009 on these programs. (1823-1828; Exh. 130, p. 2).

(b)  System and Transmission Operations
Environmental Improvements
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Con Edison has been the industry leader in developing new techniques for detecting and
locating dielectric fluid leaks on pipe-type cables and has substantially reduced dielectric fluid
loss to the environment over the past decade. In 2008 and 2009, System and Transmission
Operations will complete a New York State Department of Environmental Conservation Consent
Order program for the installation of stop joints on feeders that cross waterways to minimize the
loss of dielectric fluid in case the feeder pipe develops a major leak in the submarine section.
The estimated expenditures for this program are $1.75 million for each of 2008 and 2009. The
Company’s Environmental Enhancements project investigates and implements new leak
detection technologies for transmission feeders. Two promising leak detection systems are being
developed, which the Company anticipates installing on its transmission feeders in future years.
(1829-1830; Exh. 132).

(©) Electric Operations Environmental Improvements

The distribution system oil minders program provides for the environmental integrity of
network transformer vaults by installing oil minders that reduce the risk of oil entering the
municipal sewer system. The program targets 300 installations per year at a cost of $600,000

annually. (1937; Exh. 133, p. 2).

(v) Overhead Distribution System Storm Hardening and Response

Overhead cables, wires, and transformers are affected by exposure to weather, harsh
operating environments, and wear and tear due to use and operations. In addition, severe
weather can result in substantial damage to electrical equipment and widespread outages to

customers. This is exemplified by the three major storms that struck Con Edison’s service area,
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particularly Westchester County, in 2006. Electric Operations will implement or continue over
twenty capital programs that are designed to enhance the robustness and resilience of the
overhead distribution system to make it less prone to equipment failure during adverse weather.
These programs also include considerable upgrades and modernization of the overhead, non-
network system.

Many of these programs replace obsolete switches and switching systems with automated
switching schemes and devices that will isolate faults more effectively and rapidly reducing
customer outage durations. Increasing the automation of these switches will allow the grid to
“self-heal” with minimal operator intervention, while providing feeder intelligence back to our
operating control centers. This will allow more effective allocation of resources and dispatch of
first responders. (1836-1839).

The installation of modern Kyle switches and SCADA monitoring and remote control
equipment will enhance the Company’s ability to more rapidly isolate the effects of damaged
equipment to smaller numbers of customers. The replacement of aging, faulty gang switches,
mainly in Westchester, will also facilitate switching and isolation of faulted equipment to more
rapidly restore customers to service. The sectionalizing of 4 kV and 13 kV feeders using
reclosers, gang operating switches, and air break switches allows isolation of the sectionalized
portion for repair and restoration of the rest of the feeder and customers to service. The splitting
of seven overhead auto-loop feeders and the installation of two new auto-loops in Brooklyn and
Queens will reduce the number of customers potentially affected by an outage. The replacement
of Okonite cable, No. 4 and No. 6 self-supporting wire, and overhead feeder components that are

the leading causes of failures will decrease customer outages, reduce outage durations, and
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reliability. Capital expenditures for storm hardening and response programs total $44.2 million
in 2008 and $46.7 million in 2009. (1834-1845; Exh. 133, p. 2).

(vi)  Advanced Technology

Advanced technology allows the Company to better manage the operation of the
transmission and distribution systems. The Company uses the latest technologies to streamline
processes and improve performance, reliability, efficiency, and safety. (1858-1859).

(@) System and Transmission Operations

Exhibit 136, “System and Transmission Operations Capital Projects,” addresses
expenditures related to the operation of the electric system at Con Edison’s Energy Control
Center (“ECC”).'? The Company’s electric generation, transmission, and distribution systems,
as well as the steam system, are controlled from the ECC. (1859). The System Operation
Capital Programs shown on Exhibit 136 address the systems and processes used at the ECC to
manage the electric system and are intended to provide the operators with comprehensive,
accurate, and up to date system and related information at all times. (1859-1860). The IIP
presented the System Operation Capital Program in the Advanced Technology section of its
testimony.

The monitoring and control capabilities of the Energy Management System (“EMS”)
provide Control Center Bulk Power and District operators the ability to safely and effectively
monitor and operate the Company’s electric system. EMS also provides many applications and
tools that support advanced real-time analysis of system conditions, warning alarms for actual

and possible contingencies, interfaces to the NYISO for operational needs, load shedding,

12 The Company’s IIP presented two separate exhibits for System and Transmission Operations capital expenditures.
Exhibit 132, “Transmission Operations Capital Projects / Programs,” discussed previously, addresses expenditures
related to the construction and reinforcement of the transmission system. Exhibit 136, “System and Transmission
Operations Capital Projects,” addresses expenditures related to the operation of the electric system at Con Edison’s
Energy Control Center.
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voltage reduction, and rapid restoration capabilities. (1860). The System Operation Capital
Program includes funds to complete the installation of a new integrated transmission and
distribution EMS, including full system redundancy at both the primary and backup ECCs and
upgraded remote terminal unit functionality to improve substation and feeder information and
control at the ECC. In addition, Operations Management Systems, which manages distribution
and transmission feeder operations, as well as operation of telephone lines used for relay
protection of the transmission system, will be upgraded with analytical tools and tracking and
recording functionalities. Power supplies, lighting systems, HVAC and emergency generation at
the ECC will be upgraded. The costs of these capital projects will be $14.9 million in 2008 and
$11.3 million in 2009. (1859-1870; Exh. 136).

(b) Electric Operations (Distribution System)

Electric Operations is developing and implementing technological projects to improve
the performance of the distribution system. The development and deployment of adaptive
business intelligence software will assist in designing new processes that drive out inefficiencies
and reduce risks. This analysis software will merge with the traditional power flow and
reliability analyses currently utilized to provide strategy optimization and decision support for
the evaluation of operations and planning designs and procedures, such as the optimal
deployment of electrical assets to meet peak electric demand and the potential measurement and
enablement of curtailable load. The Secondary Network Visualization Model will provide
operators a dynamic, visual picture of the state of the secondary network to readily recognize a
deteriorating or improving condition in the network and facilitate decisions prior to the actual
event. A four-year program to upgrade the Company’s four Electric Distribution Control

Centers will address required system architecture and communications network. The Mapping
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System upgrade project will consolidate the multiple existing corporate mapping applications
into a single, standard, digital data model; converting existing land-base maps to “real-world”
coordinate system maps (as used by New York City and Westchester County); and registering
the existing electric distribution equipment data onto these maps. Electric Operations capital
expenditures for these and other advanced technology projects will be $41.1 million in 2008 and
$37.5 million in 2009. (1880-1887; Exh. 133, p. 2).

(vii)  Process Improvement

Electric Operations will implement five initiatives specifically aimed at improving
efficiency. In 2009, Electric Operations will initiate work on a comprehensive Work
Management System, which will track work and time spent into a common, corporate-wide
platform for budgeting, planning, acquiring, scheduling, and tracking use of resources. The
Energy Services organization within Electric Operations maintains relationships with customers.
To facilitate these relationships and improve customer service, the entire workflow in Energy
Services will be modernized, including communication platforms, wireless field system, GPS
field sheets, and digital filing. A new Mobile Dispatch tool in Electric Construction will track
work crews by GPS, dispatch work to crew vehicles, and capture work completion data at the
work location via a wireless communication system. In addition, Electric Operations will
develop accounting for cost by network and will provide support for wireless services.

Capital expenditures for process improvements will be $3.5 million in 2008 and $16
million in 2009. (1887-1889; Exh. 133, p. 2).

(viii)  Security
To enhance physical security and to bring all of substation facilities into compliance with

the Company’s security specification, Substation Operations plans to install physical security
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systems consisting of closed circuit TV, monitoring, and access systems at six substations in
2008 and seven substations in 2009. The Company will also purchase “man down” radios for
the substation in 2008 and 2009. Capital expenditures for this work will be $4.1 million in 2008
and in 2009. (Exh. 140, p. 2).

b) Staff’s Proposals

The Staff Infrastructure Panel (“SIP”) testified that “[o]verall, the electric infrastructure
improvements are necessary. Economic growth has been gradually increasing, and the
Company’s aging transmission and distribution system justifies the need for significant targeted
capital investment.” (3995). The SIP also acknowledged that “electric demand has steadily
increased ... actual peak loads either reached or exceeded the company’s 2002 projections at
both the substation and network levels.” (3995-3996). Further, in reviewing the Company’s
projected expenditures, the SIP did not reject any program or project as unjustified.
Nonetheless, SIP recommends that Con Edison’s Rate Year capital expenditures be reduced by
$218 million. (Exh. 274).

For the most part, the SIP’s review of the Company’s capital expenditures follows the six
categories in which the Company presented these expenditures, and the SIP proposes
adjustments on a program-specific basis in the six categories. The Company’s comments below
on the SIP’s proposed adjustments are presented in a similar manner. However, for System and
Transmission Operations’ capital programs, the SIP proposes a global adjustment that does not
address any S&TO program specifically. We will address this global adjustment below in the
end of this section of the Brief.

Q) Support Economic Growth
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The Company’s capital expenditures in support of economic growth consist of programs
and projects for substations, the transmission system, and the distribution system construction
and reinforcement. The SIP “reviewed and examined” each of the substation construction
projects that will have cost effects in the rate year and concluded that “each of these projects is
needed and justified.” (4001-4004). The SIP also examined major rate-year distribution system
projects, including distribution load relief projects associated with area substations, primary
feeder relief work, underground network transformer installations and also concluded that “these
projects are necessary.” (4007-4010). The SIP proposed no specific adjustments for the
substation and distribution projects that support economic growth. The SIP’s adjustment for
S&TO economic growth capital programs is subsumed in its global S&TO adjustment discussed
at the end of this section.

(i) Improve System Reliability

In the “Improve System Reliability” category, the SIP proposes adjustments to seven
Substation Operations reliability programs/projects identified in Exhibit 130. These adjustments
are reflected in Exhibit 274, p. 3 (Obsolete Transformers, Spare Transformers, Category Alarms,
RTU Replacement, Substation Loss Contingency, Enhancing Reliability and Facility
Improvements). The SIP also proposes adjustments to three Electric Operations reliability
programs/projects identified in Exhibit 130. These adjustments are reflected in Exhibit 274, p. 6
(PILC, Network Transformers >100% <115%, and Transformer Purchase). The SIP’s
adjustment for S&TO reliability capital programs is subsumed in its global S&TO adjustment.
The Company opposes each of Staff’s twelve reliability program adjustments, as discussed
below.

(@) Obsolete Transformers Replacement Program

33



Staff recommends a reduction in the 2008 budget for the Obsolete Transformer Program
from $17.2 million to $15 million. Staff contends this reduction is justified based on historical
under-spending of about $2 million/year for this program and the fact that the Company “only
budgeted $10.3 million for this program in 2007.” (4011-4012).

The replacement of obsolete equipment, such as system transformers, is critical to
ensuring continued reliable service. (1934). The average age of the Company’s 400 substation
transformers is about 30 years, and the Company needs to replace ten transformers per year
solely to maintain the current 30-year average age. The transformer replacement program is
expensive — approximately $8 to $10 million per transformer. (2137). The Company’s current
program replaces an average of two transformers per year in recognition that the electric system
presents many competing demands for investment of capital. (2125; 2135). Staff’s proposal
would impede the Company from achieving even this limited goal for replacing its most aged
substation transformers.

The Company’s estimated cash-flow requirement for this program is based on the
specific scopes and replacement costs associated with ongoing and planned work to replace two
transformers at the West 19" St. and Cherry St. Substations as well as to provide funding to
initiate the purchase of transformers for future replacement projects. (1934). The funds provided
for this important program should not be based on historical expenditures, particularly when the
number of transformer replacements in past years has varied.™® Thus, the $10.3 million budgeted

for 2007 reflects the cost for one transformer replacement while the costs projected for 2008

13 Company witness Longhi erred in stating that expenditures for the Obsolete Transformers program were $23
million in 2005 and $28 million in 2006. (2135). The Company’s expenditures in those years were $3 million and
$14.3 million. (Exh. 273, p. 2).
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reflects two replacements plus transformer purchase for future replacements. (2135). Staff’s
proposed adjustment will hinder this important project and should be rejected.

(b)  Spare Transformers Program

The SIP proposes that the Company’s 2008 expected expenditures for spare transformers
be reduced to $14 million. In addition, the SIP chose not to consider the Company’s expenditure
changes filed with the parties on August 7, 2007 and included in the Company’s September 28,
2007 update filing, which increased the estimated cost of this program from $16.5 million to
$21.2 million in 2008 and from $12 million to $33.7 million in 2009. (1912; 4012-4013; Exh.
122, p. 2; Exh. 130, p. 1). The SIP’s downward adjustment to $14 million for 2008 was
prompted by the decline in spending from $16.5 million to $12 million forecast in the
Company’s initial filing (Exh. 122, p. 2) and is based on the three-year 2008 to 2010 average
($13.5 million) for program spending reflected in the Company’s initial filing. (Exh. 122, p. 2)."

The SIP’s proposed $14 million allowance for 2008 falls far short of the $21.2 million
expenditure required to adequately support the Spare Transformer Program in 2008. Since Con
Edison’s initial filing in May 2007, the Company’s has initiated procurement of transformers to
support a strategic increase in its spare transformer inventory. This action was based on a re-
evaluation of the adequacy of the current spares inventory due to the continuing long lead times
for major equipment and recent transformer failures at Rainey Substation (transformers 7W and
8W in December 2006 and mid-April 2007), which prompted the re-evaluation of the spare
inventory strategy to insure a 90 percent confidence-level probability of spare availability in the

event of a substation power transformer failure.’> More recent failures at Jamaica (transformer

1 As explained below, the SIP’s adjustment to $14 million is entirely unwarranted. Nevertheless, it should be noted
that Staff’s adjustment to $14 million “that averages out future expenditures” (4013) is not carried forward to 2009
where the SIP proposes only $12 million. (Exh. 274, p. 3).

1> The Company’s Spare Transformer Probability analysis is contained in Exhibit 137. (1935-1936).
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No. 4) and Dunwoodie (reactor No. 1) Substations reinforced the need for this re-evaluation.
This resulted in a need to increase the spare transformer inventory by seven transformers to
ensure adequate spares are available to respond to future failure scenarios. (Exh. 137). In
addition, incremental funding is required to purchase replacement transformers for the spare
units taken from inventory to replace the failed Rainey units. Further, recent dramatic increases
in transformer costs for the basic materials required for manufacturing transformers and in
response to the new New York City code requiring lower noise levels have contributed to the
higher updated cost of this program. (1911-1912; 1935).

The SIP states that they declined to consider the Company’s updated cost filing for the
Spare Transformer program because the Company’s response to Staff data request 498 “did not
provide any new information pertaining to the rate year justifying the proposed expenditure
increase, or adequately supplement information received in response to our prior information
request, DPS-440.” (4012-4013). Contrary to Staff’s contention, however, the Company’s
response to DPS-498 did include a full justification for the cost increase. The response is
contained in Exhibit 273, pp. 188-190. The response states that the recent transformer failure
activity and increased transformer manufacturing lead times resulted in the amendment of the
spare transformer retention policy and an increased inventory requirement. (Exh. 273). The
response also mentioned the impact of recent cost increases in basic transformer materials. (id.)
Further, the response also contained a summary of the costs of the seven additional spare
transformers plus the effect of these purchases on 2008 through 2011 cash flow requirements.

Finally, the response provided the costs to replace the two failed Rainey transformers. Given
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this detail in the Company’s response to DPS-498, the Company is puzzled by Staff’s inability
to find information justifying the updated costs.®

Con Edison has fully supported the costs of this program. Staff’s adjustment should be
denied, especially when the SIP testified that the Spare Transformer program is “justified.”
(4013). Reducing the projected costs of this program will reduce the confidence level below 90
percent expectation that a spare transformer will be immediately available spare in the event that
one of the in-service transformers of a particular class fails. (1936-1937).

(©) Category Alarms Replacement Program

Staff proposes to reduce the funding for the replacement of Category Alarms from $2.25
million in 2008 to $1 million. Staff’s explanation is that the Company has not spent budgeted
amounts in the past, never spent more than $810,000, and did not explain why spending will
increase. (4013-4014).

The Company’s substation alarm equipment has been in service for an average of 40
years. Due to lack of spare parts and/or vendor support of system modifications, the Company
has been replacing high maintenance units since the late 1990s at a rate of approximately two per
year. But, since more panels are becoming obsolete, the Company is accelerating the
replacement to four per year. This enhancement will improve the operational response to
substation alarms. (1757).

The funding for this program needs to be increased not only because of the increase in
the number of units per year to be replaced, but also because of the significant cost increase
associated with replacing entire alarm panel systems. One of the scheduled replacements is the

East 13th Street switching station alarm panel system. A switching station, by design, has a

16 Additional information on the Spare Transformer inventory and the transformers on order was provided to Staff
in response to DPS-440. (Exh 273, pp. 137-140).
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higher number of alarm points than an area substation. The East 13th Street system incorporates
345kV and 138kV equipment at the East River Complex and will require extensive conduit and
fiber optic installations. Three other alarm panels will also be replaced in the near term --
Brownsville and Goethals switching substations and Washington Street area substation. For the
longer term, 11 alarm panels that have frequent repair issues or are difficult to repair/maintain
due to parts availability will be prioritized and replaced under this program. (1952).

Having found that the Category Alarm program is justified, the SIP’s adjustment based
on historical spending levels is flawed. As demonstrated by the Company, the historical
expenditure levels do not accurately reflect the need for expenses associated with the future
requirements of this program. The Company has amply demonstrated why spending on this
program will increase in the Rate Year. Staff’s adjustment should be rejected.

(d) Remote Terminal Unit Replacement

The SIP proposed to reduce funding for the replacement of substation Remote Terminal
Units (“RTU”) from $3 million to $2 million in 2008 and from $4 million to $2 million in 2009.
While Staff found that this program is justified, Staff asserts that past expenditures do not
support the Company’s projected expenditures.'” (4014). Once again, Staff’s adjustment based
on historical expenditure levels is unjustified because historic expenditures do not accurately
reflect the need or expenses associated with the future requirements of the program.

The RTUs at the various substations enable the remote supervision of the electric system
from the ECC and are the key links for transmitting critical operational data between each
transmission switching substation and the ECC. Each RTU continuously monitors and controls

each substation circuit breaker, motorized disconnect switch, phase angle regulator, transformer,

17 Although Staff states that 2007 expenditures are unknown, Staff’s Exhibit 273, page 153, shows that, through
July 2007, the Company had spent over half ($507,000) of the 2007 budget ($1 million) for RTU replacement.
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and telemetering of each feeder. The original 1970’s vintage SOCCS RTUs were installed in
that decade and are now reaching the end of their useful lives. Spare parts are no longer readily
available and, as a result, the ability to maintain these critical components is compromised.
(1761-1762; 1959).

The recent installation of the Company’s new Energy Management System has
underscored the need to upgrade the RTUs throughout the system. The replacement of the
existing RTUs with new technology will support communication with multiple systems and will
provide system expansion capability. The existing RTUs work on an old communication
protocol that is not directly compatible with the communication protocols used with the new
EMS, limit the speed of data transmission to long-obsolete 1200-baud modems, and prohibit
communication with other advanced substation devices. While interim modified communication
kits allow the RTUs to communicate with the new EMS and the ECC, the supervisory and
control capabilities of the substations cannot be expanded without a full replacement of the
RTUs, and the expansion of the new EMS will be encumbered delaying realization of its full
capabilities. (1960).

In addition, the replacement of the existing RTUs as planned will improve system
security since the selection of an open architectural communication protocol as the standard
protocol for the system will support the Company’s compliance with the NERC Cyber Security
Standard. (1960).

For all of these reasons -- to resolve obsolescence and reliability issues, to support the
modern communications protocols that will be used by the EMS, and to enhance cyber security

of the transmission system -- the Company plans to replace the RTUs at all 38 transmission
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stations on an expedited basis over the next three years. The Company has fully supported its
planned expenditures for this program in the Rate Year. Staff’s adjustment should be rejected.

(e) Substation Loss Contingency Program

The SIP concedes that this program is justified, but recommends reducing the program
from $2 million to $1 million for each of 2008 and 2009 based on low levels of historical
expenditures. (4014-4015). Although past activity for this program has largely involved
planning, the program has now matured to the point where significant expenditures are required
for implementation.

This important program prepares for the loss of any one of a number of selected 345 kV,
138 kV, or 69 kV transmission switching substations. The planning and procurement of spare
equipment in advance of a substation loss will enable more rapid restoration of these critical
transmission points in the electric system. The Company has developed restoration plans for the
individual loss of one of several switching substations, and plans have now matured to the point
that equipment and engineering packages required to support these contingency plans have been
specifically identified. Funding of $2 million in 2008 and in 2009 is necessary to procure this
equipment and develop the engineering packages. (1961-1962). The Company’s response to
Staff’s interrogatory 489 identified the specific labor and equipment funding requirements for
this program in 2008 and 2009. (Exh. 139, pp. 22-23). Staff’s proposed adjustment will extend
the time necessary to complete this important initiative and should be denied.

U] Enhancing Substation Reliability Program

The SIP proposes to reduce funding for the Company’s program to enhance substation
reliability from $12.5 million in 2008 and in 2009 to $10 million in each year. Staff argues that

the $12.5 million funding proposal for this program exceeds the Company’s $7.75 million
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expenditure in 2006 and the Company’s 2007 budget for this program was only $6.1 million.
(4015).

Staff’s analysis of the Enhancing Substation Reliability program is seriously flawed.
Staff’s expenditure analysis addresses the expenditures for only one of four projects within this
program. When expenditures for all four projects are considered, the Company’s 2008 and 2009
funding requests are supported.

The four projects in the Enhancing Substation Reliability program and their proposed
expenditure levels in each of 2008 and 2009 are as follows: Area Substation Reliability ($8.5
million), Fire Protection ($0.5 million), Capacitor Cable Upgrade Program ($3 million), and
Reinforced Ground Grid ($0.5 million). Thus, the Company proposes to spend a total of $12.5
million in each of 2008 and 2009 for the four projects. (1767-1769; Exh. 121, pp. 2-3; Exh. 130,
p. 2).

Inexplicably, the SIP testimony addresses only the expenditures for the Area Substation
Reliability project.*® Thus, while the Company’s expenditure of $7.75 million for the Area
Reliability project in 2006, cited by the SIP (4015), supports the funding of $8.5 million for this
one project, Staff erroneously cites the $7.75 million expenditure as covering all four projects
within the Enhancing Substation Reliability program. Staff does not challenge the 2008 and
2009 funding for the other three projects. Accordingly, Staff’s adjustment is in error and should

be denied.

(9) Facility Improvement (Upgrade) Program

'8 The SIP refers to the Company’s response to Staff’s data requests DPS 124 and 145. Both of these data request
responses clearly refer only to the Area Reliability project. The response to DPS 145 (Exh. 273, pp. 23-24)
specifically discussed the $8.5 million budget for this project.
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The SIP proposes to entirely eliminate funding for the Company’s Facility Upgrade
Program because “this program appears to be redundant with the Company’s Small Capital
Program” and “projects in this category [are] more appropriately placed in other programs.”
Staff suspects “double counting” and asserts that the Company provided no historical spending
or budget data for this program. (4015-4016).

The Company’s Facility Upgrade program funds a wide range of important large-scale
facility construction and upgrades, such as permanent work locations for employees working out
of temporary office trailers; structural improvements to facades, foundations, retaining walls,
lifts and platforms, floors, heating and ventilation, lighting, and plumbing; and large-scale
drainage modifications, paving and fencing. The scope of the Facilities Upgrade program is
intentionally broad and encompassing to allow funding of larger scale projects not covered by
other capital programs. (1771-1772; 1953; Exh. 130, p. 2).

The SIP erroneously suspects that the Small Capital and the Facility Improvement
programs are redundant. However, each of these programs funds discretely different projects
that are differentiated by the size/cost of the respective project. The candidate project list for the
Small Capital program was provided in response to Staff data request DPS-145. (Exh. 273, pp.
23-30). Each of the 37 projects identified in this list is estimated to cost less than $500,000 to
complete. In comparison, the Facility Improvement project list, provided in response to Staff
data request DPS-489, identifies over 30 projects each of which is estimated to cost $500,000 or
more. (Exh. 139, pp. 13-19). None of the Facility Improvement projects listed are redundant
with the Company's Small Capital Program or any other defined scope capital program. (1956-

1957).
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Moreover, notwithstanding that the SIP states that “the Company provided no historical
spending or budget data for this area” (4016), the Company provided to Staff historical data for
the Facility Upgrade program dating from 2002 to 2006 in response to Staff data request DPS-
125 (Exh. 139, pp. 1-2), showing expenditures in each year.*® The present candidate project list
provided to Staff lists over $30 million of planned and proposed projects for the next three years
to correct and upgrade numerous age-related structural and facility issues, as well as to transition
personnel from temporary trailers to permanent facilities, in order to ensure safe and reliable
operation of the substations. The Company recognizes that it would not be reasonable to take on
all of these facility improvement projects within the 2008 to 2010 period and intends to prioritize
these projects to fit within the established level of $6,000,000 per year in funding as an ongoing
program. Clearly, however, the extensive amount of Facility Improvement program work
identified clearly indicates the need and provides sufficient basis for the requested funding of
this program. Additionally, the magnitude of scope and overall cost of this program prohibits
these projects from being absorbed by other capital programs that lack sufficient funding to
adequately address the identified issues. (1957-1958).

Staff contends that two projects for the Facility Upgrade program, the fire protection
system improvements at Dunwoodie and the modifications of the Parkchester area substation to
accommodate new high voltage test set facilities, are redundant since there are other capital
programs to address these projects. (4016). Contrary to Staff’s position, building modifications
to accommodate the addition of a high voltage test set at the Parkchester Substation are beyond
the scope of the proposed High Voltage Test Set program. The Company’s response to Staff

data request DPS-145 clearly delineates that the funds for the High Voltage Test Set program are

19 Staff’s Exhibit 139, pp. 1-2, does not include the Company’s supplemental response to the DPS-125 showing
expenditures of $5.9 million and $1.6 million for this program in 2002 and 2003, respectively.
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meant for the purchase and/or replacement of equipment, and not for facility improvements to
accommodate this equipment. The Parkchester facility project, which will allow installation of
an additional DC test set, is estimated to cost $500,000. The High Voltage Test Set program
provides funding totaling $500,000/year for the purchase of three DC high voltage test sets.?
Thus, utilizing the High Voltage Test Set program budget for the Parkchester facility project
would prevent or delay the needed replacement of three DC high voltage test sets at other
locations. (1955).

In addition, while Staff claims that the Dunwoodie Station fire protection system water
supply line and deluge house replacement project could be placed in a transmission capital
program, the fact is that it is placed in the Facility Upgrade program, which is available for
switching substations such as Dunwoodie, and the expenditures are not redundant with any other
capital program. Staff may have expected to see the Dunwoodie project under the Fire
Protection program (Exh. 130, p. 2), which is another Substation Operations capital program, but
the scope of the Fire Protection capital program is well-defined and limited solely to the
modification of existing fire protection piping to allow system testing in accordance with NFPA
and New York City codes and regulations. The program is funded at $500,000/year to support
the completion of modifications at six substations per year. The Dunwoodie facility
improvement project alone is estimated to cost $1,500,000. Clearly, the Fire Protection program
is not adequately funded to support this project or any other fire protection related project

outside of the narrowly defined scope of that program. (1956).

% The High Voltage Test Sets program provides funding of $6.5 million in 2008 and $2 million in 2009. This
program funds the purchase of three fixed and three mobile low frequency AC test sets and two transmission
voltage level test set, in addition to three distribution voltage level DC test sets per year. (1758-1760; Exh. 273, pp.
26-28).
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(h) Paper-In-Lead-Covered (“PILC”) Cable

The Company proposed to increase its current expenditures for the removal of PILC
cable from $23 million to $39 million per year so that the Company could target an additional
900 sections of PILC cable for removal in 2008 and 2009 in order to accelerate its target for the
removal of all PILC cable from the distribution system from 2024 to 2020. (1798-1799; 1928).
The SIP “recommend[s] a $9 million reduction to more appropriately reflect the increased number of
PILC sections to be removed each year.” (4023). It is not clear whether Staff believes that the
Company will be able to remove 900 additional sections with the $7 million funding increase that
Staff proposes, or that Staff believes that the Company will fall short of its 900 sections goal and the
$7 million is about what the Company will actually spend for additional removals in 2008. Further,
while the SIP indicates in its rebuttal to Mr. Koda’s testimony that that Staff has provided a
“proposed rate of removals” in this case (4062), it is unclear what removal rate Staff is expecting for
the removal cost that Staff proposes in this proceeding.

It costs the Company, on average, about $18,000 to remove a section of PILC cable.
Staff has provided no basis for assuming a different average cost. Accordingly, should the
Commission determine that incremental funding for this effort be less than the $16 million
proposed by the Company, the Commission must also acknowledge that the number of PILC
sections to be removed will be reduced accordingly.

Significantly, Staff asserts that the Company’s performance in removing PILC cable has
not been acceptable, but offers no evidence to support this assertion. (4023). Since 1999, the
Company has been engaged in a program to remove PILC cable and thermally sensitive stop
joints. That program has resulted in the removal of nearly half of the PILC cable from the
distribution system. The Company’s program has improved feeder performance, established

highly reliable key feeders in a network, and eliminated thermally sensitive stop joints. Staff’s
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assertion that the Company has made “minimal effort” and that the Company’s performance is
“not acceptable” is misleading and unfounded. (1929-1930).

Q) Network Transformer Relief >100% and <115%

The Company plans to spend $92.9 million in 2008 to relieve network transformers that
are projected to operate beyond their contingency ratings. The Company relieves transformers in
following three tiers (2008 cost for each tier included): (1) transformers projected to operate at
greater than 125 percent of contingency rating ($15.5 million); (2) transformers projected to
operate at greater than 115 percent and less than 125 percent of contingency rating ($25.9
million); and (3) transformers projected to operate at greater than 100 percent and less than 115
percent of contingency rating ($51.4 million). The relief of each tier includes installing new
transformers, reconnecting existing transformers to different feeders, replacement of transformer
network protectors, and the reinforcement of associated secondary mains. The costs stated
above do not include the cost of replacement transformers. (1803; Exh. 133. p. 1).

The SIP recommends no adjustment for the costs of the tier one and tier two programs.
However, the SIP proposes that the budgeted amount for the tier three program be reduced by 50
percent, from $51.4 million to $25.7 million. (4021-4022). Con Edison opposes Staff’s
adjustment.

Relieving network transformers that are projected to operate beyond their contingency
ratings will improve both network reliability and extend the service life of network transformers.
(1803). While the Company has focused this program on the higher priority transformers in tiers

one and two, the Company now wants to begin addressing the deferred tier-three overloaded
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transformers to obtain these same benefits.?* The Company believes it should not defer the relief
of these transformers indefinitely. (1933). Thus, the Company is adding eight design
technicians, 20 underground cable splicers, 20 installation and apparatus splicers, 25 cable-
pulling mechanics, as well as additional supervisors, to support this program. (1804). The point
here is not whether the number of higher priority overloads have declined, as Staff appears to
argue. (4022). Rather, the point is that the Company is establishing the resources required to
begin to address tier-three transformer overloads, in addition to the tier-one and tier-two
transformers that it has focused on previously. Staff’s adjustment will serve to further delay the
relief of tier-three transformers.

()] Transformer Purchase

Con Edison has budgeted $66 million in 2008 and in 2009 for purchase of network
transformers that are installed on its network system for all purposes, including transformer relief
(tiers one, two, and three), load growth, failures, and replacements, e.g., corroded transformers.
(Exh. 133, p. 1). With the intent of adjusting the transformer-purchase budget only, to reflect
Staff’s adjustment for tier-three transformer relief, the SIP proposes to reduce the overall funding
for transformer purchases from $66 million to $31.2 million (4022; Exh. 274, p. 6). However,
the effect of Staff’s adjustment is to cut into the funding for the purchase of transformers
installed for reasons other than tier-three relief.

Company witness Miksad explained that the Company projects the replacement of 274
tier-three transformers, assuming the full funding of $51.4 million. Staff’s proposed reduction to

$25.7 million would allow for the replacement of only about 137 tier-three transformers. To be

2! In support of its adjustment, the SIP asserts that Con Edison “has provided no record of historical spending for
replacement of transformers operating between 100 and 115 percent.” (4022). Staff should draw no adverse
inference. The Company has previously not budgeted this category of overloads for relief. (1933).
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consistent, Staff’s transformer-purchase adjustment should have similarly removed the purchase

cost for 137 transformers for the tier-three program, i.e., about $7.5 million, reflecting a unit cost
of about $56,000 for a transformer and its network protector. (5425-5426). Staff’s adjustment of
$34.8 million is unsupported and unjustified and should be rejected.

(ili)  Public Safety and Environmental

In the “Public Safety and Environmental” category, the SIP proposes adjustments to two
Substation Operations environmental programs/projects identified in the Company’s Exhibit
130. These adjustments are reflected in the SIP’s Exhibit 274, p. 3 (Pumping Plant Improvement
and Environmental Risk).

The SIP also proposes adjustments to two Electric Operations public safety and
environmental programs/projects identified in the Company’s Exhibit 133, p. 2. These
adjustments are reflected in the SIP’s Exhibit 274, p. 6 (Oil Minders and Vented Manhole
Cover). The SIP’s adjustment for the S&TO environmental program is subsumed in its global
S&TO adjustment discussed below. The Company opposes each of Staff’s four public safety
and environmental program adjustments, as discussed below.

(@) Pumping Plant Improvement

The SIP proposes to reduce funding for the Pumping Plant Improvement program from
the $8.5 million to $5 million. As also discussed in the section immediately below, the SIP also
proposes to decrease the Environmental Risk program from $3.5 million to $2 million. (4027).
This represents a total decrease of $5 million per year from Substation Operations’ overall

funding requirement in the Environmental category of $13.5 million (a 37 percent reduction) in
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2008 and $13 million (a 38.5 percent reduction) in 2009.%* Staff’s sole justification for these
substantial adjustments is its assertion that the Company’s actual expenditures under the
Environmental category between 2004 and 2006, as shown in the Company’s response to Staff
data request DPS 466 (Exh. 273, pp. 142, 153-154), were not aligned with budgeted amounts.
(4027).

A review of the data provided by the Company in response to DPS-466 (Exh. 273, pp.
142, 153-154) shows that between 2004 and 2006, the total budgeted amount for the
Environmental category was $34,695,000, and the actual amount expended was $33,968,000, or
an average of $11.3 million per year. The total difference of $727,000 between budgeted and
actual expenditures represents an average difference of only two percent, or $243,000 per year,
over the 3-year period. A 2 percent difference between budget and actual expenditures is
insignificant and certainly does not warrant Staff’s 37 percent and 38 percent annual
adjustments. The $5 million per year reduction proposed by Staff would actually decrease the
level of funding available for this important category of programs by $2.8 million per year below
historical expenditure levels.

As described by the Company’s IIP, Pumping Plant Improvement is a continuing
program consisting of both pumping and cooling plant replacements and upgrades. There are 36
circulating plants on 345 kV and 138 kV transmission feeders, most of which are over 30 years
old. The older plants have oil leaks, and aged equipment that is no longer supported by the
equipment manufacturer, making it difficult to obtain replacement parts. There are 39 existing
PURS cooling plants on 345 kV Feeders. None of these cooling plants have pump speed control

capability, which controls power consumption during light feeder loads and periods of cooler

22 Substation Operations’ funding requirement for environmental programs also includes two other programs,
estimated to cost $1.5 million in 2008 and $1 million in 2009, which the SIP does not adjust.

49



ambient temperatures. Also, the annunciator panels have become unreliable and are no longer
supported by the vendor. (1826).

The circulating pump upgrade program replaces older pumps, pump controls, alarm
panels, and chart recorders, making the plants more reliable and eliminating environmental leaks
from the pumps. The cooling plants upgrade program includes replacing existing motor control
centers with new ones and replacing old control panels with state-of-the-art control panels. The
pump house and circulating plant alarm panel upgrade program will replace control and alarm
panels at various plants and includes the replacement of chart recorders, pressure gauges, and
alarm panels. In addition, a Leak Detection System (“LDS”) will be installed for 345kV Feeders
M54 and M55. (1826-1827). The Company’s response to Staff interrogatory 422 (Exh. 138, pp.
3-6) provides the scope of the planned $8.5 million annual expenditures for Pumping Plant
Improvements program (p. 3), as well as the location of the future projects (p. 4) and cost detail
about past pumping plant improvement work. (pp. 5-6). The Company’s IIP identified 14
circulating plant and skid replacement projects, totaling $15.2 million; seven pumping plant
feeder control projects, totaling $7 million; and four circulating plant upgrades, totaling $0.8
million. (1940).

The SIP’s testimony does not dispute the importance of this program. Staff’s analysis is
based solely on historical spending levels and is flawed. Staff’s proposed $3.5 million
adjustment for this program should be rejected.

(b) Environmental Risk

The SIP proposes to decrease the Environmental Risk program from the $3.5 million
proposed by the Company to $2 million. As discussed above, Staff’s sole justification for this

substantial adjustment is its assertion that the Company’s actual expenditures under the
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Environmental category between 2004 and 2006, as shown in the Company’s response to Staff
DPS 466 (Exh. 273, pp. 142, 153-154), were not aligned with budgeted amounts. (4027). As
explained above, there is only a two percent difference, and a two percent variance between the
Company’s historical budgets and actual spending clearly does not support Staff’s proposed 43
percent adjustment for this program.

In the Environmental Risk Program, the Substation Operations Risk Management Team
performs risk assessments to identify substations that have a potential for serious environmental
impact in the event a major incident causes the release of dielectric fluid to the environment.
The team performs detailed reviews of each substation’s drainage drawings and evaluates the
topography of each site. To minimize the potential environmental impact, the team recommends
various containment and control methods, including the installation of oil/water separator
systems and drain modifications. (1824). The Company’s proposal for this program is based on
specific programs at specific substations to be implemented in 2008. The Company’s response
to Staff 351 identifies containment and control projects for three substations to be undertaken in
2008 at a cost of $3.6 million, and additional projects for three more substations to be undertaken
in 2008 at a cost of 3.75 million. (Exh. 138, pp. 1-2).

The SIP’s testimony does not dispute the need for, or the merits of, this program. Its
analysis is based only on historical spending levels and is flawed. Staff’s proposed $1.5 million
adjustment for this $3.5 million program should be rejected.

(© Oil Minders

The SIP does not oppose the Company’s Oil Minder program, but proposes that funding

be reduced from $600,000 to $500,000 because of prior expenditure shortfalls compared to

budgets. (4028; Exh. 274, p. 6). The distribution system oil minders program provides for the
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environmental integrity of network transformer vaults by installing oil minders that reduce the
risk of oil entering the municipal sewer system. The funding reduction will result in an
installation target of 250 units, instead of the 300 units that were included in the Company’s
submission, and will increase the length of time to complete this program. (1937).

(d)  Vented Manhole Cover

The SIP proposes to reduce funding for the installation of vented manhole covers from $8
million in 2008 to $3 million. (4025-4026; Exh. 274, p. 6). Replacing solid manhole covers with
vented covers allows ventilation of combustible gases that will mitigate the severity of manhole
events. (1937). Con Edison developed and has been installing vented covers on its manholes in a
four-year program that is scheduled to finish in 2008. (1817-1818; Exh. 133, p. 2). Staff’s
funding reduction for this program will slow the replacement of both standard and non-standard
covers by one year, whereas the goal is to expeditiously replace these covers and improve public
safety. (1937-1938).

In support of its adjustment, the SIP, referring to the Company’s response to Staff
interrogatories 302 and 458 (Exh. 273, pp. 33-34, 141), cites the “planning, work, uncertainty, and
time required to complete the remaining non-standard covers.” (4026). Nowhere in the Company’s
response to these data requests does the Company indicate any uncertainty about the timing for the
completion of this program in 2008. As stated in the Company’s response to DPS-302, about 10,000
of the Company’s 62,508 manholes require non-standard vented covers that the Company is
developing. (Exh. 273, p. 33). The Company has already installed over 40,500 standard vented
manhole covers in 2005 and 2006 at a combined cost of $16 million (Exh. 273, pp. 33-34, 141)
and plans to install the remaining 12,000 vented standard covers and 10,000 non-standard vented

covers in 2007 and 2008. Staff has provided no analysis based on past expenditures or otherwise
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that the Company will not complete this program in 2008, or that the $8 million funding level for
this program in 2008 is not warranted. Staff’s adjustment should be denied.

(e) Street Light Isolation Transformers

Con Edison will install isolation transformers in the base of about 130,000 metallic
streetlights in New York City over four years to reduce the incidence of stray voltage associated
with streetlights by up to 78 percent. An isolation transformer (“IT”), connected at the base of a
streetlight, eliminates the hazard of stray voltage from phase or neutral wire failure by providing
an isolated loop that prevents the flow of current from the energized streetlight structure to
ground through a different path, such as through human or animal contact with the streetlight
surface. (1820-1821; Exh. 273, p. 35).

Con Edison has already installed about 3,600 ITs in New York City street light bases in a
pilot project coordinated with the New York City Department of Transportation (“DOT”). The
DOT supports Con Edison’s installation of ITs in its existing streetlight pole bases. Further,
because the DOT provides for the ordinary maintenance and replacement of streetlight poles,
DOT has agreed to install ITs in new streetlights, maintain all installed 1Ts, and, when necessary,
replace ITs from an IT stock to be purchased and maintained by Con Edison. (1821-1822).

The Company’s Rate Panel describes changes to the Company’s PASNY tariff regarding
street lighting associated with the installation and maintenance of the ITs.

Staff found this program to be justified, and recommended that the Company’s proposed
funding be made available. However, the SIP recommended that that the ITs be installed in the
Company’s service boxes, not in street light bases, and that the Company be responsible for

maintaining the ITs. In support of its recommendation, Staff refers to the Company’s response
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to Staff data request DPS 494, which lists the advantages and disadvantages of installing the ITs
in the street light bases. (4025; Exh. 273, pp. 178-179).

Installation of ITs in the service boxes will likely provide full protection from stray
voltage conditions that result from equipment failure on Con Edison’s secondary system.
Installation in the street light base will protect against only about 78 percent of such conditions.
However, several factors offset this advantage of service box installations. First, as part of the
IT installation in the street light base, the existing bonding strap in the street light foundation will
be removed. This will provide additional, though not complete, protection from failed secondary
equipment. Second, because ITs have a 600 watt limit, street lights could no longer be used as
sources of temporary power, e.g., for street fairs and holiday lighting, which would overload the
IT and extinguish the street light. A temporary bypass of the IT would require assignment of
already limited Company resources to access the service box before and after the temporary use.
Third, street light bases are readily accessible for IT installations such that Company workers
could install about 10 ITs per day, versus about only 4 ITs per day for service box installations.
Thus, service box installations would require more than doubling the IT installation program to 8
years, or a 2.25 times increase in the allocation of limited manpower resources. Finally, service
box installation requires the use of more specialized and trained underground splicers rather than
Mechanic A workers. (Exh. 272, pp. 178-179).

Assuming that IT’s are installed in the street light base, the Company does not believe
that it should be responsible for the maintenance of the units, given DOT’s agreement to
undertake this activity as an adjunct to its ordinary maintenance and repair of its street lights.

While the Company understands Staff’s concerns, the Company believes that, overall, IT

installations in the street light base is preferable.
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(iv)  Storm Hardening and Response

In the “Storm Hardening and Response” category, the SIP proposes adjustments to 11
Electric Operations programs/projects identified in the Company’s Exhibit 133. These
adjustments are reflected in the SIP’s Exhibit 274, p. 6 (Osmose (C Truss), Autoloop Reliability,
No. 4 and No. 6 Self Supporting Wire, 3 Phase Gang Switch Replacement, Overhead Feeder
Reliability, Rear-Lot Pole Elimination, Enhanced 4kV Grid Monitoring, 4 kV Underground
Reliability, Overhead Secondary Reliability Program, ATS Installation USS reliability XW, and
Transformer Purchase.)?

(@) Osmose (C Truss)

Staff recommends a funding reduction from $1.7 million to $1.3 million for the C-Truss
program, based on the inaccurate statement that “the Company has forecasted a rejection rate for
poles that is above the actual historical rejection rate.” (4029-4030; Exh. 274, p. 6).

The C Truss program reduces the inspection cycle for overhead poles from a 12-year
cycle to a 10-year cycle in order to enhance the reliability of poles and safety to the public. Any
poles identified during the pole inspection as requiring attention will either be replaced or
restored to full strength — and functionality — by way of “C-Trussing.” (1836). The Company’s
capital funding of $1.7 million is composed of two parts: 1) the C-trussing of an estimated seven
percent of the inspected pole population, and 2) the capital portion for replacing approximately
one percent of the inspected poles due to rejection that cannot be corrected though C-trussing.

The seven percent rejection rate is taken from a 2003 engineering study of 11 years of pole

2% Con Edison did not present Storm Hardening and Response programs or projects for Substation Operations and
S&TO.
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inspections from 1992-2002. The one percent pole replacement rate is a conservative estimate
derived from a rejection rate of 1.3 percent experienced during the 2004 inspection of 8,841
poles in Queens, with 117 of them determined to be non-restorable poles. (1943).

In contrast, Staff calculated its recommended reduction based only on the C-truss work
component of this program. Apparently because Staff believes that the seven percent pole
rejection rate used in the Company’s estimate is higher than historical levels (Staff does not
indicate what it believes historical levels to be), Staff uses the Company’s 2006 expenditures for
C-trussing as the basis for its proposal. (4029-4030). Staff’s recommendation should be rejected.
Staff’s calculation does not reflect the pole replacement component of the program (1942-1943),
and Staff provides no support for its conclusion that the Company’s seven percent rejection rate
IS not reasonable.

(b)  Autoloop Reliability

The SIP recommends a funding reduction from $7.9 million to $6 million for the
Autoloop Reliability program. (Exh. 274, p. 6). Staff asserts that the Company’s actual
historical expense was lower than budgeted, and recommends adjustments by splitting the
difference between the average actual expense and the Company’s proposed funding. (4030-
4031).

The Company’s program is driven by its specifications requiring the installation of
particular types of autoloops based on feeder loading. (1944). Under Staff’s proposal, autoloops
that have or are developing loads greater than allowed by specifications will not be addressed,
thereby, falling out of compliance with specification and jeopardizing service reliability to

customers. (1943-1944).
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(©) No. 4 and No. 6 Self Supporting Wire

The SIP recommends a $1.11 million reduction in funding for the No. 4 and No. 6 Self
Supporting Wire program from $3.4 million to $2.3 million in 2008, and from $3.3 million to
$2.3 million in 2009. Again, Staff asserts that the Company’s actual historical expense was
lower than budgeted, and recommends an adjustment to split the difference between the average
actual expense and the Company’s proposed funding level. (4030-4031).

The Company’s funding requirement is a conservative estimate for several reasons. It
reflects a cost estimate of $11.46/ ft for 1/0 Aluminum, the smallest and least expensive cable.
The program also uses heavier, more expensive 2/0 Cu, 4/0 Al, and 477Al cable. (1944). Given
that load growth on the overhead feeders results in the larger branches of the feeder becoming
overloaded first, with the radial spurs experiencing overload conditions last, the reconductoring
plan provides for reconductoring the larger main runs first. (1944). Thus, it is likely that
heavier, more expensive cable will be used in 2008 and the per foot cost estimate included in the
Company’s filing is low. In addition, the estimated cable footage was derived from only the
primary 4kV and 13KV conductors (three conductors per span), and does not take into account
the system neutral that should be at equal or greater capacity to the primary conductors. (1945).
The result is a possible increase of up to 33 percent to the total reconductoring footage. (id.). In
short, the Company’s estimate is already conservative and a further funding reduction to this
program will unjustifiably lengthen the duration of this cable replacement program.

(d) 3 Phase Gang Switch Replacement
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The SIP incorrectly asserts that the Company plans to replace defective switches based
on an estimated amount of old and mechanically deficient devices. (4031; Exh. 274, p. 6). The
Company plans to replace these switches using a proactive approach to replacement, not just
replacing defective switches. (1946). Thus, Staff’s $100,000 adjustment based on an estimated
historical replacement of gang switches does not reflect the Company’s approach to this
program. The Company’s 20 percent replacement rate is a conservative estimate derived based
on a recent inspection of approximately 100 gang switches in Brooklyn-Queens that yielded
closer to a 35 percent rate. (1945-1946).

(e) Overhead Feeder Reliability

The SIP adjusts Overhead Feeder Reliability by $300,000, from $750,000 to $450,000
for 2009 funding. (Exh. 274, p. 6). Other than identifying the adjustment in their exhibit, Staff
neither mentions nor explains the adjustment. This adjustment should be rejected for, among
other things, lack of support.

U] Rear-Lot Pole Elimination

Staff dismissed the importance of the Rear-Lot Pole elimination program by deeming the
program to be “non-essential,” and, therefore, recommended a $1.2 million reduction (50
percent) to funding for the program. (4032; Exh. 274, p. 6). This program is essential for several
reasons. First, loading on rear-lot secondary lines has dramatically increased, but the Company
has only a limited ability to reinforce these lines from a secondary or tertiary location. (1946).
Some rear-lot secondary has reached capacity with no options for installing a conductor upgrade.
(1947). The result is an increase in failures on rear-lot secondary lines. Second, repairs of failed
rear-lot secondary have required re-conductoring of multiple spans. (1946). Such Company

expenditures for repair and upgrade of an obsolete system are not cost effective. (id.). Third, the
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entry into limited-access rear lots can present safety concerns for the Company’s emergency
response personnel, such as reduced clearances to power lines, installed appurtenances,
overgrown conditions and limited illuminations. Difficulty in gaining access has resulted in
prolonged customer outages and prevented routine maintenance of our facilities. (1844, 1946-
1947).

Thus, the 50 percent reduction recommended by Staff would, if continued, stretch the
program from 20 years to 40 years, further straining an already overloaded system. (1947).
Staff’s recommendation should be rejected.

(9)  Enhanced 4kV Grid Monitoring

The SIP adjusts funding for Enhanced 4kV Grid Monitoring by $500,000, from $1.5
million to $1 million, for 2008, and by $1.5 million, from $2.5 million to $1 million, for 2009.
(Exh. 274, p. 6). Staff asserts that the Company has not provided adequate support for its
proposed funding levels and questions an increase from a prior budget estimate of $450,000.
(4032-4033).%*

The Company’s response to Staff’s interrogatory 368 provided sufficient basis for the
Company’s estimated funding for this program (Exh. 273, pp. 106-107). For work being
performed in 2007, the cost quote for the initial five unit substations was $182,000 to furnish
hardware, software, and to supervise installation. Additional funds for installation labor,
overheads and contingency amounted to $68,000, for a total of $250,000. This equates to a unit
cost of $50,000 per station.

For years 2008 and beyond, the estimated cost based on a vendor quote is $26,500 per

station. Estimated cost for installation labor, overheads, and contingency per substation is

2 The SIP cites the Company’s response to Staff 466 in support of this prior $450,000 budget estimate. (4032). The
Company’s response to DPS-466 (Exh. 153) contains no such budget estimate.
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$15,350, yielding a total cost per unit substation of $41,850. The Company plans to install these
advance power quality meters and battery monitoring systems in 35 unit substations ($1.5
million) in 2008 and in 60 unit substations ($2.5 million) in 2009. (1947-1948; Exh. 273, pp.
106-107).

Staff’s proposed reduction will prevent the Company from deploying this technology in
all of its 240 4kV Unit Substations by the end of 2011, as planned. Staff’s adjustment should be
rejected. (1948).

(h) 4 kV Underground Reliability

The SIP adjusts 4kV Underground Reliability program by $700,000, from $1.3 million to
$600,000, for each of 2008 and 2009. (4033; Exh 274, p. 6). Staff incorrectly believes that the
replacement rate is based on a 62 percent failure rate. (4033).

Risers are critical infrastructure, and their failures affect 33,000 customers annually.
(1949). Each riser failure interrupts 100 percent of the customers on that feeder, unless the
feeder is equipped with a midpoint device such as an ESCO or Kyle switch that limits the
interruption to approximately 50 percent of the customers on the feeder. The Company has
experienced an average of 23.4 riser failures annually over the last five years. With 743 in-
service risers on the system, the failure rate is 3.15 percent per year. (1948-1949).

Riser failures are the result of cable, termination, and joint failures. Prior to this
program, repairs were made when possible, and cable was replaced when necessary. This
program will replace the cable on risers that fail and will replace the cable on risers that
previously failed and were repaired. (1949).

The Company’s projected cost of this program reflects replacement of 31 risers per year,

at an average cost of $42,000 per riser. This projection covers the replacement of the average
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number of risers that fail each year plus the replacement of additional risers. Over the expected
15-year duration of this program, the Company expects that about 62 percent of the risers of the
system will be replaced. (1950).

Staff’s adjustment will substantially slow the progress of this program to make the 4 kV
system more resistant to failure and should be rejected.

Q) Overhead Secondary Reliability Program

The Company does not contest Staff’s adjustment for the Overhead Secondary Reliability
Program.

()] ATS Installation USS reliability XW

The SIP adjusts ATS Installation USS reliability XW by $1.4 million from $2.45 million
to $1.05 million for 2009 funding. (Exh. 274, p. 6). Other than to identify the adjustment in its
exhibit, the SIP neither mentions nor explains the adjustment. This adjustment should be
rejected for lack of support, among other reasons.

(k)  Transformer Purchase

The SIP adjusts the Transformer Purchase program by $500,000 from $8.56 million to $8
million for each of 2008 and 2009. (4034; Exh. 274, p. 6). Staff’s proposal to reduce the funding
for transformers used for storm response is based on Staff’s view that the uncertainty in the
number of storm events each year provides latitude to reduce the purchase of these transformers.
However, Staff’s adjustment is ill-advised because having sufficient replacement equipment,
including transformers, is essential for the Company’s response to emergencies and the ability to
maintain or restore electric service to customers during emergencies. (1950). Staff’s adjustment

should be rejected.
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(V) Advanced Technology

In the “Advanced Technology” category, the SIP proposes adjustments to three Electric
Operations programs/projects identified in Exhibit 133. These adjustments are reflected in
Exhibit 274, p. 4 (Secondary Visualization Model, Distribution Control Center Upgrades, and
SCADA Systems).”> The Company also presented Advanced Technology Projects for S&TO in
Exhibit 136 (“System Operations Capital Programs”). The SIP’s adjustment for S&TO
Advanced Technology Programs is subsumed in its global S&TO adjustment discussed below.

(@) Secondary Visualization Model

The SIP adjusts funding for the Secondary Visualization Model program by $1.5 million,
from $5.2 million to $3.7 million, for 2008 and by $300,000, from $4 million to $3.7 million, for
2009. Looking at the Company’s projected expenditures for 2008 through 2010, Staff is
skeptical of the Company’s higher dollar amount projected for the first year of the program.
Accordingly, Staff proposed to levelize the cost of this program by averaging the projected
expenditures for 2008 through 2010. (4035-4036; Exh. 274, p. 4).

In order to model the load flows on the secondary network grid and develop the
secondary load flow models, the Company has developed a five-step process that focuses on the
secondary network mapping data extraction, mapping connectivity, cable specifications,
secondary demand estimation, and demand reconciliation. (1963).

To effectively model the secondary network load flows, it is imperative that the

secondary network mapping data are accurate and fully connected. These first two steps ensure

%% Con Edison did not present Advanced Technology programs or projects for Substation Operations. The Company
presented Advanced Technology Projects for S&TO in Exhibit 136 (“System Operations Capital Programs”).
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that the secondary network model is an actual representation of the field conditions and all
changes resulting from the work completed in the field are accurately reflected in the model.
The Company has developed automated processes to extract the mapping data and check for
connectivity. Prior to initiating the remaining steps for the networks targeted each year for
secondary modeling completion, all errors in the mapping data have to be resolved. (1963).

Mapping error resolution is a labor-intensive process and the Company has been
automating all the correction processes to the extent possible. The Company plans to address
system-wide secondary mapping errors by retaining additional contractor resources during 2008,
which is the primary driver behind higher dollar allocation to the first year of the program.
(1963-1964).

Staff’s proposal to use a three-year average of the projected expenditures will adversely
impact the progress of the program and the ability of the Company to timely complete the
secondary models for the networks targeted for completion during each year of the program.
Staff’s proposal should be denied.

(b) Distribution Control Center Upgrades

The SIP adjusts the proposed $5 million funding in 2008 for Distribution Control Center
Upgrades by $2.3 million. Looking at the Company’s projected expenditures for 2008 through
2010, Staff is concerned by the Company’s higher dollar amount projected for the first year of
the program. Accordingly, Staff proposed to levelize the cost of this program by averaging the
projected expenditures for 2008 through 2010. (4035-4036; Exh. 274, p. 4).%°

The Distribution Control Centers, which are regional operating authorities that command

and control the safe and reliable operation of the electric distribution system, must remain up to

% Staff’s averaging methodology would seemingly require that the Company’s expenditure for 2009 be increased
from $2.5 million to $2.67 million. However, Staff does not propose such an upward adjustment.
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date with current technology. The Company, as a whole, maintains over 134,000 remote
monitoring points requiring computer technology, communications, system integration modules,
hardware and software that are constantly evolving for speed, reliability, and accuracy. The
Distribution Control Center Upgrade program updates the Company’s Electric Control Centers
with current software and technology and improves their performance with new operating tools.
(1966).

The Company disagrees with Staff’s proposed $2.3 million reduction and believes the
program funding for $5 million should be maintained. Staff’s proposal is based solely on
historical spending, which is not always an appropriate indicator of future spending, and fails to
consider the potential consequences of delay in supporting technology deployment in critical
areas of power delivery systems. (1967).

(©) SCADA Systems

The SIP adjusts funding for System Control and Data Acquisition (“SCADA”) Systems
by $500,000, from $1.5 million to $1 million, for 2008. Looking at the Company’s projected
expenditures for 2008 through 2010, Staff is skeptical of the Company’s higher dollar amount
projected for the first year of the program. Accordingly, Staff proposed to levelize the cost of
this program by averaging the projected expenditures for 2008 through 2010. (4035-4036; Exh.
272, p. 4).

The SCADA system program collects and permits control of the various distribution
equipment and is the source of the information is collected and analyzed by sophisticated
computer algorithms. (1964). System automation and technology enhancements and associated
software and equipment upgrades are needed for these systems. The SCADA Systems program

will begin the phase-in of the 4kVV SCADA systems to take advantage of the complete
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capabilities of the KYLE switches in the Company’s 4kV overhead distribution system. The
4KV supply system has been in existence since the early 1930’s. As of year 2000, the Company
began a program to upgrade the 4kV grid system. Remote monitoring and control of the 4 kV
system has been completed at the substation level with the completion of the USA SCADA
system which provides important information on substation and feeder loads as well as several
control functions from the Distribution Control Centers. (1965). The USA system will now be
deployed at the feeder level, specifically at sectionalizing points at the critical location midway
between two feeders outfitted with KYLE solid state controlled switches. The SCADA system
will utilize the remote communications and control capability of these switches. (1964-1966).
Staff’s proposed $500,000 reduction is arbitrary and will impair the Company’s ability to
optimize the technical features of its KYLE switches. (1966).

(vi)  Process Improvement

In the “Process Improvement” category, the SIP proposes no adjustments to five Electric

Operations programs and projects identified in the Company’s Exhibit 133, p. 2.
(vii)  Security

The SIP examined the Substation Operations’ budget history for security expenditures.
Finding no expenditures and minimal or zero budgets from 2004 to 2006, the SIP adjusted the
2008 and 2009 Substation Operations’ funding for security from $4.1 million to $2 million each
year. SIP also recommends that any of the $2 million that is not spent be returned to customers.
(4026-4027; Exh. 274, p. 3).

Prior to 2008, Substation Operations’ security initiatives and expenditures were funded

under a separate corporate budget line associated with the World Trade Center attack. The

" The Company did not present Process Improvement programs or projects for Substation Operations or S&TO.
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reason the historical expenditure level for security initiatives at the Substation Operations
departmental level appears to be minimal prior to 2008 is that these expenditures were not in
rates pending the outcome of federal and/or insurance reimbursement. (1969). In June 2007, the
Company received federal reimbursements. (1968). Starting with 2008, the funding
responsibility will be reassigned to the individual departments. (1967-1968).

Since the inception of the Security Enhancements program, expenditures have increased
each year as the program transitions to maturity with program scope refinement and the
incorporation of lessons learned. The actual historical expenditures associated with substations
security projects have increased annually from 2004 to September 2007 ($500,000, $1.2 million,
$2.9 million, and $3.0 million, respectively) and are in line with Substation Operations’ 2008
and 2009 funding levels of $4.1 million. (1968-1969).

Exhibit 140, Con Edison’s response to Staff’s interrogatory 424, provides a detailed
project schedule that outlines the Company’s program to enhance physical security and to bring
all substation facilities into compliance with the Company’s Security specification by 2010.
Substation Operations plans to install physical security systems consisting of closed circuit TV,
monitoring, and access systems at six substations in 2008 and seven substations in 2009. The
Company will also purchase “man down” radios for the substations in 2008 and 2009.

The funding is necessary to meet this schedule, and a reduction of funding will delay
completion of important security enhancements that the SIP agrees are “of utmost importance.”
(4026). Staff’s adjustment should be denied.

(viii) Staff’s Global Adjustment of S&TO Capital Programs

Without any explanation, the SIP abandoned its project-specific review and examination

of programs and projects for System and Transmission Operations’ capital expenditure programs
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for the transmission system and for system operations. Unlike their use of program and project
analysis to develop a recommendation for the substation and distribution system capital
expenditures, the SIP based their recommendation for transmission system and system
operations capital expenditures solely on their view that the Company has historically over-
budgeted for such expenditures.?® (4005-4007). Based on the ratio of the Company’s actual
spending versus budget for the years 2004 through 2006, the SIP proposed to provide the
Company only 58.4 percent of its projected rate year expenditures for S&TO capital programs.
This works out to a $108.95 million adjustment to the Company’s rate year expenditures.?
(4005-4007; Exh. 274, pp. 2, 5).

The S&TO funding request for transmission operations is based on the most current
information available. (Exh. 132). This request is designed to ensure the reliability of the
transmission system, which is the backbone for supplying the customer load in the Company’s
service territory. The capital expenditures shown in Exhibit 132 are required in the Rate Year to
ensure that the transmission system has the needed capacity to address increasing customer load
and generating unit retirement, to replace and/or refurbish the aging transmission infrastructure
and associated equipment, to improve safety and environmental performance, to allow
implementation of mitigation strategies to reduce system risk, and to leverage new technologies

to provide operational improvement. (1920-1921).

%8 The SIP stated that the Company’s “budget forecasts and actual expenditures for other major budget categories
are more closely aligned” (4006), and made no global adjustment to the other major budget categories — Substation
Operations (substations) and Electric Operations (distribution system).

 The SIP’s testimony erroneously states that its adjustment is to the Company’s “Transmission and Switching
Station budget category.” (4005) In actuality, as indicated in Exh. 274, pp. 2 and 5, the SIP’s adjustment is to the
“Transmission and Systems Operations Capital Budgets” for 2008 and 2009. The Company’s initial and updated
filings presented separate budgets for System and Transmission Operations, “Transmissions Operations Capital
Projects” and for “System Operation Capital Projects” (respectively, Exhs. 123, 128, Exhs. 132 and 136). The
Transmission and Systems Operations Capital Budgets referred to in Exh. 274, pp. 2 and 5, are the combination of
these two separate capital budgets. Thus, the SIP’s reference to an adjustment to the “switching station budget
category” is misplaced. The Company’s switching stations are a component of substations, and the Company’s
capital expenditures for switching stations are addressed in the Substation Operations budget. (Exhs. 121 and 130).
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Staff’s historically-based spending-ratio approach is particularly inappropriate for
transmission budgets that involve large projects, predominately with service dates determined by
system need. (1920). The Company’s transmission operations budget includes major
transmission reinforcement projects, such as the installation of the M29 line and relieving the
East River load pocket, of a scope that the Company has not had to build for decades. Staff’s
approach would preclude recovery in rates for these needed projects. (2111-2112).

At times subsequent to developing budgets, factors that are largely out of the Company’s
control occur that can cause specific projects to be deferred and, thereby, decrease the spending
scheduled for that year. Two such projects are the M29 project and replacing the 69kV feeders
on the Queensboro Bridge (“QBB”). These are very large projects that by themselves represent
a large portion of the S&TO budget. Due to the requirements associated with the Article VII
approval process, construction of the M29 project, a $300 million project, was not commenced
as originally scheduled and budgeted and is now moving towards commencing construction.
(1921; 2109-2110). The QBB project has been deferred due to a two-year bridge-upgrade
project of the City of New York. (1921; 2114).

Staff's methodology using historical performance to determine future spending appears to
penalize the Company for deferring or delaying projects that are not within its control. Since the
Company received the Article VII approval for M29 in August 2007, the absence of which
caused the past slippage in the project, the Company appropriately anticipates spending in 2008
the $143 million projected in its updated filing for the M29 project. This single project
represents 93 percent of the funding for S&TO capital projects that Staff is recommending for
2008. Because the M29 project has to be on line by 2010, construction must begin in 2008.

(2115). Staff’s recommendation will essentially stop other transmission work. (1922).
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Staff’s proposed 40 percent reduction would effectively limit all transmission system
investment to only work associated with M29 and completion of in-progress work. It would
prohibit the necessary investment in all other projects needed to support a reliable transmission
system and infrastructure. (1923). Company Witness Longhi explained that the $143 million
projected to be spent on the M29 project in 2008, plus the completion of the remaining work in
progress, including the completion of the new Energy Management System, brings projected
2008 expenditures to about $160 million. Staff’s forecasted 2008 budget of only $158.3 million
(Exh. 274, p. 5) leaves no additional capital funding in 2008 for the $35 million needed to start
the East 13th load pocket relief project, the $30 million needed for the phase angle regulator
project for the West 49th switching substation, and the $5 million needed to begin the multi-year
project to replace feeders 18001 and 18002. The East 13th Street project is required to meet
design criteria to relieve a projected overload by 2010. (2115). The West 49th Street project is
needed to meet design criteria and support load growth. These are not discretionary projects.
Seven transmission feeder replacement projects per year are needed just to maintain the current
41-year average age of the pipe-type transmission system and avoid the major problems that
derive from age-related deterioration. (1781-1783; 2124). Staff’s adjustment would also not
allow the Company to begin the replacement work for even the two feeders planned in 2008 for
this reliability project. (2143-2145). Further, Staff’s adjustment effectively eliminates a variety
of other reliability projects that the Company plans to implement in 2008. (Exh. 132).

To develop its recommendation for S&TO's capital funding for the Rate Year, Staff
developed a proficiency spending ratio that used actual spending versus budget for the years
2004 through 2006. The inclusion of the M29 and the QBB projects in Staff's calculations for

the years 2005 and 2006 distorted the proficiency spending ratio because these large projects had
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little or no spending during those years due to uncontrollable circumstances. If these two
projects were excluded from the Staff's calculations, Exhibit 274, p. 5 would show that the
Company is becoming increasingly proficient in forecasting S&TO projects. In fact, the
proficiency spending ratio after excluding these two projects increases from 65 percent in 2004
to 73 percent in 2005 to 96 percent in 2006.

The SIP effectively eliminates most of the S&TO reliability projects without any
assessment of the merits and need for any project. (2108-2109; 2112-2113). Staff makes its 40
percent reduction recommendation on an across-the-board basis without identifying any specific
projects to be deferred or cancelled. Rather than simply assuming that past uncontrollable events
will recur, all transmission and system operations projects should be analyzed based on the
justifications and detailed project cost forecasts submitted by the Company. (1923).

Significantly, the SIP has criticized other parties for taking a similar “across-the-board,”
rather than project-specific analytical, approach to assessing the Company’s capital programs.
Thus, in assessing the recommendation of NYC witness Arnett calling for a cap on rates and/or
capital expenditures, the SIP stated, “Our direct testimony provided recommendations for
appropriate funding based on our review of Con Edison’s specific infrastructure proposals.”
(4063).

In disagreeing with CPB witness Elfner’s proposal for a 20 percent overall reduction in
the Company’s infrastructure budget, the SIP stated:

[W]e do not believe that the appropriate remedy is an across-the-board generic

reduction of 20%. Further specific analysis of the need and spending history of

the projects for which Con Edison proposes to spend the requested funds is
required, which Mr. Elfner does not provide. (4064).

Similarly, in disapproving Westchester’s proposal for significantly reducing the

Company’s capital expenditures, the SIP states:
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[W]e do not agree with the blanket statements calling for reductions without a
substantive analysis being provided. ... [S]imply examining the Company’s
overall Capital spending data from recent years and comparing it with the overall
expected load growth does not provide an adequate review of the specific
infrastructure issues facing the Company. Without analyzing the underlying
causes for the increased budget, including major project and program changes,
Westchester’s proposal is not reasonable in that it does not ensure customers will
be provided with both safe and reliable service. (4066-4067).

Lastly, in rebutting the proposal of NYPA’s Panel to cut the Company’s construction
spending by one third, the SIP states:

[W]e see no evidence that NYPA’s review of the Company’s proposal
incorporated an analysis of each specific program and project identified by Con
Edison. ... [W]e do not agree with the overall statements being made without
NYPA providing further analysis of the underlying causes for the Company’s
increased budget, including an evaluation of major projects and program changes.
To compare Con Edison in these areas with other utilities by way of a high level
overview analysis is not be appropriate because such comparisons do not capture
the unique situation or circumstance of a particular utility. This approach is not
an adequate substitute for a thorough review of the Company’s specific needs.
(4068-4069).

Staff’s proposed reduction to the Company’s S&TO capital expenditures is made without
a project-specific analysis. Staff’s across-the board reduction for transmission and system
operations projects would prohibit necessary investment in projects needed to support a reliable
transmission system and infrastructure. Staff’s adjustment should be rejected.

(ix)  Staff’s Revised Reporting Requirements

Pointing to the impact of the Company’s proposed T&D capital expenditures on rates,
Staff recommends that Con Edison be required to file with Staff a quarterly report that compares,
by project, actual and projected schedules, as well as actual expenditures and rate allowances.
The Company would also be required to provide justifications for any variance, by project as
well as in the aggregate (3994). In its rebuttal testimony, the Company’s Infrastructure

Investment Panel identified several flaws in Staff’s proposed reporting requirement.
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First, requiring the Company to file status reports on a quarterly basis, rather than on an
annual basis as is required under the 2005 Rate Plan, would be unduly burdensome and provide
little if any additional benefits. (1989).%° Indeed, the timing lag between accounts receivable and
accounts payable and the inherent lag in accounting for all field operations would render such
quarterly reports inaccurate and not useful. Second, requiring the Company to justify any
variance in the projected schedule or expenditures for any project, as well as for all projects in
the aggregate, rather than only a significant change (e.g., 15 percent) in any project as is required
under the 2005 Rate Plan, would be unreasonable and impractical. It would, for example,
needlessly and arbitrarily require justification for even a $5,000 variation on a $1 million project
and exceedance of the rate allowance by even a few thousand dollars in any quarter. (id.). As the
Commission is aware, departures from estimates, especially small ones, routinely occur for a
wide variety of reasons, including weather and system contingencies and restated priorities.

Even if the Company were able to track on a quarterly basis all changes in project
schedules and expenditures, regardless of the magnitude of such changes, and determine and
verify the causes of such changes, such an undertaking would require additional manpower and
system resources that could not possibly be cost-justified by the value that such insignificant and
inconsequential information would provide to Staff. (1989-1990).

Finally, Staff’s reference to project-specific rate allowances is puzzling; the Company is
unaware of any breakdown of the Rate Year rate allowance that would identify the rate

allowance for every project included in the T&D capital program. (1990). While there are

% While annual reports may be of little use in enabling Staff to monitor the Company’s expenditures in the context
of a one-year rate determination, quarterly reports, or preferably a single mid-year report, would only be of some
use in facilitating Staff’s oversight of the Company’s expenditures under a symmetrical reconciliation mechanism
that would allow the Company to exceed the rate allowance.
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specific dollar amounts estimated for major projects, small projects are often not separately
estimated.

The Company, of course, expects to continue its current frequent meetings with Staff.
The Company will also continues to provide Staff with any information it requests, including
information beyond that required by scheduled filings. Staff’s proposed formal quarterly reports,
however, especially quarterly reports required to capture and explain insignificant variations in
estimates, would be unduly burdensome and of little value, and is unjustified. "

2. Production

a) The Company’s Presentation

Con Edison’s Electric Production Panel (“EPP”) presented Con Edison’s capital
expenditure requirements for the years 2008 through 2010. (911-920; Exh. 54). Con Edison's
Electric Production Construction Program provides the expenditure requirements for maintaining
the infrastructure and systems of the Company's electric generating stations, i.e., East River
Station Units 6 and 7 and six Gas Turbines installed at various steam generating stations. The
program establishes capital expenditures for functional programs relating to: 1) Environment,
Health and Safety ("EH&S"), 2) boilers, 3) steam turbines, 4) mechanical equipment
replacement, 5) electrical equipment, 6) control systems, 7) structures, 8) waterfront, 9) roofs
and 10) security. It is designed to continue the safe, efficient, and reliable operation of the
Company's in-City electric generation units. Past experience has shown that improvements and
capital expenditures in each of these functional areas are required for continuous safe, reliable,

and efficient plant operations. The selected functional programs address areas of the station that

*1 The Company similarly opposes Staff’s recommendation the Company submit quarterly report on its secondary
monitoring activities. (4037-4039). Quarterly reports are overly burdensome and provide little update between
reports. Moreover, in its Order Implementing Outage Recommendations in Case 06-E-0894, (July 20, 2007),
Directive No. 17, the Commission required that such reports be submitted on a semi-annual basis.
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require improvement. For 2008 and 2009, the projected capital expenditures for these functional
areas total $36 million and $39.7 million, respectively. (909-920; Exh. 54).

Q) Environment, Health and Safety

EH&S projects address conditions identifies during plant operations that could pose an
EH&S risk, such as asbestos abatement, or address regulatory requirements such as fish life
preservation. Projected expenditures in 2008 and 2009 are $2.6 million and $3.6 million,
respectively. (911-913; Exh. 54).

(i)  Boilers and Steam Turbines

These project refurbish boilers and turbines in order to maintain rated electrical output
and equipment reliability. Projected expenditures in 2008 and 2009 are $1 million and $3.25
million, respectively. (913; Exh. 54).

(iti)  Mechanical Equipment Replacement, Electrical Equipment,
and Control Systems

These programs include projects to replace and improve equipment and systems in three
major functional areas of the station. These equipment replacements and improvements are
required to address age-induced degradation, obsolescence, malfunction, and failures that might
otherwise contribute to plant unavailability and unreliable operations. These programs include
projects to upgrade equipment and systems by application of new technologies that expand the
capability and efficiency of plant systems, improve response time, and significantly enhance the
reliability of the electric supply. (914).

The Mechanical Equipment program includes the replacement and improvement of
mechanical equipment, such as pumps, valves, heat exchangers, air compressors, tanks, fire
protection, heating, and air conditioning. Projected expenditures in 2008 and 2009 are $5

million and $9.1 million, respectively. (915; Exh. 54).
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The Electrical Equipment includes the replacement and upgrade of electrical equipment
such as switchgear, transformers, batteries, uninterruptible power supplies, inverters, breakers,
motors, cables, and backup generators. Projected expenditures in 2008 and 2009 are $5 million
and $7 million, respectively. (915-916; Exh. 54).

The Control System program includes the replacement and upgrade of control systems
throughout the station, e.g., transmitters, distributed control systems, control panels and
terminals, monitoring instrumentation, and wiring. Controls and instrumentation are replaced
with currently available equipment that is often very different than existing hardware and
consequently require significant upgrades to control rooms, conduits and cables, and power
systems. The control system upgrades provide new capabilities, such as automatic operation of
critical components, monitoring of many more parameters to aid plant operators, and faster
response times, all of which significantly improve the operation of the station, especially during
critical periods. Projected expenditures in 2008 and 2009 are $12 million and $2.2 million,
respectively. (916-917; Exh. 54).

(iv)  Roofs, Structural, and Waterfront

The East River facility was originally constructed in 1926. Its structures have been
experiencing degradation due to normal wear and tear, age, and weather that, if left unaddressed,
could create unsafe conditions to plant staff, and result in restricted access to plant areas as well
as potential damage to plant equipment and structural integrity. (917-918).

The Structural program provides projects for general improvements to the station
structures, such as steel and concrete, facades, foundations, walls, floors, stacks, driveways,
bridges, and tunnels. Projected expenditures in 2008 and 2009 are $6.25 million and $11.5

million, respectively. (918-919; Exh. 54).
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The Waterfront program addresses improvements to piers, docks, and related facilities
and systems. Projected expenditures in 2008 and 2009 are $2 million and $1 million,
respectively. (919; Exh. 54).

The Roofs program includes projects to replace and refurbish roofs and roof drains.
Projected expenditures in 2008 and 2009 are $0 (significant work was completed in 2007) and

$2 million, respectively. (919; Exh. 54).

(v) Security

The East River Generating Station and Substation Complex consists of the generating
station, a multi-million gallon oil tank farm, and two substations, making it a vital facility for
both Con Edison and the New York City metropolitan area. The security program for this
facility includes projects to upgrade and integrate the security systems, restrict access and
provide effective surveillance of the overall East River complex. The surveillance system will
consist of new cameras, video monitors, card readers for access control, turnstiles, vehicle
barrier surveillance, and door status monitoring in and around the facility. Projected
expenditures to complete this work in 2008 are $1.6 million. (919-920; Exh. 54).

b) Other Parties’ Presentation

No party to this proceeding proposed reductions to the Electric Production Construction
Program.

3. Proposed Global Adjustments To Capital Expenditures

Several parties recommend arbitrary global adjustments to the Company’s proposed
T&D capital expenditures. CPB recommends that the Company’s capital expenditures be
reduced by approximately 20 percent. (4687). NYC would impose an unspecified rate cap, with

an underlying “capital and O&M?” cap, that would compel the Company to reduce its capital (and
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O&M) programs. (4504). Westchester proposes that the capital program be cut by $600 million.
(5462). The common flaw in all of these proposals is that they are unsupported by any, much less
substantive, analyses or assessments of their potential impact on any or all of the projects and
programs that the Company has proposed (1971-1972), and whether the Company could
continue to provide safe and reliable service despite the recommended reductions in expenditure
levels. As Staff so aptly put it with respect to Westchester’s capital program reduction proposal:

Without analyzing the underlying causes for the increased budget,

including major project and program changes, Westchester’s proposal is

not reasonable in that it does not ensure customers will be provided with
both safe and reliable service. (4066-4067).

Unlike Staff, which undertook a comprehensive evaluation of each of the Company’s
proposed projects and programs -- based on the Company’s rate case presentation, the
underlying workpapers and the Company’s responses to hundreds of interrogatories relating to
its proposed infrastructure investments (4065) -- CPB, NYC, and Westchester readily admitted
that they did not analyze any of the Company’s proposed infrastructure projects and programs.
(4500; 4683; 5461). Instead, each would simply have the Company prioritize its planned capital
projects and programs and undertake only those that can be funded within their respective
arbitrarily-set budgets. (4498-4500; 4687; 4728; 5446).

While acknowledging that there is a need for additional infrastructure investments, CPB
speculates that not all projects proposed by the Company may be necessary at this time. (4687).
The only basis the CPB could muster for its speculation is the notion that any new project
proposed by the Company that is necessary for safe and reliable service should have already
been undertaken in the past. (4686). On cross-examination, however, CPB witness Elfner
conceded that new projects that are needed to address future load growth should generally not be

undertaken before they are actually needed for load relief. (4724). Thus, CPB refuted its own
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assumption that any project not previously undertaken by the Company is not required for
providing safe and reliable service. The CPB has advanced a standard for capital expenditures
that is internally inconsistent, illogical, and untenable.

CPB was also unsure as to how its proposed 20 percent capital expenditure reduction
would be effectuated. During cross-examination, when confronted with the possibility that the
Company may not have sufficient funds to undertake reliability-related projects, or to achieve
the targets proposed under Staff’s reliability performance mechanisms, CPB witness Elfner
revised his proposal to require a 20 percent reduction in capital expenditures only after setting
aside sufficient funds for all reliability-related work, as well as for vaguely-described
“commission-directed priorities.” (4729-4730). A short time later, however, CPB’s witness
reverted to his original proposal to require a 20 percent reduction to the Company’s full capital
program, for a reduction of $372 million. (4732).

Unlike CPB and Westchester, NYC provided no recommendation as to the amount by
which the Company’s capital expenditures would be reduced. NYC’s proposal also differs from
those of CPB and Westchester in that it calls for close regulatory oversight. Specifically, NYC
witness Arnett would have the Commission determine the level of the cap to be placed on the
Company’s rates and/or expenditures (4500), and would leave it to the Company to determine
which of its capital projects should be allowed to proceed (4498), subject to Staff’s oversight.
(4540). In addition, the Company would be required to report to the Commission the extent to
which individual projects would have to be deferred, curtailed, or delayed. (4498-4499). The
Company would also be permitted to petition the Commission for deferred recovery if the
Company determines that a project that cannot be funded within the cap is required to ensure

safe and reliable service. (4499). Although Mr. Arnett recommended that the cap be set “at the

78



point at which the cost of providing a service is greater than the incremental benefit of receiving
it” (4503), he declined to propose a method for establishing that point. (4540). Mr. Arnett did,
however, agree that capping the Company’s expenditures would justify reconsideration of the
reliability performance targets. (4544).

Westchester, on the other hand, would not excuse the Company from meeting any
performance target, even if the Company was denied sufficient funds to meet the target.
According to Westchester witness Radigan, the Company “would have to make the decision [as
to] what is the best thing for Con Edison to do and there might be a small penalty associated if
they don’t do that.” (5506). In effect, Westchester would put the Company’s infrastructure on a
‘starvation diet’ and see whether the delivery system can survive. Westchester points to the
moderate rate increases provided under the 2005 Rate Plan as evidence that the delivery system
can flourish even on a “starvation diet’. However, as explained in greater detail elsewhere in this
Brief, Westchester is fooling no one but itself. Notwithstanding the moderate rate increases, the
2005 Rate Plan did not deny the Company any capital funds. The Company was permitted,
subject to regulatory oversight, to incur expenditures in excess of the costs reflected in rates
without limitation, when it deemed such expenditures necessary to provide safe and reliable
service, with recovery of those excess costs deferred for recovery in this proceeding.
Westchester’s proposal in this proceeding to drastically limit the Company’s ability to fund
infrastructure projects would have catastrophic results.

It should be clear that adoption of any of the blanket reductions to the Company’s T&D
capital program proposed by CPB, NYC or Westchester would put the Company in the untenable
position of foregoing or delaying projects and programs that, in the view of both the Company

and Staff, are necessary for the provision of safe and reliable service. Continued plant investment
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is needed in order to maintain an electric system strong enough to support the New York City
and Westchester County regions with the high levels of service reliability required for the area’s
future economic prosperity. The Company understands that these parties’ proposals are put
forward in a good faith effort to moderate the Company’s expenditures levels. However, the
proposals are strictly results-oriented and, in the end, not in the best interests of the consumers
and should be rejected.

4, Customer Operations

a. Advanced Metering Infrastructure

The Company proposes to implement three pre-deployment advanced metering
infrastructure (“AMI”) demonstration projects during the rate year and thereafter deploy AMI
throughout its service territory. (766-770). This proposal is consistent with the Company’s
March 28, 2007 AMI filing in Case Nos. 94-E-0952, 00-E-0165, and 02-M-0514, the
Commission’s AMI Proceeding.*? (3944-3945). The demonstration projects would involve
approximately 300,000 electric and gas meters in Westchester County installed or retrofitted by
the end of 2007 under the Company’s Automated Meter Reading (“AMR”) program and
upgraded as part of the AMI project as well as 100,000 electric and gas meters to be installed in
each of Queens and the Bronx/Upper Manhattan during 2008. (769-770). The rate year work
would also include the installation of data collection and communications equipment and
completion of the installation of a Meter Data Management System (“MDMS”) to allow for

integration of data provided by the meters with the Company’s existing computer applications.*

% Case No. 94-E-0952, In the Matter of Competitive Opportunities Regarding Electric Service, Case No. 00-E-
0165, In the Matter of Competitive Metering, and Case No. 02-M-0514, Proceeding on Motion of the Commission
to Investigate Competitive Metering for Gas Service (collectively, the “AMI Proceeding™).

% The MDMS is also necessary to support customer billing under the Company’s proposed Mandatory Hourly
Pricing (“MHP”) program expansion. (776; 891). The communications infrastructure installed for AMI will also
be used for MHP. (887-888).
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(769) The pre-deployment demonstrations will permit the Company to evaluate selected
communications technologies and AMI functionality. (770; 769). Once the demonstration
projects have achieved their objectives, the Company would begin to install AMI throughout its
service territory at the rate of approximately 800,000 meters per year with an expected
completion date of 2014 for all 4.4 million meters. (768).

The Company expects that AMI will eliminate the need for a meter reader to view or
drive by every meter and enable more frequent meter reading, thus providing billing data for
time-differentiated rates and support for demand-side management programs. (767; 768). AMI
is also expected to provide enhanced distribution system information relating to power outages
and service restoration, power quality, and instances of meter tampering. (768). The Company
also expects that AMI will facilitate the Company’s expansion of its MHP program to a much
larger group of customers. (890-891).

In general support of the Company’s proposal, City witness Chernick testified that AMI
is consistent with Mayor Bloomberg’s PlaNYC, which supports the universal installation of
advanced meters by 2014. (4976). The CPB, through its witness Elfner, also testified that AMI
is expected to enable environmental benefits and reduce costs for customers: in particular, it will
reduce meter reading costs, increase meter accuracy, reduce the number of estimated bills and
associated customer billing inquiries, provide customers with more information about their
service usage and facilitate their participation in demand-side management programs, and
enhance the Company’s ability to identify the extent of an outage and more effectively restore

service. (4684).
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Staff raises objections to consideration of the Company’s AMI proposal in the context of
this rate case. CPB and the City propose changes in the program relating to the timing of
implementation and cost recovery. (3273-3275; 4989).

Staff and CPB oppose the Company’s AMI proposal on the grounds that the
authorization and implementation of the AMI proposal should await the Commission’s decision
in its ongoing AMI Proceeding. (3945; 4687). Staff also opposes the Company’s AMI proposal
on the ground that it will affect both electric and gas operations. Therefore, in Staff’s view,
decisions regarding the Company’s AMI plan should not be made in a proceeding addressing
only electric service. (3945-3946).

Despite CPB’s position (through Dr. Elfner) that the Company’s AMI proposal should be
deferred for consideration in the PSC’s generic proceeding, CPB witnesses Elfner and Schultz
distinguish the Company’s proposal to conduct “AMI-related pilot programs” for which CPB
agrees funding should be approved. (4687; 3273). CPB asserts that the Company’s AMI costs
should not be embedded in the Company’s revenue requirement, however, as they are “one-time
in nature.” (3273). CPB (through Mr. Schultz) also questions why the Company proposes to
install the AMI communication system in advance of meter installations and how the system can
be tested before the meters are installed. (3273-3274). Finally, the City proposes that meters
should be deployed to the Company’s largest customers first. (4976).

For the reasons hereinafter given, these objections do not provide a basis for the
Commission to reject the Company’s AMI proposal in this proceeding.

b) The Company Should Be Allowed To Implement Its AMI Proposal in
the Rate Year

That a generic proceeding on AMI is pending does not foreclose the Commission’s

consideration of the Company’s AMI proposal and the Company’s implementation of that
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proposal during the rate year. Staff’s objection to consideration of the Company’s AMI pre-
deployment project proposal was premised on the possibility that the Commission would have
earlier addressed the issues raised here in the AMI Proceeding, in which Staff expected an order
before resolution of this case. (3944-3945).

Recent developments cast serious doubt on the likelihood that the Commission will issue
a decision in the AMI Proceeding before the Commission’s order is issued in this proceeding.
On October 10, 2007, the Commission issued a Notice Seeking Comment (“AMI Notice”) in the
AMI Proceeding. Specifically, the Commission seeks comment in the AMI Notice on the
features and functions, proposed by Staff, for inclusion in a standard for AMI systems and also
invites parties to address any other matters related to an AMI standard. Comments are due by
December 10, 2007. With over 30 parties on the current service list, it seems likely that
extensive and contradictory comments will be submitted. It does not appear that this proceeding
will be concluded anytime soon. Equally important, Staff witness Rieder admitted as much on
cross-examination when he acknowledged that he could not predict when the Commission would
issue its decision in the AMI Proceeding. (3953). In light of the probability that the AMI
Proceeding will not be concluded before rates go into effect in this case, April 1, 2008, the
Commission should authorize the Company in this proceeding to implement its AMI proposal.*

C) Delaying approval of AMI will prevent the achievement of public
policy goals and utility system enhancements

The Company’s AMI proposal is premised, in substantial part, on the contribution full
deployment of advanced metering is expected to make in the achievement of pressing public

policy goals related to energy requirements and usage. By rejecting the Company’s proposal in

* In the unlikely event that the Commission issues its decision in the AMI Proceeding before rendering its decision
in this proceeding, the Commission certainly could take due note of its AMI decision in issuing its decision in this
proceeding and should provide for recovery in rates of the costs the Company would incur in complying with the
AMI decision.
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this rate case in favor of consideration at a later date, Staff is taking a chance that delaying the
Company’s demonstration projects in anticipation of the Commission’s consideration of the
generic issues associated with AMI will not impede the achievement of those pressing goals.

Staff witness Rieder claimed that because the Commission is evaluating AMI on a
generic basis, the Company’s plan should be considered “in the context of the overall benefits
and costs the Commission is considering with regard to AMI.” (3945). Furthermore, he asserted,
“it would be inappropriate to make decisions about moving forward with AMI [affecting both
electric and gas metering] in a proceeding that only considers electric matters.” (3945-3946).
Based on this testimony, he proposed to remove AMI-related costs, which he estimates at $25
million, from the rate year revenue requirement. (3946; see also Exh. 241 and Exh. 269, p. 9).
These non-substantive excuses for failing to support AMI fly in the face of pressing energy
issues in New York.

The Company testified that AMI “will provide a basis for cost-saving changes in
customer operations as well as enabling benefits for customers, the environment, and society
generally.” (767-768). In particular, the Company expects societal benefits to be realized from
AMI when customers have access to the information necessary to understand and better control
their energy usage. (767).

AMI enabled meters can readily support customer participation in demand

response and demand-side management programs. AMI can also support time-

based tariff programs, such as critical peak pricing, and facilitate customer price

response. (id.)

This view is shared by City Witness Chernick, who testified to the City’s support for the
universal installation of advanced meters by 2014 because advanced metering is essential to

customers’ participation in demand response programs. (4976). Mr. Chernick further testified

that the Company’s proposal is consistent with PlaNYC, a program proposed by City of New
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York Mayor Bloomberg to reduce energy consumption. (id.) He notes that “increased use of
advance metering technology can provide numerous economic and environmental benefits to
customers” (4987) and quotes from the Commission’s order initiating the AMI proceeding:*
An advanced metering infrastructure [footnote omitted] and use of new intelligent
technology provide the foundation for electric utilities and consumers to make
informed choices about energy suppliers and usage on the basis of price and time-
of-use of energy. Use of advanced electric metering systems enables electric
utilities and consumers to manage the need for additional supplies to satisfy

growing demand, to avoid use of high priced fuels, and to moderate pricing
volatility associated with use of expensive generation in times of peak demand.

(id.)

AMI is also expected to provide Con Edison with benefits derived from the availability
of enhanced distribution system information relating to power outages, power restoration, and
power quality. (768). This information is expected to aid Con Edison in understanding the
scope of outages and working through service restoration more efficiently, matters of great
public concern following the 2006 outages in Long Island City and Westchester.*® The
availability of data from meters that are otherwise difficult for Company personnel to have
access to is expected to aid the Company in identifying meter tampering. (id.)

The Company proposed AMI demonstration projects to validate performance and
assumptions made in its business model, determine if its goals for AMI are realistic and
achievable using currently available commercial technology and communications systems, and

develop interfaces needed to integrate data from an AMI system with its legacy systems.

% Case No. 94-E-0952 et al., Order Relating to Electric and Gas Metering Services (August 1, 2006), pp. 1-2.

% Case No. 06-E-0894, Proceeding on Motion of the Commission to Investigate the Electric Power Outage of
Consolidated Edison Company of New York, Inc.’s Long Island City Electric Network; Case No. 06-E-1158, In the
Matter of Staff’s Investigation of Consolidated Edison Company of New York, Inc.’s Performance During and
Following the July and September Electric Utility Outages; Case No. 06-M-1108, Petition of Certain Members of
the New York State Legislature Regarding Consolidated Edison of New York, Inc.’s Electric Service Outages,
Order Implementing Outage Recommendations (July 20, 2007).
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Delaying these projects puts off to an uncertain future date the initiation of these demonstrations
and, therefore, the near-term possibility of AMI’s contributing to the achievement of the
important energy-related goals cited by the Commission in commencing the AMI proceeding.

a) The pendency of the generic proceeding should not foreclose
demonstration of AMI technologies

Staff’s rationale for referring consideration of the Company’s AMI proposal to the
generic proceeding might have made a modicum of sense when Staff anticipated that the
Commission might rule in the generic case before it ruled on the Company’s electric rate request.
After Staff witness Rieder conceded his uncertainty about when the Commission might act in the
generic proceeding (3953), Staff’s opposition to consideration of the Company’s demonstration
proposal in this proceeding can only be viewed as an impediment to the development of AMI in
Con Edison’s service territory. The demonstration projects are needed to evaluate the
communications technologies the Company expects to employ. (770). The prospect of the
Commission not providing funding for AMI must necessarily cause the Company to reevaluate
its current efforts and consider terminating or suspending those efforts. (818, 824) Thus, prompt
approval of the Company’s proposed demonstrations is an essential part of the Company’s
planning for AMI. (817-818; 820; 4989).

CPB claims that if the Commission were to authorize the Company to proceed with its
AMI proposal in this proceeding, it would “prejudge the outcome of [the generic] review” of the
utility filings in the AMI Proceeding as well as the evaluation of the pilot programs. (4685).
However, CPB recognizes that the “pilot programs . . . are intended, among other things, to
provide actual data on the reasonableness of the cost and performance assumptions underlying

the Company’s March 28, 2007 filing [in Case 04-E-0952].” (4685). Accordingly, CPB states
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that the Company should be permitted to recover the costs of its AMI-related pilot programs, but
not through rate base recovery. (id.)

CPB’s rationale for denying rate base treatment appears to be its assumption that the
“pilot program” installation will not have an on-going benefit. This is not correct. The meters
installed for AMI will remain in place whether or not the Company’s AMI plan is approved as
proposed (820), and the investment in the MDMS and communications infrastructure for AMI
will continue to provide for reduced meter reading costs and be useful for MHP. (776; 891; 887-
888). Rate base recovery of these costs as well as the meter and meter installation costs should
be allowed as proposed.

2. Changes to the AMI deployment schedule will not achieve benefits earlier.

The City proposed that AMI meters should be deployed to the largest customers first in
order to achieve the greatest potential return in terms of demand reduction. (4976). This
proposal ignores both that the chief expected source of savings from AMI is avoidance of meter
reading expenses and that the Company was separately proposing to expand the group of
customers subject to mandatory hourly pricing. (768; 771-779). Implementing the City’s
substitute deployment schedule would be counterproductive and should be rejected.

As noted by the Company, in order to reduce the Company’s meter reading costs, meters
must be deployed so as to cover complete meter reading routes, as opposed to the selective
deployment recommended by the City. (822-823). In addition, the Company’s proposal to
expand its MHP program will facilitate the Company’s largest customers’ (e.g., customers over
500 kW) participation in demand response programs. (772-776). Imposing a cost-effectiveness
test on the use of AMI based on customer size is inappropriate when the cost of meter reading

depends principally on geographic location, not customer size. (822). The City’s proposal
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would deny the Company the savings on meter reading that underlie its AMI business case.
(822-823).

The Company agreed that multiple deployment strategies can be used for AMI
implementation. (821). That is not to say that a different strategy will yield the same or greater
benefits. The Company proposes to install the communications infrastructure prior to the
installation of meters. (id.) Under this approach, meters can be communication-enabled as they
are installed, thereby facilitating the widespread geographic deployment of AMI and achieving
the expected meter reading savings. (821).

3. The implementation of AMI will be “lumpy’” so smoothing the recovery of
AMI expenses is not reasonable.

CPB challenged the installation of a communications system before meters are installed
and the projected expenditure of most O&M funding in the rate year considering that meter
installation is projected over three years. (3273-3274). In questioning this deployment strategy,
CPB challenges the Company’s ability to test the communications system before the meters are
present. (3274). CPB misunderstands the Company’s deployment schedule and how it affects
projected O&M expenses.

CPB opposes the Company’s recovery through the revenue requirement of any costs
related to the Company’s AMI proposal. (4685) However, it accedes to the recovery of costs for
what it terms the “pilot” programs, which being “one-time in nature” should be recovered in
some other manner. (id.; 3273). CPB claims that AMI costs should not be reflected in the rate
year unless cost savings can also be included. (3275). CPB’s misperception of the benefit of
installing the communications system before the meters are in place contributes to its objection
to the recovery of AMI costs through base rates for this reason. (3274). However, in its

recommended adjustments, it proposes that if 30 percent of the capital expenses projected for a
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three-year period beginning with the rate year are to be incurred in the rate year, only 30 percent
of projected O&M costs should be recovered. (id.) This recommendation fails to recognize that
the expected O&M costs are driven by the proposed deployment strategy of installing the
communications system before other system investments are made, so that meters can be made
operational as soon as they are installed. (821). Although this schedule does require that a
substantial portion of projected O&M expenses will be incurred prior to full implementation of
AMI (1d.), it has a rational basis for which no party has raised a reasonable objection.

4. There is no merit in Staff’s objection to addressing AMI on the ground that
the Company’s AMI proposal relates to both electric and gas service

Staff’s contention that a program having an impact on both electric and gas service
should not be addressed in an electric case is a makeweight argument. (3945-3946). The
Company notes that Staff’s opposition is based in part on the Joint Proposal in the Company’s
most recent gas base rate proceeding.?’ (819). However, Staff only cites to the fact that the
Joint Proposal in that case did not address the substance of the Company’s AMI proposal and
does not mention that the proposal approved by the Commission provides for the Company to
defer its AMI expenditures.® Staff’s argument also ignores the fact single service rate cases
frequently address programs common to the various services of a combination utility and adjust
rates for that service’s allocated share of total costs, as was the case for AMI expenditures in the

recent gas proceeding. (819).

%7 Case No. 06-G-1332, Proceeding on Motion of the Commission as to the Rates, Charges, Rules and Regulations
of Consolidated Edison Company of New York for Gas Service, Order Adopting in Part the Terms and Conditions
of the Parties’ Joint Proposal (issued September 25, 2007) (See Joint Proposal, p. 15).

% |d. Implicit in the Commission’s approval of expense deferral is a recognition that the deferred expenses will be
recoverable in the future. The 2005 Rate Plan is another example of the Commission’s willingness to consider a
common program in a rate case affecting only one service. In the 2005 Rate Plan Order, the Commission approved
the Company’s proposal to install AMR on a saturated basis in Westchester and recover the capital costs of that
project through the reconciliation of T&D expenditures provided for in that case.
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Given the multiple benefits of the Company’s AMI proposal and the projected delay in
the resolution of the AMI Proceeding, the Commission should authorize the implementation of
the Company’s AMI proposal, including base rate cost recovery. Delay in the Commission’s
action on this proposal will cause the Company to reevaluate its current efforts and consider
terminating or suspending those efforts, to the detriment of its customers and other stakeholders.

B. Deferred T&D Costs

Approximately $260 million of the $1.2 billion rate increase requested in this proceeding,
or about 22 percent of the total revenue requirement, is related to T&D capital expenditures
incurred by Con Edison during the period covered by the 2005 Rate Plan in excess of the capital
expenditures reflected in rates. More specifically, the revenue requirement for the Rate Year
includes (1) some $195 million in estimated carrying charges that will accrue during the Rate
Year applicable to the total estimated T&D capital expenditures incurred during the three-year
period covered by the 2005 Rate Plan in excess of the expenditures that were reflected in the
rates (2457), plus (2) some $66 million in unrecovered carrying charges accrued during the third
year of the 2005 Rate Plan (the twelve months ending March 31, 2008) on expenditures incurred
during the three-year period covered by the 2005 Rate Plan in excess of the levels reflected in
rates -- representing one third of the total $198.8 million in estimated unrecovered carrying
charges accrued during the third rate year that the Company proposed to amortize over three

years in this proceeding (2431, Exh. 95, Sch. 4).**

% In addition, the Company has recovered from accrued customer credits some $60 million in carrying costs
accrued during the first year of the 2005 Rate Plan on T&D capital expenditures in excess of the levels reflected in
rates (2519), plus some $138.7 million in carrying costs accrued during the second rate year of the 2005 Rate Plan
on T&D capital expenditures incurred during the first and second years in excess of the levels reflected in rates
(2520). The Company’s recovery of these costs was effectuated through the netting provisions of the 2005 Rate
Plan described in more detail below.
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1. The 2005 Rate Plan

The 2005 Rate Plan established by the Commission in Case 04-E-0572, based on a Joint
Proposal executed and supported by some 30 parties,*° provided for a unique, although not
unprecedented, reconciliation mechanism for T&D capital expenditures, which the Commission
found was in the best interests of ratepayers.*

a) The Capital T&D Reconciliation Provision

The 2005 Rate Plan provides for the reconciliation of various items of expense, such as
property taxes and environmental remediation; that is, some or all of the difference between
forecast expenses for such items, as specified in Appendix F to the 2005 Rate Plan, and actual
expenses are to be deferred for later recovery from or credit to customers.** In addition, the
2005 Rate Plan provides for the reconciliation of carrying charges on differences between
targeted levels, specified in Appendix G to the 2005 Rate Plan, and actual carrying charges
accrued on capital expenditures for T&D.*

The reconciliation provision applicable to T&D capital expenditures states as follows
(2005 Rate Plan Order, App. I, pp. 11-12):

If, at the end of any Rate Year, average net plant in the transmission and

distribution (“T&D”) category is either greater than or less than the amount set

forth in Appendix G (“T&D Capital Target”), the revenue requirement impact of

such variation, as calculated below, will be deferred and recovered from or

credited to customers in the manner described above....The revenue requirement

impact will be calculated by applying an annual carrying charge factor of 13.95

percent (representing a combination of pre-tax rate of return of 11.40 percent and

depreciation of 2.55 percent) to the actual Rate Year variance from the T&D
Capital Target.

%2005 Rate Plan Order, p. 6 fn. 13.

*1 2005 Rate Plan Order, pp. 38-39.

%2 2005 Rate Plan Order, p. 34.

* A reconciliation for generation-related capital expenditures is also provided, for underspending only, and is not
germane to the discussion here. See, 2005 Rate Plan Order, App. I, pp. 12-13.
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In its order adopting the 2005 Rate Plan, the Commission found that the capital T&D
reconciliation provision would protect both the Company and its customers against expenditure
forecasting errors and would ensure that the Company is not precluded by a lack of funds from
undertaking meritorious projects that were not covered by the level of forecasted expenditures
reflected in rates. As stated by the Commission in summarizing Staff’s support of the T&D
reconciliation provision, customers benefit from construction investments necessary to provide
safe and adequate service and the use of a reconciliation for T&D capital expenditures
“eliminates any reason the Company may have not to make necessary infrastructure
investment.”* Accordingly, the Commission concluded that, although reconciliations are, for
the most part, reserved for expense items that are outside of the Company’s control, such as
interference costs and property taxes, there was much justification in this case to include T&D
capital expenditures in the reconciliation mechanism:

The reconciliation of carrying charges on T&D investment is not routine, but such

an approach was adopted in two recent cases .... The reconciliation of capital

budget items in this case is proposed not because of any party’s disagreement

with the T&D capital projects the Company expects to undertake, or with its

budgeted amounts per project, but because of DPS Staff’s doubts that the

Company can complete all of its T&D capital projects on the schedule originally

proposed by Con Edison. Because of this practical concern, the annual T&D

capital budget targets in the JP are about $200 million per year lower than what
the Company continues to believe it will invest in the coming three rate years.*

* k% %

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

#2005 Rate Plan Order, pp. 36-37.
%% 2005 Rate Plan Order, p. 35.
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PULP’s fundamental point here seems to be that terms that establish targets, and
provide for reconciliation of forecast and actual costs, are necessarily only
beneficial to the Company and only harmful to ratepayers. The basis for this
implicit assumption is not explained by PULP. Moreover the assumption is not
reasonable. Use of a forecast and providing for the reconciliation of the carrying
charges on needed T&D investment, for example, helps ensure that ratepayers do
not pay carrying charges on plant that is needed but that, for various practical
reasons, may not be constructed in accordance with planning schedules.*

* X *

The proposed reconciliation of carrying charges in capital investments is not
typical. Given the facts and circumstances here, pertaining to whether the
Company can complete all of its planned capital projects, and the relatively large
amount of revenue requirement at stake, these provisions reasonably reduce the
risk of forecasting errors for ratepayers and shareholders alike.*’

b) The Provision for Regulatory Oversight

The reconciliation mechanism in the 2005 Rate Plan was not only unique in that it
provided for a true-up of capital expenditures that are, at least for the large part, within the
Company’s control, it was also unique in that it provided for on-going regulatory oversight of the
Company’s T&D construction activities and expenditures. Specifically, the 2005 Rate Plan
required the Company to file with the Commission “comprehensive” status reports on its
construction activities, including detailed reports on completed, ongoing, and new projects, to
enable Staff -- and other interested parties -- to closely monitor the Company’s capital T&D
expenditures. Specifically, the capital T&D reconciliation provision requires that (2005 Rate
Plan Order, App. I, pp. 11-12):

The Company will, for informational purposes, file with the Secretary to the

Commission and submit to the Signatory Parties in this proceeding, subject to

confidentiality concerns, by May 1, 2005 and thereafter by January 31 each year,

a comprehensive status report on its annual T&D expenditures. The report
should, at a minimum:

%€ 2005 Rate Plan Order, pp. 38-39.
#2005 Rate Plan Order, pp. 111-112.
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a. identify all completed projects, the date they were completed, and the
costs of the project;

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

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

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

The 2005 Rate Plan was clear, however, that the Company would, subject to Staff’s
oversight, undertake T&D investments based solely on system and reliability needs and would
not be bound in any manner to the specific projects identified in the Company’s April 2004 rate
filing or in any of the status reports filed pursuant to the 2005 Rate Plan (2005 Rate Plan Order,
App. |, p. 12):

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

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

Nor would the Company be limited to the target expenditure levels used to set rates under
the 2005 Rate Plan. Those target levels, which were about $200 million per year lower than
what the Company had forecasted it would invest in T&D capital projects during the three-year
rate plan, were derived based on historical expenditure levels, plus inflation, and were not
connected with specific projects or plant additions, nor were they intended to limit or define in

any way the Company’s construction programs and expenditures.*®

“8 2005 Rate Plan Order, p. 35; Case No. 04-E-0572, Exh. 9, Response 61. Exhibit 9 in the record in Case No. 04-
E-0572, which contains the signatory parties’ responses to the Administrative Law Judge’s questions about the Joint
Proposal, was cited extensively in the 2005 Rate Plan Order (see, e.g., p. 9 fn. 21; pp. 34-35, fns. 107-109) and the
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C) The Netting Provision

In order “to minimize the amount of costs to be deferred” for collection in this
proceeding, the 2005 Rate Plan includes another uncommon provision (2505), which allows Con
Edison the opportunity to set off deferred costs against certain credits due ratepayers.*
Specifically, the 2005 Rate Plan provides (2005 Rate Plan Order, App. I, p. 10):

However, at the end of each Rate Year and subject to audit and prudence review,

the Company may apply any available credits, except credits associated with
TCC'’s, to offset the deferred balance.

The “subject to” language does not require Staff to undertake an audit or review of any
specific expenditures, but “preserves Staff’s right to audit or conduct a prudence review of
1750

credits or debits that have been netted.

2. Recovery of the Deferred T&D Capital Costs

Staff, the only party to have conducted a detailed review of the Company’s T&D capital
expenditures since commencement of the 2005 Rate Plan, supports the full recovery by the
Company of the carrying charges associated with those capital expenditures (4125-4129).
Several other parties, although not challenging any specific capital T&D expenditures made by
the Company, raise concerns as to the magnitude of the Company’s T&D investments during the
period covered by the 2005 Rate Plan. (4468, 4680). The only party to question recovery of the
deferred T&D capital costs is CPB, which vaguely claims that further scrutiny of the Company’s

past T&D expenditures is appropriate before the Company is authorized to recover those costs.>

information provided in the exhibit was relied upon by the Commission in its “conclusions concerning the JP’s
overall reasonableness.” (2005 Rate Plan Order, p. 105).

%% 2005 Rate Plan Order, pp. 34-35.

% Case No. 04-E.-0572, Exh. 19, Response 52.

*! During its cross-examination, CPB stated, for the first time, that it had expected further scrutiny of the Company’s
past T&D expenditures before the Company was authorized to recover its deferred T&D capital costs. (4741, 4750).
CPB, however, never specified the form or extent of such further scrutiny. In fact, while CPB calls for a
“comprehensive independent audit of Con Edison, with a focus on the Company’s capital investment in relation to
the needs of its customers” (4682), CPB does not recommend that the results of that audit be applied to Con
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As demonstrated below, there is no basis whatsoever to deny the Company full and timely
recovery of carrying charges relating to the capital T&D expenditures incurred during the three-
year period covered by the 2005 Rate Plan.>

To begin with, although some parties feign surprise at the magnitude of the T&D capital-
related costs incurred by the Company during the term of the 2005 Rate Plan, such surprise is
dubious for several reasons, especially when expressed by parties to this proceeding who were
also active parties to the Company’s last electric rate proceeding (Case No. 04-E-0572).%

First and foremost, every party to Case No. 04-E-0572 received the annual status reports
that the Company was required to file under the 2005 Rate Plan, each of which showed the
actual versus forecast capital expenditures in the prior year and the new forecast for the
upcoming year. (Exhs. 141-143).>* It is inexcusable for parties who were served with the
Company’s detailed status reports to have ignored those status reports and to have waited until
the Company sought recovery in this proceeding for its prudently-incurred capital costs to raise
for the first time their concerns with the level of the past capital expenditures. Second, all of the
parties to Case No. 04-E-0572 were well aware, and the 2005 Rate Plan Order made it
abundantly clear, that the annual T&D capital expenditures reflected in rates were about $200
million per year lower than what the Company claimed it would need to invest during the rate

plan period.>® In fact, based on that fact alone, the parties to Case No. 04-E-05472 estimated

Edison’s past expenditures, or even to expenditures incurred during the Rate Year, but only “as part of a review of
rates for Con Edison’s electric operations for the rate year beginning April 1, 2009.” (4688).

%2 CPB and Westchester County would amortize recovery of the $198.8 million in estimated unrecovered carrying
charges accrued during the third year of the 2005 Rate Plan over a period far longer than the three years proposed
by the Company. (4693-4694, 5466). These longer amortization proposals are addressed elsewhere in this brief.
*% See 2005 Rate Plan Order, pp. 3-4; App. Il

> Although the Joint Proposal contemplated that the annual status reports filed with the Commission would be
served only on the Signatory Parties, the 2005 Rate Plan Order (p. 105) required that the reports be served on all
interested parties.

*® 2005 Rate Plan Order, p. 35.
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that, by the end of the third rate year, the net deferred carrying charges for T&D projects could
approximate $126 million.*® Finally, the Company has been consistently exceeding the T&D
capital expenditures reflected in rates at least since 2000. In fact, both Staff and NYC noted
approvingly in their investigative reports on the July 2006 service interruption in the Long Island
City network that, for the years 2000-2005, the Company spent approximately $1.2 billion, or
about 43%, more than its $2.8 billion rate allowance for T&D capital projects, and exceeded its
own capital budget in each of those years by 5-30%.>’

Assuming the mantle of a captious critic, CPB takes Staff (and the Commission) to task
for somehow falling short in its monitoring and oversight of the Company’s capital expenditures.
While readily acknowledging that it has not analyzed whether the capital expenditures incurred
by the Company since 2005 were made in a cost-efficient manner (4720; Exh. 313), CPB claims,
without any substantiation whatsoever, that the Commission’s oversight has failed “to ensure
that capital improvements are made in a cost effective manner” (4681), and that the 2005 Rate
Plan permits the Company to recover capital expenditures that exceeds the level on which rates
are based, “apparently without an examination to ensure that the investment is necessary and/or
funds are spent in an efficient manner.” (4680-4681). When confronted during cross
examination with the 2005 Rate Plan’s provisions for regulatory oversight of the Company’s
T&D capital expenditures, CPB admitted that it was familiar with and supported those
provisions (4714),® that it received the Company’s annual status reports (4715), that it did not

object to their adequacy (4752) and that it did not even inquire of Staff whether Staff reviewed

% Case No. 04-E-0572, Exh. 9, Response 12.

%" Case No. 06-E-0894, Department Of Public Service Staff Report On Its Investigation Of The July 2006
Equipment Failures And Power Outages In Con Edison’s Long Island City Network In Queens County, New York
(February 2007), pp. 135-136; _Investigation By The City Of New York Into The Northwest Queens 2006 Power
Outages (March 2, 2007), p. 112, Table 5-2.

%8 In its Statement in Support of the 2005 Rate Plan submitted to the Commission, CPB heralded the capital T&D
reconciliation provision, including the provision for regulatory oversight, as a “pro-consumer provision.” (4713).
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the Company’s submissions or followed up with the Company on any significant deviations in
project schedules or costs. (4753-4754). The only support CPB could muster for its criticism of
Staff’s oversight of the Company’s T&D capital expenditures is the absence of a full report by
Staff on its review of those expenditures in this proceeding with recommendations for the
disallowances of at least some of those past capital expenditures. (4755-4756; 4758).

CPB’s criticism of the regulatory oversight of the Company’s past capital T&D
expenditures and the aspersions it casts on the efficiency and effectiveness of the Company’s
capital investments are baseless and should be soundly rejected by the Commission. If anything,
the record in this proceeding is clear that the Company’s T&D capital expenditures during the
period covered by the 2005 Rate Plan have undergone no less, if not more, scrutiny than such
expenditures are typically accorded in rate cases. (4127-4129, 4162).

As required by the 2005 Rate Plan, the Company’s status reports provided detailed
information on the Company’s T&D capital projects (4102), including, among other things:
forecast and actual program and project expenditures; explanations of program and project
variances greater than the 15 percent from the previous estimates; completed project
information; on-going project status, estimated completion date and up-to-date expenditures;
and, for new projects, project descriptions and justification, cash flow requirements, and
derivation of cost figures. (4106, Exhs. 141, 142 and 143).*

In addition, the Company met with Staff on a periodic basis each year to discuss its T&D
construction program (4107), and numerous other times for further discussions on various
aspects of the Company’s infrastructure investments. (2557; 4107-4109; Exh. 338). With respect

to the meetings held to follow-up on the Company’s annual status filings, those meetings were

% The Company expects to file its fourth and final status report by January 31, 2008, which will cover actual
expenditures made to December 31, 2007 and expected expenditures for the first three months of 2008.
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preceded and followed by the submission of additional information by the Company in support
of its status filings, as well as in response to Staff’s requests for supplemental information.
(Exhs. 350-355). In effect, Staff conducted an ‘on-going’ prudence review of the Company’s
capital investments, focusing not only on the Company’s annual budgets, but also on the
Company’s latest five-year construction programs and the Company’s historical expenditures
going back at least three years. (4158-4159). In addition, where appropriate, such as for
substation projects, Staff reviewed the detailed cost breakdown for each substation project,
including material purchases, contract labor and overhead and contingencies. (4160).
Significantly, Staff understood that the 2005 Rate Plan contemplated that the Company
would recover its deferred carrying charges relating to T&D capital expenditures subject only to
Staff’s review and oversight (4125), and the level of scrutiny undertaken by Staff was in line
with that understanding and sufficiently rigorous to justify the recovery by the Company of its
deferred carrying charges. (4127-4128). As stated by Staff, it viewed its primary mission in
monitoring the Company’s infrastructure investments as ensuring that funds were “being spent
wisely and appropriately” (4127), and that the level of expenditures undertaken by the Company
would enable it to provide “safe and reliable service at just and reasonable rates.” (4171, 4176).
When questioned by the bench, Staff confirmed that its review of the Company’s expenditures
during the period covered by 2005 Rate Plan was no less rigorous than its review of the
Company’s capital expenditures proposed in this proceeding or any other rate proceeding. (4127-
4129, 4162). Staff also confirmed that its rigorous monitoring of the Company’s capital
investments covered both projects that had been previously reviewed by Staff in the context of
the last electric rate proceeding as well as new projects proposed by the Company in its status

reports, and focused not only on projects or programs that exceeded the Company’s forecasted
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expenditure levels, but also those that were within the Company’s original estimates. (4128-
4130). Finally, in response to Commissioner Curry, Staff testified that its periodic meetings with
the Company to discuss the Company’s capital expenditures were “very constructive” and that
the Company satisfactorily addressed Staff’s concerns with proposed spending levels on, and the
necessity for, specific projects and programs. (4157-4158).

Given that the 2005 Rate Plan contemplated that, subject to Staff’s oversight, the
Company’s T&D capital expenditures during the period covered by the 2005 Rate Plan would be
deemed prudent and the Company would have to satisfy no other preconditions in order to
recover its deferred costs (4125-4126), and given Staff’s ongoing intense and diligent scrutiny of
the Company infrastructure investments and the satisfactory manner in which the Company
addressed any concerns raised by Staff, there was no reason for Staff to submit to the
Commission or include in its testimony in this proceeding a full report on its review and
oversight of the Company’s expenditures, as purportedly expected by CPB. Nor is there any
reasonable basis for CPB’s purported expectation that Staff would have consulted or
collaborated with other parties on its review of the Company’s status filings or have presented
summaries or analyses of its periodic meetings with Con Edison to the Commission. (4755-
4756; 4769).

While the 2005 Rate Plan provided for at least eleven collaboratives on different
initiatives, ®° the oversight over the Company’s capital expenditures was not among those

initiatives, but was instead delegated primarily to Staff." Of course, CPB, as well as any other

%0 2005 Rate Plan Order, pp. 108-109.

81 Case No. 04-E-0572, Exh. 9, Responses 52 and 59. Although copies of the Company’s status reports were, per
the Joint Proposal, to be provided only to Signatory Parties, the Commission directed that it be provided to all
interested parties. (2005 Rate Plan Order, p. 105). Nowhere, however, did the Joint Proposal, the 2005 Rate Plan
or the 2005 Rate Plan Order contemplate a collaborative effort on the monitoring the Company’s expenditures or
any kind of consultations among the parties.
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interested party, could have followed up on the Company’s status reports with Staff or the

Company, or both. CPB chose to sit on its hands while Staff reviewed voluminous information
provided by the Company, conducted site visits, held numerous meetings with the Company and
otherwise scrutinized the Company’s expenditures vigorously and diligently (2557; 4102; 4107-
4109, Exh. 141-143, 338, 350-355). CPB is hardly in a position to criticize Staff’s review of the
Company’s expenditures, Staff’s presentation of the oversight it conducted or its conclusion that
the Company should be allowed full recovery of its deferred T&D capital costs.

C. Average Rate Base

The Company’s Accounting Panel prepared projections of plant and depreciation reserve
balances for the twelve months ending March 31, 2008 and March 31, 2009 (see Exhibits 85 and
86), appraising the impact of the current construction and retirement programs on the electric
department’s average rate base. (1320). The Accounting Panel explained that the average rate
base includes an adjustment to align rate base with capitalization, often referred to as the
Earnings Base/Capitalization (“EB/Cap”) adjustment and that the EB/Cap adjustment was
positive due to a number of factors, including the Company’s net prepaid pension/OPEBs
balance and the level of working capital. (1325). Staff and NYPA each take issue with the
Company’s EB/Cap Adjustment.

1. There Is No Basis for Staff’s Removal of Prepaid Pension Costs from the
Company’s Earnings Base

Staff proposes to reduce the Company’s earnings base by $142.0 million, which they
attribute to prepaid pension expenses. Staff raises as concerns that the majority of the prepaid

pension balance was amassed while the Company was off the Pension Policy Statement
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(3615);° that a significant portion of the prepaid pension expense does not represent a cash
investment by the Company (3615); and that the Company should not earn a cash return on a
pension expense that is not associated with any cash outlay (3618) (i.e., the prepaid pension
balance was not the direct result of the Company’s making cash contributions to the pension
fund in excess of its accumulated obligation, but the result of earnings of the pension fund that
resulted in an accrual of a negative pension expense on the Company’s books). Staff argues that
while rates did reflect a credit for pension expense, the levels of prepaid pension expense
recorded by the Company were in excess of the levels reflected in rates. (3616).

The Staff Accounting Panel calculated this adjustment by first determining that the
Company’s actual electric pension expense credit for the period April 1997 through March 2005
to be $276.6 million higher than the amounts provided for in rates; then reducing this amount to
$229.3 million to reflect the customers’ portion of shared earnings during two rate years of this
period; and then adjusting the Company’s capitalization by the net-of-tax amount of this
difference (i.e., $142.0 million). (3621-3622).

Staff’s proposed adjustment should be rejected on several grounds. First, Staff’s position
that the prepaid pension expense was amassed while the Company was off the Pension Policy
Statement fails to acknowledge that the Commission resolved this issue when it adopted the Joint
Proposal that formed the basis of the currently effective electric rate plan. The Joint Proposal
contains the following provisions (1391-1392):

To settle certain issues raised in this proceeding, including issues related to the

Company’s pension and Other Post-Employment Benefits (“OPEB”) costs and

prospective application of the provisions of the Commission’s Pension Policy

Statement, the Company has agreed to provide a credit to customers of $100
million, as shown in 2005 Rate Plan Order, Appendix I, Appendix B, p. 5.

62 Case No. 91-M-0890, Statement of Policy and Order Concerning the Accounting and Ratemaking for Pensions
and Post Retirement Benefits Other Than Pensions (issued September 7, 1993) (“Pension Policy Statement™).
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The electric pension/OPEB expense or credit recorded prior to April 1, 2005 (i.e.,
prepaid pension balance) will not be eliminated from the Company’s earnings
base or capitalization for ratemaking purposes. 2005 Rate Plan Order, Appendix I,
p. 14.

There could be no reasonable interpretation of these provisions, or the 2005 Rate Plan
Order adopting the Joint Proposal containing these provisions, other than they resolved all issues
regarding prepaid pension expense for the period prior to April 1, 2005, when the Company
returned to the Pension Policy Statement, and that prospectively, the prepaid pension expense
accrued prior to April 1, 2005, would remain part of the Company’s earnings base or
capitalization, including after the expiration of the currently effective rate plan.®® The negative
prepaid pension expense accrued during the period prior to April 1, 2005 was fully addressed by
the Commission in the context of the Company’s return to the Pension Policy Statement, as
reflected in the agreement to credit customers $100 million and to retain the prepaid pension
balance in the Company’s earnings base.

Moreover, to consider again in this proceeding the inclusion of prepaid pension expense
in rate base for the purpose of setting rates in this proceeding solely because this expense was
amassed while the Company was off the Pension Policy Statement, would constitute retroactive
ratemaking.®* In calculating its proposed adjustment, the Staff Accounting Panel engages in a

comparison of the Company’s pension expenses for the period April 1, 1997 to April 1, 2005 to

% The Company’s gas and steam rate plans established in Case Nos. 03-G-1671 and 03-S-1672 also contained
language resolving the prepaid pension issue. Order Adopting the Terms of a Joint Proposal (issued and effective
September 27, 2004).

64 See, e.¢., In Niagara Mohawk Power Co. v. Public Service Commission, 54 AD2d 255 (3d Dep’t 1976), the
Third Department articulated the prohibition against retroactive ratemaking:

[It is reasonable and logical to conclude that no general authority to direct refunds was intended
[by the legislature]. Furthermore, a perusal of case law reveals that our courts have held that the
commission does not have the general power to order a utility to make reparation or refunds to its
customers. The words reparation, refund and rebate all connote substantially the same thing.
Rate making is a prospective and not a retrospective process.

54 A.D.2d at 257 (emphasis added).
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the rate allowance for pension expenses. (3617-3618). While consideration of the Company’s
pension expenses for this past period may have been appropriate in the Company’s last electric
case in determining whether the Company should return to the Pension Policy Statement, there is
no longer any credible basis for considering these historic expense levels in comparison to these
historic rate allowances for the purpose of setting future rates. Doing so for these pension
expenses would then call into question every element of the Company’s income statement where
a rate case estimate of sales, expenses, or taxes was different from actual results, affecting
income and therefore capitalization, resulting in an earnings base that Staff would say requires
adjustment. (1395).

Second, Staff argues that customers received no benefit from the difference between the
negative pension credits reflected in rates and the higher negative pension expense booked by the
Company, other than the customers’ portion of shared earnings for two rate years during this
prior period. Staff is again incorrect.

The growth in the pension investments achieved during the period the Company was off
the Pension Policy Statement provides benefits to customers currently (i.e., income from these
investments reduces the current pension costs borne by customers). As indicated above,
customers also received the benefit of a $100 million credit pursuant to the currently effective
electric rate plan that is attributable to the resolution of the prepaid pension issue.

Moreover, Staff understates the benefits customers received from the shared earnings
provision effective for the rate years ending March 31, 2003 and 2004, by interpreting the
governing rate plans as providing for a 50/50 sharing of earnings between customers and the

Company for earnings above the earnings sharing threshold. (1393). The governing rate plan, in
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fact, provided for a 65/35 sharing between customers and the Company (1393); the difference
between Staff’s 50/50 calculation and the 65/35 sharing established by the Global Settlement is
an additional $59.3 million (see Exh. 97). In addition, Staff did not recognize that the
Commission recently approved a Company petition to correct the amortization of deferred Asset
Depreciation Range (“ADR?”) tax for calendar years 2000-2004, which results in customers
receiving additional shared earnings for the rate years ending March 31, 2003 and 2004 of
$9.029 million and $9.547 million, respectively.®® (1394).

Finally, Staff’s assertion that the negative pension credit above the amount reflected in
rates did not create a cash financing requirement for the Company fails to recognize that the
Company had to finance the $100 million credit to customers in resolution of the prepaid pension
issue. (1394).

For all of the foregoing reasons, Staff’s proposed adjustment should be rejected.

2. There Is No Basis for NYPA’s Proposed Elimination of the Company’s
EB/Cap Adjustment

NYPA argues that the Company’s EB/Cap adjustment should be eliminated and the
Company determine its rate (earnings) base using either a lead lag study or NYPA’s simplified
working capital calculation, as shown on Exhibit 309 in lieu of the FERC 1/8 formula. NYPA'’s
position should be rejected for the following reasons.

The NYPA Panel argues that the balance sheet should be used as a proxy to determine
working capital requirements. (4645). However, the NYPA Panel contradicts itself in arguing

that the EB/Cap adjustment “is a function of the entirety of the balance sheet.” (4646). If the

8 Case No. 00-M-0095, Opinion and Order Adopting Terms of Settlement, Subject to Modifications, Op. No. 00-14
(November 30, 2000), p. 28..

% Case No. 06-E-0990, Petition Of Consolidated Edison Company Of New York, Inc. For Disposition Of 2000 And
Later Asset Depreciation Range (ADR) Deferred Tax Benefits Not Properly Accounted For By The Company,
Memorandum Order (issued September 18, 2007)
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balance sheet is an appropriate mechanism for calculating working capital, then it should be an
appropriate mechanism for calculating the EB/Cap adjustment.®’

The NYPA Panel also argues that the Company’s use of the FERC 1/8 formula for
purposes of calculating its working capital requirements, in lieu of conducting a lead-lag study,
does not produce a result that is representative of the Company’s real working capital
requirements. (4642). The NYPA Panel claims that FERC has recently concluded that the 1/8
formula be viewed as a maximum or a guideline if no party objects to the absence of a lead lag
study.

The Commission first noted its preference for the FERC 1/8 formula (known then as the
FPC method) as opposed to the lead-lag approach (known then as the Mylott formula) in a 1970
Con Edison electric rate proceeding.®® There the Commission stated:

[T]he lag method of computing working capital has become so cumbersome as to

make the time and expense of such a study disproportionate to whatever

advantages the method may have in terms of accuracy. . . . We further agree with

staff that we should use our decision in this case to discourage reliance upon the
lag method in future cases.®

The Commission has, since that time, consistently continued to express its preference for
the FERC method of computing an allowance for working capital, citing its opinion that this

method is less complex and nearly as accurate.”

" The NYPA Panel argues that capitalization exceeds rate base due to regulatory assets (i.e., unrecognized pension
and OPEB expenses), expresses the concern these regulatory assets are subject to wide swings due to market
fluctuations, and will therefore have a material impact on the level of the Company’s capitalization. (4647).
NYPA’s concern regarding the deferred pension/OPEB balances is unfounded because all gains / losses would be
amortized over a 10 year period and would not impact capitalization (i.e., income) until reflected in rates.

% Case No. 25342, Consolidated Edison Company of New York, Inc., Application by Electric Company for
Authority to Increase Rates; Approved as Modified (issued August 12, 1970).

%985 PUR 3d 276, 291.

" gee, e.g., Case Nos. 92-E-0875, 92-M-0605, Consolidated Edison Company of New York, Inc., Order Approving
a Second-Year $251.2 Million Rate Increase for an Electric Utility Operating Under a Three-Year Rate Plan, Op.
No. 93-7, (issued March 29, 1993); Case No. 28264, New York Telephone Company, Op. No. 83-11, (issued May
11, 1983); Case No. 26958, Brooklyn Union Case Company, Opinion and Order Determining Revenue
Requirements of Natural Gas Company, Op. No. 76-25, (issued December 7, 1976); Case No. 26088, Niagara
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A lead lag study can show the cash working capital requirements for a company to be
significantly higher than the level resulting from the 1/8 formula. For example, National Fuel
included a Lead Lag Study in its current base rate case filed in New York because it
demonstrates that their working capital requirements under the lead lag methodology are
comparable to the results they achieved using the 1/8 formula and adding to it their positive
EB/Cap adjustment.”* The Company’s New Jersey affiliate, Rockland Electric Company, is
required by statute in that State to file a lead lag study. The resulting working capital
requirement approved in Rockland Electric’s last rate case decided in 2006 was 50% higher
using lead lag study than it would have been had Rockland Electric filed using the 1/8 FERC
formula.

The allocation of NYPA’s simplified balance sheet approach to calculating working
capital shown on Exhibit 309, page 2, understates the working capital requirements for electric
operations. First, the formula used to determine that allocation of working capital to electric
eliminates electric production plant, and ignores future use electric plant and common utility
plant allocable to electric operations to arrive at an allocation factor of 73.7%. Had these items
been properly reflected, the allocation to electric would be 76.0%. While the overall change in
the net working capital to electric is relatively small (i.e., approximately $2 million), NYPA’s
calculation should reflect this change.

Second, in computing current liabilities, NYPA’s witnesses included deferred income
taxes associated with deferred fuel. This tax benefit was already reflected as rate base reduction

on line 7 of the Company’s rate base (see Exh. 94, page 1 of 2). The average deferred income

Mohawk Power Corporation, Application by Electric Company for Authority to Increase Rates; Approved as
Modified, (issued December 22, 1971).

™ Case No. 07-G-0141, Proceeding on Motion of the Commission as to the Rates, Charges, Rules and Regulations
of National Fuel Gas Distribution Corporation for Gas Service, testimony submitted by Regina Truitt.
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tax balance associated with deferred fuel was $67 million during the historical period. Again
NYPA’s working capital calculation should be increased by this amount to eliminate this double
count.

Third, NYPA’s simplified balance sheet working capital calculation ignores the impact
that cash payments for injury and damage claims previously reserved, and funding requirements
for items such as the Company’s pension/OPEB obligations, since their methodology completely
ignores all financings. It should be noted that between December 2005 and December 2006 (the
periods measured by NYPA), Con Edison’s net plant increased by $1,332 million, while at the
same time equity and debt (including short term obligations) outstanding grew by $1,375
million, an increase of $43 million. Here, too, NYPA’s working capital calculation should be
adjusted by this amount to recognize the need to finance increased operating requirements not
captured in their simplified comparison of short term assets to short term liabilities.

Fourth, the calculations submitted by NYPA utilized data for the consolidated entity in
some periods (i.e., Consolidated Edison, Inc. (“CEI”)) and for stand-alone New York operations
(i.e., Consolidated Edison Company of New York, Inc.) in other periods. That is, Exhibit 309, p.
1, indicates that a source of the data for this Exhibit were the 10-Q’s of CEIl. These 10-Q’s
contain both CEI and Con Edison data. A review of this publicly-available material shows that
NYPA used CEI data for certain of the quarters and Con Edison data for the other quarters.
Clearly the use of data from Con Edison’s New York operations would be more appropriate
since the CEI financials contain data from other regulated and non-regulated affiliates that is not
relevant to this proceeding.

More significantly, NYPA used a five point average to make its calculation, utilizing data

from December 2005, March 2006, June 2006, September 2006 and December 2006. As can be
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seen from Exhibit 309, in doing so, NYPA sought to capture the December 2005 balance of $231
million, which is materially lower than the average balance for the 2006 period ($424 million).
The proper calculation would be to use four points in time (i.e., March 2006, June 2006,
September 2006 and December 2006).” And even assuming that a five point average were
appropriate, then the calculation should have been performed using one half of the December
2005 balance and one half of the December 2006 balance and dividing the total by four.

The impact of correcting NYPA'’s calculations to include production and common plant,
eliminate deferred income taxes, reflect the growth in financing and utilize data from New York
Operations would increase the working capital calculation submitted by NYPA from $385
million as shown on Exhibit 309 to $530 million. By comparison, the working capital
calculation submitted by the Company in Exhibit 94 was $556 million. The variation between
the $530 million and the $556 million can easily be attributed to the growth in operating
expenses between the historical test year and the rate year. The use of historical financial data to
calculate working capital requirements that are applicable to a future test year will result in an
understatement of the working capital requirement when costs are increasing.

Finally, NYPA'’s criticism of the Company’s EB/Cap adjustment because it results in a
“negative number” is a red herring. That is, while the Company presented an EB/Cap
adjustment to demonstrate that its pre-paid pension balance was properly included in its earnings
base, and which resulted in the “negative number,” the EB/Cap calculation is not necessary to
demonstrate that fact. As discussed supra in response to Staff’s arguments, the 2005 Rate Plan
establishes the basis for retaining the pre-paid pension balance in earnings base for ratemaking

purposes.

"2 As shown on page 1 of Exhibit 309, the balances for March, June, September, and December 2006 are $419
million, $260 million, $583 million, and $434 million, respectively.
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D. CPB Plant in Service Adjustment

The CPB Panel claims that the Company understated the projected amount of retirements
to plant in service. (3287). Their proposed adjustment should be rejected because it is based
upon an erroneous calculation.

CPB states that the adjusted average percentage of retirements to plant in service in the
2004-2006 period was 13.19 percent. (id.) The CPB Panel then alleges that based on the
Company’s work papers, the Company projected retirements to plant in service in 2007 of
$73,880,000 or 6.5 percent and in 2008, the Company projected retirements of $73,711,000 or
4.2 percent. (id.) CPB therefore argues that the Company has understated the retirement amount
and recommends that the Commission apply the aforementioned 13.19 percent ratio to the actual
plant in service level determined at the conclusion of this proceeding but applies no actual dollar
value to this adjustment. (3288).

CPB misunderstands the Company’s work papers. The projected level of retirements is
much greater than the level derived by CPB and more in line with recent Con Edison history.

Exhibit 220 consists of two of the Company’s work papers regarding the book cost of
retirements. The first page of the Exhibit sets forth retirements for the period starting at January
2007 and continues through December 2007 and the second page sets forth retirements starting
at January 2008 and continues through until December 2008. / (3355). The highlighted line on
each page provides a total amount of retirements, which is the sum of the lines that include steam
production, other production, and transmission & distribution, and electric’s share of common
plant (at 83 percent), which add up to approximately $201,589,000. (3355-3356; 3358-3360).

The total of these items on the second page is $204,651,000. (3356-3357; 3360). Applying these

110



retirement amounts to plant in service produces a percentage of 14.19 percent for 2007 and a
slightly lower percentage for 2008, 10.42 percent, due to several large plant additions in 2008.

CPB erred by multiplying the total figure on the line entitled “total common” (which
appears below the highlighted line) of approximately $7.4 million per month, by 12 months, and
then multiplying that total by the common plant allocation to electric of 83 percent to arrive at its
$73 million figure. (3356). CPB thereby neglected to include in its calculation the retirements for
steam production, other production, and transmission & distribution. Moreover, while not
determinative of the proper projected retirement level, the Company’s projected retirement levels
are in line with the historical period referred to by CPB.

For the foregoing reasons, CPB’s proposed adjustment is unnecessary and should be
rejected.

I11. OPERATING & MAINTENANCE EXPENSES

A portion of the Company’s request for rate relief” in this proceeding relates to the
continuation and expansion of various programs and the implementation of new programs, as
well as escalation, normalization and other types of operating expense adjustments. These O&M
programs comprise, among other things, the work the Company expects to perform on its T&D
system and on its electric production equipment; the enhancements it intends to make to its
customer operations area; the facilities it intends to repair and upgrade; the sites it intends to
remediate; the facilities that it will support and protect as required by municipalities (i.e.,

interference); and the research and development projects it intends to engage in to improve

™ As noted earlier, the Company made two updates to its filing, a preliminary update in early August and a final
update, with supporting testimony, as part of its September rebuttal filing. This brief reflects the September update
information.
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operations in the short and long term. The Company’s filing includes hundreds of different
programs and adjustments, many of which were unchallenged.

As explained below, the Company’s proposed programs are necessary for Con Edison to
provide safe and reliable service, and the associated projected costs and expenses are reasonable
and necessary. The Commission should therefore adopt and fully reflect in the rates to be
established in this proceeding these costs and expenses.

A. Program Changes

The Company’s filing includes program changes’ ranging from reinforcing both
transmission and distribution cables to adding tax department personnel. These programs are
described, explained and justified throughout the Company’s presentation in this case in the
direct and rebuttal testimony, exhibits, workpapers and discovery responses of the Company’s
witnesses.

Various parties proposed adjustments to these program changes which are discussed
below.

1. Infrastructure O&M Spending

As noted in the Capital spending section, above, the Company’s Infrastructure
Investment Panel proposed numerous program changes aimed at either improving reliability,
providing for public safety, supporting economic growth, hardening the system, taking
advantage of advanced technology or improving existing processes. The Infrastructure
Investment Panel described not only the capital work it intended to perform in the six categories
mentioned above but similarly described and explained the supporting O&M work the Company

intends to perform in those same categories. The Infrastructure Investment Panel projected

™ Program changes can encompass a new program (something the Company has not undertaken before, e.g., bird
discouragers) or may entail an increase in the level of spending for an existing and continuing program over that in
the historic year (e.g., double pole program).
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increased O&M expenditures totaling $195.2 million in RY1, $189.4 million in RY2 and $189.8
million in RY3. The various components of these amounts are discussed below.

In the Support Economic Growth category, Substation Operations projects RY1 O&M
expenses of $4.7 million, RY2 expenses of $4.97 million and RY 3 expenses of $5.5 million for
the additional staffing needed (approximately 40 employees) for all the new facilities described
in Section Il above. (1727-1733; Exh. 122; Exh. 131). System and Transmission Operations
projects an additional $100,000 for a district operator position to support the level of system
work. (1742-1744; Exh. 125; Exh. 134). Electric Operations (Distribution System) projects
approximately $1.7 million in RY1, $2.4 million in RY2 and $3.5 million in RY3 for programs
aimed at supporting economic growth, such as customer surveys for load reductions and Smart
Electric technologies. (Exh. 127; Exh. 135).

In the Improve System Reliability category, Substation Operations projects to expend
approximately $39.7 million in RY1, $39.8 million in RY2, and $39.6 million in RY3 for
various programs to maintain cable cooling and dynamic feeder rating systems that support the
transfer of power and to provide increased operational flexibility. (1775-1781; Exh. 122; Exh.
131). System and Transmission Operations similarly plans to undertake a number of programs
from painting towers to enhanced tree trimming, all aimed at improving reliability. (1789-1796;
Exh. 125). Projected expenditures in RY1 are $6.1 million, RY2 are $6.1 million and RY3 are
$5.8 million. Electric Operations plans four programs to Improve System Reliability, including
making repairs to Unit substations and replacing automatic transfer switches. The Company
projects to spend in this category $10.7 million in RY1, $10.4 million in RY?2 and $10.3 million

in RY3. (1811-1812; Exh. 127; Exh. 135).
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In the Public Safety and Environmental Improvements category, Electric Operations
plans to enhance the stray voltage mitigation programs, among other efforts, at a RY1 cost of
approximately $73.6 million, RY2 cost of $66.2 million and RY3 cost of $67.4 million. (1812-
1822, Exh. 127; Exh. 135). Turning to the environmental aspect of this category, Substation
Operations plans to spend approximately $555,000 in each of the three rate years to reduce SF6
gas emissions and provide flame retardant clothing. (1828-1829; Exh. 122; Exh. 131). System
and Transmission Operations intends to embark on three environmentally friendly programs,
including performing additional manhole inspections and refurbishments, at an annual cost of
$2.8 million. (1829-1833; Exh. 125; Exh. 134).

In the Storm Hardening and Response category, System and Transmission Operations
intends to perform additional emergency drills, among other programs, at a projected O&M cost
of $925,000 in each of RY1 and RY?2 and $725,000 in RY3. (1851-1858; Exh. 125; Exh. 134).
In the Electric Operations area, a number of programs are proposed, including removing double
wood poles and danger trees as well as increasing existing line clearances. (1845-1851; Exh.
127; Exh. 135). The Storm Hardening and Response programs for Electric Operations are
projected to cost $32.9 million in each of RY1 and RY2 and $31.2 million in RY3. (id.)

In the Advanced Technology category, Substations programs are projected to cost
approximately $1.3 million in RY1, $1.3 million in RY2 and $1.4 million in RY3. (1878-1880;
Exh. 122; Exh. 131). System and Transmission Operations have a number of programs
associated with maintaining the Company’s Alternate Energy Control Center (“AECC”), among
other programs. (1870-1878; Exh. 125; Exh. 134). These costs are projected to be $6.5 million

annually. (id.)
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In the Process Improvement category, System and Transmission Operations projects
O&M expenditures of $500,000 annually for RY1 through RY3. (1889-1891; Exh. 125; Exh.
134). Electric Operations proposes various work management and other programs at a projected
O&M cost of $12.98 million in RY1, $13.8 million in RY2 and $13.8 million in RY3. (Exh.
127; Exh. 135).

The Staff Infrastructure Panel recommends no reduction to the funding for the
Company’s proposed O&M programs. They state that “our review of the Company’s work
papers and responses to our interrogatories regarding O&M programs demonstrate that the costs
are appropriate and necessary.” (4065). In stark contrast, CPB, Westchester, NYPA and NYC
propose material reductions to the proposed funding for the Company’s T&D infrastructure
O&M programs. None of these proposals are based upon any project-specific study or analysis.

Westchester claims that overall, the Company should be limited to a $50 million increase
to fund all proposed projects, including T&D infrastructure O&M programs, as well as other
projects including, but not limited to, customer operations and environmental funding. (5451;
5455-5457). CPB, through its Panel of Schultz-DeRonne (“CPB Panel’”) makes various
adjustments to O&M programs premised upon unfounded claims of a lack of supporting
documentation and information or that the programs, if warranted, should be capitalized. (3238;
3262; 3266-3267; 3279). NYPA simply suggests that despite the fact that most of the programs
have “merit,” consideration should be given to decreasing the requested program changes by
half. (4620). NYC’s witness Arnett suggests a cap on the Company’s O&M spending without

setting any limit or establishing any basis for such cap. (4503-4504).
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As explained below, the adjustments proposed by Westchester, NYC, CPB and NYC are
without merit and should be rejected.”

Westchester arbitrarily proposes that the Company should be limited to a $50 million
increase for what it terms “new” program changes. (5451; 5455-5457). Westchester claims that
the “Company is proposing that ratepayers fund a host of new O&M programs ranging from the
unimpressive — redesigning its website at a cost of $6.9 million — to the serious (but perhaps
unnecessary at this time) gas turbine maintenance ($2.2 million).” (5455). Without any review
or study, Westchester dismisses these programs, stating that “to balance these concerns, we
believe that the Commission should moderate the rate effect of these costs by providing a more
reasonable level of O&M expenses without ruling on each program.” (id.)

Westchester proposed that the Company distribute the $50 million increase any way it
sees fit (5495; 5497; 5501; 5506) and suggested that the Company pick and choose programs
based on three criteria — they are reasonable, cost effective and within the $50 million budgetary
constraint allowed by Westchester.” (5455). The unworkable nature of Westchester’s proposal
is not only clear on its face (in the context of the Company’s being able to meet this budgetary
constraint and still maintain the safety and reliability of its system), Westchester demonstrated
during cross-examination that it does not intend for its proposal to reduce work in Westchester
that Westchester otherwise expects the Company to perform. That is, when asked “if you are
saying that one of the three major criteria for deciding how to spend the $50 million is budgetary
constraints, and if it was in the Company’s judgment that it ought not to increase its budget for

tree trimming in Westchester, regardless of the experience of last year, would you agree that the

"> Staff raises issues associated with the Company’s stray voltage program but proposes no adjustment. The
Company responds to Staff’s concerns regarding this program later in this Brief.

"8 \Westchester states that it is willing to apply an inflation adjustment to existing programs but the result of that
adjustment is unclear. (5455-5456).
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Company followed your instructions,” the Panel responded “no.” (5497). Westchester cannot
have it both ways.

Moreover, without performing any analysis as to the costs the Company must incur to
meet Commission mandates, Westchester stated that these budget constraints should not prevent
the Company from implementing any recommendations from the Long Island City proceeding as
they believed “it would be wise to implement those recommendations.” (5494-5495).

Similarly, Westchester takes the unreasonable position that performance targets that may
be continued as a result of this proceeding need not be adjusted even if the funding limitations
proposed by Westchester do not enable the Company to fund the activities necessary to achieve
those targets. (5501-5507). While Westchester’s indifference to the Company’s incurring a
penalty is not surprising, it is evidence that the performance target associated with that penalty is
not necessarily important to Westchester and should not be considered in the overall
performance target framework.

Looking solely at the numbers, limiting the Company’s increase to $50 million would
mean that many programs, including Commission requirements, could not be performed since
there would be no funding to do so. For example, Exhibit 127 details the Company’s projected
spending levels in the rate year for stray voltage and associated underground/overhead
inspections. (Exh. 127). This Exhibit includes projected increases of $23.9 million for
underground inspections, $5.7 million for stray voltage testing and $5.4 million for overhead
inspections, all of which are required by Commission order in Case No. 04-M-0159. These three
programs alone result in over $35 million of the $50 million in spending that Westchester would

allow. Other mandated programs, like MGP remediation’” or Local Law compliance, would

" As noted herein, the Company’s MGP program alone is estimated at over $100 million in RY 1.
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have $15 million to be split among them, leaving zero funding for all other Company
requirements, including O&M associated with substations under construction, such as Parkview
and Rockview, that are scheduled to come on line in the first rate year.

In its rebuttal testimony, Staff’s Infrastructure Panel reviewed Westchester’s adjustment,
found it to be “unreasonable” and concluded that Westchester’s cuts do “not insure customers
will be provided with both safe and reliable service.” (4067). More important, Staff, unlike
Westchester, understood that the “O&M increases stem from requirements of Commission
Orders, from O&M expenses related to capital projects, and from work Con Edison does
according to its needs and specifications.” (4067). Moreover, Staff appropriately rejects
Westchester’s unsubstantiated and arbitrary call for reductions, stating “Westchester’s proposal
is not reasonable in that it does not ensure customers will be provided with both safe and reliable
service,” and that Westchester’s recommendation “to allow only a $50 million budget for
programs changes is unreasonable.” (4067).

In sum, the Company has demonstrated and justified the need for all of its O&M program
changes. Westchester has not addressed, much less refuted, this justification.

For all of the foregoing reasons, Westchester’s position should be dismissed.

a) CPB’s T&D Adjustments

CPB’s Panel proposes a number of adjustments totaling approximately $59 million to the
Company’s T&D O&M programs. CPB makes adjustments to Substation O&M programs,
including telecommunications expenditures, Advanced Control Systems Group, Cable Cooling
System Maintenance, Dynamic Feeder Rat