
LUTHER TAI ELECTRIC

Please state your name and businessbusines addressaddres

My name is Luther Tai My businessbusines addressaddres is Irving

Place New York NY 10003

By whom are you employed and in what capacity

am employed by Consolidated Edison Company of New

York Inc Con Edison or the Company as Senior

Vice President of Enterprise Shared ServicesService

How long have you been employed by Con Edison

have been employed by Con Edison for almost 38 yearsyear

10 Please describe your educational background

11 graduated from MassachusettsMassachusett Institute of Technology

12 with Bachelorof Science degree in Chemical

13 Engineering in 1970 also received MS in

14 Industrial Engineering from Columbia University in

15 1975 JD from New York Law School in 1986 an MBA

16 from Cornell University in 2002 and Doctor of

17 Education degree from University of Pennsylvania in

18 2005

19 Please describe your work experience

20 joined Con Edison in June 1970 and have held variousvariou

21 managerial positionsposition including Chief Generation

22 Planning Engineer Chief Forecast Engineer and Director

23 of Corporate Planning In 1998 became the Vice
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President Corporate Planning with the responsibilitiesresponsibilitie

of developing corporate strategy and directing merger

and acquisition activitiesactivitie assumed the position of

Senior Vice President of Central OperationsOperation in

September 2000 which encompassed System and

Transmission OperationsOperation SubstationsSubstation Maintenance and

Construction Steam OperationsOperation and Energy Management

year later moved into the position of Senior Vice

President of Central ServicesService with responsibility for

10 Information ResourcesResource Purchasing Central Field

11 ServicesService Human ResourcesResource and variousvariou other support

12 servicesservice Since July 2006 held the position of

13 Senior Vice President of Enterprise Shared ServicesService

14 Please generally describe your current

15 responsibilitiesresponsibilitie

16 My current responsibilitiesresponsibilitie include Human ResourcesResource

17 Equal Employment Opportunity AffairsAffair Emergency

18 Management Energy Management Security ServicesService

19 FacilitiesFacilitie Research and Development and Shared

20 ServicesService Administration

21 Do you belong to any professional societiessocietie or

22 organizationsorganization
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am member of the board of directorsdirector of the Regional

Plan Association also serve on the board of Woodrow

Wilson National Fellowship Foundation the board of

StevensSteven Institute of TechnologysTechnology and the advisory

board of the Executive Program in Work-Based Learning

Leadership doctorate program for chief learning

officersofficer in corporationscorporation at the University of

Pennsylvania

Have you previously submitted testimony on behalf of

10 the Company before thisthi Commission

11 Yes submitted testimony in Case Nos 91-G-1194 91-

12 S-1193 91-E-0462 93-G-0996 93-S-0997 93-E-0334 and

13 96-E-0897

14 What is the purpose of your testimony

15 My testimony addressesaddresse the CompanysCompany compensation for

16 officersofficer and non-officer management employeesemployee

17 Did you include exhibitsexhibit as part of your testimony

18 Yes will submit two ExhibitsExhibit The first is titled

19 Analytical Framework and the second is titled

20 Market Assessment

21 Please summarize your testimony

22 will addressaddres the CompanysCompany compensation philosophy

23 with an explanation of the variousvariou componentscomponent of the
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compensation package for officersofficer and non-officer

management employeesemployee

will demonstrate that the overall compensation level

for Company officersofficer and non-officer management

employeesemployee within the structure of the compensation

package to include base salary annual incentivesincentive and

long-term incentivesincentive is reasonable and necessary

businessbusines expense that the Company must incur in order

to meet its obligationsobligation to provide safe and reliable

10 service to its customerscustomer The annual cost for the rate

11 year ended March 31 2010 for officersofficer excluding

12 annual incentivesincentive and non-officer management

13 compensation package is included in Accounting Panel

14 exhibit number schedule should note that Hewitt

15 AssociatesAssociate is also presenting testimony on behalf of

16 the Company that explainsexplain the reasonablenessreasonablenes of the

17 CompanysCompany compensation programsprogram and the overall level

18 of compensation delivered through combination of base

19 salary and annual incentive and long term incentivesincentive in

20 comparison to variousvariou peer companiescompanie

21 will also explain how the annual incentive and long

22 term incentive plansplan are structured to align the

23 interestsinterest of both the Company and customerscustomer and how the
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payment of incentive compensation is based on the

Company and the Company departmentsdepartment achieving pre

established performance levelslevel and targetstarget that produce

specific benefitsbenefit to customerscustomer with respect to service

quality reliability and cost efficiency The latter

mitigatesmitigate the CompanysCompany costscost of providing quality

service for both near term and long term

Finally will explain the relationship between the

level of funding for the annual incentive and long term

10 incentive plansplan and how they are reflected in the

11 CompanysCompany budget as well as its rate request

12 Please describe the CompanysCompany compensation philosophy

13 The Company philosophy is to provide base salary

14 annual incentivesincentive and long term incentivesincentive that are

15 competitive with the median levelslevel of compensation

16 provided by peer group of companiescompanie We believe that

17 setting compensation levelslevel at the median of our peer

18 group of companiescompanie would allow us to be competitive in

19 the labor market and to fairly compensate attract and

20 retain employeesemployee critical to the successsucces of the

21 Company The objective of the compensation program is

22 to support the CompanysCompany businessbusines strategy which

23 includesinclude such objectivesobjective as providing customerscustomer with
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quality service making reasonable return to investorsinvestor

and providing an environment where employeesemployee can

continue to improve their contributionscontribution to the Company

As such the annual incentive is linked to financial

budget and operationsoperation goalsgoal The long-term incentive

rewardsreward achievement of financial and operationsoperation goalsgoal

as well as total shareholder return

Officer Compensation

What are the elementselement of the CompanysCompany officer

10 compensation program

11 The CompanysCompany officer compensation program is comprised

12 of three elementselement base salary annual incentivesincentive and

13 long term incentivesincentive For benchmarking comparison

14 base salary and annual incentivesincentive are known as Total

15 Cash Compensation and base salary plusplu annual

16 incentivesincentive and long term incentivesincentive are known as Total

17 Direct Compensation

18 Please describe how you establish compensation levelslevel

19 for officersofficer

20 The Management Development and Compensation Committee

21 of the Board of DirectorsDirector of the company the MDC

22 Committee establishesestablishe reviewsreview and administersadminister the

23 CompanysCompany officer compensation program The MDC
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Committee has retained Mercer as an independent

compensation consultant to provide it with

information analysesanalyse and objective advice regarding

officer compensation The MDC Committee has adopted an

industry peer group of twenty publicly-traded utility

companiescompanie of comparable size and scope to the Company

for purposespurpose of providing benchmark information on

compensation levelslevel provided to officersofficer ThisThi peer

group is also used to measure relative total

10 shareholder returnsreturn for vesting of performance based

11 restricted stock unitsunit awarded under the long term

12 incentive program

13 Are you presenting as an exhibit one-page document

14 entitled ANALYTICAL FRAMEWORK PEER GROUP

15 Yes

16 What doesdoe thisthi Exhibit show

17 ThisThi material prepared by Mercer showsshow the twenty

18 utility companiescompanie used by the MDC Committee in

19 comparing and evaluating the CompanysCompany executive

20 compensation program

21 MARK FOR IDENTIFICATION AS EXHIBIT LT-1
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Are you presenting as an exhibit three-page document

entitled MARKET ASSESSMENT TOP EXECUTIVESEXECUTIVE TARGET

TDC $000 and MARKET ASSESSMENT OTHER EXECUTIVESEXECUTIVE

TARGET TDC $000

Yes

What doesdoe thisthi Exhibit show

ThisThi material also prepared by Mercer comparescompare the

CompanysCompany officer compensation program to the programsprogram

in place at the peer group of companiescompanie

10 MARK FOR IDENTIFICATION AS EXHIBIT LT-2

How doesdoe the CompanysCompany officer compensation program

12 compare to the peer group of companiescompanie

13 Mercer reviewed and benchmarked the CompanysCompany officer

14 compensation program comprised of base salary annual

15 incentive compensation and long-term incentive

16 compensation When compared with the compensation

17 levelslevel reported in proxiesproxie for the peer group of

18 companiescompanie for the top-five highest paid Total Cash

19 Compensation in the form of base salary and annual

20 incentivesincentive is deemed to be competitive with the median

21 levelslevel with some positionsposition above and some below the

22 median range But Total Direct Compensation i.e
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base salary annual incentivesincentive and long term

incentivesincentive for the top five officersofficer fallsfall well below

the median level because the long term incentive

component was substantially lower than the peer

companiescompanie For the remaining officersofficer Total Direct

Compensation was found to be around the median level

What is MercersMercer conclusion regarding the overall level

of the CompanysCompany officer compensation program

Mercer has concluded that based on publicly available

10 proxy data Total Direct Compensation for the top five

11 officersofficer was below the median because of the low value

12 for the long term incentive component but for the

13 remaining officersofficer the Total Direct Compensation was

14 competitive with the median of the market

15 Annual Incentive Program for OfficersOfficer

16 Please describe the annual incentive program for

17 officersofficer

18 The annual incentive program providesprovide cash compensation

19 to officersofficer based on the CompanysCompany performance The

20 MDC Committee annually setsset financial budget and

21 operating targetstarget at the beginning of the performance

22 period to measure the performance of individual and

23 collective responsibility of officersofficer The MDC
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Committee setsset the range of the award that each officer

is eligible to receive under the annual incentive plan

after considering variousvariou factorsfactor including

RecommendationsRecommendation from the chief executive officer for

each officer

general assessment of each officersofficer performance of

his or her responsibilitiesresponsibilitie and

Level of annual incentive compensation compared with

executivesexecutive holding equivalent positionsposition in the

10 compensation peer group

11 The range of awardsaward included threshold target and

12 maximum levelslevel reflecting differing levelslevel of

13 achievement of the variousvariou financial budget and

14 operating objectivesobjective AwardsAward are scaled to reflect

15 relative levelslevel of achievement of the objectivesobjective

16 between the threshold target and maximum levelslevel Each

17 officersofficer potential award can range from 0 to 120 of

18 their target

19 How doesdoe the annual incentive program for officersofficer

20 work
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First Target Fund under the annual incentive plan is

determined by multiplying the base salary as of the end

of the year of each eligible officer by his or her

Target percentage The Target percentage for each

officer variesvarie by position ranging from 351 of base

salary for Vice President to 1001 for the CEO An

Award Fund is then determined for all officersofficer by

adjusting the Target Fund by the actual weighting

earned for achieving pre-determined financial budget

10 and operating objectivesobjective in the following three areasarea

11 Achievement of pre-determined level of

12 Consolidated Edison Company of New York CECONY

13 Adjusted Net Income which is comprised of net

14 income from ongoing operationsoperation for CECONY after

15 subtracting all expensesexpense incurred by CECONY

16 including federal and state income taxestaxe CECONY

17 Adjusted Net Income will be net of the reserve that

18 is established for the Award Fund and is not weather

19 normalized

20 Performance within an Operating Budget which is

21 the portion of the CECONY OM Budget approved by the

22 Board of TrusteesTrustee that is comprised of departmental

23 expensesexpense including interference costscost of moving
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Company facilitiesfacilitie to avoid interfering with

governmental projectsproject and uncollectible bill

expensesexpense

Achievement of specific safety reliability

customer satisfaction and operating performance

indicatorsindicator such as the OSH Incidence Rate

Electric Network System Availability Electric Non

Network System Availability Response to Gas Odor

ComplaintsComplaint within 30 minutesminute Workable Gas LeaksLeak

10 Year-End Backlog Steam System Normal Pressure

11 OperationsOperation Generation StationsStation Forced OutagesOutage

12 PSC ComplaintsComplaint Customer CallsCall Answered Customer

13 Satisfaction SurveysSurvey Environmental Index and

14 Employee Development Index

15 The weighting assigned to each component is 501 to

16 Adjusted Net Income 201 to Operating Budget and 30 to

17 specific performance indicatorsindicator sliding scale of 0

18 to 120 is applied to each component based on actual

19 outcomesoutcome However if Adjusted Net Income is lessles than

20 or equal to 90 percent of the targeted Adjusted Net

21 Income no annual incentive awardsaward are made

22 How is the award distributed
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The Award Fund is distributed to each officer except

for the CEO and certain other officersofficer President and

COO Senior Vice President and CFO Senior Vice

President of BusinessBusines Shared ServicesService Senior Vice

President of Enterprise Shared ServicesService Senior Vice

President of Public AffairsAffair General Counsel and Vice

President and General Auditor based on achieving

Company and specific organization performance goalsgoal

and based on individual performance as shown below

10 Weighting Weighting

11 Performance Indicator Sr Officer Vice PresPre

12 Adjusted CECONY Net Income 15 12.5

13 Organization Budget 20 17.5

14 Organization Perf IndicatorsIndicator 25 30.0

15 Individual Performance 40 40.0

16 Why are formulasformula structured differently for the CEO and

17 certain officersofficer

18 For the CEO and certain other off IcersIcer the Target

19 Award Fund and payout will be based on financial
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budget and operating performance measuresmeasure in the

following areasarea

Performance Indicator Weighting

Adjusted Net Income 50s

Financial Performance 20

Operating Performance IndicatorsIndicator 306

But within the financial and operating performance

indicatorsindicator different weightsweight are assigned to each

officer in thisthi group based his or her responsibilitiesresponsibilitie

10 associated with the each of the CEI subsidiariessubsidiarie For

11 example as the Senior Vice President of Enterprise

12 Shared ServicesService my responsibilitiesresponsibilitie include areasarea

13 under Consolidated Edison Company of New York CECONY

14 and Orange and Rockland UtilitiesUtilitie OR Therefore

15 the performance measuresmeasure assigned to my position have

16 been weighted as followsfollow

17 Performance Indicator Weighting

18 Adjusted Regulated Net Income CECONY and OR 50s

19 Financial Performance

20 CECONY Operating Budget l9

21 OR Operating Budget 1

22 Operating Performance IndicatorsIndicator
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CECONY Performance 29s

OR Performance 1

The rationale behind thisthi is to reflect performance

indicatorsindicator that are closely tied to the

responsibilitiesresponsibilitie of these officersofficer But the

fundamental philosophy of pay for performance remainsremain

the same

Ultimately the MDC Committee has the discretion to

adjust upward or downward the actual awardsaward to be

10 paid to an officer

11 What was the Award Fund for officersofficer for the last two

12 yearsyear

13 For 2007 the aggregate Award Fund for officersofficer was

14 equal to 102 of the Target Fund and for 2006 the Award

15 Fund was equal to 75.5 of the Target Fund

16 Why should the Company be permitted to recover the

17 costscost of annual incentivesincentive

18 Mercer found that the CompanysCompany total officer

19 compensation package is competitive but below the

20 median for the top five highest paid officersofficer when

21 taking long term incentive into consideration

-15-



LUTHER TAI ELECTRIC

competitive annual incentive component is important to

attracting and retaining appropriate talent to manage

the businessbusines in way that meetsmeet the needsneed and

expectationsexpectation of our customerscustomer and investorsinvestor

Is the cost of the annual incentive program for

officersofficer included in thisthi rate request

The Company is not seeking recovery of thisthi element of

officer compensation in thisthi proceeding in order to

reduce the number of issuesissue to be addressed in thisthi

10 proceeding See Accounting Panel Exhibit Schedule

11 page of line item number 34 which removesremove thisthi

12 cost from the rate request But it is my strong

13 belief that the annual incentive program is

14 legitimate cost of doing businessbusines and should be

15 recoverable in full from customerscustomer In addition the

16 compensation level provided under the program is

17 reasonable as supported by an in-depth analysisanalysi

18 provided by Mercer The Company has sought to structure

19 the annual incentive program to benefit both investorsinvestor

20 and customerscustomer

21 Long Term IncentivesIncentive

22 Please describe the long-term incentive compensation

23 plan
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The shareholdersshareholder of the Company approved new Long

Term Incentive Plan LTIP on May 19 2003 and the

Board of DirectorsDirector has authorized implementing the LTIP

effective January 2004 The purpose of the Plan is

to provide long-term incentive compensation to officersofficer

and management employeesemployee contributing to the future

successsucces and growth of the Company Long-term incentive

compensation awarded under the Plan includesinclude both stock

optionsoption and performance based restricted stock unitsunit

10 PBRSPBR The MDC Committee has the administrative

11 authority over the LTIP and determinesdetermine the mix of

12 stock optionsoption and PBRSPBR In 2006 the MDC Committee

13 approved MercersMercer recommendation that stock optionsoption be

14 removed from the mix of LTIP awardsaward granted in 2007 and

15 beyond For 2007 and 2008 the MDC Committee approved

16 the allocation of awardsaward be comprised solely of PBRSPBR

17 for officersofficer The PBRSPBR have vesting period of three

18 yearsyear The stock unitsunit provide for the right to

19 receive one share of Con Edison common stock or cash

20 payment equal to the fair market value of one share of

21 Con Edison common stock for each stock unit granted

-17-



LUTHER TAI ELECTRIC

subject to the satisfaction of certain pre-established

long-term performance objectivesobjective

How are LTIP awardsaward determined and granted to officersofficer

All officersofficer are eligible to receive PBRSPBR awardsaward based

on variousvariou factorsfactor including recommendationsrecommendation from the

CEO general assessment of each officersofficer performance

of his or her responsibilitiesresponsibilitie and target levelslevel of

long-term incentive compensation established for each

officer based on benchmark information for executivesexecutive

10 holding equivalent positionsposition in the compensation peer

11 group It is the practice of the MDC Committee at its

12 January meeting each year to make annual awardsaward under

13 the LTIP to the CompanysCompany officersofficer In January 2008

14 eligible officersofficer received LTIP awardsaward comprised of

15 PBRSPBR in varying amountsamount

16 How and when are PBRSPBR distributed

17 The PBRSPBR will be distributed after completing three

18 year performance cycle but the number of sharesshare

19 distributed on the payout year is based on numerical

20 formula and dependsdepend on the achievement of certain

21 performance criteria The following performance

22 indicatorsindicator will determine the number of sharesshare or cash
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equivalent actually distributed at the end of each

performance cycle

Fifty percent of PBRSPBR awarded to officersofficer is linked to

performance as measured by the annual incentive plan

Award Fund As previously mentioned the Award Fund

for the Annual Incentive Plan is determined by

achieving performance goalsgoal for adjusted net income

operating budgetsbudget and operating performance goalsgoal

The number of sharesshare distributed will be determined by

10 multiplying the annual incentive plan Award Fund

11 average for the three yearsyear prior to the payout year by

12 the number of sharesshare linked to thisthi performance

13 indicator For example if the annual incentive plan

14 Award Fund average for the three yearsyear prior to the

15 payout year is 95 then 95 of the PBRSPBR award linked

16 to thisthi indicator will be distributed The other fifty

17 percent of the PBRSPBR awarded is linked to the

18 performance of Con Edison using Total Shareholder

19 Return TSR indicator TSR is the incremental value

20 an equity investor receivesreceive change in stock price plusplu

21 dividendsdividend received by holding one share of companyscompany

22 common stock over period of time In determining the

23 number of sharesshare to be distributed the following
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guidelinesguideline will apply based on how well Con EdisonsEdison

TSR comparescompare with the TSR for the compensation peer

group over three-year performance period

Con EdisonsEdison TSR Percent of

Percentile Ranking SharesShare Distributed

75th or greater 1501

70th 140

65th 130

60th 120

10 55th iio

11 50th loo

12 45th 85

13 40th 70

14 35th 55

15 40

16 25th 25

17 Below 0

18 For example 100 of the PBRSPBR linked to thisthi

19 performance indicator will be distributed if the Con

20 EdisonsEdison TSR during the performance period ranksrank in the

21 50th percentile when compared to the TSR for the

22 compensation peer group
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Why should the Company be permitted to recover the

costscost of long-term incentivesincentive

The Company awardsaward long-term incentivesincentive to officersofficer and

non-officer management employeesemployee to promote employee

behavior to drive future successsucces of the Company

PayoutsPayout under the LTIP are performance-based and made

only after the consistent demonstration of achieving

performance indicatorsindicator as measured by the indicatorsindicator

over period of time The long term incentive is an

10 excellent way to attract and retain competent employeesemployee

11 for the benefit of customerscustomer and investorsinvestor

12 Non-Officer Management Employee Compensation

13 Please describe how you establish compensation levelslevel

14 for non-officer management employeesemployee

15 The compensation program for non-officer management

16 employeesemployee is comprised of base salary variable pay and

17 long term incentivesincentive The Chairman and Chief Executive

18 Officer of the Company the Vice President of Human

19 ResourcesResource and establish review and administer the

20 CompanysCompany compensation program for non-officer

management employeesemployee We benchmarked with twelve of

22 the compensation peer group companiescompanie and four other
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utility companiescompanie who were willing to share

compensation information with us We also used

compensation surveyssurvey published by variousvariou compensation

consulting and research firmsfirm such as Hewitt

AssociatesAssociate Watson Wyatt the Conference Board World

at Work ORC World Wide Edwin Perlin AssociatesAssociate and

Mercer From thisthi information we establish the merit

budget and salary structure adjustment for base

salariessalarie for the year We generally select ratesrate that

10 reflect no more than the average of the benchmarked

11 companiescompanie We obtained benchmark information on

12 variable pay and found that the target levelslevel

13 established by the Company are at the low end of the

14 peer group Under the variable pay program target

15 awardsaward for non-officer employeesemployee can range from 4.5 to

16 15 We found that at 12 of 13 companiescompanie providing

17 information on variable pay targetstarget ranged from 10 to

18 25 of base pay While data indicated that our

19 variable pay targetstarget are below median we have not

20 increased our variable pay target levelslevel for 2008

21 Has the Company used the servicesservice of compensation

22 consultant to evaluate its compensation program for

23 non-officer management employeesemployee
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Yes The Company has retained Hewitt AssociatesAssociate to

conduct review of its current non-officer management

level compensation practicespractice related to base salary

variable pay and long term incentivesincentive As part of thisthi

review Hewitt has conducted an initial benchmark

sample of about 16 different jobsjob covering 593

management employeesemployee These jobsjob were compared with

similar jobsjob at 38 utility companiescompanie acrossacros the nation

including 14 of the 20 compensation peer group adopted

10 by the Company for reviewing officer compensation

11 What is HewittsHewitt findingsfinding regarding the CompanysCompany non-

12 officer management compensation practicespractice

13 As described in Mr McCulloughsMcCullough testimony for base

14 salary Hewitt found some employee pay variability

15 around the median existsexist but overall current practice

16 is below the median when compared with the compensation

17 peer group and the other national utility companiescompanie

18 When variable pay is added to base salary Total Cash

19 Compensation fallsfall further below the median Hewitt

20 also found that the CompanysCompany variable pay program is

21 similar in structure to those of other utilitiesutilitie in

22 termsterm of emphasisemphasi placed on financial performance

23 customer satisfaction and safety measuresmeasure The upside
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of the CompanysCompany payout of 120 percent is low The

compensation peer group upside could be as high as 175

percent and the upside for the other national utilitiesutilitie

could be as high as 200 percent HewittsHewitt assessment

is that the CompanysCompany long term incentive program of

to percent of base salary while the peer group is at

to 35 percent and the other national utility programsprogram

ranged from to 40 percent level Therefore adding

long term incentivesincentive to base and variable pay makesmake

10 total level of compensation fall even further below the

median of the benchmark

12 Variable Pay Program

13 Please describe the Variable Pay Program

14 The CompanysCompany Variable Pay Program compensatescompensate non-

15 officer management employeesemployee provided that certain

16 performance measuresmeasure that are set prior to the

17 commencement of the performance period are met As

18 indicated by our internal survey resultsresult and in the

19 compensation review conducted by Hewitt variable pay

20 placesplace significant portion of non-officer employeesemployee

21 compensation at risk It must be earned by performance

22 and must be earned each year ThisThi pay-for-performance

23 philosophy is used by most companiescompanie in the utility
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industry and non-utility corporationscorporation and is considered

best practice Variable Pay program incentsincent

appropriate behavior and its reward is commensurate

with accomplishment of predetermined goalsgoal by employeesemployee

that benefit both customerscustomer and investorsinvestor Payout of

awardsaward is linked to achieving financial budget and

operating performance measuresmeasure that promote safe and

reliable operationsoperation better customer service

environmental excellence and public safety

10 If the Commission doesdoe not agree with the structure of

11 the annual incentive variable pay programsprogram is that

12 basisbasi for denying the Company recovery for the costscost of

13 these programsprogram

14 In my opinion the answer is clearly no There is

15 sufficient evidentiary support that thisthi employee

16 expense is legitimate cost of doing businessbusines that

17 should be recovered in ratesrate Therefore regardlessregardles of

18 the form of compensation the CompanysCompany ratesrate should

19 reflect reasonable level of employee expense

20 necessary for the company to retain qualified and

21 competent individualsindividual to manage its businessbusines As Lee

22 McCullough of Hewitt explainsexplain the total dollar value

23 of the CompanysCompany compensation package is below the
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median As such there is no reasonable basisbasi for

denying Company full recovery of its businessbusines cost

especially where such level of compensation is below

the median of the total level of compensation that its

peer companiescompanie pay An appropriate level of

compensation is necessary to attract and retain quality

employeesemployee for which the Company competescompete in

competitive marketplace

Incentive compensation is widely recognized as best

10 practice and it putsput large portion of the pay at risk

11 to employeesemployee

12 Please explain how the variable pay program workswork

13 Each year Target Fund is determined by multiplying

14 year-end salariessalarie timestime the following Target Award

15 percent for each eligible management employee

16 Employee Salary Band Target Percent

17 Band LevelsLevel SL EP and 4.5

18 Band Level 10.0s10.0

19 Band Level 15.0

20 The resulting amount representsrepresent the Target Fund An

21 Award Fund is then determined by adjusting the Target

22 Fund based on the CompanysCompany performance in the

23 following three areasarea
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Achievement of pre-determined level of

Consolidated Edison Company of New York CECONY

Adjusted Net Income which will be comprised of net

income from ongoing operationsoperation for CECONY after

subtracting all expensesexpense incurred by CECONY

including federal and state income taxestaxe CECONY

Adjusted Net Income will be net of the reserve that

is established for the Award Fund during the year-

end closing and is not be weather normalized

10

11 Performance within an Operating Budget which is

12 the portion of the CECONY OM Budget approved by the

13 Board of TrusteesTrustee that is comprised of departmental

14 expensesexpense including Interference and tjncollectible

15 expensesexpense

16 Achievement of specific safety reliability

17 customer satisfaction and operating performance

18 indicatorsindicator such as the OSHA Incidence Rate

19 Electric Network System Availability Electric Non-

20 Network System Availability Respond to Gas Odor

21 ComplaintsComplaint within 30 minutesminute Workable Gas LeaksLeak

22 Year-End Backlog Steam System Normal Pressure

23 OperationsOperation Generation StationsStation Forced OutagesOutage

24 PSC ComplaintsComplaint Customer CallsCall Answered Customer
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Satisfaction SurveysSurvey Environmental Index and

Employee Development Index

The weighting assigned to each component is 50 to

Adjusted Net Income 20 to Operating Budget and 30 to

specific performance indicatorsindicator sliding scale of 0

to 120 is applied to each component based on actual

outcomesoutcome However if Adjusted Net Income is lessles than

or equal to 90 percent of the target Adjusted Net

Income no variable pay awardsaward are made

10 Has the variable pay program Award Fund been lessles than

11 100

12 Yes The Award Fund for 2007 was set at 75.5 due to

13 not achieving financial and operating performance

14 indicatorsindicator mainly attributed to the Long Island City

15 and Westchester outagesoutage These eventsevent contributed to

16 the Company achieving adjusted net income and operating

17 budget targetstarget that were below the 100 level which

18 reduced the Award Fund to 75.5 The fact that the

19 payout of variable pay awardsaward was reduced supportssupport our

20 position that the pay is directly linked to performance

21 measuresmeasure which benefit customerscustomer EmployeesEmployee fully

22 recognize that failure to perform to meet our
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customerscustomer expectationsexpectation also meansmean reducing pay for

them

How is the award distributed

The Award Fund is distributed to employeesemployee who have

achieved satisfactory or better performance rating

and the actual amount awarded will vary between

employeesemployee based on the target level for their position

the resultsresult of performance indicatorsindicator assigned to their

organization and an assessment of their individual

10 performance

11 For each eligible employee 60 of his or her award

12 will be based on achieving Company and specific

13 organization performance goalsgoal and the remaining 40

14 is based on individual performance as shown below

15 Performance Indicator Weighting

16 Adjusted CECONY Net Income 10

17 organization Budget 15

18 organization Performance IndicatorsIndicator 351

19 Individual Performance 401

20 Will all employeesemployee with satisfactory rating receive

21 pay out under the variable pay program

22 Yes satisfactory rating is minimum threshold for

23 receiving portion of the variable pay EmployeesEmployee who
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are rated unsatisfactory in performance are not

eligible for variable pay The variable pay program is

designed to encourage teamwork and also individual

performance An organization succeeding in achieving

its performance measuresmeasure will include employeesemployee with

varying rangesrange of performance some at the satisfactory

level and othersother above EmployeesEmployee achieving

satisfactory rating are eligible to receive minimum

award up to 60 of his or her target based on the

10 organizationsorganization resultsresult Satisfactory performersperformer may

11 also receive additional variable pay based on their

12 individual contribution High performing employeesemployee

13 achieving better than satisfactory rating also are

14 eligible to receive minimum award up to 60 of his

15 or her target based on the organizationsorganization resultsresult and

16 additional variable pay based on their individual

17 contribution The additional variable pay which is

18 based on individual contributionscontribution rangesrange from to 60

19 percent and high performersperformer will receive greater

20 amount of variable pay to distinguish them from

21 satisfactory performersperformer EmployeesEmployee receiving different

22 levelslevel of variable pay reflect not only how well their
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organization performed but also reflectsreflect how well they

performed individually during the period

What was the amount of variable pay awardsaward granted in

the last two yearsyear

Based on the actual performance resultsresult in 2007 for

Consolidated Edison Company of New York Inc compared

to the predetermined performance targetstarget the resulting

management variable pay Award Fund for 2008 was set at

101 percent of the Target Fund with payout of $27.4

10 million As indicated above for 2007 the management

11 variable pay Award Fund was set at 75.5 percent of the

12 Target Fund with payout of $18.4 million

13 Please explain why portion of the variable pay

14 program is tied to adjusted net income

15 Adjusted Net income is good measure of the CompanysCompany

16 operating performance goal of any businessbusines is to

17 realize return for its equity investorsinvestor company

18 that operatesoperate well financially benefitsbenefit both the

19 customer and investor The achievement of adjusted net

20 income targetstarget demonstratesdemonstrate to investorsinvestor and customerscustomer

21 that the Company is managing the businessbusines well and is

22 focused on costscost and quality of service It also
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mitigatesmitigate the size and frequency of requestsrequest for rate

increasesincrease

Please explain why portion of the variable pay

program is tied to operating budgetsbudget

Controlling cost and using resourcesresource efficiently are

fundamental to running good businessbusines ThisThi

performance indicator raisesraise employee awarenessawarenes in each

operating organization It remindsremind them that they can

directly influence operating budgetsbudget through their

10 decisionsdecision each day and by performing their taskstask

11 efficiently and effectively

12 What are performance indicatorsindicator

13 Each organization developsdevelop performance indicatorsindicator with

14 targeted goalsgoal each year The performance indicatorsindicator

15 reflect the organizationsorganization functionsfunction and work

16 activitiesactivitie and are set at challenging yet achievable

17 levelslevel Each month the performance indicatorsindicator are

18 updated and management employeesemployee have the opportunity

19 to monitor them closely to see if their organization is

20 on target in meeting their goalsgoal If goalsgoal are not on

21 target then they have an opportunity to adjust to

22 rectify the situation
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What are the performance indicatorsindicator for Electric

OperationsOperation

As previously described 35 of variable pay award

distributed to employeesemployee is determined by

organizational performance indicatorsindicator For Electric

OperationsOperation each organization has established

performance indicatorsindicator that are linked to corporate

goalsgoal such as safety environmental reliability and

customer service and goalsgoal particular to its

10 operationsoperation such as reducing the number of underground

11 structure eventsevent electric shock incidentsincident and

12 transformer failuresfailure

13 Why should the Company be permitted to recover the

14 costscost of the variable pay

15 The Company should recover variable pay costscost for two

16 reasonsreason First the principlesprinciple of cost-of-service rate

17 regulation require that regulated company be

18 compensated for its reasonable businessbusines expensesexpense Based

19 on the comparative work performed by Hewitt there is

20 adequate evidence that the CompanysCompany compensation

package for its employeesemployee including the variable pay

22 element are well within the norm and thusthu satisfy the

23 criteria for reasonable businessbusines expense Second the
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CompanysCompany variable pay program directly benefitsbenefit

customerscustomer and investorsinvestor Performance criteria include

numerousnumerou objectivesobjective important to customerscustomer Some

performance indicatorsindicator relate to customer service and

operating efficienciesefficiencie which are similar to the

performance mechanismsmechanism prescribed by the Commission

that place penaltiespenaltie on the Company for not meeting

goalsgoal established for these areasarea For example in the

customer service area the variable pay program

10 includesinclude indicatorsindicator such as PSC complaintscomplaint customer

11 callscall answered response to customer complaintscomplaint

12 billing accuracy percent of metersmeter read on schedule

13 and customer satisfaction surveyssurvey In the area of

14 operating areasarea the variable pay plan includesinclude

15 measuresmeasure such as system reliability CAIDI and SAIFI

16 where the Commission imposesimpose penaltiespenaltie depending on the

17 duration and frequency of outagesoutage For example

18 certain electric organizationsorganization did not receive full

19 variable pay award because they did not meet their

20 CAIDI and SAIFI performance indicatorsindicator which comprise

21 12 of the 35 percent of the operating performance

22 indicatorsindicator
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Given that the Commission prescribesprescribe performance

incentivesincentive on the Company we believe it is appropriate

to impose similar performance incentivesincentive on employeesemployee

through the variable pay program The variable pay

program linkslink pay to performance The employeesemployee have

large portion of their pay at risk They are rewarded

only when they achieve their performance goalsgoal in

meeting the needsneed of our customerscustomer the investorsinvestor and

the public

10 Long Term IncentivesIncentive

11 Please describe the long-term incentive compensation

12 plan for non-officer management employeesemployee

13 As mentioned previously in the officer compensation

14 area the CompanysCompany shareholdersshareholder approved new Long

15 Term Incentive Plan LTIP on May 19 2003 and the

16 Board of DirectorsDirector has authorized implementing the LTIP

17 effective January 2004 The purpose of the Plan is

18 to provide long-term incentive compensation to officersofficer

19 and non-officer management employeesemployee contributing to

20 the future successsucces and growth of the Company Long

21 term incentive compensation awarded under the Plan

22 includesinclude both stock optionsoption and performance based

23 restricted stock unitsunit PBRSPBR The MDC Committee has
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the administrative authority over the LTIP and

determinesdetermine the mix of stock optionsoption and PBRSPBR

In 2006 the Committee approved MercersMercer recommendation

that stock optionsoption be removed from the mix of LTIP

awardsaward granted in 2007 and beyond For 2007 the

Committee approved the allocation be comprised solely

of PBRSPBR for officersofficer and non-officer management

employeesemployee in bandsband and and time-based restricted

stock unitsunit TBRSTBR for management employeesemployee in bandsband

10 and Both PBRSPBR and TBRSTBR have vesting period of

11 three yearsyear

12 For 2008 the Committee authorized granting awardsaward

13 under the LTIP in the form of PBRSPBR to officersofficer and non-

14 officer management employeesemployee in bandsband and and TBRSTBR

15 to management employeesemployee in bandsband and The stock

16 unitsunit provide for the right to receive one share of Con

17 Edison common stock or cash payment equal to the

18 fair market value of one share of Con Edison common

19 stock for each stock unit granted subject to the

20 satisfaction of certain pre-established long-term

21 performance objectivesobjective

22 How are LTIP awardsaward determined and granted to non

23 officer management employeesemployee
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Non-officer management employeesemployee are eligible to

receive PBRSPBR and TBRSTBR awardsaward It has been the

CompanysCompany practice to limit LTIP awardsaward to

approximately 20 to 25 of the total number of

management employeesemployee based on recommendationsrecommendation from

their Senior Officer and an assessment of each

recommended employeesemployee past performance and potential

to contribute to the CompanysCompany future successsucces

How and when are PBRSPBR distributed

10 The PBRSPBR will be distributed after completing three-

11 year performance cycle but the number of sharesshare

12 distributed on the payout year is based on numerical

13 formula and dependsdepend on the achievement of certain

14 performance criteria The following performance

15 indicatorsindicator will determine the number of sharesshare or cash

16 equivalent actually distributed at the end of each

17 performance cycle

18 Fifty percent of PBRSPBR awarded to non-officer management

19 employeesemployee in bandsband and is linked to performance as

20 measured by the variable pay plan Award Fund for

21 management employeesemployee As previously mentioned the

22 Award Fund for the variable pay plan is determined by

23 achieving performance goalsgoal for adjusted net income
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operating budgetsbudget and operating performance goalsgoal

The number of sharesshare distributed will be determined by

multiplying the variable pay plan Award Fund average

for the three yearsyear prior to the payout year by the

number of sharesshare linked to thisthi performance indicator

For example if the annual incentive plan Award Fund

average for the three yearsyear prior to the payout year is

95 then 95s of the PBRSPBR award linked to thisthi

indicator will be distributed The other fifty percent

10 of the PBRSPBR awarded to officer and non-officer

11 management employeesemployee is linked to the performance of

12 the Con Edison using Total Shareholder Return TSR

13 indicator TSR is the incremental value an equity

14 investor receivesreceive change in stock price plusplu dividendsdividend

15 received by holding one share of companyscompany common

16 stock over period of time In determining the number

17 of sharesshare to be distributed the following guidelinesguideline

18 will apply based on how well Con EdisonsEdison TSR comparescompare

19 with the TSR for the compensation peer group over

20 three-year performance period

21 Con EdisonsEdison TSR Percent of

22 Percentile Ranking SharesShare Distributed

23 75th or greater 150
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70th 140

65th 130

6O 120

55th iio

50th 100

45th 85

40th 70

35th 55

30th 40

10 25th 25

11 Below 25th 0

12 For example 100 of the PBRSPBR linked to thisthi

13 performance indicator will be distributed if the Con

14 EdisonsEdison TSR during the performance period ranksrank in the

15 50th percentile when compared to the TSR for the

16 compensation peer group

17 How and when are TBRSTBR distributed

18 The TBRSTBR are distributed after completing three-year

19 vesting cycle For example management employeesemployee in

20 bandsband and awarded TBRSTBR in 2008 would receive pay

21 out of 100 of these sharesshare in 2011

22 Why should the Company be permitted to recover the

23 costscost of long-term incentivesincentive
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The Company awardsaward long-term incentivesincentive to non-officer

management employeesemployee to promote employee behavior to

drive the future successsucces of the Company and to retain

quality employeesemployee critical to achieve thisthi successsucces

PayoutsPayout under the LTIP are made only after the

consistent demonstration of achieving performance

indicatorsindicator over period of time The long term

incentive is an excellent way to attract and retain

competent employeesemployee for the benefit of customerscustomer and

10 investorsinvestor

11 Relationship of Incentive Plan Funding

12 to BudgetsBudget and Rate RequestsRequest

13 Please explain the relationship between the level of

14 funding for the incentive plansplan to the Company budgetsbudget

15 and to the rate request

16 The budgetsbudget as well as the CompanysCompany rate request

17 assume that Company employeesemployee will achieve the

18 performance targetstarget set forth in next yearsyear incentive

19 plansplan For example if the Company achievesachieve

20 performance targetstarget for reliability safety

21 environmental excellence and cost efficienciesefficiencie and

22 therefore payspay out 100 percent ofthe incentive

23 funding costscost and revenuesrevenue are in balance and
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customerscustomer receive the benefitsbenefit of the CompanysCompany

achieving its targetstarget If one or more targetstarget are not

achieved the payout of incentive compensation to

officer and non-officer management employeesemployee is lowered

or in the extreme eliminated In the case where

payoutspayout are lessles than 100 of the Award Fund the

Company would likely have incurred incremental costscost at

its own expense

Do investorsinvestor benefit from these programsprogram

10 Yes They generally benefit from these programsprogram in the

11 same manner as customerscustomer do To the extent incentivesincentive

12 result in the Company achieving higher levelslevel of

13 reliability safety and efficiency both customerscustomer and

14 investorsinvestor benefit EfficienciesEfficiencie achieved by the

15 Company would be captured for the full benefit of

16 customerscustomer when ratesrate are reset

17 DoesDoe thisthi conclude your testimony

18 Yes it doesdoe
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