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PROCEEDI NGS

CHAI RVAN BROWN:  Good norning. 1'd like to
call the Septenber 16th, 2010 session of the New
York Public Service Conm ssion to order.

Madanm Secretary, are there any changes to the
agenda today?

SECRETARY: Yes, Chairman Brown, there are.
There are two changes. The first is Item501 and
that is Case 10-C 0215, petition of Verizon New
York, Inc., for waiver of the NYCRR Title 16
Subchapter 602.10B pertaining to the distribution
of tel ephone directory, and that is over.

Renmoved fromthe session is Case 10- G 0399,
| tem Nunber 162, and that is the matter of an
enf orcenent proceedi ng agai nst Tickler (phonetic)
Pl unmbi ng and Heating, LLC for alleged violations
of 16 NYCRR Part 753, and that is the protection
of underground facilities in the service territory
of Ni agara Mhawk Power Corporation, d/b/a
National Gid. And this is just one of the itens
under consideration within the penalties section.
All other itens renmain on the agenda.

CHAl RMVAN BROMWN:  Ckay. Thank you, WMadarmr

Secretary.
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Let's nove to the consent agenda. |s anyone
abstai ning or recusing thenselves fromvoting in
any of the consent agenda itens today?

(No affirmative response.)

CHAI RVAN BROWN:  Seei ng none, all those in
favor of the recommendations on the consent
agenda, pl ease say aye.

(Affirmative responses.)

CHAI RMVAN BROMWN:  Opposed?

(No affirmative response.)

CHAI RVAN BROWN:  Hearing none, the
reconmendat i ons are adopt ed.

Let's nove to the regul ar agenda. |n order
to acconmodat e sone schedul i ng i ssues, the order
of the agenda today will be: W will start with
ConEdi son's 202 itens, we'll nove to Item 301, the
2010 storns, followed by Item 201, National Gid
and, lastly, Item 203, the NYSEG and R&E rate
pl ans.

So the first itemfor discussion is Item 202,
Cases 09S- 0029, 09-S-0794 and 09-G 0795, in the
proceedi ng to consi der steamresource plan and
East River re-powering project cost allocation

study, and steamenergy efficiency, as well as the
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rates, charges, rules and regul ations for
Consol i dat ed Edi son Conpany of New York's steam
and gas services be presented by Adm nistrative
Law Judges Gerry Lynch, Howard Jack and Rudy

St egenoel | er.

Gent | enen.

ALJ LYNCH. Good norni ng, Chairman and
Commi ssioners. My remarks this norning will be
brief and limted to the gas rate case only.
There's just a few recommendations in that case,
two of which pertain also to the steamrate case.
"1l summarize the recommendati ons but not the
reasons which were discussed in detail at the
Sept enber 8 session and about an hour into the
second session for those who want to viewit.

The first recommendation is that you deny
CPB s notion that its sur-reply brief be
considered on the nmerits. This is discussed in
the draft order at pages ei ght through el even.
The second and the key recommendation is that you
adopt all the terns of the Gas Joint Proposal with
the m nor exceptions of sone boilerpl ate | anguage
t hat Judge Jack w Il discuss.

Key factors to recall with respect to the gas
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rate case include that the conpany requested
160.76 mllion for the first year or 115.5 mllion
per year for three years. The Gas JP proposes

t hree annual revenue increases of 47.1, 47.9 and
46.7 mllion. Major revenue requirenent drivers
are a return on new rate base and associ at ed
depreci ation, property taxes and pensi ons and OPEB
expenses offset in part by costs projected to
decrease in other categories.

These proposal s are supported by seven
parties, sonme of whom are custonmer or custoner
groups. One party objects to three substantive
aspects of the Gas JP.

For the reasons discussed in the draft order
and summari zed at the | ast session, those
obj ections should be overruled. Specifically, the
Comm ssi on shoul d adopt the proposed oil gas
conversion incentive terns discussed at the draft
at pages 22 to 32, adopt the proposed terns for
capturing managenent audit savi ngs di scussed at
the draft pages 35 to 47 -- and this, by the way,
is one of the issues that also cones up in the
steamrate case -- and, finally, adopt the

proposed ternms concerning | ow incone discounts for
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SC1 cooki ng and SC3 heating custoners di scussed
at the draft pages 64 to 78.

There are two ot her recommendati ons t hat
don't pertain specifically to the terns of the Gas
JP. The first -- and, again, this relates to the
steam case as well -- is that the Comm ssion
shoul d find under Public Service Law 66.19 that
ConEdi son is reasonably inplenenting the
reconmendations of its nost recent managenent
audi t.

The second is that the conpany shoul d be
directed to use the one mllion dollar regulatory
l[iability and associated interest arising out of a
Floral Park gas explosion to offset all firm
custoners' bills through the nonthly rate
adj ustnent in February, 2011 and to provide an
accounting thereafter as proposed by trial staff.

The one mllion in interest will help offset
at the billing level increnental annual gas
saf ety costs of about $410,000 per year arising
out of that same expl osion.

These are all of the recommendations in the
gas case. M. Coonan previously provided to you a

table summarizing the bill inpacts of adopting the
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ternms of the Gas JP wth the m nor exceptions that
| mentioned previously.

"1l turn it over to Judge Jack and be happy
to answer any questions after the presentation or
at any tine that you deci de you have questi ons.

ALJ JACK: Good norning, M. Chairman and
Conmm ssioners. Highlighting the Consolidated
Edi son steamrate case Joint Proposal, it was
submtted by Con Edison staff, the Gty of New
York and three custoner organizations, Consuner
Power Advocates, Joint Supporters and the New York
Ener gy Consuners Council .

The Steam JP proposes a three-year rate plan
based on annual revenue requirenent increases of
84.1 mllion, 10.4 mllion and 22.4 mllion. To
noderate the first-year increase, the Steam JP
reconmends a |l evelized plan with equal annual
increases of 49 and a half mllion dollars a year.

The | evelized increases woul d produce higher
base rates at the end of the rate plan than woul d
a non-levelized approach. Therefore, 31.7 mllion
of the third-year increase would be collected
t hrough cl ass-specific tenporary surcharges

effective only for that rate year. The primary
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rate drivers include | ower forecast steam sal es,

expiring custonmer credits and increased property
t axes, pension and OPEBs and carryi ng charges on
new pl ant and service. Amounts are as | outlined
at the Septenber 8 session.

As in the case of the Gas Joint Proposal, the
Steam Joi nt Proposal's revenue requirenents are
based on a 7.46 percent overall rate of return, a
48.6 conmmon equity ratio and a 9.6 percent all owed
return on equity.

The Steam Joint Proposal includes a
real l ocation of 7.5 mllion in East R ver
Re-powering Project fuel costs fromthe conpany's
electric to its steamsystemin Rate Year 2 to
remain at that |level unless and until the
Comm ssion changes it. This reallocation would
not affect the revenue requirenent increases,
because it would be recovered through the fuel
adj ust nent cl ause.

Only Westchester County opposes the Steam
Joint Proposal and it objects only to the ERRP
cost allocation provisions. Judge Stegenoeller
wi |l address that issue in a nonent.

There are three other mnor issues with
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respect to the Steam JP. Judge Lynch covered the
CPB' s objection to the adequacy of the provision
reflecting potential savings frominplenenting the
Li berty Managenent audit reconmendations, and that
objection to the Gas JP also inplicitly challenges
the parallel provisions to the Steam JP

As Judge Lynch di scussed, we recommend the
Commi ssion reject CPB's objections. That's again
covered in the draft order on pages 35 through 47.

One provision in the Steam Joi nt Proposa
under Roman Nuneral VI, capital "D', would allow
ConEdi son with current currents of interested
parties to defer an unlimted anount of consultant
costs for the steam peak reduction coll aborative
report.

The draft order would decline to adopt this
provi sion as an unreasonabl e del egati on of
Comm ssion authority. That's discussed on page 86
and 87 of the draft.

Finally, as in the case of the Gas Joint
Proposal, the draft order would al so decline to
adopt certain boilerplate provisions that adjust
the rights and obligations of the signatories

Vi s-a-vis one another as not properly belonging in
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a Comm ssion order. That's discussed on pages 91
t hrough 92 of the order.

In all other respects, we recommend adopti on
of the terns of the Steam Joint Proposal, and I'l|
be glad to answer any questions you may have after
Judge Stegenoell er discusses the ERRP cost
al | ocati on.

ALJ STEGEMOELLER: Thank you. | will, if
possi bl e, be even nore brief than my col |l eagues.
The order would find that with respect to the
current system of cost allocation that fromthe
i sol ated standpoi nt of costs and revenues that
el ectric custoners are paying nore than they would
be paying if they were purchasing the power from
t he market.

The order also finds that ERRP and the steam
systemin general does provide benefits to
el ectric custonmers but that these benefits are not
sufficient to -- they do not outweigh the current
i mbal ance in cost allocation.

The third finding, essential finding, in the
order is that the elasticity of steamdemand is
difficult to quantify, which neans that there is a

risk of custonmer mgration fromincreases in steam
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rates that can't be ignored, but it also does not
warrant an indefinite continuation of the current
i mbal ance in cost allocation.

So taking those findings into account, the
order would do the following: It would adopt the
terns of the JP, which apply to the three years of
the rate plan; it would revise the allocation
met hod for ERRP costs for the years follow ng the
steamrate plan. And it would revise them as
follows: Non-fuel costs would continue to be
al l ocated according to the current nethod; fuel
costs woul d be allocated according to the
above- mar ket nethod; in other words, electric
custonmers woul d be responsi ble for fuel costs up
to the market value of the electricity produced.
That's a shorthand way of describing it.

The result of this allocation -- it's a
met hod, so we don't know precisely what the result
will be in terns of dollars. Historically, taking
averages from'06 through '09, if you apply this
met hod, you would have had a shift in costs of 52
mllion dollars per year. That would be a shift
of costs that electric custonmers are currently

payi ng and that woul d be paid by steam custoners.
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That's actually netted against the 7.5 mllion
dollars that's in the Joint Proposal. That would
be a 45 mllion dollar shift or approximtely six
percent of steamrates when fully rolled in after
ten years.

And that's the final conponent of the order
that this change in allocation would be phased in
over a period not to exceed 10 years. And that's
t he concl usi on.

CHAI RVAN BROWN:  Thank you. We had a pretty
good di scussion on this the last time around, but
"1l open it up to see if there's any other
guestions or coments.

Conmi ssi oner Larocca.

COW SSI ONER LAROCCA:  This is really in the
category of clarification. The recomendation
which in the summary is nunber four, "find that
the conpany is reasonably inplenenting the recent
managenent audit recomendations", just flesh that
out for me alittle bit.

Do we nean that they're reasonably
i npl ementing the gas related, the steamrelated or
the generic issues? And, also, tell nme what

reasonably neans.
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ALJ LYNCH: The information in the record is
that staff and the conpany both put on w tnesses
that testified about what the conpany has done to
i npl emrent the managenent audit recomrendati ons.
The exhibits that were provided by both are very
simlar. They have all the recommendati ons and
what the status is. Sone have been inpl enent ed.
Staff is auditing -- the conpany thinks they're
i nplemented. Staff's auditing others or
conti nues.

There was concern expressed by two parties
earlier in the case about whether the conpany was
doing all that it should be doing to inplenent the
recomendati ons. Those parties' concerns were
al l ayed, because they're now parties to the Joint
Pr oposal

The Commission is required by statute to nake
a finding in a mjor rate case followng a
managenent audit. There was no -- based on that
testi nony about what had been done, and in the
absence of any expression of concern -- and it
all, by the way, seened in good order to ne. And
in the absence of any expression of concern by any

other active party, and given the requirenent, |'m
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recomendi ng that you nake that finding.

Reasonabl y neans they're maki ng progress
tinmely, they're addressing all the
recomendati ons, they're doing what they should be
doing. | don't have any basis on the record for
reachi ng any ot her concl usi on.

COW SSI ONER LAROCCCA:  WI I we have -- at the
Conmmi ssioner level, wll we be nmaking additional
findings over tinme about their progress under the
audi t ?

ALJ LYNCH: Well, every tine you set rates
followi ng conpletion of a managenent audit, you
have to nake the sane finding under the statute
and, presumably, if any issues arise -- | nean, |
woul dn't think you' d have to wait for a rate case
if there's an issue about whether things are going
off-track. | think you would probably hear about
that nuch quicker than that. But by the tinme you
get to the next rate case, you would certainly
have to review this again.

M5. STQUT: Conm ssioner, if you recall at
t he August session, Kate Tal |l madge provi ded an
update on the status of the managenent audits and

al so Wayne Brindl ey provided his opinion on sone
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portions of that. And we'll be doing those
updates on a periodic basis probably about three
tinmes a year to bring the Conm ssioners up-to-date
on the status and you can rai se any questions at
that tine, too.

COW SSI ONER LAROCCA:  Thi s | anguage that we
woul d be using here, "reasonably inplenented", is
common to rate cases foll ow ng audits?

ALJ LYNCH: It's common to rate cases
followng audits up til sonme period in the distant
past after which there was a failure to do
managenent audits, so there were no such findings
unless fromtinme to tinme, soneone would refer back
to the managenent audit done 13 years ago or
sonething |like that.

CHAl RVAN BROMWN: | think we're reinstituting
precedent as we speak here. Thank you.

ALJ LYNCH: You're wel cone.

CHAI RVAN BROWN:  Conmi ssi oner Curry.

COWM SSI ONER CURRY: | don't know exactly
whomto address this to. Just let nme nake a
general coment. |In the steamarena, |'ve been
i npressed over the |ast few years with custoner

site co-gen as a potential custonmer retention
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t ool .

Endurant, a conpany that after a coupl e of
years of efforts is putting a new package border
on the roof of one of the Pratunam buildings in
Ten Plaza, is one such effort and when the Durst
Organi zation built the Bank of America tower at
6t h Avenue and 42nd Street, they put one in the
basenent .

Are we fairly confortable that the structure
that's energing fromthe process here is going to
i ncl ude net hods of encouragi ng continuation of
that effort?

ALJ STEGEMOELLER: There has been an effort
underway since |last year on that particul ar issue
t hat canme out of the 0029, the so-called steam
pl anning case. It is also now part of the peak
reduction col |l aborative that also resides in that
case but is referred to in the Joint Proposal

There is a status report that was filed
August 27th in which the conpany indicates that it
may see no need for addressing that particul ar
issue in the context of reducing peak |oad. That
was August 27th and | frankly --

COWM SSI ONER CURRY: |Is that dispositive?
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ALJ STEGEMOELLER: It's not dispositive.
It's a progress report. It's conditional
| anguage. To be honest, | have not had a chance
to follow up on that so | could not tell you right
now where all of the parties stand on whether or
not that particular issue should be or whether
they all want it to be pursued in this
col | aborative. And that --

COW SSI ONER CURRY: |Is that the interesting
word - -

ALJ STEGEMOELLER: Well, again that's the
poi nt you raised. In the context of peak |oad
reduction, the conpany's saying, "W mght not
need it. It's conplicated. There are physical
i nter-connection issues. There are a |ot of
econom c issues."

You raise the issue of custoner retention as
a potential value of this sort of initiative and I
don't think that the collaborative has devel oped
that side of it. | certainly haven't seen any
factual devel opnent of that issue.

COW SSI ONER CURRY: | don't think it would
affect ny vote here today, but could you follow up

on that and --
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ALJ STEGEMOELLER:  Yes.

COW SSI ONER CURRY: -- see where things
st and?
ALJ STEGEMOELLER: Yes. 1'Il certainly

communi cate your concern to the parti es.

COW SSI ONER CURRY:  Thank you.

CHAI RVAN BROWN:  Any ot her comments or
guesti ons?

(No affirmative response.)

CHAI RVAN BROMN:  Hearing none, | believe we
have six recommendations that are part of this,
qui ckly: Denying CPB' s notion, adopting the term
of the steamrate's joint proposal, adopting the
termof the gas rate's joint proposal, finding
under PSL6619, the conpany's reasonably
i npl ementing the managenent audit recommendati ons,
approving a post steamrate plan nethodol ogy for
phasing in the allocation of significantly nore of
the East River re-powering project's fuel costs
for the steam system and requiring the conpany to
pay us back a one mllion dollar regulatory
l[iability associated with the Floral Park gas
explosion in February bills.

So with that, | would ask that we vote on
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this as a group. All those in favor, please say
aye.

(Affirmative responses.)

CHAI RMVAN BROWN:  Opposed?

(No affirmative response.)

CHAI RVAN BROWN:  Hearing none, the
reconmendati ons are approved as a group. Thank
you very much for all the judges and all the work
that went into these conplex cases. Thank you.

The next itemis Item 301, Case 10-E-0331
matter of staff investigation into NYSEG Centra
Hudson, ConEdi son and Orange & Rockl and's
performance during and foll ow ng the February and
March, 2010 snowstormrel ated outages which w ||
be presented by Paul Eddy, a Uility Supervisor
with the Ofice of Electric, Gas & Water; al so
Sandra Sl oane, Director of the Ofice of Consuner
Services, and Alice MIler, Chief of Consuner
Advocacy in the Ofice of Consunmer Policy are
avai |l abl e for questions.

Paul , pl ease begin.

MR. EDDY: Good norning, M. Chairnan,

Commi ssioners. 1'll be briefing you on the

results of staff's review of the utility response
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to the February and March storns.

"1l take you back to February. W have a
picture up here just in case you ve forgotten that
we had sone significant weather occurrences back
then. Both of the storns in February and March
were so close and the issues were simlar so I'l
brief them both at the sane tine.

The February stormwas actually two
back-to-back stornms, attacked Eastern New York
State and on the map here, you can see the area
all the way fromthe Canadi an border down to New
York Gty that was inpacted.

This snapshot in tinme was taken on the 26th.
February 23rd was when the first stormhit and it
hit alittle nore to the north than originally
projected by the National Wather Service and was
nore severe.

On February 25th, the second stormhit and,
again, that hit in a different direction and
with additional severity than what the Nationa
Weat her Service had predicted. Wen it was over,
up to six feet of snow had fallen in Centra
Hudson territory. Mst affected in addition to

Central Hudson were ConEdi son, Orange & Rockl and
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and NYSEG Each of these utilities submtted
reports in accordance with 16 NYCRR Part 105.

Al told, nearly 300,000 customers |ost power
fromthese storns. Restoration service took eight
days to acconplish. It's inportant to recognize
t hat danage assessnent and prelimnary restoration
were very difficult to perform | think it's
fairly understandable wth this anount of inpact.
Overall, the utilities did a very good job under
t hese adverse circunstances.

On March 13th, another stormhit. This tine,
it was a major rain stormand wind stormand it
hit the New York Metropolitan area and a little
bit of the | ower Hudson Valley and Long I sl and.
Once again, the forecasts were underestimated by
t he weat her services and as evidenced by the w nds
t hat reached tropical stormforce.

ConEdi son, Orange & Rockland and Long |sl and
Power Authority were the hardest hit with nearly
475,000 custoners out of service. Mre than half
of these were on Long Island, as LIPA custoners.

Qur focus was on ConEdi son, Orange &

Rockl and, both of whom submtted Part 105 reports.

Restoration fromthis event took seven days.
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Before going to the recommendati ons for
i nprovenent, it's inportant to first understand
that our overall assessnent of utility performnce
in both of these events was commendable. | have
sat here before you on previous occasions
reporting about staffing issues and probl ens
during stormrestoration and before storns have
hi t.

During these events, the utilities
aggressively attacked the staffing needs early in
t he events and added workers to neet the demands
of the restoration effort. Over 3,400 |line and
tree crews, plus many hundreds nore support
posi tions, consuner service representatives and
office staff worked tirelessly to restore power.
To each of these, we give our thanks.

In staff's report of these storns, you wll
see there are nine recomendations for
i nprovenent. Two of these recommendations we felt
had generic applicability for all electric
utilities in the state. Those deal wth updating
out age managenent system procedures to nore
accurately match field conditions and

communi cation with |ife support equi pnent
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custonmers before and post storm

Con Edi son and Orange & Rockland utilities
both need to i nprove devel opnent and reporting of
| ocalized estimated restoration tinmes. This area
was particularly disappointing as we had been
wor ki ng col | aboratively with the utilities to
inprove this area since the Decenber, 2008 ice
storm

Finally, I want to recogni ze the work that
went into this review by the staff from
Electric Distribution Systens and the O fices of
Consuner Services and Consuner Policy in New York,
Del mar and Al bany. Mbostly, | need to give credit
for the majority of the review and editing of this
report to Christian Bonvin and Mary Ferrer. Their
wor k was excellent and worthy of special credit.

| want to nention that we al so had severa
staff nonitoring the restoration progress during
t hese events and reporting to you and to SEMO and
to other entities. This included staff from our
G S section doing the mapping that you just saw on
the screen and also the Ofice of Consuner
Servi ces handling the phone |lines and respondi ng

t o consuner issues.
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Thank you, and I will be happy to answer any
gquesti ons.

CHAl RMVAN BROMWN: Do we have any comments or
questi ons of Paul?

Just one observation, and thank you fol ks, |
think, for this, is you point out -- | think you
used the word commendabl e performance by the
utilities and, certainly, just before |I got here,
| think sonme of the other Conmm ssioners, we had
sone events that weren't so commendabl e and what's
really good is that the experiences have been
shared between utilities. It doesn't take each
utility to have a terrible event to get them up
the learning curve. You know, Central Hudson
especi ally was amazi ng when you consi der the
damage that was in their systemand the anount of
snow. | nean, it was remarkable. But, yet, they
kept the nmunicipalities seem ngly well inforned.

You know, normally, in ny chair, you end up
hearing about it when that doesn't happen and I
heard very little in the way of people being
frustrated that they didn't have information. So
| think that one thing we found is that people

will understand if you give themtinely and
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accurate informati on about outages. Wat really
frustrates themis not know ng. And so getting
that information out has been the key and, you
know, there's sone good recomrendati ons here. It
means every tine we go through one of these,
there's sonme nore | essons that can be | earned and,
hopeful ly, they can be | earned agai n t hroughout
all the service territories.

So thanks for your work and thank the
utilities for taking this all so seriously.

COW SSI ONER HARRI'S: | do have one qui ck
question, though, on this estinmated restoration
time. @Gven the severity of the storns and
back-to-back storms with O%R, Q&R didn't depl oy
its full danage assessnent personnel. Do we know
why they woul dn't given the severity of the storm
whi ch woul d have assisted in the restoration tine?
| just -- I'"'mat a loss for understandi ng why a
conpany wouldn't deploy their full assessnent
personnel to that.

MR. EDDY: | don't know if | have a good
answer for you other than it's anticipation, how
you |l ook at the front end of a stormand what you

get understanding what's in your hand by the
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utilities, I'd say this is one of the areas that
we' ve been pushing them W push, as | call it,
to the left, everything fromthe beginning before
a stormhits and in the early goes of a stormso
t hat when the damage has occurred, you're ready to
attack. This is sonething we can pursue further
with O&R

COW SSI ONER HARRI'S: | nean, since we've
been working with the conpanies on their estimted
restoration tinmes and there's a direct connection,
| think, with the danage assessnent, | just --
given the severity of the storm | would think
that -- and there could be a very | ogical
explanation. |I'mjust at a |loss for understandi ng
what that could be but --

CHAI RMAN BROWN: | found it interesting, and
"Il leave it to you Long Islanders, but LIPAis
taking sonme criticismfor all the noney that they
spent preparing for Hurricane Earl which, of
course, then really didn't do nuch danage and,
now, they're taking criticismfor: Wy did you
spend all that noney preparing for it?

| think, perhaps, you did note these storns

were all under-forecast in a sense, that they
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ended up being far worse than anybody had
anticipated. So it's a rough line for the
utilities sonetines to spend the noney in advance
to get everybody up and running and hire the
contractors and then the storm ends up not causing
much damage, then they get criticized for wasting
money. So it's a tough call at tines.

VR. EDDY: We've talked with the utilities
about this issue before. W've tal ked about even
havi ng pre-staging areas and bringing crews in.
But sonetinmes when you get a stormforecast, it's
difficult to get crews fromyour neighbors because
they don't know if they're gonna be hit or not
al so.

Damage assessnent, you know, again is
sonething that is normally done with their own
people and there's little reason for not getting
out and doing it.

MR. STEWART: | think we can probably follow
up on your question and find out if there is a
| ogi cal response.

CHAI RVAN BROWN:  Conmmi ssi oner Larocca.

COW SSI ONER LAROCCA:  Just a thought. O

course, Long Island, you're dammed if you do and
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you' re damed if you don't. Fortunately, you
don't have to worry about themfromhere. But it
does bring to mnd the follow ng question: Were
in the chain of events and preparation do we
beconme specifically interested and involved in
wat ching or participating in what the conpanies
are doi ng?

"Il use the LIPA exanple only because it's
not before us. Externally, people can |ook at
that preparatory period and say, well, at this
point, that was the appropriate decision; that a
little bit later m ght have been the appropriate
deci sion, they were bringing people in fromas far
as Mchigan and so forth. But in the events
you' re now descri bing, when were we involved in
these two stornms in a nmeani ngful way?

VR. EDDY: W get involved -- we're in
contact wwth the National Wather Service. W're
on direct distribution fromthem And I know
recently in the Hurricane Earl, four days before
Earl was here and we had the inpact fromit, | was
on the conference calls with the National Wat her
Service along wth about 125-plus entities from

other areas wthin New York State and nei ghbori ng
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states, communities. So we get involved very
early.

If we see that a stormis going to be, you
know, likely, we get in touch with the utilities,
maki ng certain that they're on their preparation,
that they're taking steps to be ready. So we
don't wait for a stormto hit to get things in
gear.

COW SSI ONER LAROCCA: I n that process, would
we likely say to a conpany -- again, |I'll stay
with the LIPA exanple -- you're bringing in too
much based on our assessnent or you're not
bringing in enough based on our assessnent or
you're starting too early or you' re starting too
| at e?

Do we have that kind of involvenent in the
deci sion chain of storm preparation?

MR. EDDY: The staffing nunbers -- | nean,
i ke, we can take ConEdison. In their energency
procedure, they have a chart that based on what
the stormlooks like it's gonna be is what they
base their nunber of staffing positions on and
where they' |l staff and how much they wll gear up

for it.
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COW SSI ONER LAROCCA:  Are we likely in the
course of that happening to say, wait a m nute,
what are you waiting for, or that nunber's too big
or too small? Do we have that Kkind of
i nvol venent ?

" m | ooking for the flavor of the invol venent
we have in the preparatory process.

MR. EDDY: | think some of that invol venent
conmes away fromthe storm

CHAl RMVAN BROMWN:  Paul , M ke Warden's got
sonet hi ng.

MR. WARDEN: | just wanted to conment on
that. You know, we're generally there during a
stormevent to nonitor what the utilities are
doing and to nonitor the performance. |It's their
job to make the decisions as to how they run the
conpany and what they do. So, you know, we Kkind
of stand hands off in terns of how we, you know,
put our hands in and tell themwhat to do. That's
not our role to tell themhowto run their
conpany. W expect themto be prepared to respond
to the energency. W expect themto take the
necessary steps.

COW SSI ONER LARQOCCA: | don't want to make
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this too hypothetical, but if in the course of
that, you felt that, gee, by now, they should be
cancel i ng | eaves, they should be having
prelimnary notices to neighboring utilities,
what ever, and they're not doing that, what do we
do?

MR. WARDEN: There are occasi ons when we'l |
have di scussions with the conpany if we have a
concern and possibly raise a concern and say,
well, we're wondering what you're doing in this
regard. W try to be very careful that we're not
making it sound like we're telling themwhat to
do. But we occasionally raise concerns and say --
you know, ask them about it and then expect them
to respond.

COW SSI ONER LAROCCA:  Thank you.

VR. EDDY: W also neet with the utilities
with all the enmergency nanagers tw ce a year
t hrough the New York Mitual Assistance G oup and a
| ot of these subjects are brought up at those
nmeetings, how to dispatch -- you know, dispatching
of internal crews and calling in of external
Crews.

CHAI RMVAN BROMWN:  Conmi ssi oner Curry, your
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comment on this.

COW SSI ONER CURRY:  Paul, | have about 25
years of experience working with conpani es very
active in the @ulf of Mexico and down there, the
Nat i onal Weather Service is but one voice that is
listened to and that's sonetinmes because every
weat her service has its own challenges. And | ast
time | was involved in it, which was well over
ei ght years ago, there were six or seven different
private weather forecasting services that the
conpani es had had nmen out on drill rigs, et
cetera, pay attention to for the Qulf.

Is there a simlar wealth of alternatives to
the National Wather Service up here in the
northeast? And if so, do people avail thenselves
of it or have they decided those guys are all not
so great, we're gonna stick with the Wat her
Servi ce?

Because | gather fromwhat little I know
about weather forecasting, it's, you know, not a
particularly certain professional process and sone
peopl e have better instincts than others.

MR. EDDY: Yes, the batting average of the

weat herman is really not that great. But there
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are several other weather agencies that the
utilities do take advantage of and each one
contracts wwth who they feel is the one with the
best batting average.

Al so, back in -- 1 think it was Septenber,
2006 when the storns that hit ConEdi son, there was
sonme significant danage and one of the issues that
we did in our review, we saw that there was need
for inproved forecasting on the front end.

ConEdi son took that and they went ahead and
t hey devel oped a programw th | BV, Blue Thunder,
t hat has had, you know, sone benefits and sone
m xed results as well. Again, it's a weather
program

COW SSI ONER CURRY: The only observation
make is that the folks in the @ulf of Mexico can
track with all avail able opportunities and then
t hey woul d pick and choose. That's too close a
| evel of detail, but |I'mjust curious about how --

MR. EDDY: When we | ook at National Wather
Service data, there's like six or seven different
nodel s that they project. | nmean, even with
Hurricane Earl, the nost recent one that | know

of, one of the nodels was an outlayer and it cane
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right up through, you know, Connecti cut,
Massachusetts, New Hanpshire, picking everybody
off on the inland. The rest of them had Ear
going off to the ocean so --

CHAI RMAN BROMN:  Conmi ssi oner Acanpor a.

COW SSI ONER ACAMPORA:  You know, | think we
keep going back to the sane issue we tal k about
during rate cases and when we have storns about
preventi on managenent and our vegetation
managenent, how inportant that really is.

On Long Island before Earl was planning to
conme but then swerved away fromus fortunately,
they had crews out that sane day naki ng sure that
there were areas that they thought could be
conprom sed by strong wi nds where trees needed
trimmng. They were out trinmmng that day. W
know weat her is just about predicting. |It's very
hard and that's why | think the prevention
managenent of vegetation with the utilities is
sonet hing that, you know, we keep hammering, but
it just goes to show that how prepared can you be?
Can you be prepared beforehand and then worry
about bringing the crews in later if you don't do

t hat wor k bef or ehand?
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Soit's really an issue that | think we're on
top of. | know we have a proceeding that is going
on there, but we talk about this every tine we
have a report about storm damages that sonetines
that's not being taken care of and addressed.

CHAl RVAN BROWN: Ckay. Also, | want to
t hank Sandra Sl oane and your office that obviously
has to respond to these storns as well in a
different way with all the phone calls obviously
that cone and |I know people work very hard and
overtime to get questions answered and | know you
work with nunicipalities as well to nmake sure that
information flows. So thank all your staff as
well on this.

MR. EDDY: Could | add one thing on the
Nat i onal Weat her Service?

CHAI RVAN BROMN:  Absol ut el y.

MR. EDDY: They also |ook at our maps after a
storms over. They're |looking at our naps to see
where the damage occurred and to help themwth
their predictions and where they can see, you
know, they forecasted in one area and the damage
was seen in another area. So we have worked with

them So it's a good relationship that we have
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with the National Wather Service.

CHAI RVAN BROWN:  Thank you for this report.

So no vote's required on this by the
Conmmi ssion. Thank you.

The third itemfor discussionis item--
excuse ne for one second.

The third itemfor discussion is Item 201
Cases 08-E-0827 and 10- E- 0050, Conprehensive
Managenent Audit of N agara Mohawk Power
Cor poration, and a proceeding on notion of the
Comm ssion as to the rates, charges, rules and
regul ations for N agara Mohawk Power electric
service, which will be presented by Wayne
Brindl ey, Deputy Director in the Ofice of
Accounting and Finance, Chief Adm nistrative Law
Judge Elizabeth Liebschutz and Ben Wl es, Senior
Attorney in the Ofice of General Counsel is also
avai |l abl e for questions.

Wayne.

MR. BRI NDLEY: Good norning, Chairnman and
Conmm ssioners. Item 201, response to Chairman's
request nade at the August 19th session for
options on how best to investigate affiliate

rel ated i ssues associated with National Gid's
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al l ocation of service charges to and anongst its
oper ati ng conpani es including N agara Mhawk.

For purposes of today's discussion, | can
descri be these issues in general as relating to
i nvesti gati ng questi onabl e expenses bei ng
al l ocated to N agara Mbhawk such as certain costs
associ ated with enpl oyee rel ocati ons and
i nappropriate allocation factors being utilized to
al l ocate expenses to New York associated with the
New Engl and rate case. Those are just
illustrative exanples.

For a brief factual synopsis of the parties
positions in the ongoing rate case, staff has
proposed to testify that a 26 mllion dollar macro
adjustnent is necessary to address these concerns
and that the Comm ssion should institute a
proceeding to further investigate these issues in
the future.

Ni agara Mohawk has nmade sone changes in its
i nternal procedures and reduced its rate request
by eight mllion to address sone of these
affiliate concerns. It has testified that the
full macro adjustnent is not appropriate and has

started its own investigation.
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In order to westle this issue to ground,
there are really three objectives that we need to
address. First: Ensure that current and future
customers do not pay for costs the Conmm ssion
deens i nappropriate. Second: Ascertain whether
customers in the past have paid for such costs and
whet her any of those such costs were capitalized
or contained in deferral accounts setting the
stage for future rate recovery. And third
Ascertai n whet her changes that N agara Mohawk has
already put in place and will put in place as a
result of the managenent audit are adequate to
mtigate future problens in this area

So we're | ooking forward and backwar ds
related to rates. Then, we're |ooking at policies
and procedures to mtigate future problens on
this.

Before reviewing the options available to the
Conmi ssion, two points are noteworthy. First:

The rate case before you addresses electric rates
for the next year, 2011. N agara Mhawk electric
custoners have not -- repeat have not -- seen
increased bills that relate to the questionable

affiliate costs since base rates for N agara
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Mohawk have been frozen since 2001. There may be
arelatively small portion in current gas rates.

| say relatively small, because the service
conpany al l ocations are nmuch snaller to the gas
operations than they are to the electric
operations and, furthernore, the gas case test
here predated sone of the |arge percentage
increases and issues identified in the electric
case.

Second: As | pointed out at the | ast
session, we need to exercise caution in discussing
this itemto avoid any potential of a perception
of pre-decisional bias on related issues in the
open Ni agara Mohawk electric rate case. | wll
not address the nmerits or |ack thereof of any
issues in the rate case. |If there are questions
on this linkage froma procedural basis where
further el aboration is necessary, Libby wll be
addr essi ng those aspects.

Now to the heart of the matter, the different
options that are available to the Comm ssion for
dealing with this issue. The session item before
you gives you seven different options, but several

of these are fairly simlar. So as | talk to you,
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"' mgoing to, perhaps, group them so that you get
sonme additional perspective on them

Option one is the do nothing for now
approach. The Conm ssion can protect custoners
whi |l e doing nothing at this nonent and al |l ow ng
the rate case and the managenent audit conpliance
process to be conpleted. At that point, the
Conmi ssi on coul d eval uate whet her further
investigation is necessary. This would probably
be in the roughly around February of 2011 tinme
frame. Froma resource perspective, this would be
efficient. But there are things that can be done
now t hat are not overly burdensone to expedite
resolution of this matter.

And while staff has proposed an adjustnent in
the rate case to deal with rate matters, it has
also indicated that it is not able to audit
affiliate transactions conpletely in that case.

So while this is an option for the Conm ssion to
consider, it's not one that I would recomend.

Options two and three, and |I' m groupi ng these
two, suggest that regulatory resources outside New
York State may be utilized to conduct an

investigation of affiliate matters. This would
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all ow for sone sharing of costs and expertise
anongst regulators with a largely common interest.
Potential candidates for joining forces would be
New Engl and states in which National Gid does
busi ness and FERC. The difficulties in this
approach are managenent of the project and setting
priorities. | run a nultistate audit for

NARUC and supervised a simlar nultistate effort
under the Telecom Act. Coordinating these efforts
is difficult and cunbersone.

And while we may largely share interests,
there may be sone conflicts. And with the FERC
audit of National Gid relating to service conpany
al l ocations, which begun in early 2009, they may
issue their report in the near future, |I'm not
really sure how enanored they woul d be on
begi nning a new audit com ng so close on the heels
of conpl eti ng one.

So, therefore, in the interest of ful
di scl osure, these are options you can choose, but
again, these are not options that I would
recommend.

Qption four is to do the audit ourself. This

woul d have the benefit that the audit scope woul d
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be focused on New York operations and staff
assigned to the case woul d possess all the

requi site know edge of New York State Conm ssion
policies. The weakness in this approach is that
we really lack the staff to fully conduct this
audit. In addition, there may be certain skil
sets that we really need to go outside to obtain.
Even when the O fice of Accounting and Fi nance was
40 or 50 percent larger than it was today, we
sought external assistance to audit NYNEX
affiliate transactions. So while | like this
option froma practical perspective, it's not one
that | can reconmmend at this juncture.

Options five and six invol ve engagi ng an
outsi de consultant to assist staff in conducting
the audit, and there are two variants of it. One
woul d be to issue a new RFP whil e the other would
be to extend NorthStar's existing audit nmanagenent
contract.

Bot h approaches woul d ensure that adequate
and efficient resources would be brought to bear
on this matter. |Issuing a new RFP woul d ensure
that the candidate field of consultants is as w de

as possible. Reengaging NorthStar would bring
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efficiency as it recently conducted a nanagenent
audit of Gid and its audit report touched
directly on this matter. NorthStar expressed
strong concerns that Gid did not have an
effective neans to nmanage and control the |evel of
services provided by its affiliates and they nade
sonme recommendations in this area, which included
t he devel opnent and execution of service |evel
agreenents to address this concern. This was a
managenent audit recommendation. W haven't
conpleted the review of this matter yet.

These are the two nost desirable options for
t he Comm ssion, but deciding exactly which one
shoul d be pursued does not need to be deci ded at
this nonent; rather, the reconmmendati on cont ai ned
inthis meno is twofold.

First, the Conmm ssion should establish a new
proceeding to investigate National Gid's
affiliate costs, policies and procedures. This
will ensure that the issue is conprehensively
addressed beyond the |imtations of the two open
dockets on this matter which both have narrower
scopes and tighter schedul es.

Second: The Comm ssion should direct staff
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to provide a scoping neno on this investigation at
t he Novenber session which will also include a
reconmendation either to reengage NorthStar or to
issue an RFP to a larger group of possible

consul tants consistent with our standard

Conmmi ssi on operating practi ces.

The process that these two steps here
basically would allow the Comm ssion to junp-start
the investigation of N agara Mohawk's affiliate
transactions by directing that work be begun now
to prepare to engage a consultant.

Meanwhi l e, the rate case and nanagenent audit
conpl i ance process can proceed as schedul ed on
t heir own independent courses. And nost
i nportant, consuners can be held harm ess as they
have been to date through a variety of renedies
avail able in the rate case.

That conpletes ny portion of the
presentation. |I'mgoing to turn it over now to
Li bby.

MS. LI EBSCHUTZ: Good norni ng, Comm ssioners.
|"d just Iike to enphasize that your action to
begin an investigation today does not have any

i mredi ate i npact on the ongoing rate case.

AMF REPORTI NG SERVI CES
1-877 NYS- DEPO




10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

45

As Wayne nentioned, the issue was initially
rai sed by staff, trial staff testinony in that
case. The conpany has responded. The parties
have been engaged in hearings, | think are in
heari ngs as we speak, that includes this issue and
they will be briefing the issue.

As Wayne nentioned, staff has proposed an
adj ustnent that would resolve the issue as far as
it inpacts rates for 2011 and that's a renedy that
remai ns avail able to the Comm ssion when the rate
case cones before you

Al ternatively, you m ght choose to decide
that no adjustnent is necessary or sone |esser
anmount than what staff has proposed and that
alternative renmains to you

Again, alternatively, you mght choose to
make sonme portion of rates tenporary or institute
sonme other sort of reconciliation mechani sm such
that after the conpletion of an investigation, you
could go back and true-up an anopunt that nmay have
been -- represent inappropriate allocation and do
that after-the-fact. And all those renedies
remain to you. And none of those are being

prej udged t oday.
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So | just want to make clear that the parties
shoul d continue to address this issue in the rate
case. Wuat we're really doing now is recognizing
that the process of hiring a consultant is
ti me-consum ng and we don't want to |lose tine
whil e we begin those steps to carry out an
investigation at a later date -- or a consultant's
investigation at a |ater date.

CHAl RMVAN BROMN:  Thank you. So | guess our
options available to us today is, one, do we
initiate a new proceedi ng under a separate case
nunber; and, two, how do we nove forward on that?
And | think Wayne presented us with a variety of
options, but | think the recomended option would
be to consider use of an outside auditor to do
this. And the question is: Can we use NorthStar
who we have the relationship with through the
managenent audit today, we're gonna study their
capabilities, or do we issue an RFP?

So |l think all we really need to do today
woul d be to, one, initiate the proceedi ng and,
two, | would recommend asking staff to cone back
to us in Novenber wth a reconmmendati on on which

way to go: Do we issue an RFP or can we continue
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a contractual arrangenent wth an existing auditor
that we al ready have under contract?

But we've got to take sone tinme to discover
capabilities and I'Il just note these are the sane
peopl e who are often involved in the rate case
itself and all the nuances of the rate case.

Now, | just want to nake absolutely clear
what Libby said. In no way does instituting this
proceedi ng decide anything in the rate case. Al
our options remain open there. This is just
begi nning a proceeding to conduct an investigation
for our use.

So with that, 1'Il open it up for questions
or comments.

Conmi ssi oner Curry.

COW SSI ONER CURRY: | guess, Wayne, we're
dealing in sone respects wth a cultural program
in terns of there being an established way of
doi ng business at Gid that may or may not be the
way that you nove forward successfully to get
beyond this issue.

So | suggest that when you're | ooking at the
capabilities of potential responders, whether it's

Nort hStar or others, we also | ook at the kinds of
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experi ence they have had or they can access in
other states, in other jurisdictions, to cone up
with the best possible contractual arrangenent

bet ween and anong t he vari ous operating conpanies
and the central staff to have whatever the best
thinking is now on how to do these el enents.
Contracted service |level agreenments are basically
you are going to have to eat X percent of

over head, because you're getting X percent of

val ue and then we have a true-up or adjustnent at

t he year-end, whether that's right, whether it's a
managenent services contract, and | know t hat

you' ve spoken today of your experience with New
York Tel on various things, so you probably have a
great deal of background in this area.

So | just urge that one conponent of this is
not only, you know, what was allocated, that's got
a problem how the allocation fornula works,
that's a problem and is there a better way of
doing the allocation process that can give nore
confi dence both to the people involved in it and
us inreviewng it.

CHAI RVAN BROWN:  Conmi ssi oner Harris.

COW SSI ONER HARRI'S: | just have a comment
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that | think it's inperative that if there is a
breakdown in the process that we identify it and
fix it immediately to restore our confidences and
the confidences of the National Gid ratepayers.
So I'min favor of initiating a proceeding

today to begin this.

CHAl RMVAN BROMN:  WAayne, and | assune it's
really kind of |looking at two things. One is the
costs. You've got common costs. How do you
allocate it to different conpanies? That's one
i ssue, and whether they're doing that properly and
correctly. And | think the second one sounds |ike
procedural ly, do they have the safeguards in place
so that when those decisions are nade, sonebody is
checki ng the checker.

VMR. BRI NDLEY: That's exactly correct. Wen
| started out this, | nmentioned there were three
obj ectives. The first one that you nentioned
really covers the first two, which is | ook forward
inrate, |ook backwards in rate, see what's
happening with that. The second one is nore |ike
a managenent audit kind of thing, like let's get
in there, evaluate their procedures, their

met hodol ogi es, how they're doing this to ensure
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that problens like this don't reoccur

CHAl RVAN BROWN:  Right, okay. | just want to
make that clear. | think we're going down both
roads with this investigation.

Conmi ssi oner Acanpor a.

COW SSI ONER ACAMPORA:  Wayne, you said that
FERC was instituting an audit?

MR. BRI NDLEY: No. FERC routinely --

COW SSI ONER ACAMPORA: O can?

MR. BRI NDLEY: -- perforns allocations of
servi ce conpany allocations. They began one in
early 2009 and | woul d expect at this juncture
that it should be issued in the near future as
they conplete their audit.

COW SSI ONER ACAMPORA:  How does that i npact
or affect what we do?

MR. BRINDLEY: I'Il use it as input in our
investigation if it's available --

COW SSI ONER ACAMPORA:  Ckay.

MR. BRINDLEY: -- as | would with any ot her
i nvestigation that may cone out of the New Engl and
states, that may cone out of the rate case, that
will all be input that gui des our scope and the

conduct of our audit.
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CHAl RVAN BROWN:  The problemis we don't know
the conplete timng. W can do sone guessti nates,
but we don't know exactly when it will be nade
available to us. So that's why we need to get
novi ng our sel ves here.

Anyt hi ng el se?

(No affirmative response.)

CHAl RVAN BROMWN:  Ckay. So | think we have
two parts of our recomendation: To initiate a
proceeding to investigation into National Gid's
affiliate transaction and to request staff to
provide us in Novenber a scoping nmeno on whet her
the current consultant working on the nmanagenent
audit performthe investigation or whether we
shoul d i ssue a new Request For Proposal for the
i nvesti gati on.

So all those in favor of the recomrendati on,
pl ease say aye.

(Affirmative responses.)

CHAI RMVAN BROMWN:  Opposed?

(No affirmative response.)

CHAI RVAN BROWN:  Heari ng none, the
recomendation is approved. Thank you in advance.

And thanks for the work getting this noving,
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because | know that there's an awful |ot on your
plate at this point. So we appreciate you taking
this on as well.

The fourth itemfor discussion is |Item 203,
Cases 09-E-0715, 0717 and G 0718, proceeding as to
the rates, charges, rules and regul ations for
el ectric and gas service provided by New York
State Electric & Gas Corporation and Rochester
Electric & Gas Corporation, which will be
presented by Adm nistrative Law Judges M chelle
Phillips and Dave Prestenon in the Ofice of
Hearings and Alternative D spute Resolution, and
John Stewart, Director of the Ofice of Uility
Rates and Servi ce.

And correct ne if I'mwong, Judges, or John,
what we're dealing with here are really four
cases, two separate electric cases and two
separate gas cases, but for the purposes of the
process, they've been | unped together into one
kind of single process. |Is that correct?

MR. STEWART: That's correct.

CHAI RMVAN BROMN:  Ckay. Judges.

ALJ PHI LLIPS: Good norning, Chairnman Brown

and Conm ssioners. You have before you a JP, as
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you just noted, that would cover the rate plans
for the gas and el ectric conpanies of NYSEG and
R&E for a three-nonth four-year period. |If you
adopt the rate plan, the rates would be set

t hrough the end of 2013 and woul d set safety,
reliability and service quality standards that
woul d continue until they are changed by you.

Last week, Judge Prestenon and | descri bed
the procedures that led to the devel opnent of the
Joi nt Proposal and we al so hi ghlighted several of
its provisions. Anong the provisions and features
that we highlighted were the rates, return on
equity, the provisions concerning custoner service
reliability and safety, the | ow incone program and
veget ati on managenent. The rates, as we stated,
propose increases. W discussed how those conpare
to potential litigated outcone. W nentioned the
drivers of the need to increase the rates, which
i nclude again rate of return, pensions and OPEB
the | ow i ncone program cost, cost of environnental
remedi ati on and storm vegetation managenent and,
for RGE in particular, property taxes.

W al so expl ai ned how t he proposed rate

i ncreases has been noderated through the use of
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the public benefit adjustnent anounts that were
set aside as part of the nerger rate order, excess
depreci ation reserve and certain proceeds fromthe
gain on the sale of gas assets. The use of such
noderators, as we've discussed, is somewhat
constrai ned because they are non-cash assets and,
therefore, affect cash flow which can, in turn
affect credit quality. However, the proposal for
use of the noderators was maxim zed to the extent
we think a maxi rum extent possible and, in fact,
260 mllion of the 275 mllion in public benefit
adj ust rent anmount was used to help |l evel the
proposed rate increases.

W talked a little bit about the derivation
of the proposed 10 percent rate of return. W
di scussed capital expenditures. And finally, we
focused in on the | ow inconme prograns which are
provi sions that no party opposes.

W tal ked about provisions and nechani sns
that were put in place to protect custoner
service, electric reliability, gas safety and al so
to address vegetati on managenent. We expl ai ned
how al |l of those provisions had been designed with

the intention of ensuring that those aspects are
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not conprom sed by the recent conpany workforce
reduction and other cost saving initiatives.

We al so nentioned that no party opposes the
Joi nt Proposal ; however, two parties did request
certain nodifications, those being CPB, which
wanted a nodification for certain aspects of the
Joint Proposal, particularly the rate levels, and
Broone County who requested the creation of a
separate nunici pal service class. W explained
our recommendation and the basis, therefore, that
t hese requests shoul d be deni ed.

After we summari zed all of the above
provi sions, several of -- | think all of you,
actual ly, raised sone concerns mainly regarding
capital expenditures and al so the status of
certain merger order requirenents.

If there are no questions regarding the JP
provisions, at this point, we would like to turn,
| believe, to John Stewart and possi bly other
menbers of senior staff to address the concerns
that you raised |ast week.

CHAI RVAN BROWN:  Agai n, any ot her new
gquestions before John gets to |ast week's

gquestions?
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(No affirmative response.)

CHAI RVAN BROWN:  Ckay. John.

MR. STEWART: Good norni ng, Comm ssioners.
" mgoing to address the outstandi ng questions
fromlast week; however, before | go there, | want
to just step back and note sone context for your
deci si on today.

The increases in base rates for NYSEG
el ectric and gas delivery service before you today
woul d, if approved, represent the first increases
in those rates since 1993. Over that sane tine
period, you have, in fact, reduced NYSEG s
electric base rates -- well, the base rates for
el ectric service by 300 mllion through the three
different rate actions, about 300 mllion dollars.

Over the sanme 17-year period, you have
i ncreased RGEE' s base rates for electric delivery
servi ce and decreased their rates one tinme each,
t he decrease being slightly greater than the
anmount of the increase

For RG&E gas service, you have increased
their base rates for gas delivery service three
times; on no occasion an anount greater than seven

mllion dollars. So the context basically is
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three of the four divisions fromwhich you're
considering increases in base rates for delivery
servi ce today have not had net base rate increases
over the |ast 17 years.

Last week, you raised six -- | recall six
gquestions and, really, the first two questions
related to: |Is the public interest better served
by rejecting the Joint Proposal and, instead,
adopting a one-year rate case?

And what that discussion kind of raises is
the -- what are the protections and benefits that
are in the Joint Proposal that would not be in the
one-year rate case? So |I'mgoing to address that
to some extent.

"' mal so gonna address three other rel ated
questions that concern how well |berdrola and
Energy subsidiaries have lived up to the
requirenents you established in the Septenber,
2008 and January, 2009 nerger orders when you
approved the nerger of |berdrola and Energy East.

And we all know about the CAPEX requirenents
for electric and gas operations. You all know
about the wind investnent requirenents. But

there's a nunber of other requirenents that |I'm
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al so gonna touch base on.

And, finally, the final question which cane
up at this session | ast week concerned the
ef fectiveness of the financial emergency/escape
cl ause provisions of the Joint Proposal conpared
to what was in the nerger order. And |'mactually
going to take that itemfirst.

And one of the things I"'mgoing to do is we
gave you a nenorandum addressing all these issues
inalot nore detail earlier this week as well as
sonme appendi ces, and |I'm not gonna go into all the
details in there. [I'mjust gonna touch on what |
think are the nost inportant points here.

Going to the idea of the financial
ener gency/ escape clauses first, we' ve | ooked at
them and we think that the financial energency and
escape clauses in the Joint Proposal are vastly
superior to what were contained in the nerger
order. And the basic two reasons for that are
that the provisions in the Joint Proposal are
symmetrical in that they also give you the
specific ability to re-open the Joint Proposal in
the event that you are not satisfied with the

| evel of earnings.
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So in other words, it gives you the ability
if you think earnings are too high for sone reason
to re-open the Joint Proposal.

Now, we think that you have always inplicitly
had that ability, but the fact that it is put on a
pi ece of paper and all the parties have signed off
on it certainly nmakes your life a lot easier if
t hose circunstances are warranted.

There's al so | anguage in the Joint Proposal
that provides you the ability to take any actions
to assure that conpanies are conplying with the
Public Service Law and your general policies. And
in nmy opinion, this further strengthens your
ability to take actions affecting the Joint
Proposal in the event the conpanies are not acting
in a manner consistent with their public service
responsibilities.

So long story short, the financial protection
and escape cl ause provisions in the Joint Proposal
are nmuch stronger than what we see in the
nmerger order. They seemto be based on the
provi sions that were in the ConEdi son Joi nt
Proposal for electric service that you adopted

earlier this year. They seem nodel ed on that.
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And they definitely represent an inprovenent.

| next want to address the desirability of
the Joint Proposal versus a one-year rate case.
think there are several reasons why the Joint
Proposal is definitely superior and | want to
first focus on rate inpacts.

The parties in the Joint Proposal have
estimated that the conventional rate increase in
Year 1 would be 150 mllion dollars. The
conventional rate increases in Years 2 and 3 of
the Joint Proposal would be in the 20 to 30
mllion dollar range.

What that neans is if you decide to set rates
only for one year, you would be staring squarely
at issues surrounding 150 mllion dollar increase
in net delivery rates for electric and gas
services for the four conpanies. It's a
cumul ative rate increase.

By contrast, the Joint Proposal takes that
150 mllion dollars and | atches on to the nuch
| ower increases in the two other years and all ows
you to take sone of that 150 mllion dollar
increase in Year 1 and spread it into Years 2 and

3, thereby, reducing the rate inpact in Year 1 to
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sonet hi ng bel ow the 150 mllion dollars.

Now, there are a nunber of ways of doing the
cal culation, but if you forget about the use of
the PBAs right now, if you just |ook at the
| evelizing inpact of taking 150 mllion dollars
and spreading it into Years 2 and 3, it reduces
the first year increase fromabout 150 to about 95
mllion dollars. So you get about a 55 mllion
dol | ar upfront annual benefit from being able to
spread the increases over a three-year period.

Now, that 95 mllion dollars, just ful
di scl osure, is not equal to the anount of the
increase in the Joint Proposal before you. The
anount of the increase in the Joint Proposal is
much | ower, because the Joint Proposal also
enpl oy about 178 mllion of PBAs over the three
years. But if you just focus on the |evelizing
i npact of spreading the increases, it's about 55
mllion dollars upfront.

So 150 mllion with a single year rate case
versus effectively 55 mllion dollars | ess by
being able to spread it out. So | see that as a
maj or benefit of going froma one-year case to a

t hree-year case reflected in the Joint Proposal.
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Going onto alittle nore hard to quantify
i ssues, the Joint Proposal contains a nunber of
saf eguards and negative revenue adjustnents which
protect ratepayers and create significant
financi al consequences in the event that conpanies
do not adequately neet their public service
responsi bilities.

The Joint Proposal al so resolves a nunber of
really conplicated and adversarial issues, sone of
whi ch have been outstanding for four or five years
and carrying over fromrate plans that expired
four or five years ago. By having these
protections and by resolving these matters, it's a
very positive thing, you know, for all the parties
involved. It gets issues behind us.

If you are to reject the Joint Proposal and
adopt a one-year case, it's not clear to nme how
many of these agreenents that were reached within
the confines of the three-year plan would really
survive. So you were very likely at least to | ose
sonme of the benefits of the Joint Proposal in
t hese areas.

And finally, last week, we heard a | ot of

concern fromyou about whether we can rely on the
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conpany to neet all the requirenents of the Joint
Proposal , whether or not you can really trust the
managenent to do what's actually in the Joint
Proposal as far as the requirenents for CAPEX,
quality of service, et cetera.

At the sane tine, | can tell you that after
reading the record and | ooking at the parties'
comments, it seens to nme that there's definitely
been an inprovenent in comruni cation between the
parties, an uptake in the relationship between
staff and the conpany and, perhaps, even sone
increase in the amount of trust between the
parties conpared to what happened in the past, and
we're all aware of the past.

But with that said, the Joint Proposa
reflects the experience of the parties in the past
with the conpany and the Joint Proposal is based
on sone concept of not relying on trust but
verifying all the actions the Joint Proposal
requires the conpanies to do through extensive
reporting requirenents and establishing
consequences in the event those actions don't
occur .

So this is not a trust-based regul ati on.
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This is a regul ati on based on extensive reporting
requi rements and consequences. And in that vein,
| think the Joint Proposal is very solidly
crafted.

Finally, I want to touch on the last three
questions you had, which had to do with how well
| berdrol a, NYSEG and RG&E have net the comm tnents
established in the nerger orders of 2008 and 2009.
And, now, as | said, w're all aware of the w nd
investnments and the CAPEX. | want to first start
wWith the other 36 requirenents that you
establ i shed as part of the nerger order.

And al ong with the nmenorandum we provi ded you
earlier this week, we also had two appendi ces that
restore cuts and show you how the conpani es were
conplying with the basic requirenents. And what |
can tell you is that with one exception, the
conpani es have conplied with and are conpl yi ng
Wi th those 36 requirenents.

The one exception being your requirenent that
t he conpani es divest their remaining generation.
And on that particular issue, as best as we can
tell, the conpanies are certainly using their best

efforts to conply. The process is turning out to

AMF REPORTI NG SERVI CES
1-877 NYS- DEPO




10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

65

be much nore difficult than expected. So there is
best efforts to conply with it. [It's just not
happeni ng yet.

Wth that said, there are also two ot her
items that we have every reason to believe they
are conplying with but we're not able to fully
verify conpliance. And because of that, we would
recomrend that you require the conpanies to have
an officer file an affidavit saying that, one,
nei t her NYSEG nor R&E are affected in any nmanner
by any cross-fault (phonetic) provisions wthin
| berdrol a, the whol e conpany; and, two, that RGE
and NYSEG are, based on their statenents, not
participants in any noney-pooling arrangenents
within the corporation. Those would close up
t hose out standi ng issues.

Turning to the wind investnent, this norning,
we just received a petition fromlberdrola
requesting an extension of their tinme period to
make the 200 mllion dollar investnent from--
believe it's Septenber 18th to Decenber 31st of
this year.

Wthin that petition are the statenents that

t hey have invested approximtely 160 mllion
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dollars thus far in wnd investnents in New York,
conposed primarily of investnents into

Har dscrabble Wnd Farm which is a 74 negawatt
wind farmlocated in Herkiner County, as well as
sonme snal |l er investnents in studies |ooking at

ot her potential wnd sites in New York.

The petition states that by the end of the
year, they will have conplied with the 200 mllion
dol l ar investnent requirenent fromthe nerger
order. Just full disclosure, the nmerger orders in
'08 and ' 09 provided the conpanies the opportunity
to seek a nodest extension of this requirenent in
t he event the circunstances warranted. | can't
tell you -- we just got the petition. | can't
tell you right now what the process is for acting
onit. | can definitely tell you that when the
conpany files their final nunbers show ng that
they've invested the 200 mllion dollars, we wll
review the nunbers thoroughly and we' |l report
back to you on whether any additional action is
necessary.

The final piece of information | want to
touch on is in regards to the nmerger orders 2009

and 2010 CAPEX expenditure requirenments in which
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you required that the conpanies spend cunul ati vely
460 mllion dollars on CAPEX over that two-year
period. Right now, based on the | atest
conversations with the conpany, we estimte that
NYSEG and RGXE wi Il need to spend 48 mllion and
61 mllion, respectively, in additional

non- budgeted itens between now and the end of the
year to achieve the nerger targets.

Now, what | nean when | say non-budget ed
itens, | nean itens that are not in the approved
2010 budget of the conpanies. So they're |ooking
for new projects. The conpanies have indicated
they're going to try to neet these investnent
requirenments in two ways.

The first thing is they're going to try to
accel erate investnents that are budgeted in 2011
to 2010. Now, nost all these itens are itens that
are reflected in the Joint Proposal already. So
they' re just gonna take things that were reflected
in the Joint Proposal that they expected to do in
2011 and nove themto 2010. These anounts aren't
| arge. For NYSEG they estimate it to be about 12
mllion dollars. For RGE, it's estimated that

woul d be about five mllion dollars.
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This neans that NYSEG is gonna have to find
incremental investnents of at least 36 mllion
dollars to close that gap and that RGE i s going
to have to find increnental investnents of about
56 mllion to close those gaps, and we're gonna
have to | ook at that.

Because the JP establishes specific net plant
targets for each of its three years and because
staff | ooked at those various projects that go
into those net plant targets, it's really
important to make sure that there's no confusion
goi ng forward about how a conpany nekes these
i ncrenental investnents and how a conpany nekes
t hese accel erated i nvestnents and what they nean
for how they interact wwth the requirenments for
net plant targets in the JP.

So we want to be perfectly clear on that and
we recommend that you establish a couple
clarifications. And Judge Prestenon, | believe,
has circul ated sone proposed | anguage on those,
but basically, what those clarifications would do
is basically establish that additional
expendi tures between now and the end of the year,

they represent acceleration of projects already in
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the Joint Proposal that were expected to be done
in 2011 but are gonna be accelerated into 2010.
They still can count for the Joint Proposal net

pl ant targets, because we reviewed them and they
can al so, because they're being noved into 2009,
count towards the nmerger order CAPEX requirenents
as wel | .

CHAI RMAN BROMAN:  You said 2009. | think you
meant - -

MR. STEWART: 2009. | neant 2010, yes.
However, increnental expenditures between now and
the end of the year, that is, expenditures that
are not budgeted for this year, expenditures that
are not reflected in 2011 accelerated to this
year, they are going to have to be the subject of
a review of the January, 2011 CAPEX filing
requi renment, which you established when you issued
an order in April of this year governing the
treatnent of any anounts that the conpany
under-spent related to the nmerger requirenent for
CAPEX expenditures for the 2009 and 2010 peri od.
So they're going to be subject to review

And | also have to tell you that the Joint

Proposal before you now specifically recognizes
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that to the extent you review these increnental
filings, incremental projects, and you find them
reasonabl e, they can be included in the nerger --
|'"'msorry -- they can be included in the Joint
Proposal going forward as adjustnents to the
target capital expenditure |levels and carrying
costs associated with those increnental projects
that you find reasonable would be referred for
future treatnent.

So that's where we're at right now on the
CAPEX requirenments. And we're gonna work closely
Wi th the conpany between now and the end of the
year to make sure that any anounts they spend are
not -- you know, make sure the anmounts they spend
are reasonable and that they don't create a | ot of
unnecessary future expenses for ratepayers.

So in summary, our conclusions are we think
the Joint Proposal is superior to a one-year
out conme; the conpany has conplied with or is in
the process of trying to conply with all the
requi rements of the nmerger order, and given these
considerations as well as the safeguards we talked
about, the ratepayer protections we tal ked about,

t he nunber of areas of controversy that are gonna
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be resolved by the Joint Proposal and the fact
that these are the first base delivery rate
increases for three of the four conpanies in 17
years, alnost two decades, we find the Joint
Proposal are in the public interest and we
reconmend that you approve them

So we're open for questions now.

CHAl RMVAN BROMWN: Ckay. Questions or
coment s?

Comm ssi oner Curry, you want to begi n?

COW SSI ONER CURRY:  Yeah. John, earlier in
t he session, we've heard several references to
managenent audits in the context of ConEd and, in
particular, in the context of National Gid. And
when we reinstituted the process of having
peri odi ¢ managenent audits, they were, at least in
my mnd, to aid us in dealing with the issues that
come up -- can cone up in rate cases but require
far nore depth and study and an outsider's
per spective on what has been going on

And we have had experiences with Gid as a
newconmer to our regulatory schene 10 years ago and
we're now goi ng through the fruits of sone of that

audit work. It's helping to frame, | think, sone
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of the issues that, while totally different
proceedi ngs, | understand that, frane our
under st andi ngs of how t he conpany is working and
how t hey are adhering to what we woul d have them
do as a responsible citizen in the State of New
York and responsible electric utility.

So, basically, what we've tried to do is
i ncorporate the | essons | earned from our
managenent audit proceedi ngs in how we | ook at
rate cases and how we carry forward the
under st andi ngs that we got there and, also, as is
in the case of ConEd specifically, which I'm
perhaps nore famliar with, the conpany has
enbraced a | ot of changes suggested by the
managenent audit and has made significant
attitudinal and structural changes of how t hey
actual ly do business.

So we have in the case of each of these
busi ness units subsidiaries of a |large and
responsi bl e Spani sh conpany which hasn't been in
our space very nuch tinme and, obviously, from what
you' ve said about the CAPEX, has had trouble
interpreting what we neant when we said that you

need to spend X nunber of doll ars.
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So it struck ne that in | ooking at
particularly the managenent audit, | think I'm
right on this, is focused specifically on electric
and | think that we probably could wait until the
managenent audit was conpleted to give a 40-nonth
case and a 10 percent return on equity, because we
are going to use that nmanagenent audit to help
| berdrol a better understand how we approach things
here and it will enhance their understandi ng and
our understandi ng of what changes m ght be
necessary or appropriate in how these operating
conpani es function.

ConEd had al nost a hundred recomendations in
the audit that we did with them They have dealt
with an awful lot of them including stuff that's
very norphous like culture, and | think that
| berdrola's electric subsidiaries would benefit
froma managenent audit. W would benefit froma
managenent audit and we coul d have structured a,
let's say, 18-nonth rate case which gives, |
t hi nk, enough tinme for an audit to be comenced,
revi ewed and conpl et ed.

And if we had the 18-nonth situation, we

woul d not have a 10 percent ROE, because there are
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significant points given to the staff provision
which took it from | think, the md 9.5 s up to
10 percent return on equity.

So | think this is sonmething that we were
trying to use as an essential tool in better
communi cating wwth the electric utilities that we
regulate and I'mreally uncertain as to why we
didn't -- | can understand why people in the rate
case concl uded what they did, because they were
focused on reaching a Joint Proposal in the case.

When it cones to the approach of senior
staff, I"'mnot entirely certain why it is -- you
asked for new questions, John, so I'mgiving you a
new question now i nstead of earlier: Wiy is it
that we didn't at |east address the issue of a
rate case and dismss it -- excuse ne -- of a
managenent audit as a predicate to a |onger rate
case?

Because | believe we don't have a sufficient
record right now before us in terns of performance
to make a 40-nmonth 10 percent RCE determ nati on.

MR. STEWART: | think ultimately it's a
tradeof f between the need or the problem of having

to face the very significant upfront rate
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i ncrease, and 18 nonths won't give you enough tine
to noderate it very nmuch at all versus the idea of
recogni zi ng that the managenent of Rochester and
NYSEG is still fairly new They're still getting
on their feet. And nmaybe the idea that giving
anot her year before a managenent audit really gets
going gives themsone tinme to start instituting
changes, start getting used to their jobs and
posi ti ons.

And | don't necessarily see it as a bad
thing. W avoid the large upfront rate increase.
We' d probably have the result of the managenent
audit 18 to 24 nonths into the case. To the
extent there is something really significant
there, we think the provisions in the rate plan
could enable us to re-open it if we had to. W
would try not to, but if we had to, we could. And
to the extent the managenent audit identifies
positive things that are going to streamine the
conpany's operations, save ratepayers noney, the
ratepayers will to sone extent get those benefits
t hanks to the earnings sharing provisions of the
rate plan and they will get the full benefits when

we reset rates in 40 nonths at the concl usi on of
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the Joint Proposal. But | think you nake sone
good points, but I think it cones down to a
tradeof f.

COW SSI ONER CURRY:  Thank you.

CHAIl RVAN BROWN:  The tim ng, too, assum ng
that they conme in for another rate case at 40
nmont hs would bring us in at 28 nonths, right, or
29 nonths, which is just about when we'd have the
results and the experience of how they inplenmented
t he managenent audit.

So while | agree with you about the timng
doesn't work for this case, | think it is set up
to allow the conpany the tinme to do what needs to
be done with the conpany to get the managenent
audit done, to give themtine to inplenent the
managenent audit and they have that as a ful
consi deration the next tine around.

Renmenber, we just reinstituted the nmanagenent
audit programand we had to tinme -- with our
exi sting staff, which continues to be | ess and
|l ess, we had to tinme these audits and we coul dn't
do themall at once.

So they're in the queue where they're in the

queue. | think your point's a good one and
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Conmi ssi oner Larocca's been tal king about that a
lot lately: How do we better incorporate the
managenent audits into the rate cases? | think
we're set up to do so, but we're not quite there
yet.

COW SSI ONER ACAMPORA:  Yeah, because | think
that was the original question | had asked when we
did ConEd: How could we better utilize the
managenent audit along with the rate case? And of
course, you know, in a perfect world, we could fix
that, but unfortunately, this tine, we can't. And
| really thank you and the staff, John, for going
over the protections. | think that was, you know,
ki nd of fuzzy anongst all of us and you really
spelled it out very well and I'mvery satisfied
with the work product you've given us.

CHAI RVAN BROWN:  Commi ssi oner Harris.

COW SSI ONER HARRI'S: | just have a question
on the CAPEX, well, ny first question, on what the
conpany has spent to date and what is needed to be
spent by the end of the year to conply with the
order, | believe was in April

Do we have information on what the conpany

has spent since April to date?
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MR. DVORSKY: We do. | don't have it in that
format. | do have -- John indicated the nunbers.
| could go over themw th you, as they were fil ed.
| don't have it since April, though. But |ast
session, | indicated to you that they were
under-spending as of the end of June. So | had it
as of the end of June and, now, we have an update
t hat was subm tted.

COW SSI ONER HARRI'S:  And do you feel as
t hough the increase that they spent since June is
on track?

MR. DVORSKY: No.

COW SSI ONER HARRI S: Ckay.

MR. DVORSKY: They are behind in their 2010,
nmore Rochester -- 2010 budget, nore Rochester than
NYSEG. But their proposal is to nmake up the
shortfall of both the '010 budget and what the
shortfall was in '09 in the next three nonths.
And, of course, we have concerns of spending such
an anount in a short period of tine. W have to
ensure, |like John indicated, that the projects are
done efficiently and effectively and the ones that
are new, the increnental ones, are reasonable; in

other words, froma rate case point of view they
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were not part of the rate case and that gets a
certain rate case quality scrutiny and there's
adj ustnments nmade on discretionary -- you know,
there's always a good -- every project has a
benefit, but you have to weigh that in the
context; is it really needed now as opposed to
maybe in the future or not at all and stuff. So
we have to go through that if they choose to spend
increnmental projects and then cone back to you
after their filing at the end of the year to

i ndi cate how nmuch we feel that incremental, if it
was spent, was reasonabl e.

COW SSI ONER HARRI'S: At the |ast session, we
had di scussed the notion of communicating with the
conpany and staff on the proposed projects. Have
they submtted to you the types of projects they
intend to go forward with by 20107

MR. DVORSKY: Yes. Since the |ast session,
our staff and the conpany has had several neetings

bot h physically and al so by phone and they

submtted, | believe, a couple days ago a detail ed
list of at |east the nane of the projects -- and |
have it in front of ne, it's extensive -- that

enconpass the increnental projects and the ones
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t hey believe should be accelerated into the 2010
fromthe 2011 tinme frane.

So they have defined it. It's not basically
undefined at this point in tinme. W have to have
di al ogue with them

COW SSI ONER HARRI'S:  Explain to ne again
what happens if in those increnental
expenditures in the increnental projects, if you
will, they spend this noney and they file in 2011
in January and we find, yeah, it's not really
reasonabl e, what's the inpact to ratepayers on
that both in not conplying with the CAPEX nerger
and in carrying costs and deferrals and the |ike?

MR. DVORSKY: Well, what we do -- let's just
talk in the aggregate. As far as the increnental
projects, there's roughly 56 -- no. 1'msorry.
Yes, 56 mllion in Rochester and let's say 60 and
about 36, 35 -- so about 95 mllion dollars in
incremental projects. So we'll review them And,
hopefully, the dialogue with staff early on would
gi ve sone indication that we don't believe X
anount of projects are reasonable and there may be
arisk if we do spend them that our assessnent of

that to the Comm ssion in the first quarter of

AMF REPORTI NG SERVI CES
1-877 NYS- DEPO




10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

81

2011 is not reasonable. If you accept -- and
let's say a portion of that -- staff reports to
you at a session in 2011 that we believe X anpunt
are not reasonable, Y anmount is, there's two

t hi ngs that happen. First of all, you have to
agree wwth staff. You could not agree with staff.
You could agree with the conpany and then there'd
be no -- that's an option.

I f you agree with staff, the anmount that --
woul d you agree, the anount would then by the
merger order would -- they woul d absorb that
carrying cost and not recover for X anmount of --

MR. STEWART: You really have a series of
choi ces here. If you thought that sone of the
i ncrenent al expenses were unreasonabl e and
shoul dn't be recovered fromratepayers at all, the
conpany would have to wite those expenses off at
sonme point. And then you'd have to al so determ ne
t hey' ve al ready absorbed sone expenses, should you
al so apply the carrying cost nmechani smthat you
established in the April order as well?

So you really have to | ook at the facts and
ci rcunstances and see what the rel ated nunbers

are. You have a variety of choices.
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MR. DVORSKY: Yes, that's what | just
indicated to you. Now, we got concurrence from
anot her person, but I'll end it there.

COW SSI ONER HARRI'S: Al right.

CHAIl RVAN BROAN: He was just trying to say it
faster.

MR. DVORSKY: Well, or a different way.

COW SSI ONER HARRI'S: G ven the options that
you two have both laid out so clearly and
articulately, | guess before we nmake any sort of
decision, | would just like to again reiterate how
inmportant | think it is to continue that
communi cation with the conpany on those projects
so we don't end up in a situation where it's a
| ose-1ose for both the conpany and the ratepayers.

So as much as we possibly can, keep that open
di al ogue going on those projects, because it's
good for the ratepayer, it's good for the
infrastructure, good for the conpany, all the way
ar ound.

CHAIl RVAN BROWN: To take it one step further
under Conmm ssioner Curry's points, the last thing
we want to do is approve this rate case and have

them say "See you in 40 nonths." You know, the
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di al ogue, the communi cati ons between the conpany
and staff is, | think, significantly inproved and
"' mvery hopeful that that's an ongoi ng, not just
a rate case phenonena, and | know we'll be keeping
our eyes open on that along the way and,

certainly, the managenent audit wll help that,
too, but that's even off into the distance. So |
know you guys will keep your eyes open.

MR. DVORSKY: Yes, we do neet -- one of the
things that we do outside of the rate case, as the
Chai rman points out, not only with these conpanies
but our transm ssion and distribution people neet
periodically on the inplenentation of the
construction budget and al so operation and
mai nt enance issues like tree trimmng and stuff
like this. So besides the managenent audit, we do
have an ongoing relationship with not only these
conpani es but the other conpanies, so we'll be
doi ng that.

CHAI RVAN BROWN:  Thank you. Anything el se?

(No affirmative response.)

CHAl RMVAN BROMWN:  Ckay. |1've had a request to
just vote on this in tw different groups. 1'd

like to take the two gas cases and then the two

AMF REPORTI NG SERVI CES
1-877 NYS- DEPO




10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

84

el ectric cases.

So we've got a series of recommendations that
have been laid out here, | think, with a couple of
proposals that are before us today. So |I'm gonna
start with the gas cases.

Al'l those in favor of the recomendati ons
concerning rates for NYSEG and RGXE s gas services
descri bed by the Judges, please say aye.

(Affirmative responses.)

CHAI RMVAN BROMWN:  Opposed?

(No affirmative response.)

CHAI RVAN BROWN:  Hearing none, the
reconmendat i ons are adopt ed.

Any ot her comments or questions before | go
to electric?

(No affirmative response.)

CHAl RVAN BROWN:  Al'l those in favor of the
reconmendat i on concerning rates for NYSEG and
R&E' s el ectric services described by the Judges,
pl ease say aye.

(Affirmative responses.)

CHAI RMVAN BROMWN:  Qpposed?

COW SSI ONER CURRY:  Nay.

CHAIl RVAN BROWN: Ckay. By a vote of four to
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one in favor, the reconmendati ons are adopted.

Thank you very nuch for all the hard work in
t he case, Judges and staff, and it'l|l be good to
have anot her one behind us here a little bit and
nove forward.

There is one other matter that | just want
to bring up before we close the session. You may
have noticed -- certainly, we notice and the
Conmi ssion and staff notices that we keep | osing
several nenbers of our departnent to retirenent.
In fact, if you go to all the retirenent |unches,
you' ve al ready gai ned about 17 pounds and they're
not stopping. But two of the people that are here
today, | just want to honor personally and
publicly: Judge Gerry Lynch in the Ofice of
Hearings and Alternative D spute Resolution and
Alice MIller, Chief of Consunmer Advocacy in the
O fice of Consuner Policy.

Coul d you both stand up so we can publicly
enbarrass you? Thank you so nuch

(Appl ause.)

CHAI RMVAN BROMAN:  You don't have to stand up
t hrough the whole thing. | won't do that to you.

Alice started with the departnent in 1981 and
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if there's two words that describe Alice, it's can
do. | don't know how nmany tinmes |'ve heard peopl e
say, "Alice can do that," and she's done it. |

t hi nk we may have asked her to do one too many
things, the fact that she's |eaving us, but she's
been in a large nunber of offices, a series of
pronotions, chief utility rates anal yst, chief of
consuner advocacy in the Ofice of Consuner

Policy. When we needed sonebody to hel p us out
with all our energy efficiency prograns, off Alice
went and hel ped out with that and al ways does it
wel | and adm rably.

Congratul ations on your retirenent. W are
certainly gonna mss you. You're far too young to
be eligible for retirement, but | guess not. So
best of luck to you and your famly and thank you
again, Alice.

(Appl ause.)

CHAl RMVAN BROMWN:  And Gerry Lynch al so joi ned
us in 1981. It was an all-star year for personnel
and bringing in people. People nmay not renenber,
he was assistants to Chairman Paul Joya, Ann Meade
and Peter Bradford, and that alone is a career,

prior to becom ng an Adm nistrative Law Judge.
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And | guess the best thing | can say about when we
saw Gerry Lynch sitting up there, we al ways knew
we were gonna get a well-bal anced, reasonable, a
wel | -said presentation. W knew that he had
conducted the case in conplete fairness. 1've
never heard anybody say a negative word about his
performance as an ALJ and he just has done a
trenmendous job for us and we're gonna m sSs you
being here in front of us, but you' re a devoted
famly man and you need to nove on in retirenent
and take care and best of luck to you and thank
you very mnuch, Gerry.

(Appl ause.)

COWM SSI ONER ACAMPORA:  To Alice and Cerry, |
have to say it has been an honor and a pleasure to
work with people of such high caliber. The State
of New York is the Enpire State and it's because
of people like you who have done public service
and taken it to a different level. You raise the
bar for everyone, you really do.

Wrking with Alice, it's true what the
Chairman said. She's never said no to anything
you' ve ever asked of her. 1In fact, she's eager to

nmeet the next challenge. And |I thought when
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first heard you were leaving, Alice, | was like it
can't be, she's nuch too young. But you've earned
your retirenment and you will sorely be m ssed.
You nmade your footprint here and it's gonna take a
| ot of people to fill those shoes.

And Gerry, as a Judge, we did the Gid nerger
t oget her on Long Island and we had a | ot of
interesting people at those public hearings and
the way that Gerry handl es people is just a
pl easure to watch. He's a man with a vel vet
gl ove.

And as Garry has said, when we sit here and
we know that Gerry is in front of us, we know
that we have that secure feeling that the case has
been handl ed in the utnost of professional |evel.
And as Alice is entitled to retire, so are you.
W just hope that you stay here in New York, that
nei ther of you | eave us, that sonetines we can
reach back and go to your expertise to help us out
in troubled tines, which we've been seeing a | ot
of lately and everyone is stretched. But GCerry,
to you and your famly, | wsh you the best of
luck and I hope you both collect a |ot of checks

fromthe State of New York while we still have
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SONe noney.
COMW SSIONER HARRI'S: | just wanted to say
|"ve had the privilege of working with both of you
for just four years and that's ny loss that it
hasn't been longer. |It's a big loss for all of us
here in the building and | think every single
ratepayer in the State of New York that you wll
no | onger be officially part of the team but I
t hi nk everybody woul d al ways consi der both of you
part of the team
"' m hunbl ed to have worked with you. Your
prof essi onal i sm your decency, your dedication and
comm tnent's unprecedented and thank you for
sharing all of your know edge with ne these years.
COW SSI ONER CURRY: M col | eagues have said
it far nore eloquently than I. | would only say
that when | cane to the Comm ssion, | needed a | ot
of learning, a lot of schooling, a |ot of
teaching, and Alice and Gerry have given it to ne
with grace and with a sense of hunor and with a
| asting inpact, much to sonebody's regret, on how
| approach things within this building. So I
thank you and, as | said, | defer to ny coll eagues

for their el oquence.
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COW SSI ONER LAROCCA:  The whol e uni verse of
public service right nowis held in rather |ow
esteemby a | ot of people that we serve and that's
too bad and | think these two people are the kind
of stories were nore people outside of this room
and outside of this building aware of this kind of
public service, which has been exenplary but also
sonet hing routi ne that we've cone to expect.

So if there are two exanples, | knew you both
by reputation before | got here and I w sh nore
peopl e did that and nore people were aware of the
exanpl e of your spectacul ar service. So just |et
me add ny best wi shes to you and for the nodels
you have been for everybody el se, thank you.

CHAI RMVAN BROMWN: Thank you. And because you
conme before us so often, we get to publicly
enbarrass you here today, but | also want to note
we are | osing enployees that are in the background
that don't always sit here at these chairs that
are incredibly valuable and, unfortunately, we
don't get to honor themall in public session, but
| just want to say thank you to all of them They
are appreciated as nmuch as the people that show up

in front of us, because w thout them we wouldn't

AMF REPORTI NG SERVI CES
1-877 NYS- DEPO




10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

91

have gotten to the point where we are today.
So thank you to all our retiring enpl oyees

and | hope it slows down soon.

Wth that, Madamr Secretary, is there anything

el se that's gonna cone before us today?

SECRETARY: Not today, but | would like to
announce that there wll be the next regul ar
sessi on on Cctober 14th and that will be here in
Al bany starting at 10:30. There will be anot her
session-like event that will be a technical
conference here on Cctober 20th and the subject
of that will be electric cars, and nore
information will be forthcom ng about that. And
happy birthday, El aine.

CHAIl RVAN BROWN:  Thank you very nuch. And
Wi th that, session is adjourned.

(Meeting adjourned at 12:17 p.m)

*x * * * %
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|, THERESA L. KLOS, Shorthand Reporter and Notary
Public wthin and for the State of New York, do hereby
CERTI FY that the foregoing record taken by ne at the tine
and pl ace noted in the heading hereof is a true and
accurate transcript of sane, to the best of ny ability

and bel i ef.
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