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CHAIRMAN GARRY BROWN:  Good morning.  Good 1 

morning.  There we go.  I’d like to call the May 16
th
, 2 

2013 session of the New York State Public Service 3 

Commission to order.  Madam Assistant Secretary, are 4 

there any changes to the agenda today? 5 

MS. ELAINE LYNCH:  No, Mr. Chairman.  There 6 

are no changes to the agenda. 7 

CHAIRMAN BROWN:  So let’s move right to 8 

consent agenda.  Do any of the commissioners wish to 9 

recuse or abstain from voting on any of the consent 10 

agenda items? 11 

COMMISSIOINER SAYRE:  Yes, Mr. Chairman.  12 

I’d like to recuse myself on Item 561. 13 

CHAIRMAN BROWN:  Thank you, Commissioner.  14 

Anything else? 15 

COMMISSIOINER HARRIS:  I’d like to register 16 

a no vote on Item 379. 17 

CHAIRMAN BROWN:  379.  Okay.  Any other 18 

comments or questions?  All those in favor of the 19 

recommendations on the consent agenda, please say 20 

“Ay.”  Ay.  So we have opposition on 379, everything 21 

else is unanimous. 22 

COMMISSIONER HARRIS:  No vote. 23 

CHAIRMAN BROWN:  A no-vote, excuse me, on 24 

379, an abstention on 561.  And everything else is 25 
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unanimously approved.  The recommendations are 1 

adopted.  Let’s move to the regular agenda.  Let me 2 

just give you the order that we’ll be doing it today.  3 

We’ll start with 201, then go to 101, 203, 202, 301-4 

A, B, C, and D, 501 and 502.  5 

So let’s start with Item 201 08-M-0512 6 

Status Report on Utility Management Audits, presented 7 

by Kate Tallmadge, Unit Leader Management and 8 

Operations Audit Sector, and Wayne Brindley, Deputy 9 

Director in the Office of Accounting and Finance.  10 

Good morning, Kate.  There you are. 11 

MR. WAYNE BRINDLEY:  Good morning.  I’ll be 12 

starting.  Is this on? 13 

CHAIRMAN BROWN:  Yep. 14 

MR. BRINDLEY:  There we go.  Great.  Good 15 

morning, Mr. Chairman and commissioners.  Today, Kate 16 

and I have a two-part presentation for you.  I’m 17 

going to provide some current events, things that are 18 

going on in the General Management Audit Unit.  Kate 19 

will be providing a status report on all of our 20 

audits.  There is no action required on this item.  21 

It’s an informational item.  22 

If you have questions during the 23 

presentation, feel free to ask them.  If you want to 24 

hold them to the end, whatever works best for you 25 
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works best for us.  1 

Our usual practice is to provide routine 2 

updates on all management audits twice a year.  I 3 

think this is a good practice.  It’s a form of 4 

internal control to ensure that the commission as 5 

well as the public is aware that we are conducting 6 

these audits.  It provides additional assurance that 7 

the reinitiated management audits stay initiated and 8 

we continue to do them.   9 

And frankly, it keeps us on our toes, 10 

because we know we’re going to have to appear before 11 

you perhaps once or twice a year. 12 

Obviously, we will continue to speak on the 13 

completion of our traditional management audits for 14 

our company as the needs arise.  That’s typically 15 

once a year.  What we’re talking about today is a 16 

twice a year routine update on all our audits. 17 

We don’t always speak to these audits.  It 18 

depends upon if we think there’s something out of the 19 

ordinary to report.  For example, when we first 20 

initiated the management audits, we talked about them 21 

a little bit, provided assurance to the commission or 22 

the public that we’re doing them, to reacquaint 23 

everybody with what we’re doing in the management 24 

audits, and also to obtain some feedback on how we 25 
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may be able to do better management audits. 1 

I’m going to be addressing two matters 2 

today: First, my perspective on how we’ve improved 3 

our product in terms of rate case linkage, a key 4 

interest that I’ve heard expressed more than once as 5 

far as how are we doing this.  And second, I know 6 

that we only speak publicly on these session items if 7 

something out of the ordinary occurs.  I think the 8 

issuance of the interim report by the Morland  9 

Commission, as well as some of the budget initiatives 10 

proposed by the governor constitute out of the 11 

ordinary events.  And I’ll tell you how we’re 12 

complying with them. 13 

Okay.  Let’s first talk about the first part 14 

is the rate case linkage.  And really, depending upon 15 

how one looks at this, I have bad news, good news, 16 

and maybe a little more good news.  If what you mean 17 

by rate case linkage that I can time audits such that 18 

they will coincide with the filing of a rate case, I 19 

see that as being unrealistic and impractical.   20 

In order for me to do something like that, 21 

you would have to tell me, or I would have to know, 22 

when each company would be filing a rate case for the 23 

next five-year period so that I can time the audit to 24 

coincide with that.  And you have to understand that, 25 
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under Section 6619, we have seven orders to do over a 1 

five-year period, which is challenging enough.  So if 2 

people want me to coincide my audits with rate cases, 3 

you need to give me ironclad dates for the next five 4 

years when who is filing. 5 

But the good news is that’s one aspect of 6 

it.  I’m really not overly concerned by the timing of 7 

the management audits for several reasons.  First 8 

off, it’s more of a short-term concern.  If there’s a 9 

lag between when a management audit is completed and 10 

a rate case occurs, it’s very likely that the 11 

improvements out of the management audit are already 12 

reflected in the operating results of the company.  13 

And we already have them.  There’s no need to make 14 

additional adjustments. 15 

Also, you have to be aware that, typically, 16 

when you’re doing improvements, it costs money to 17 

save money.  So in the early years following the 18 

report, a company’s going to incur a number of costs 19 

to implement these cost savings measures that we 20 

have.  So I don’t see a lot of risks to the customers 21 

from that perspective. 22 

Second, though, and far more important in my 23 

mind is that I think the process that we have does 24 

provide the rate case linkage that you sought.  And 25 
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it’s really by virtue of the participation of rate 1 

case staff as subject matter experts in management 2 

audits.  It’s not the report itself.  It’s not the 3 

customer benefit analysis.  It’s not the consultants 4 

who, by the time a rate case is filed, they’re off to 5 

another state doing another audit. 6 

It’s the staff who has participated in a 7 

management audit and brings that knowledge into a 8 

rate case that provides the linkage.  It’s Mark’s 9 

shop in the area of load forecasting.  It’s Tom’s 10 

shop in the area of tree trimming.  It’s Doris’s shop 11 

in the area of affiliates.  These people have worked 12 

the management audit.  They’re going to bring that 13 

into a rate case.  And that’s the linkage that I 14 

think is the strongest one that I can see. 15 

We now have—not to the degree that I want; 16 

we’re still evolving here.  But I think the 17 

department now has a rate case staff that is well 18 

versed in what occurred in the management audit and 19 

can bring that knowledge forward with them into that 20 

proceeding.  To me, that is rate case linkage.  It’s 21 

the people.  It’s not the report. 22 

I mentioned two pieces of good news.  Well, 23 

my good news here is I think we have the linkage.  24 

And I can improve it still.  But I mentioned two 25 
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pieces of good news and also the difficulty I have 1 

with scheduling and meeting the demand of the five-2 

year statutory time period.  3 

But I am pleased to report that, thanks to 4 

the resources provided to us, in ten months, or at 5 

the March 14
th
 session, the commission will be 6 

presented with an RFP that includes Orange and 7 

Rockland, and we will have successfully completed the 8 

first cycle of conducting a management audit of all 9 

major gas and electric companies. 10 

The department met this, despite having to 11 

dedicate resources to the Con Ed Forensic Audit, the 12 

National Grid Affiliate Audit, and the LIPA Audit.  13 

None of these were insignificant.   14 

Excuse me.  I need to take a breath here.   15 

None of these audits were insignificant 16 

undertakings.  In fact, I’ve been on site at LIPA for 17 

the past six weeks.  Were it not for this session, 18 

I’d be in Uniondale today. 19 

I’ve also completed a proposed schedule for 20 

the second cycle of audits, the final one which won’t 21 

be completed and presented to the commission until 22 

sometime in 2019.  And I can pretty much guarantee 23 

you it won’t be Kate and me up here presenting it in 24 

2019. 25 
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But that completes the rate case linkage.  I 1 

wanted to address it.  If you have questions, you can 2 

pose them now.  You can wait until the end.  But now 3 

I’m going to move on to basically talking a little 4 

bit about the Moreland Commission and the governor’s 5 

initiative. 6 

The interim report by the Moreland 7 

Commission and some of the governor’s initiatives had 8 

requirements and recommendations that directly 9 

affected the then-existing Management Audit Unit.  10 

I’ll go briefly, quickly through these.  But to cut 11 

to the chase, we have either complied with them, will 12 

comply with them when the first opportunity presents 13 

itself, or are in process of complying with them.  So 14 

I’m very comfortable as far as the management Audit 15 

Unit goes, Management Operations Audit Unit goes, 16 

that we are doing well regarding implementing them. 17 

One of the first ones was restore the 18 

Management and Operational Audit Unit.  Well, while 19 

the recommendation is technically redundant, because 20 

a management audit is an operations audit—it’s kind 21 

of like saying, “I’m going to have salmon and fish,” 22 

but I support the intent.  It was more looking at the 23 

way we used to do the audits, where you had a 24 

management comprehensive every five years and then 25 
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targeted audits. 1 

I think renaming the section in the office 2 

is a good idea, not only to reinforce the idea of 3 

change, but to underscore the notion that the 4 

department is doing more these days in terms of 5 

audits other than the five-year comprehensive audits. 6 

The second one was require management and 7 

operational audits at least every five years.  The 8 

first thing I have to do before I can lift this thing 9 

off the ground is figure out what our audit topics 10 

are going to be.  We’ve established an advisory 11 

committee consisting of directors, basically to 12 

identify and prioritize our audit targets.  That was 13 

done for a couple of reasons.  Basically, all the 14 

knowledge necessary to prioritize what the Department 15 

of Commission wants to look at does not reside in my 16 

unit or in AA&F.  So this is a way of getting input 17 

from other people.   18 

Second, it takes me out of the fray in 19 

selecting audit targets, because basically, sometimes 20 

directors will come to me and say, “Why didn’t you 21 

look at this?”  So I’d rather have the directors 22 

argue among themselves than let me execute the audit.  23 

And it goes without question that final word on what 24 

audits are conducted will reside with the chairman 25 
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and the commissioners, because we will be coming to 1 

you with an RFP. 2 

Third requirement or recommendation:  3 

Require PSC to mandate implementation of reasonable 4 

audit recommendations.  The only comment on this is I 5 

can’t comply with it until the opportunity presents 6 

itself.  We haven’t had a completed management audit 7 

since Moreland came out, but we will comply with it 8 

in the August 2013 session when we report out on the 9 

National Fuel and Gas Management Audit. 10 

Next, hire more and train staff at the 11 

department after several years of reductions.  In 12 

addition to trying to set up this infrastructure with 13 

the advisory committee to find out—to get additional 14 

resources.  Four staff members have been added 15 

already to the department.  I just need the audit 16 

targets to kick us off.  The new additions together 17 

present over 100 years of regulatory experience. 18 

And here, I just want to emphasize from 19 

existing offices, all the work that has been done 20 

over the last five years to deliver a timely product 21 

to you has been done by drawing staff from existing 22 

offices.  And the good news thing here, for the first 23 

time, starting June 6, we’re going to have a new hire 24 

into the Management Audit Unit.  And for the first 25 
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time, rather than other offices sacrificing resources 1 

to meet departmental needs, we’ve gone outside and 2 

satisfied our own needs. 3 

Fifth, each corporation subject to the audit 4 

shall file a report to the commission within 30 days 5 

after the issuance of the audit report detailing its 6 

plan to implement the recommendations in the audit.  7 

Pursuant to a couple of items ago, I can’t comply 8 

with that until the opportunity presents itself.  9 

Again, that will present itself with the August 10 

session.  And at that point in time, we will have 11 

complied with the recommendation. 12 

And just to really wrap up, if there are any 13 

concerns that the commission or the department are 14 

moving too slow in commencing new operations audits, 15 

I’d like to point to the commission’s most recent 16 

order authorizing the issuance of an RFP for National 17 

Grid Gas.  The audit scope therein was expanded to 18 

include additional elements of an operations audit, 19 

including a review of the company’s customer billing 20 

systems and an analysis of his storm hardening 21 

processes. 22 

So to sum up my presentation on rate case 23 

linkage, while not perfect, I believe our current 24 

process delivers the best linkage one can deliver, 25 
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that is rate case staff steeped in the management 1 

audit working on a rate case.  And as far as 2 

recommendations of the Moreland Commission and the 3 

governor’s initiatives, all have been complied with, 4 

are in the process, or will be complied with when the 5 

first opportunity presents itself. 6 

That concludes my presentation.  If you have 7 

questions, I’ll take them now.  Or you can wait until 8 

Kate is done. 9 

CHAIRMAN BROWN:  Questions or comments?  I 10 

guess we’re going to move right to Kate and get you 11 

at the end. 12 

MS. TALLMADGE:  Okay. 13 

CHAIRMAN BROWN:  I just want to ask, “Are 14 

you happy in your work?” 15 

MR. BRINDLEY:  I’ve been in Uniondale for 16 

the past six weeks.  That’s a yes. 17 

MS. KATE TALLMADGE:  I’m going to do the 18 

more day-to-day stuff, which is telling you about how 19 

the different management audits are stacking up at 20 

this moment.  As Wayne said, we’re just about to 21 

start the fifth of the last of the five-year cycle 22 

last year.  But we started off with Con Ed, and you 23 

know that we were looking primarily at the 24 

construction program planning.  And he mentioned 25 
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several times the subject matter experts, who have 1 

been very helpful to us in watching over this 2 

process, getting involved in it 3 

When a utility reports that a recommendation 4 

has been completed, those staff review the 5 

documentation underlying the utilities position and 6 

determines if the letter of the recommendation has 7 

indeed been met.  So there is sometimes a lag between 8 

when the company says, “We’re done,” and staff says, 9 

“You are done,” because staff looks for additional 10 

documentation, sometimes meets with the company, goes 11 

out and sees that it indeed has been done. 12 

Wayne also touched on the customer benefit 13 

analysis, which we started in the Central Hudson.  14 

And like the RET [phonetic] case, we’re evolving it.  15 

We are strengthening it.  We are working on it in 16 

concert with the utilities and the consultants to 17 

make it a much stronger product. 18 

On the next slide, you’ll see the 19 

recommendation.  It hasn’t changed since the last 20 

couple times I’ve talked to you.  There were 92 21 

recommendations made.  91 are completed.  And that’s 22 

with both staff and the company saying they are 23 

completed.  That was completed.  The audit was 24 

completed in August 2009 by Liberty. 25 
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And the last remaining thing is the work 1 

management system, and you will hear that theme 2 

throughout most of the studies here that the 3 

companies need a work management system.  This we 4 

will be completing in 2014.   5 

We think the most important change is—next 6 

slide—that came out of the Con Ed audit are that Con 7 

Ed is addressing the barriers that were recognized by 8 

the consultant.  They are also approaching 9 

expenditures from a holistic cost management 10 

approach, and you will hear that in other audits as 11 

well, looking at costs around the utility 12 

holistically, not in a vacuum, and again, the work 13 

management. 14 

Next slide, it’s Niagara Mohawk.  Niagara 15 

Mohawk had 45 recommendations, of which the company 16 

reported 32.  And we, the staff, had agreed with 30 17 

until last night, when I finally closed one of mine 18 

that I had been neglectful about closing, so it’s now 19 

31 of 32 that the company agrees with staff also 20 

agrees are closed. 21 

2014 is a popular year for completion.  The 22 

last completion from this one is expected in 2014.  23 

Yes, you got ahead of me.   24 

Important changes following the audit, the 25 
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company has transitioned to a jurisdictional model 1 

where we do have a New York president who is 2 

responsible for everything that does happen in the 3 

State of New York.  The big thing that came out is a 4 

very long lived suggestion from several audits about 5 

service level agreements.  We want to be sure that 6 

the customers are getting the best service from the 7 

service company that provides most of what happens in 8 

the State of New York, things like key performance 9 

indicators, paying for performance.   10 

Company has been somewhat slow about 11 

reacting to the service level agreements that we are 12 

looking for.  But with the help of the 13 

recommendations coming out of its own audit on 14 

affiliate transactions, as well as the Overland 15 

report that our staff oversaw.  This is moving 16 

forward now. 17 

And the company is reporting steady progress 18 

in the estimating cost centers of excellence.  19 

Estimating was shown as a big flaw in the process, 20 

and now it is going to be improved.  And also, end-21 

to-end project management, against watching over 22 

costs. 23 

The next slide is Central Hudson.  That one 24 

was completed in 2011 by North Star.  There were 20 25 
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recommendations.  Central Hudson reports 11 as 1 

completed.  Staff agrees with nine of those. 2 

This one goes out to the last recommendation 3 

going out to 2015.  Some of this has been slowed down 4 

as staff takes another look at some of the 5 

recommendations insight of the proposed Fortis 6 

[phonetic] merger.  Staff says, “Wait a minute.  Let 7 

me not say yes to that until we’ve looked into that.” 8 

There also was an affiliate transaction 9 

policy and procedures that was recommended and 10 

implemented by the company to ensure that those 11 

transactions are clean. 12 

The most recent one is Iberdrola.  And 13 

you’re going to be talking further about Iberdrola 14 

later in this session.  But I want to say that it was 15 

completed in June of 2013.  Wait a minute, June 2012, 16 

I’m getting ahead of myself in more ways than one.  17 

75 recommendations made, and 13 were bifurcated into 18 

a collaborative and petition process, as you know, 19 

related to the request by Iberdrola for corporate 20 

restructuring.  Iberdrola reports that seven of those 21 

13 are completed, and staff agrees with that 22 

conceptually.  But we will not agree with that until 23 

we actually see what is done. 24 

So again, you see that lag between what the 25 



PROCEEDINGS 

Ubiqus/Nation-Wide Reporting & Convention Coverage 

22 Cortlandt Street –  Suite 802, New York, NY 10007 

Phone: 212-227-7440 * 800-221-7242 * Fax: 212-227-7524 

19 

company says and what staff says.  These are 1 

management type recommendations that we want to see.  2 

The company says, “We will do this.  We want to see 3 

it in reality before we approve those.”   4 

Since the audit report was released such a 5 

short time ago, there are no major recommendations 6 

that are completed.  Those are the long-term ones 7 

that will take a couple of years before we report on 8 

those.   9 

But under the important findings and 10 

recommendations for the collaborative part, you’ll 11 

note the one to suspend provision of resources by 12 

their affiliate IEP.  And the consultant made some 13 

statements that the ISA parent board does not provide 14 

a substantial level of independent oversight over New 15 

York operations and that senior Spanish executives 16 

and directors don’t have a direct interest in or 17 

knowledge of what takes place here in the U.S. 18 

operation.  So again, those are being talked about in 19 

the collaborative, and you will see more about that 20 

later. 21 

For the important recommendations that are 22 

traditional, one of the big ones was to move to a 23 

five-year distribution vegetation cycle for all 24 

distribution circuits.  And you know that that has 25 
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been an ongoing concern for many years.  That will 1 

be—it’s in progress.  The company is working on how 2 

to get there.  It takes some time when you’ve not 3 

been on a cycle to get on a cycle.  They expect that 4 

to be completed in 2014. 5 

Another major concerns, and it is addressed 6 

in two of my bullet points, is in-house versus 7 

contractor staff and the correct number of staff at 8 

the Iberdrola companies.  That has been a concern 9 

among staff for several years as we see those numbers 10 

decreasing.  The company expects, again, each of 11 

those to competed, a report issued, and staff to be 12 

looking at it by fall of this year.  And I don’t 13 

think you’ll see a completion by staff for a while, 14 

because it’s not something that’s going to go away 15 

and be resolved easily. 16 

Again, you see the thing about holistic cost 17 

management, and that’s going to be addressed and is 18 

supposed to be taken care of by June of next year, so 19 

we’ll be reviewing that.   20 

 Some of the important changes—next slide—21 

following the audit—and again, because the audit is 22 

so recent, there aren’t a lot of things going on.  23 

But some of the audit recommendations were made part 24 

of the collaborative, and implementation is just 25 
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beginning.  So we shall follow this very closely. 1 

We mentioned that we’re expecting a draft on 2 

the National Fuel and Gas Audit relatively soon, and 3 

we will be meeting with you with the consultants to 4 

talk about that.  And as soon as we get the draft, 5 

we’ll supply some information for you in preparation 6 

for our meetings with you so that they can debrief 7 

you on what they found.  And later this summer, we’ll 8 

bring you the actual report. 9 

National Grid Gas Companies, we will be 10 

recommending the consultant to you very soon.  We had 11 

the consultant interviews.  We picked the finalists.  12 

We did have five people who proposed.  And we spent 13 

our usual three intensive days of interviewing all of 14 

them, and we’ll be back to you soon.   15 

And I do want to praise the team of subject 16 

matter experts from the other offices who 17 

participated in OEGW.  We had a group of about eight 18 

people who came through the sessions.  Some stayed 19 

all day all three days, which is a very painful 20 

process.  And others came for areas that they were 21 

interested in.  But they were very, very helpful in 22 

determining who they would recommend to you.  23 

And that concludes my report. 24 

CHAIRMAN BROWN:  Just a quick question on 25 
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the National Grid Gas.  Obviously, that’s Kidney 1 

Kedly [phonetic].  Do you do the upstate gas with 2 

Kidney Kedly, or do you do it with the electric? 3 

MS. TALLMADGE:  All three are being done.  4 

And it’s a very interesting situation that’s being 5 

presented, because they are three separate companies.  6 

So the consultant is going to have to look at the 7 

parts that are separate, the parts that are together, 8 

and make recommendations to see if there are 9 

opportunities for synergies. 10 

CHAIRMAN BROWN:  Mr. Larocca? 11 

COMMISSIONER LAROCCA:  We don’t have the 12 

paper copies of the slides.  Can you just roll back 13 

to the first, to the matrixes, which was the Con Ed? 14 

MS. TALLMADGE:  Sure. 15 

COMMISSIONER LAROCCA:  And then, just go 16 

forward again for a minute to the next matrix. 17 

MS. TALLMADGE:  Niagara Mohawk. 18 

COMMISSIONER LAROCCA:  Okay.  And then 19 

again.  Okay, and again?  Okay.  Stop there.  This is 20 

the only one where it shows that the company rejected 21 

findings of the audit.  What do you do with 22 

rejections? 23 

MS. TALLMADGE:  We look at them—in fact, 24 

some of those, Commissioner, are things that the 25 
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staff doesn’t like either.  We look at the rejection.  1 

There actually was one rejected in National Grid 2 

Electric, which I didn’t put separate, and I should 3 

have.  We look at those to see why they were rejected 4 

and talk with the company.   5 

These I can’t specifically—I don’t know 6 

precisely which three were rejected, but our staff 7 

would work with the company to say, “Why did you 8 

reject those?”  And if it’s acceptable to reject 9 

them, we will accept the rejection.  If it’s not and 10 

they still reject it, we would come to you and ask 11 

you to order them to implement that recommendation. 12 

COMMISSIONER LAROCCA:  So in this case, as 13 

an example, and the only one I see, this would have 14 

to have been on the supply procurement and the 15 

electric side, and that’s still an open matter of 16 

those rejections? 17 

MS. TALLMADGE:  Yes, sir.  I believe that 18 

had to do with their hedging.  Hank? 19 

HANK:  Yes. 20 

MS. TALLMADGE:  Yes. 21 

COMMISSIONER LAROCCA:  Okay.  I don’t need 22 

to have you go into it. 23 

MS. TALLMADGE:  Okay. 24 

COMMISSIONER LAROCCA:  I just wanted to 25 
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understand, because I didn’t see it on any of the 1 

others. 2 

MS. TALLMADGE:  Yeah. 3 

COMMISSIONER LAROCCA:  Thank you. 4 

MS. TALLMADGE:  You’re welcome. 5 

MR. BRINDLEY:  Yeah, the management audit—6 

correct me if I’m wrong here, but we really do give a 7 

lot of independence to the contractor that we bring 8 

in to do the audit.  And in some cases, they make 9 

recommendations that, not only does the company not 10 

always agree with, sometimes our staff doesn’t agree.  11 

So when the company makes a recommendation about a 12 

recommendation, we will, I think, independently 13 

assess it from a staff perspective whether we believe 14 

that’s an appropriate rejection or a, “No, nice try.  15 

Come on back with a real solution to the problem.” 16 

MS. TALLMADGE:  Precisely.  One of the 17 

things that we hear most frequently from Wayne is 18 

this is an independent audit.  And neither we nor the 19 

company is allowed to influence the position of the 20 

consultant, as much as we would like to.  And there 21 

have been times when the consultants have recommended 22 

things which are contrary to commission policy.  And 23 

our staff, at first, when they saw that were amazed 24 

and they argued.  And the consultant said, “No, we 25 
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truly believe this.  And we leave it to the 1 

implementation process to determine whether it was 2 

justified and could bring it to you if we felt that 3 

strongly and say, “Do you want to revisit the 4 

policy?” 5 

CHAIRMAN BROWN:  Any other comments or 6 

questions?  Commissioner Sayre? 7 

COMMISSIONER SAYRE:  Kate, are the utilities 8 

in general, now that we’re well into the cycle of 9 

viewing this, a real pain, a necessary evil, a drain 10 

on their operations and expenses, or are they looking 11 

at this as an opportunity? 12 

MS. TALLMADGE:  I think a mixture of all of 13 

those.  For the most part, the companies have been 14 

very, very cooperative and in some cases have said, 15 

“You know, this is something that we’ve wanted, but 16 

we’ve not been able to get through the budgeting 17 

process,” or whatever, so it’s been of assistance to 18 

them in getting things pushed up the ladder that 19 

they’ve wanted.   20 

MR. BRINDLEY:  And just as a hearsay, I’ve 21 

had at least one member of a board of directors come 22 

up to me and complement the process, that they 23 

thought it was extremely valuable.  So at least in 24 

some companies, there is a recognition of the value 25 
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of these audits. 1 

MS. TALLMADGE:  And one of the things we did 2 

about two months ago is we met with each of the 3 

companies who have had audits to-date, and we did a 4 

post board of what worked well, what didn’t work 5 

well, what could we improve.  And we are taking those 6 

recommendations under consideration and are going to 7 

improve our process as a result.  We’re very proud of 8 

the work we’ve done so far.  We’re cool. 9 

CHAIRMAN BROWN:  Commissioner Acampora. 10 

COMMISSIONER ACAMPORA:  You are cool. 11 

MS. TALLMADGE:  Thank you. 12 

COMMISSIONER ACAMPORA:  And really, the work 13 

is extremely important.  And because it’s important, 14 

I’m kind of wondering has this in prior years before 15 

it was stopped, was it ever expanded to other 16 

utilities, like telecommunications and water? 17 

MS. TALLMADGE:  Yes, ma’am.  We did New York 18 

Telephone Company when there was a New York Telephone 19 

Company, and Rochester Tel when there was a Rochester 20 

Tel.  We did Jamaica Water.  I don’t think that 21 

exists anymore either, does it? 22 

COMMISSIONER ACAMPORA:  No. 23 

MS. TALLMADGE:  No.  Okay.  Those are while 24 

I was here.  I don’t know if there were others.  25 
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Doris does. 1 

COMMISSIONER ACAMPORA:  So I’m wondering, 2 

with the storms that we’ve had, with problems in the 3 

past that affects all utilities, why would we not 4 

think about looking into expand this to the other 5 

utilities? 6 

MS. DORIS STOUT:  I’ll take that.  Under 7 

public service law, the electric and gas audits are 8 

required every five years.  There are sections of the 9 

law dealing with the water companies and the 10 

telephone companies, but they’re not a required five-11 

year cycle.  And if you noticed with Wayne’s theme, 12 

we’ve had—when we reestablished this unit, we’ve had 13 

limited resources that we’ve been able to apply to 14 

these.   15 

So I think the new efforts on the operations 16 

audits would help bring some of those other areas to 17 

the forefront, because we have gotten some more 18 

resources to deal with these audits, but we’re still 19 

significantly lower than we ever were before in the 20 

prior programs.  And Tom can correct me, but we had 21 

30 plus people, probably and— 22 

MS. TALLMADGE:  [interposing] We had— 23 

MR. TOM D’AMBROSIA:  We had 30 plus people 24 

in operations - - a dozen. 25 
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MS. STOUT:  Yeah, over 40 people, and now 1 

I’m working on getting up to 12. 2 

MR. D’AMBROSIA:  So I think they’ve done a 3 

wonderful job of trying to get the five-year cycle as 4 

required under the law done.  Expanding through the 5 

budget from just—and I agree with Wayne.  There’s no 6 

such thing as just a management audit and just an 7 

operations audit there.  But certainly, our 8 

responsibilities have been expanded.   9 

So now, to keep up with the five-year cycle, 10 

we’re trying to add considerable more staff?  And I’m 11 

hopeful that there will be opportunities if we see 12 

opportunities for some of the non-statutory 13 

companies, if need be that we could expand and do an 14 

audit there.  But at this point, we’re trying to make 15 

sure we can make the law’s requirements as it is. 16 

MR. BRINDLEY:  Well, that’s one of the 17 

purposes of the advisory committee that I’ve 18 

discussed.  First, let’s get the director’s ideas of 19 

what their priorities are, let them argue it out, 20 

settle it, then it’ll come to you and you can give 21 

your ideas and final recommendations on what we 22 

should do.  I’m fairly agnostic on—an audit is an 23 

audit to me.  Tell me what you want me to do.  I’ll 24 

execute it.   25 
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But this advisory committee, I’m hoping to 1 

have their ideas done by the end of June.  There’ll 2 

be an opportunity for you to weigh in on it.  And 3 

then, whatever you decide I’ll do. 4 

COMMISSIONER ACAMPORA:  Good.  I’ll remember 5 

that. 6 

CHAIRMAN BROWN:  Any other comments or 7 

questions?  Well, thank you for the presentation.  I 8 

think this is extremely valuable for all of us to 9 

catch up where everything is.  There’s a lot on your 10 

plate and a lot going on.  So thank you, the staff, 11 

and hopefully, as we add some new staff, we can 12 

continue to expand this process. 13 

MS. TALLMADGE:  Thank you. 14 

MR. BRINDLEY:  Thank you. 15 

CHAIRMAN BROWN:  The second item for 16 

discussion is Item 101, Cases 12G0141 and 11G0417.  17 

This is the petition of Corning Natural Gas to form a 18 

holding company.  This will be presented by Eleanor 19 

Stein, Administrative Law Judge, and Jeff Hogan, 20 

Chief Account Audit and Finance will be available for 21 

questions.  Eleanor, welcome. 22 

MS. ELEANOR STEIN:  Thank you very much.  23 

Good morning, Mr. Chairman and commissioners.  This 24 

item concerns two cases that were heard on a common 25 
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record and that are both a subject of a join proposal 1 

that was entered into by department staff and 2 

Corning.  The proposal is unopposed.  Only those two 3 

parties participated in the ultimate negotiation 4 

process. 5 

The outcome of the negotiations of the joint 6 

proposal provides that Corning Natural Gas 7 

Corporation would form a holding company which would 8 

eventually become the sole shareholder of the 9 

utility.  And entities that are now affiliates of the 10 

utility would become direct affiliates of the holding 11 

company.  That’s the first part.  That resolves the 12 

issues in the holding company petition.   13 

The second petition also ruled into the 14 

settlement was a request to authorize the company 15 

that currently owns roughly 10% of Corning stock to 16 

purchase up to 15% of that stock.  And that agreement 17 

to that petition is also included in the joint 18 

proposal.   19 

To give you a little background for this 20 

item, Corning has been seeking to expand into new 21 

lines of business, lined utility and unregulated 22 

lines of business.  And as the commission has 23 

recognized often in the past, this situation can lead 24 

to some conflicts for regulated utilities. 25 
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An example is that Corning currently has on 1 

its board employees of potential competitors, giving 2 

rise to questions about conflicts of interest on the 3 

board.  And arising out of the Corning’s recent rate 4 

case, which was concluded last year, the commission 5 

in October of 2012 adopted affiliate standards for 6 

Corning as it was organized at the time in an attempt 7 

to address these concerns.   8 

The joint proposal that’s before you today I 9 

would suggest offers a more comprehensive solution to 10 

these conflict and potential conflict problems.  It’s 11 

a structural solution, and it includes several 12 

protections recording rate payers.  They include, for 13 

example, maintain the current gas rates, restricting 14 

the holding company’s ability to issue dividends, and 15 

otherwise ensuring that the utility would be 16 

protected from any financial risks that the holding 17 

company might decide to take in the future. 18 

The other significant protection for rate 19 

payers is that the joint proposal includes putting in 20 

place a recusal process for utility board members who 21 

might face a conflict of interest in a given vote.  22 

And the recusal process includes disclosure of the 23 

potential conflict, withdrawing from voting on an 24 

issue where there’s a conflict.  And if a board 25 
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member fails to follow these standards, then there’ll 1 

be penalties for failure to disclose. 2 

So these and some of the other measures in 3 

the joint proposal on balance make the formation of a 4 

holding company a reasonable approach and provide 5 

support for your approval of the terms of the joint 6 

proposal.   7 

That’s the general overview, but there are a 8 

couple of concerns I want to flag for you where the 9 

suggestion is that there be modifications to the join 10 

proposal as submitted and that your approval of its 11 

terms be conditioned on these modifications. 12 

The first concerns some language in the 13 

joint proposal that appears to limit the future 14 

access of the commission and the department to the 15 

minutes of board of directors meetings.  This 16 

language says the minutes of Corning LDC’s board of 17 

directors meetings shall be submit to audit by the 18 

commission to the extent necessary to confirm the 19 

accuracy of the facts pertaining to failure to adhere 20 

to the system of recusals. 21 

We would suggest declining to read that 22 

language as limiting what is a historic and very 23 

broad ranging authority by the commission to examine 24 

the books and records of the local distribution 25 
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company.  And we would also suggest—and it’s included 1 

in the proposed order—modifying that term to also 2 

ensure a requirement that the commission and the 3 

department have access to the books and records of 4 

all Corning affiliates, not only the local 5 

distribution company, including the holding company, 6 

to the extent that material is relevant to the 7 

exercise of the commission’s regulatory authority. 8 

The second modification would add a 9 

requirement that the local distribution company 10 

maintain its headquarters and the day-to-day 11 

leadership of the company within the Corning service 12 

territory as a way to ensure that the local 13 

distribution company will continue to be responsive 14 

to the needs of the customers and the ability to 15 

provide safe and adequate service in an ongoing way. 16 

So the recommendation is that you approve 17 

the joint proposal with those two modifications.  And 18 

I’m happy and Jeff is here also to answer some of 19 

your questions. 20 

CHAIRMAN BROWN:  Commissioner Harris. 21 

MS. HARRIS:  Eleanor, I know we discussed 22 

this at our briefing, but if we could just have 23 

another conversation about the requirement or the 24 

condition we would place on this that the 25 
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headquarters remain in the territory and the day-to-1 

day leadership.  Is that specifically what it states, 2 

or does it say the majority? 3 

MS. STEIN:  The language of the proposed 4 

order—and I can read it to you. 5 

COMMISSIONER HARRIS:  Okay. 6 

MS. STEIN:  Give me a moment.  The language 7 

of the proposed order is, “We will also condition our 8 

approval upon a commitment by Corning to retain the 9 

headquarters of the local distribution company within 10 

its service or territory.  By headquarters, we refer 11 

not only to the facility, but to the leaders 12 

responsible for Corning’s day-to-day operations.” 13 

CHAIRMAN BROWN:  And by Corning day-to-day 14 

operations—I just want to clarify what you’re saying—15 

do you mean the regulated utility? 16 

MS. STEIN:  Yes. 17 

CHAIRMAN BROWN:  Not— 18 

MS. STEIN:  [interposing] Not the holding 19 

company. 20 

CHAIRMAN BROWN:  Okay. 21 

COMMISSIONER HARRIS:  So that’s not a 22 

majority.  That’s all leadership then? 23 

CHAIRMAN BROWN:  For the people— 24 

MS. STEIN:  [interposing] The leaders 25 
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responsible for Corning’s day-to-day operations.  1 

Yes, I think that’s— 2 

[crosstalk] 3 

COMMISSIONER HARRIS:  So we can’t have 4 

anybody working outside of—okay.  I just wanted to 5 

understand.  So it’s a full—all the leaders of the 6 

day-to-day operations have to remain in the Corning 7 

territory. 8 

MS. STEIN:  As written, I think that’s the 9 

best reading. 10 

COMMISSIONER HARRIS:  And the reason this 11 

came up as a condition, there was a statement by the 12 

company in a response for information, in their 13 

response for a request for information, that they 14 

intended to keep the headquarters in the territory? 15 

MS. STEIN:  Yes, that was the company’s 16 

response to an interrogatory by staff.  The response 17 

also said we anticipate—and I’m paraphrasing—that the 18 

headquarters of the holding company itself would 19 

remain in the service territory absent a change of 20 

circumstances.  So that was a slightly more limited 21 

offer. 22 

COMMISSIONER HARRIS:  So we’re just putting 23 

an enforceable condition on their statement? 24 

MS. STEIN:  Yes, as to the local 25 
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distribution company. 1 

COMMISSIONER HARRIS:  Right. 2 

MS. STEIN:  Yes. 3 

COMMISSIONER HARRIS:  Thank you.  And the 4 

other question I have is about the access to board 5 

minutes for Corning affiliates, not just the local 6 

distribution company.  Who determines the relevancy?  7 

Would it be the commission or a—I mean, at some 8 

point, if staff is requiring these minutes of an 9 

affiliate, somebody in the department has deemed this 10 

relevant.  And they could challenge this, the 11 

relevancy, but that would go to court, or would that 12 

come before us?  I’m just trying to understand the 13 

process of— 14 

MR. JEFF HOGAN:  [interposing] It would come 15 

to the commission first. 16 

COMMISSIONER HARRIS:  First.  And then they 17 

have the right to bring it to an Article 78 or 18 

something else? 19 

MR. HOGAN:  Correct. 20 

COMMISSIONER HARRIS:  Okay.  Okay.  Thanks. 21 

CHAIRMAN BROWN:  Commissioner Larocca? 22 

COMMISSIONER LAROCCA:  Judge Stein, just on 23 

the matter of the creation of the holding company 24 

itself, why do we like that? 25 
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MS. STEIN:  I think, in this context—well, 1 

there’s two aspects to it.  One, just in recognition 2 

of the fact that I think all but one of the state’s 3 

electric and gas utilities are currently operating 4 

with a holding company structure.  So we’re not 5 

exactly breaking new ground, but it’s certainly 6 

always a question.  I agree. 7 

I think, in this case, the commission has 8 

attempted, and I think staff has attempted through 9 

over a substantial period to find ways to address 10 

potential conflicts of interest associated with 11 

Corning’s plans and desires to increase its lines of 12 

business to expand outside the service territory, to 13 

enter into lines of business that could be construed 14 

as in competition with its local utility— 15 

[crosstalk] 16 

COMMISSIOINER LAROCCA:  So it’s a matter 17 

possibly of their expanded activity in unregulated 18 

business? 19 

MS. STEIN:  Exactly.  And the commission has 20 

put in place, for example, the most recent set of 21 

standards that were adopted in October a very 22 

comprehensive set of standards attempting to set up a 23 

set of rules that would address these conflicts on a 24 

case-by-case basis.   25 
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The advantage of the holding company 1 

structure is that it provides the opportunity for a 2 

comprehensive and structural kind of systemic 3 

solution by creating the entity, the holding company, 4 

which has the authority and the ability to expand its 5 

business into other states and into other lines of 6 

business, and so on, while at the same time 7 

protecting very rigorously and structurally the 8 

integrity and the interest of the rate bearers with 9 

regard to the local distribution company. 10 

COMMISSIONER LAROCCA:  Just stay with that 11 

last thought for a second.  It’s possible to hear in 12 

what you said that the holding company is a good 13 

thing for a number of what I would describe as 14 

business reasons that relate to the company, to its 15 

shareholders, to its possibility of acting in other 16 

unregulated areas and so forth.   17 

But bear down now on what the specific 18 

advantage is to rate payers in the utility who are 19 

our primary focus.  How are they benefited by the 20 

creation in the broad picture of a holding company, 21 

because it’s another layer between here and there?  22 

And just how does that specifically benefit rate 23 

bearers? 24 

MS. STEIN:  Do you want to take that? 25 
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MR. HOGAN:  I’ll take a stab at that, 1 

Commissioner.  Currently, Corning can take part in 2 

unregulated activities, such as a gathering of 3 

business.  They actually do that through a subsidiary 4 

of Corning Natural Gas of the utility.  It’s an old 5 

appliance corporation, basically a shell that they 6 

use for gathering.  They have an interest in possibly 7 

expanding their gas operations and possibly having 8 

another gas franchise, not done through Corning, but 9 

perhaps a different company.  That could also be done 10 

as a subsidiary of Corning, the utility.   11 

Staff sees that as problematic, having all 12 

of these pieces coming off the utility, concerns 13 

about the affiliate transactions we’ve talked about.  14 

Separating everything, I think, gives rate payers a 15 

benefit in terms of being able to focus—staff being 16 

able to focus on exactly what is utility business and 17 

what isn’t and having bright lines between those 18 

businesses.  I think that’s one benefit of allowing a 19 

holding company structure and shifting those boxes 20 

off to affiliated— 21 

COMMISSIOINER LAROCCA:  [interposing] Does 22 

it protect or increase the protection or insulation 23 

of rate payers from matters that might go back in 24 

those other activities? 25 
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MR. HOGAN:  I think you could say yes.  For 1 

instance, if the appliance corporation was running 2 

the gathering operation and there was some problems 3 

financially that arose, there would be a subsidiary 4 

of the utility.  There could be a financial 5 

ramification to the utility that way.  That’s not to 6 

say that we can totally isolate Corning utility from 7 

something in a different box and a new holding 8 

company structure.   9 

But certainly, a direct line subsidiary 10 

having issues—I’m not an expert with bankruptcy law 11 

and such, but I would think that there might be—we 12 

might have a better chance of protecting the utility 13 

in that instance.   14 

One other possible benefit is that, with the 15 

holding company structure, the company has the 16 

freedom to embark on other unregulated activities, 17 

perhaps at a greater pace than they did before.  18 

While that can bring some risk, it can also bring 19 

benefits, especially given Corning’s location with a 20 

lot of gas being produced adjacent to their territory 21 

and could be possibly in the future within their 22 

territory.  I can see where the financing ability of 23 

the company may be improved by that new business. 24 

MS. STEIN:  I believe there are also 25 
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agreements in place that afford to rate payers some 1 

of the benefits of, say, the transportation business.  2 

So I think rate payers also get some direct benefit 3 

if some of these other lines of business prosper.  4 

And that would continue under the new structure. 5 

COMMISSIONER LAROCCA:  Would it be fair to 6 

say that there may be reasons for entering this kind 7 

of an arrangement that have effect on the company, 8 

their shareholders, the new partners or others in the 9 

picture, who—which are neutral to the calculus about 10 

rate payer benefit or not and that there would be 11 

other reasons that one would argue have a more direct 12 

line of benefit to rate payers, either in the form of 13 

strengthening the organization north of the utility, 14 

different or better access to capital—I don’t know 15 

what they might all be. 16 

But I presume what’s represented here, and I 17 

know a lot of good work went here, is that there’s a 18 

net judgment that a holding company, whatever 19 

purposes it serves in the business environment, must 20 

also serve as an identifiable benefit to rate payers, 21 

or at least do no harm, but I would hope for a more 22 

positive measure.  And I presume that’s your finding 23 

here. 24 

MS. STEIN:  Yes.  Do you agree? 25 
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MR. HOGAN:  Yes. 1 

COMMISSIONER LAROCCA:  Thank you. 2 

CHAIRMAN BROWN:  Let me just ask the 3 

commissioner’s question in a different way.  Forget 4 

the holding company for a second.  If we have a 5 

regulated entity and a corporation that runs a 6 

franchise, do we have any power of limiting what they 7 

do, as long as they separate it out in terms of the 8 

utility subsidiary?   9 

If they want to invest in crawfish fishing, 10 

but as long as they separate out the box, we 11 

couldn’t—I don’t think, and I’m asking the question.  12 

Could we say, “No, you can’t do that”?  Or we can 13 

only say, “No, you can’t do that if in any way it 14 

affects the entity that we regulate”? 15 

MR. HOGAN:  If it’s the utility doing the 16 

work, yes, we can.  It’s use of utility proceeds. 17 

CHAIRMAN BROWN:  Right.  But does the 18 

corporation that owns the utility—I’m getting to the 19 

point of I believe the answer is they can kind of do 20 

what they want to.  And this structure, I think, 21 

provides us a better set of protections than I think 22 

what you described as the utility subsidiary root. 23 

MR. HOGAN:  Right.  They can do what they 24 

want to with— 25 
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CHAIRMAN BROWN:  [interposing] Shareholder. 1 

MR. HOGAN:  --with the shareholder proceeds.  2 

To the extent those proceeds were derived through the 3 

utility business, though, they have to come to us 4 

under Public Service Law Section 107 and get our 5 

approval to use those proceeds.   6 

To the extent this appliance corporation 7 

does gathering and they have non-regulated profits 8 

there, they can use those to pretty much do whatever 9 

they want already, yes. 10 

CHAIRMAN BROWN:  So my question is we 11 

believe this holding company type setup provides 12 

maximum protection to rate payers as opposed to some 13 

other corporate setups? 14 

MR. HOGAN:  Yes, by separating the utility 15 

and keeping it kind of its own little egg in the 16 

basket, we feel we can watch that closer than we can 17 

with the tangents to—whether it be appliance 18 

corporation or a future affiliated utility. 19 

CHAIRMAN BROWN:  Mr. Sayre? 20 

COMMISSIONER SAYRE:  One thing that goes 21 

into my view of the public interest is not just the 22 

utility customers, although they are our primary 23 

focus.  I look at the economic health of the area, 24 

which benefits indirectly the utility rate payers who 25 



PROCEEDINGS 

Ubiqus/Nation-Wide Reporting & Convention Coverage 

22 Cortlandt Street –  Suite 802, New York, NY 10007 

Phone: 212-227-7440 * 800-221-7242 * Fax: 212-227-7524 

44 

are in that area.  And I think you’ve struck balance 1 

here with this recommendation that allows the utility 2 

and its new affiliates to participate in what’s one 3 

of the bright spots in the southern tier.   4 

And I’m happy to turn them loose and help 5 

build that economy as long as the rate payers are 6 

protected, and I think you’ve done a good job here. 7 

MR. HOGAN:  Thank you.  The utility staff 8 

did that in cooperation with the company and in 9 

negotiations with the company.  And they have been 10 

doing that previously.   11 

I think Judge Stein touched on that, to the 12 

extent that a lot of gas is flowing through that 13 

reason to get from, for instance, Marcellus Shale 14 

area in Pennsylvania into transmission lines in New 15 

York.  Costumers receive a large share of that 16 

transmission revenue, and it helps keep their rates 17 

down.  So it is a benefit there.  To the extent that 18 

this structure might lead to more of that gathering 19 

activities, for instance, that should only help rate 20 

payers as well. 21 

CHAIRMAN BROWN:  Ms. Harris? 22 

COMMISSIONER HARRIS:  Just going back to one 23 

quick question, how many customers does Corning have 24 

and how many employees? 25 
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MR. HOGAN:  The latter is approximately 60 1 

employees.  And I’m sorry; off the top of my head, I 2 

don’t know the number of customers.  It may be in the 3 

joint proposal.  I can take a look. 4 

COMMISSIONER HARRIS:  That’s okay.  I can 5 

look. 6 

MR. HOGAN:  Okay. 7 

COMMISSIONER HARRIS:  It was more the 8 

employees that I was after. 9 

MR. HOGAN:  It’s a relatively small company 10 

with about 60 employees.  We have dealt with a fair 11 

number of changes to their organization in the past 12 

few years, including letting them hire some 13 

additional people.  And they have interest in 14 

expanding, as I’ve said.  Even their utility 15 

business, they had a virgule franchise that they 16 

bought a few years ago that you approved.   17 

So they’ve been very, I would say, 18 

aggressive in expanding natural gas throughout their 19 

service territory. 20 

CHAIRMAN BROWN:  Ms. Acampora? 21 

COMMISSIONER ACAMPORA:  Eleanor, could you 22 

get into the modification of the emergency use of 23 

employees and the benefit that that has, again, for 24 

rate payers? 25 
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MS. STEIN:  Certainly, Commissioner.  In the 1 

affiliate standards that you adopted in October of 2 

last year, there were provisions concerning the 3 

sharing of employees of the utility by other 4 

affiliates.  And if I’m remember correctly, the 5 

provision stated limited sharing of employees in an 6 

emergency to sharing with other regulated utility 7 

entities.  8 

And that was a subject of discussion in the 9 

negotiations leading up to the joint proposal.  And 10 

this proposed order would modify that slightly as 11 

follows.  The original language in the affiliate 12 

standard said, “In an emergency involving human 13 

health and welfare or service and reliability sharing 14 

of employees would be limited to regulated 15 

utilities.” 16 

The modification in this order and in the 17 

joint proposal would provide that, in an emergency 18 

involving human health and welfare only, employees 19 

could also be shared with other entities, as well as 20 

regulated utilities.  So it’s a modest broadening of 21 

the sharing requirements. 22 

COMMISSIONER ACAMPORA:  I really appreciate 23 

that.  I think that was a good addition, the 24 

modification to this, considering that’s an area that 25 
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also gets some strange weather.  In order to better 1 

serve rate payers and the community, I think this is 2 

a good addition to it.  Thank you. 3 

MS. STEIN:  Thank you. 4 

CHAIRMAN BROWN:  Just so I understand, would 5 

an example of this, for example, be they had an 6 

unregulated subsidiary that had gathering lines and 7 

that there was a very large leak in a gathering line, 8 

and they have expertise, obviously, within the 9 

service territory that they could use only in those 10 

sort of cases to go work on that gathering line to 11 

repair the line of human health and safety were in 12 

jeopardy? 13 

MR. HOGAN:  Right.  Imminent danger of an 14 

explosion or the such, that they would be able to use 15 

lime from Corning utility in that instance.  And I’m 16 

sure we would be, obviously, involved in review of 17 

that after the fact.  But it is just trying to 18 

attempt—again, it’s kind of an appeasement approach 19 

with Corning over the years of how things have sprung 20 

up.  And this is an attempt to, as Judge Stein said, 21 

have a more comprehensive view of everything.  But 22 

that’s exactly the type of concern we’re trying to 23 

address. 24 

CHAIRMAN BROWN:  Thank you.  Any other 25 
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comments or questions?  Seeing none, I’d like to now 1 

take a vote on the recommendations to adopt the terms 2 

of the joint proposal and approve formation of 3 

holding companies with the modifications and 4 

conditions as described by Judge Stein.  All those in 5 

favor, please say, “Ay.”  Ay.  Opposed?  Hearing 6 

none, the recommendations are adopted.   7 

The third item for discussion today is Item 8 

203 12-M-0066, Petition for Iberdrola for an Internal 9 

Reorganization, presented by Doris Stout, Director of 10 

Accounting and Finance, Tom D’Ambrosia, Chief Account 11 

Audit and Finance, and Leonard Van Ryn, assistant 12 

counsel, who will be available for questions.  So I 13 

think Doris, you’re going to being while I give 14 

everybody a minute to get seated. 15 

COMMISSIONER LAROCCA:  Mr. Chairman? 16 

CHAIRMAN BROWN:  Yes, sir. 17 

COMMISSIONER LAROCCA:  I’d like to make a 18 

motion that this item be put over until the June 19 

meeting.  I’ll be happy to state my reasons after a 20 

second if there’s a second. 21 

COMMISSIONER ACAMPORA:  I’ll second. 22 

CHAIRMAN BROWN:  Okay.  What I will suggest 23 

is that maybe we’ll move on to the next item here, 24 

and then we can take up your motion after—we’re going 25 
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to have to have a break somewhere along the way.  We 1 

can take up your motion at that point in time and 2 

make a determination then. 3 

COMMISSIONER LAROCCA:  That’d be— 4 

CHAIRMAN BROWN:  [interposing] Would that be 5 

all right. 6 

COMMISSIONER LAROCCA:  To your pleasure, Mr. 7 

Chairman. 8 

CHAIRMAN BROWN:  So why don’t we do that?  9 

We’ll just put this on hold.  We’ll just move on to 10 

the next item.  And then, after break, we will take 11 

up your motion.   12 

Okay.  We’ll take a break from that one.  13 

Thank you, folks.  And we’ll immediately move to Item 14 

202 13-M-0178, Report an Electric Utility Cyber 15 

Security Strategic Planning Review, presented by John 16 

Sennett, Chief of Utility Security.  John. 17 

MR. JOHN SENNETT:  Thank you.  Good morning, 18 

Chairman Brown and commissioners.  This morning I 19 

will update you regarding some recent developments in 20 

one aspect of staff’s utility security oversight 21 

work.  Last year, the department’s utility security 22 

section reported to the commission on utility 23 

physical security plans.  Today, I will speak to 24 

cyber security. 25 
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Just as with physical security, cyber 1 

security is an essential area of regulatory oversight 2 

necessary to ensure safe and reliable service.  3 

Corporate strategic security planning must include 4 

provisions for the protection of the computers, 5 

networks, control systems, and other cyber equipment 6 

on which service reliability increasingly depends.   7 

More recently, as you know, the cyber 8 

security of utility business systems, and 9 

particularly the security of customer identifying 10 

data maintained within those systems has been 11 

compromised and well publicized in the news.  While 12 

there are many significant cyber security issues that 13 

pertain to both operational cyber security and 14 

business system security, there are also significant 15 

distinctions.   16 

Staff is currently nearing the completion of 17 

comprehensive reviews of customer data, security 18 

protective measures at the utilities.  And we will 19 

report to the commission regarding those reviews in 20 

the coming months.   21 

The cyber security of operational control 22 

systems is a matter of critical infrastructure 23 

protection to which staff has been giving close 24 

attention for a decade.  Staff regularly visits each 25 
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company to measure and verify compliance with cyber 1 

security standards implemented by NAERC, the North 2 

American Electric Reliability Corporation.  3 

While the NAERC standards address many of 4 

the issues involved in maintaining operational cyber 5 

security, compliance with those standards does not 6 

necessarily ensure that cyber security is being 7 

managed with full and ongoing executive level 8 

attention at the utilities.   9 

Some important cyber security elements not 10 

specifically addressed in the NAERC standards, such 11 

as reporting lines within the organization, 12 

budgeting, personnel and staffing, training, and post 13 

event forensics, are among those that go to ensuring 14 

that formalized organization and policies within the 15 

company are set up to maintain consistent corporate 16 

attention, focus, and support for cyber security. 17 

Staff concluded that the steadily evolving 18 

threat involvement warranted a fresh and full 19 

consideration at the companies of their needs, 20 

policies, and practices, internal company oversight, 21 

and executive direction, and carefully thought out 22 

goals for improvement going forward. 23 

Beginning late last year, each energy 24 

utility, at staff’s request, prepared a new plan or 25 
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extensively improved and updated an existing cyber 1 

security plan.  Staff conducted on-site reviews of 2 

the company plans through January, February, and 3 

March of this year.  The paramount quality we looked 4 

for was clear and detailed documentation, that there 5 

was a sound organizational framework within the 6 

company to support robust cyber security. 7 

The starting point for a good plan had to be 8 

sufficient treatment given to the assignment of cyber 9 

security responsibilities within the company 10 

organization and a showing that those 11 

responsibilities had been fully and carefully 12 

considered.  We studied the plans carefully to ensure 13 

that full attention was given to key subject areas.   14 

Our overall finding was that the cyber 15 

security plans prepared by the companies did address 16 

key subject areas and that the plans uniformly 17 

reflected that they had been written and organized 18 

following a deliberative process aimed at creating a 19 

full range of relevant information and consolidating 20 

it into a single coherent document. 21 

The plans were organized in such a way as to 22 

be a useful short-term reference under rapidly 23 

unfolding circumstances and also to serve as a long-24 

term strategic planning guide.  Each plan included 25 
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written documentation from a senior executive of the 1 

company indicating that the plan had been reviewed by 2 

executive staff and was to be adopted as official 3 

company policy. 4 

The extent to which the plans provided for a 5 

process for identifying and acquiring next-generation 6 

cyber security defensive technology varied.  In no 7 

instance was this dimension missing from the plan, 8 

but in some it was dealt with more fully.  Some 9 

companies did not include a carefully defined process 10 

providing for periodic input from company information 11 

technology staff to research, identify, and develop 12 

budgetary justification for the procurement of the 13 

best current and next-generation network monitoring 14 

and detection tools. 15 

Each company plan including provisions for 16 

third-party evaluation and testing.  However, the 17 

frequency and regularity of such testing was not well 18 

established in some of the plans.   19 

The quality and effectiveness of a cyber 20 

security program cannot be sufficiently ensured 21 

without the benefit of reasonably frequent external 22 

analysis and penetration testing.   23 

From our reviews, staff saw the need for 24 

several recommendations that applied broadly to all 25 
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the companies.  All the companies need to be 1 

committed to acquisition of the best defensive 2 

technology on an ongoing and not merely periodic 3 

basis.  The steadily more sophisticated cyber threat 4 

is forcing the companies to engage in a cyber arms 5 

race of sorts.   6 

That is inescapably necessary, and it needs 7 

to be accepted as a cost in the modern environment.  8 

Cyber defenses must be leading edge.  In response to 9 

our findings, we made recommendations that certain 10 

companies for more frequent and diligent internal 11 

audit and more regular independent third party audits 12 

of cyber security operations and employee threat 13 

awareness training. 14 

To conclude, the increasing aggressiveness 15 

and fast developing sophistication of the cyber 16 

threat points to the need for the energy utility 17 

industry to have the best available tools and highly 18 

skilled people to meet that threat.  The defensive 19 

measures that may have been sufficient even a short 20 

time ago to block malicious cyber intruders are not 21 

sufficient today. 22 

A cyber security plan is only in 23 

articulation of a commitment to give full attention 24 

to the responsibility of maintaining strong cyber 25 
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security.  Each of these plans recently completed and 1 

adopted defined processes for ensuring corporate 2 

support for cyber security.  That support can only be 3 

given proper life if there are the necessary 4 

personnel equipped with the technical tools that are 5 

essential to the task. 6 

Staff will meet with each utility to discuss 7 

its specific findings and recommendations and to 8 

periodically review plan updates.  In addition, staff 9 

will follow implementation of our recommendations and 10 

report back to you as necessary if there are any 11 

compliance issues.  Thank you.  That concludes my 12 

remarks. 13 

CHAIRMAN BROWN:  Thank you, John. 14 

MR. SENNETT:  Chairman, I would like to 15 

mention Keith Haugen, our cyber security person 16 

sitting a few rows behind me.  Keith is the one who 17 

went through every word of these plans and every word 18 

of the voluminous supporting documents that were 19 

stacked this high sometimes.  And he is also doing 20 

that same kind of work on the customer privacy issue. 21 

CHAIRMAN BROWN:  Keith is a most valuable 22 

staff person to have here with that expertise. 23 

MR. SENNETT:  Right. 24 

CHAIRMAN BROWN:  I just want to emphasize 25 
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the importance of this.  We’re seeing cyber breaches 1 

everywhere, not just in the utility industry.  Major 2 

corporations that you’d think would be protected are 3 

managing to getting broke into at this point in time.  4 

And the utility industry, the importance of the 5 

utility industry, it is just so important that each 6 

one of our utilities take this incredibly seriously, 7 

because unless you take it incredibly seriously, you 8 

can’t keep up.  There’s new things emerging every 9 

day, new technologies emerging every day.   10 

So I just want to emphasize the work that 11 

you folks are doing, how important it is, and I just 12 

hope that the utilities take it as seriously as we 13 

take it, because it has to be a priority. 14 

The second point I want to make is, while we 15 

think of evil doers kind of breaking into systems to 16 

cause havoc and damage, what we’re seeing when these 17 

things happen is a lot of private data getting 18 

inadvertently, sometimes, made available where it 19 

should never be made available.  And sometimes, I 20 

don’t want to use the word sloppiness, but I can’t 21 

think of a better one.  Sometimes, threat’s 22 

occurring, and that should not occur. 23 

And that’s not somebody just really trying 24 

to do evil.  It’s information leaking out that should 25 
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never be allowed to leak out.  So I just want to make 1 

my pitch here that, watch you guys’ back as regularly 2 

as the audit guys so that we can keep up with this, 3 

because it’s an incredibly important subject.   4 

Comments?  We’ll go down this way. 5 

COMMISSIONER SAYRE:  As you see different 6 

utilities doing different things, I’m sure you spot 7 

best practices or what looked like better practices, 8 

if not best practices.  Do you have a way of 9 

migrating those from utility to utility to make sure 10 

that they all consider the ones that appear to be the 11 

most effective? 12 

MR. SENNETT:  Well, in the electric sector, 13 

Commissioner, we do have these NAERC standards that I 14 

made reference to, and they are good, and they are 15 

evolving.  There is a new versions of these NAERC 16 

standards coming out shortly that will be from 17 

everything we have been told more rigorous than the 18 

current standards.  Keith measures compliance with 19 

those standards on a constant basis.   20 

The purpose of this strategic planning 21 

document that staff initiated was to go beyond that 22 

to make sure that this subject area, this 23 

responsibility, was getting full attention in the 24 

executive suite and not just with the technical 25 
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people with the companies.  And it was to try to make 1 

it more and more part of the corporate culture. 2 

And in the utility sector, it really hasn’t 3 

been part of the corporate culture until relatively 4 

recently.  In telecom it has been.  You know telecom 5 

better than most.  The telecommunications industry 6 

has grown up with the internet and provides the 7 

backbone for it.  And there is a greater level of 8 

sophistication on the telecom side.   9 

The electric and gas utilities are catching 10 

up, but it is a process of catching up to the threat.  11 

And the threat keeps running ahead of them.  So it’s 12 

a race. 13 

COMMISSIONER SAYRE:  And I agree very 14 

strongly with what you’re doing.  My question was a 15 

little bit more down in the weeds. 16 

MR. SENNETT:  Okay. 17 

COMMISSIONER SAYRE:  I had the opportunity 18 

to visit one utility and ask a number of questions 19 

about their cyber security practices, and they had 20 

some really what I thought were cutting edge ideas on 21 

how to prevent fishing.  And my question is, when you 22 

observe that kind of thing, if you find it good that 23 

other utilities—and it’s an idea that other utilities 24 

might consider adopting, is there a way that we can 25 
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facilitate that exchange of ideas so that the 1 

particular best practices get adopted by all of the 2 

utilities that would benefit from them? 3 

MR. HAUGEN:  Well, I do share my findings 4 

with other utilities without sharing who I got those 5 

ideas from.  And there also is some—there are people 6 

in the private sector who are attempting to do 7 

information sharing, such as ics-isac.org.  And 8 

Robert Coles, the chief information security officer 9 

for National Grid, he’s trying to put a program in 10 

place where the executives can get together and meet 11 

and share information and ideas as well. 12 

CHAIRMAN BROWN:  John, haven’t we done that 13 

in physical security a little?  We have a best 14 

practices group? 15 

MR. SENNETT:  Well, the years immediately 16 

after 9/11, the security directors of the utilities—17 

I’m sorry.  In the years immediately after 9/11 for 18 

2003, ’04, ’05, and ’06, the security directors of 19 

the utilities in New York were very good about 20 

getting together on a regular basis.  That has 21 

diminished somewhat.  They talk to each other, but 22 

they don’t get together as a group, and I think 23 

that’s a regrettable thing.  And we’ve been urging 24 

that process to get back on track. 25 
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MR. THOMAS DVORSKY:  Commissioner and 1 

Chairman, I’ll take this back and work with John that 2 

we could get maybe a little more formal process in 3 

spreading what are utilities best practices, 4 

including other businesses’ best practices in this 5 

area, and either bring them altogether or 6 

individually ensure that their plan and their 7 

knowledgeable of those action items. 8 

CHAIRMAN BROWN:  Yeah, I can certainly 9 

understand there’s a certain touchiness about getting 10 

together in a big group and talking about your 11 

security protection. 12 

MR. DVORSKY:  That’s why I hesitate, but 13 

we’ll make sure— 14 

CHAIRMAN BROWN:  [interposing] Sayre’s 15 

point’s a good one— 16 

MR. DVORSKY:  [interposing] Absolutely. 17 

CHAIRMAN BROWN:  --that there are things to 18 

be learned from each other.  We need to figure out a 19 

way to transfer that knowledge. 20 

MR. DVORSKY:  Absolutely.  We’ll follow 21 

through on that, and we’ll feed back to the whole 22 

commission on that action item from you. 23 

MR. SENNETT:  But, Commissioner Sayre, to 24 

repeat, we are not shy about cross-pollinating good 25 



PROCEEDINGS 

Ubiqus/Nation-Wide Reporting & Convention Coverage 

22 Cortlandt Street –  Suite 802, New York, NY 10007 

Phone: 212-227-7440 * 800-221-7242 * Fax: 212-227-7524 

61 

ideas. 1 

CHAIRMAN BROWN:  Commissioner Harris. 2 

COMMISSIONER HARRIS:  Just a couple of 3 

questions.  And I don’t know if you can answer this 4 

without, sort of, divulging any secrets.  I feel like 5 

you’re speaking in code a little bit here.  But in 6 

your review of these plans and where there was room 7 

for improvement that correspond to the resources of 8 

the utility or the size of the utility, is it— 9 

MR. SENNETT:  [interposing] Inevitably, 10 

sure, a larger utility is going to have a bigger 11 

budget for this than a smaller utility.  And that’s a 12 

tough point that you’re making.  What should our 13 

expectations be of a smaller utility versus a bigger 14 

utility, when the threat is really the same, and the 15 

vulnerabilities are really the same? 16 

COMMISSIONER HARRIS:  But the cost impact 17 

may be greater. 18 

MR. SENNETT:  Yes, that’s right. 19 

COMMISSIONER HARRIS:  But the need for 20 

protection still remains the same. 21 

MR. SENNETT:  Yeah.  I don’t have a tidy 22 

answer for that. 23 

COMMISSIONER HARRIS:  Okay.  One other 24 

questions, well, two questions.  You mentioned 25 
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electric companies and gas companies, but I’m sure - 1 

- that seems to be—I’ll let Commissioner Acampora 2 

deal with that one.  But I’m glad to see that the 3 

senior executives are taking a greater ownership of 4 

the cyber security issue.  What about the boards?   5 

MR. SENNETT:  On the cyber side, the 6 

security director is a chief information officer or a 7 

vice-president for information systems sometimes.  8 

And in most of the companies, there is a periodic 9 

briefing of the board on the status of cyber security 10 

measures at the company.   11 

Again, I think that’s a relatively recent 12 

development, but we are seeing that 13 

COMMISSIONER HARRIS:  I think that that’s an 14 

important thing.  I think we should look at that as 15 

something an annual report or bi-annual or quarterly 16 

report to the board and institute more a regular 17 

process here at the board level, having more 18 

ownership and having more penetration at the board 19 

level of this corporate culture of protections and— 20 

MR. SENNETT:  [interposing] Yeah. 21 

CHAIRMAN BROWN:  Maybe we could cross-22 

pollinate a little bit too, Doris, and think about it 23 

as part of, certainly, management audit.  You take a 24 

look at the management at least as part of the 25 
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regular management audit that we should be including 1 

that look, which I know these guys spend a lot of 2 

time doing it, but we might want to formalize it a 3 

little in part of the management audit so that we are 4 

noting how important it is. 5 

MR. SENNETT:  Yeah. 6 

COMMISSIONER HARRIS:  And my last point is 7 

about that personal identifiable information.  I know 8 

you’re dealing with this in a separate proceeding or 9 

a separate issue and everything.   10 

MR. SENNETT:  Yeah. 11 

COMMISSIONER HARRIS:  I keep going back to 12 

having a very strong policy about third party access 13 

to data.  I mean, we should have this open access to 14 

data for a whole variety of reasons, but I think we 15 

need to have some strong policies in place for the 16 

protection of that.  More and more frequently, we’re 17 

hearing about these breaches.  And more and more 18 

frequently, they’re from third parties, which again, 19 

I’m very interested in what evolves out of that. 20 

MR. SENNETT:  We’ll have a lot to say about 21 

that. 22 

COMMISSIONER HARRIS:  But I also don’t want 23 

to discourage the access to data and third party.  I 24 

mean, there is a lot of good and a lot of good 25 
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business ideas stemming from that all across the 1 

board, but I think customers have to feel safe, 2 

especially when it comes to their utilities.  So you 3 

have my full support in that. 4 

CHAIRMAN BROWN:  This is something that 5 

might fall a little bit in between the cracks, but I 6 

think one issue we need to deal with the utilities 7 

about is how essential information in their database 8 

is to what they need to do?  Are Social Security 9 

Numbers essential in places where they keep the 10 

Social Security Number?  Maybe it is.  Maybe it 11 

isn’t.  But if it isn’t, we should get it out of 12 

there so that personal identifiable information is 13 

not that easily obtained because they always had it 14 

in the database.  Well, in the old days, that didn’t 15 

make any difference.  Now it does.   16 

So I’m not sure exactly how we follow up on 17 

that, but I’d like to follow up on that at some point 18 

of— 19 

MR. HAUGEN:  That is one of the questions 20 

that we are asking on my audits. 21 

CHAIRMAN BROWN:  So you are dealing with 22 

that as well?  Okay.  Great. 23 

MR. HAUGEN:  We’ve asked the companies to 24 

evaluate the need for that information. 25 
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CHAIRMAN BROWN:  Good.  Commissioner 1 

Acampora? 2 

COMMISSIONER ACAMPORA:  Yeah, you are doing 3 

really important work in all of the areas that you 4 

are— 5 

CHAIRMAN BROWN:  [interposing] Is your mic 6 

on? 7 

COMMISSIONER ACAMPORA:  It’s not—your 8 

important work with regard to not only customer 9 

protection, but the protection of the utilities 10 

against people who would come in and hack information 11 

or even do something bad with the way the utility is 12 

run, find out where their weaknesses are.  But when 13 

you talk about utilities—and John, you mentioned 14 

about telecommunications being at the forefront a 15 

little bit more, I’m kind of wondering how are you 16 

dealing with the water companies? 17 

MR. SENNETT:  We only this year started, 18 

because of resource limitations, frankly, started 19 

doing—we have been doing physical security reviews of 20 

the larger water companies for some time.  These 21 

strategic plan reviews at the energy utilities and 22 

these customer privacy breach issues have consumed a 23 

great deal of case time, a good deal of my time, but 24 

we are—and the systems control and data acquisition 25 
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systems at the larger water companies have started to 1 

come online now.   2 

The larger water companies are regulating 3 

their service delivery through computerized system 4 

now more than just a few years ago.  So they do need 5 

our cyber security attention. 6 

COMMISSIONER ACAMPORA:  Absolutely, I would 7 

think so. 8 

MR. SENNETT:  And they’ll get it. 9 

COMMISSIONER ACAMPORA:  And that’s why, Tom, 10 

I think it’s really important to not coordinate on 11 

mass, because you do worry about “security.”  But to 12 

get all the various utilities to come in and possibly 13 

have John and Keith with you also in questioning and 14 

getting information so that you can call the 15 

information and put it together so that you have a 16 

complete overview of what there is in each separate 17 

utility and what really would be the best practices.   18 

I know it’s a monumental job, and I hate to 19 

heap more on your staff that already is heaped upon 20 

enough. 21 

MR. DVORSKY:  Yeah, this has been an 22 

evolution, John and his people.  There’s a few other 23 

on physical security than Keith, but Keith’s our main 24 

person on cyber.   25 
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COMMISSIONER ACAMPORA:  Right. 1 

MR. DVORSKY:  Have evolved a program into 2 

first doing specific audits but then with the start 3 

of the physical security, we wanted more of a 4 

comprehensive strategic plan from the utilities that 5 

they were all cohesive.  They have the support of 6 

senior management, the board, etcetera.   7 

We extended that to cyber security with this 8 

session item reporting to that effort, and then we’re 9 

doing the information.  From the next iteration would 10 

be let’s call out the best practices, which I’m 11 

getting a very strong message, not just for the 12 

energy companies.  And if the telecommunications are 13 

the leading hedge, why don’t we take some of their 14 

practices that we’ve learned and spread that out to 15 

the other industries as well, including water? 16 

COMMISSIONER ACAMPORA:  And you know we have 17 

hundreds of small water companies. 18 

MR. DVORSKY:  I hoped you weren’t going to 19 

mention that.   20 

OMMISSIONER ACAMPORA:  How could I not? 21 

MR. DVORSKY:  Let’s start with the major 22 

first.  Let’s start with the majors and see where we 23 

go from there. 24 

COMMISSIONER ACAMPORA:  I agree with you 25 
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starting with the majors. 1 

MR. DVORSKY:  Yeah. 2 

COMMISSIONER ACAMPORA:  But it’s also 3 

important the information to at least be shared with 4 

the small water companies. 5 

MR. DVORSKY:  Exactly.  We could do an 6 

outreach effort for that, since there’s 300 of them. 7 

COMMISSIONER ACAMPORA:  Yeah, I wasn’t going 8 

to say the exact number.  Thank you. 9 

CHAIRMAN BROWN:  Commissioner Larocca? 10 

COMMISSIONER LAROCCA:  I was hoping when I 11 

saw this on the calendar today that you might be 12 

bringing some of those special ATM cards that were in 13 

the news last week.  $45 million in two days would 14 

fit our summer plans very nicely. 15 

MALE VOICE:  Good work - - . 16 

[crosstalk] 17 

COMMISSIONER LAROCCA:  In the way you 18 

describe all of the work and the attention, I think 19 

we put a special bundle of concern on the privacy 20 

issues that affect the customers we look after, but 21 

there’s a hot clearly of mega concerns in operations 22 

and all the rest.   23 

At the very beginning, you said something 24 

about you characterized the companies perhaps as 25 
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being a little slow to the mark, at least initially? 1 

MR. SENNETT:  Let me restate that.  I think 2 

if you’d been reading the news, and I know you do, 3 

over the last two or three or four years, you’ve seen 4 

a dramatic ramping up of this threat.  Some of 5 

Americas most sophisticated or global corporations 6 

have been breached with painful results, very costly 7 

results.  And some of America’s most sophisticated 8 

government agencies, the ones you would least 9 

suspect, the CIA, the FBI, and so forth had been 10 

penetrated.  11 

And so I think there is a little bit of 12 

shock out there at how insidious and persistent the 13 

treat is, yeah.  And that includes the utilities. 14 

COMMISSIONER LAROCCA:  In the face of that, 15 

if you detect on an ongoing basis in particular—but 16 

if you detect a lack of zeal or commitment or energy 17 

being devoted to this issue as a matter of corporate 18 

attention, I think you need to speak up here about 19 

that, because I think we would view that as not 20 

acceptable.   21 

MR. SENNETT:  Absolutely.   22 

COMMISSIONER LAROCCA:  Thank you. 23 

CHAIRMAN BROWN:  Well, thanks, John and 24 

Keith for the hard work, and we recognize the limited 25 
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resources you have to try to get through all this.  1 

So please keep up the good work.  Thank you. 2 

MR. SENNETT:  We enjoy it. 3 

CHAIRMAN BROWN:  What we can do here is 4 

start Item 301.  It’s divided up into four separate 5 

pieces.  I see Tammy here, who I believe is going to 6 

do the first one.  We can do that for a few minutes 7 

before we take a break.  This one we can logically 8 

break in between some of the letters, so why don’t we 9 

just go for a little while longer?  Tammy, do your 10 

301-A, and then we’ll see where we’re at and see if 11 

it’s time for a short break. 12 

[pause] 13 

CHAIRMAN BROWN:  So I guess I’m supposed to 14 

do my little speech here, aren’t I?  So Items 301-A, 15 

B, C, and D, Case 13-E-0149.  This is the time of the 16 

year that we hear about the readiness for the summer.  17 

Tammy will be talking about bulk electric system 18 

preparedness.  Jason Pause will be talking about 19 

electric distribution system preparedness.  Mike 20 

Warden will talk about utility storm hardening.  And 21 

Paul Darmetko will talk about consumer price and 22 

volatility outlook.  23 

So we’ll start with you, Tammy, and we’ll 24 

see how long we go, maybe take a short break then. 25 
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MS. MITCHELL:  I’ll try to go quick. 1 

CHAIRMAN BROWN:  Yep. 2 

MS. MITCHELL:  Good afternoon, Chairman and 3 

commissioners.  And it did just turn afternoon.  I 4 

looked. 5 

CHAIRMAN BROWN:  Is your mic on?   6 

MS. MITCHELL:  Yeah, maybe it’s just not—can 7 

you hear me? 8 

CHAIRMAN BROWN:  There you go. 9 

MS. MITCHELL:  I will be reporting to you on 10 

the 2013 summer outlook for the bulk electric system 11 

with respect to electric system adequacy and 12 

reliability.  And just as a reminder, by referring to 13 

bulk electric system, we’re essentially talking about 14 

generation and the transmission assets in the state. 15 

In preparation for this report every year, 16 

staff reviews data from and meets with the New York 17 

Independent System Operator or ISO staff to discuss 18 

forecast peak demands and the status of the resources 19 

available to meet the installed capacity 20 

requirements.   21 

We also send out a survey annually to all of 22 

the transmission owners in the state and meet with 23 

them also to discuss the status of their transmission 24 

facilities and other key pieces of equipment, 25 
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including their inventories of spare equipment and 1 

the readiness of their facilities to serve the summer 2 

peak load.   3 

So turn to Slide 2.  So to understand the 4 

status of the bulk electric system, I’ll be providing 5 

background on these areas:  The New York ISO Demand 6 

Forecast for the New York Control Area as well as New 7 

York City, the Available Resources or Installed 8 

Capacity for the 2013 Summer Season, the Installed 9 

Reserve Margin Requirements for the New York Control 10 

Area as well as the Locational Requirements for New 11 

York City and Long Island, and the Overall Bulk 12 

Electric System Preparedness.   13 

Turn to Slide 3.  So here we’re looking at 14 

historic and forecast demand peak.  If you look at 15 

the gray and orange line, the one that goes up and 16 

down a lot, that’s the actual historic peak loads.  17 

The black and red line, that’s the historic weather 18 

normalized peak loads.  And the blue and gray line is 19 

the forecast peak demands starting in 2013 through 20 

2023.   21 

The New York ISO reports that the projected 22 

statewide peak load for this summer 2013 is 33,279 23 

megawatts, which is about 840 megawatts higher than 24 

the actual peak demand that occurred in the summer of 25 
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2012.  However, the forecast is only about 173 1 

megawatts or about a half a percent higher than the 2 

weather normalized peak from last year.  So 3 

essentially, the day that we hit the peak in the 4 

state was a cooler than expected day.   5 

Just a couple of other notes on this chart, 6 

the historic actual demands include the effects of 7 

demand response resources.  However, those resources 8 

are not included in the forecast.  The forecasts do, 9 

however, include the effects of the Energy Efficiency 10 

Portfolio Standard or EEPS.  For example, the 2013 11 

forecast includes 316 megawatts of EEPS impact, and 12 

the EEPS impact is projected to increase to over 13 

2,100 megawatts in the next ten years. 14 

Finally, the average statewide peak demand 15 

growth rate is estimated to be slightly under 1% 16 

statewide.   17 

Slide 4.  Now, we’ll look at the same thing 18 

for New York City.  The projected peak load for 2013 19 

is 11,484 megawatts.  This is about 0.7% higher than 20 

the weather normalized peak last summer.  And the 21 

average projected peak demand growth rate for New 22 

York City is about 1.2% per year.   23 

Next slide.  So now we’ll move on to the 24 

available resources in the state.  First, we’ll look 25 
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at the generation capacity for 2012, which was 38,932 1 

megawatts.  Notably, since last summer, there have 2 

been nearly 1,700 megawatts of generator retirements.  3 

Those retirements have been offset by about 700 4 

megawatts of additions, mostly comprised of the 5 

addition of the Bayon Energy Center and the upright 6 

at the 9 Mile Nuclear Facility.   7 

So the total amount of generation resources 8 

for Summer 2013 is 37,920 megawatts.  Also counted as 9 

installed capacity are the special case resources or 10 

certain demand response resources.  These are 11 

estimated to be 1,558 megawatts for the summer.  A 12 

note on this as well, these resources are down by 13 

about 600 megawatts since last year.   14 

Currently, we count firm external purchase 15 

contracts toward installed capacity.  These are 1,969 16 

megawatts and have not changed substantially.  So in 17 

total, there are 41,447 megawatts of installed 18 

capacity in the state.   19 

Slide 6.  So this chart shows the amount of 20 

resources needed to meet the projected peak load as 21 

well as the required reserve margin.  So again, as I 22 

said, the projected statewide peak load is 33,279 23 

megawatts.  The required installed reserve margin or 24 

IRM for this year, which is developed by the New York 25 
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State Reliability Council and approved by this 1 

commission as well as the North American Electric 2 

Reliability Corporation, or NAERC, is 17% of the peak 3 

load this year.  That equates to an addition 5,657 4 

megawatts for a total requirement of 38,936 5 

megawatts.   6 

As I mentioned previously, the total New 7 

York State installed capacity is 41,447 megawatts, 8 

which is in excess of the requirement by 2,479 9 

megawatts.  One note here is that, while there is 10 

still significant excess margin, even beyond the 11 

requirement, the installed reserve requirement, which 12 

equates to about 7.5% in addition to the 17% that’s 13 

required.  Last year, this excess margin was 15%. 14 

Slide 7.  So now we’ll just look at New York 15 

City specifically.  New York City has an additional 16 

locational capacity requirement beyond the installed 17 

reserve margin, which requires that a certain percent 18 

of resources be located in the city.  This year, that 19 

locational capacity requirement is 86% of the 20 

forecast peak load, which equates to about 9,876 21 

megawatts.   22 

Available installed capacity in New York 23 

City is 10,334 megawatts.  So there will be an excess 24 

of about 458 megawatts above the New York City 25 
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locational requirement.   1 

Next slide.  So doing the same thing for 2 

Long Island, which also has a locational capacity 3 

requirement, this year that requirement is 105% of 4 

the forecast peak load.  So the total requirement is 5 

5,692 megawatts.  The total installed capacity on the 6 

island is 6,075 megawatts.  So there is an excess 7 

above the locational requirement of 383 megawatts on 8 

the island. 9 

Last slide.  So in summary, our analysis 10 

indicates that there is adequate generation and 11 

transmission facilities to make the summer’s 12 

requirements.  The transmission system is in working 13 

order and prepared to meet the summer demands.  And 14 

lastly, as you know staff monitors the system and is 15 

on call 24/7 to respond to any system events.  And we 16 

will apprise you if any of those occur.  That 17 

concludes my presentation. 18 

CHAIRMAN BROWN:  Commissioner Larocca? 19 

COMMISSIONER LAROCCA:  Quick question.  Can 20 

you go back to the earlier slide for a second?  Where 21 

we described—it’s in a list form, and it had the 22 

installed capacity as one of the entries.  I think 23 

this is it, right?  24 

CHAIRMAN BROWN:  Total installed capacity on 25 
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the bottom? 1 

COMMISSIONER LAROCCA:  Okay.  It’s the 2 

purchase contract question.  We treat purchase 3 

contracts—I presume these are from non-state sources? 4 

MS. MITCHELL:  They could be out of state. 5 

COMMISSIONER LAROCCA:  All right.  Are they 6 

always out of state, Tammy? 7 

MS. MITCHELL:  I don’t believe they have to 8 

be. 9 

COMMISSIONER LAROCCA:  External purchases I 10 

think to. 11 

MS. MITCHELL:  Let me take that back.  Yeah, 12 

if they were in the state, then they would be counted 13 

in the first one, yes. 14 

COMMISSIONER LAROCCA:  So I think these are 15 

all out of state or out of country.  And toting them 16 

up into the installed capacity, is that a new 17 

calculus?  Because my recollection is that we don’t 18 

treat the purchase contracts, external purchase 19 

contracts, as installed capacity.  It’s almost a 20 

contradiction of the definition, it would seem. 21 

MS. MITCHELL:  They’re only counted if 22 

they’re firm contracts and there are UDRs or unforced 23 

capacity delivery rights associated with them. 24 

MS. MITCHELL:  So despite the geography, 25 
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they have the same—we have the same access to them as 1 

we would of anything else we’re counting in our— 2 

MS. MITCHELL:  [interposing] Right.  For 3 

instance, Neptune - - Cable, there’s contracts for 4 

both of those.  They’re counted as installed capacity 5 

on the island. 6 

COMMISSIONER LAROCCA:  Okay.  Thank you. 7 

CHAIRMAN BROWN:  Commissioner Sayre? 8 

COMMISSIONER SAYRE:  A rather technical 9 

question, and you may want to answer this later.  Do 10 

you know in the weather normalization calculation, is 11 

it a flat 30-year average, or does it actually have a 12 

trend line for recent years of warming? 13 

MS. MITCHELL:  I would have to get back to 14 

you on that.  That I don’t know. 15 

MR. DVORSKY:  I guess on that topic on gas 16 

for reliability, we used the 30-year.  On sales and 17 

rate cases, we used the ten-year, because there’s a 18 

noticeable change in the ten years.  But we’re 19 

conservative on reliability on gas.  We’ll get back 20 

to you on the electric version.   21 

CHAIRMAN BROWN:  Okay.  It is 12:15.  I’m 22 

going to suggest we take a 15-minute break until 23 

12:30.  So grab a candy bar or something, and we’ll 24 

keep going as long as we can.  And we’ll be back at 25 
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12:30.  Thank you. 1 

[OFF THE RECORD] 2 

[ON THE RECORD] 3 

CHAIRMAN BROWN:  Okay.  I’d like to call the 4 

session back to order.  Start out by announcing that 5 

Item 203 will be put over this week.  So 12-M-0066 is 6 

over.  That takes us to Item 301-B.  And I believe, 7 

Jason, are you going to be next?  There you are. 8 

MR. PAUSE:  Yes, good afternoon.  Item 301-B 9 

provides a summary of the New York State utilities 10 

preparedness on the electric distribution system for 11 

the 2013 summer season.   12 

Overall, the annual summer preparation 13 

process performed by each utility is very similar in 14 

methodology.  Historical summer loading information 15 

was tracked and reviewed, taking into account 16 

historic weather conditions, low growth, and any new 17 

business information available to obtain projected 18 

loadings for the next summer season.   19 

The utilities then simulate its electrical 20 

system using the projected summer loadings to 21 

identify any equipment or specific areas where 22 

overloading may occur.  From these efforts, projects 23 

are selected for completion prior to the next summer 24 

season. 25 
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In terms of our review and monitoring of 1 

these efforts, the utilities provide reports to staff 2 

starting in March of each year.  These reports 3 

include a summary of the company’s process, 4 

procedures, and associated efforts, along with a list 5 

of all equipment, such as transformers and circuits 6 

that are at or above normal operating ratings during 7 

projected peak loading conditions and a list of 8 

proposed projects identified for completion prior to 9 

June 1
st
. 10 

Typically, these projects include load 11 

transfers, capacitor bank installations, transformer 12 

upgrades, and sometimes even new substations, like 13 

the new Snake Hill substation at Orange and Rockland.  14 

That includes smart grid and advanced monitoring 15 

technologies directly linked back to the control 16 

center.   17 

Additionally, utilities provide status 18 

reports to staff on those projects identified for 19 

completion prior to the summer.   20 

This year, staff tracked a total of 148 21 

projects identified by the utilities.  At this time, 22 

the New York State utilities have completed 23 

approximately 60% of their identified projects, while 24 

Con Edison itself has completed 70% to 80% of its 25 
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projects.  1 

The remaining projects are considered minor, 2 

such as load transfers, and are still expected to be 3 

completed on or before June 1
st
.  For any projects 4 

that are not completed before June 1
st
, the company 5 

will develop and provide contingency plans describing 6 

alternatives to address potential problems.   7 

Overall, based on our analysis, staff is 8 

satisfied that utilities are prepared to meet the 9 

needs of the upcoming 2013 summer season. 10 

Next slide.  For Con Edison, due to its 11 

unique characteristics, the company has multiple load 12 

relief programs available for deployment during high 13 

load conditions.  Direct load control or Writer L 14 

Program allows Con Edison to reduce and roll with the 15 

customers’ demand by taking control of and cycling 16 

central air conditioning loads during system 17 

emergencies.  The total amount of load reduction 18 

available through the Writer L Program is 19 

approximately 35 megawatts for both small commercial 20 

and residential customers enrolled at this time.   21 

The Writer U Program, participants provide 22 

demand response through load reductions or operation 23 

of on-site generation when called upon by Con Edison 24 

on a network-by-network basis.  The total amount of 25 
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load reduction available through the Writer U Program 1 

at this time is approximately 140 megawatts.   2 

The Writer S Program is available to all 3 

customers that can curtail load or have access to 4 

generation to reduce demand by a minimum of 50KW on 5 

an individual customer basis or to an aggregator that 6 

can provide at least 100KW of load reduction.  Under 7 

this program, participants receive financial 8 

incentives to reduce loads during events, which are 9 

called upon by the company when a day ahead 10 

forecasted load is at least 96% of the forecasted 11 

system wide peak.  At this time, the Writer S Program 12 

has approximately 75 megawatts of load reduction 13 

signed up. 14 

These enrollment levels are through April of 15 

this year and are expected to increase as a result of 16 

the May and June continuous enrollment periods, which 17 

were not available at the time of this report.   18 

That concludes my presentation, and I’ll be 19 

happy to answer any questions. 20 

CHAIRMAN BROWN:  Questions or comments?  You 21 

got a break, Jason.  You caught us post-break.  22 

Everybody is— 23 

[crosstalk] 24 

CHAIRMAN BROWN:  So Item 301-C, Mike Warden 25 
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will be talking about summer readiness. 1 

MR. WORDEN:  Good afternoon, Chairman Brown 2 

and commissioners.  Some of you may be wondering why 3 

we’re talking about storm hardening as part of the 4 

summer prep item.  I’m sure you know, commissioner’s 5 

hurricane season starts June 1
st
.  So in the aftermath 6 

of Sandy, we reached out to all the electric, gas, 7 

and steam utilities and generating plant owners 8 

earlier this year to assess what storm hardening 9 

efforts they were going to do prior to this hurricane 10 

season.   11 

We ask for details on all storm hardening 12 

projects with a focus on those projects directed 13 

towards alleviating the flooding issues experienced 14 

during Sandy.   15 

The most substantial efforts that are under 16 

way are those by Con Edison on its electric, gas, and 17 

steam systems.  In the critical flood zones in lower 18 

Manhattan, this is the very southern tip there in 19 

green, and Fulton areas, they’ve installed or are 20 

installing 25 underground submersible transformers in 21 

place of non-submersible transformers that were there 22 

prior to Sandy.  This is part of an effort that’s 23 

going to be significantly greater going forward, but 24 

it’s the first step that they wanted to do prior to 25 
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June 1
st
.   1 

In the Brighten Beach network in Brooklyn, 2 

that was another network that shut down.  They’ve 3 

installed remote control isolation switch 4 

installations.  This was a project that was underway.  5 

And so they were able to complete this installation 6 

much quicker than they can in the lower Manhattan 7 

area.  So they’re going to be able to have that in 8 

place prior to this summer. 9 

They installed flood barriers around 10 

critical equipment at nine electric substations.  I 11 

had a slide that I was going to put up, but it showed 12 

walls around a building.  It wasn’t very sexy, so I 13 

decided to stay away from that, but that’s what 14 

they’re doing in a very short term.   15 

And they’ve got these relay houses, which 16 

have the relays that do a lot of the controls for 17 

what goes on in a substation.  And in some instances 18 

in the case of East River, those were flooded and 19 

damaged.  And not only do you have to get the flood 20 

waters out, but you have to go in afterwards and 21 

clean them up.  And that takes a significant period 22 

of time.  So they’re working on those barrier walls 23 

around those critical facilities. 24 

They’re also installing a barrier wall 25 
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around the entire East River complex.  I know 1 

Commissioner Sarah’s been down there.  It’s quite a 2 

complex.  It actually has a number of substations, 3 

generating plants, a whole bunch of different 4 

facilities.  And obviously, during Sandy, that was 5 

inundated with water. 6 

On the gas side, the company’s installing 7 

vent plates to restrict flood waters from entering 8 

the First Ave gas tunnel.   9 

And on the steam side, high capacity pumps 10 

have been purchased to get rid of flood waters when 11 

it does occur in your generating stations.  And 12 

they’re also installing better walls at three steam 13 

stations.   14 

NICIG [phonetic] is concentrating the 15 

majority of its initial storm hardening efforts in 16 

its - - divisions.  That’s in the Southeast New York 17 

area, Brewster’s, Westchester County, and a little 18 

bit above there, a little bit just to the west of 19 

that.   20 

They’ve installed six motor operated 21 

transmissions , which allow them to control their 22 

substation switching, so that if you recall during 23 

Sandy they lost transmission supply in that lower 24 

area.  So this will allow them to do some switching 25 
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to avoid that. 1 

They’re also doing sweeps of their worst 2 

performing circuits in the Brewster area.  And again, 3 

this isn’t high-tech stuff, but they’re going out 4 

inspecting those particular circuits that were most 5 

prone to damage, doing things like replacing polls, 6 

replacing conductor where it’s old and weak, and 7 

things of that nature. 8 

And finally, ONR has several summer prep 9 

projects underway, which include circuit 10 

reinforcements, automatic switch installations, and 11 

some additional land clearance projects.  12 

On the on-site gas side of the National Grid 13 

system, the company has a plan to rebuild and replace 14 

existing gas distribution systems in some of the 15 

hardest hit regions in Southern New York.  As of May 16 

6
th
, 2013, they had rebuilt two distribution systems 17 

by installing approximately 13 miles of distribution 18 

mains at Breezy Point and 3 miles of distribution 19 

main in New Dorp, which is on Staten Island. 20 

They also did bi-weekly patrols of 148 miles 21 

of cast iron mains in flood impact areas during the 22 

winter months.  And as of early April 2013, they 23 

completed a walking survey of all flood impacted 24 

areas on Long Island.  Electric generation was also 25 
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impacted in the downstate area, in particular.  The 1 

damage was mostly related to salt water intrusions, 2 

pumps, motors, switch gear and implementation, and 3 

there was also some minor damage due to high winds 4 

and flying debris. 5 

The damage to most of these facilities has 6 

been addressed by repair or replacement.  The most 7 

significant damage occurred to Dynegy Danskammer 8 

generating plant.  Dynegy has since decided to file 9 

with the commission on January 3
rd
, 2013, a notice of 10 

intent to retire the facility, which staff is 11 

currently looking at, siting the damage that resulted 12 

from the storm.  The upstate generating facilities 13 

reported little or no damage due to Sandy.   14 

So in conclusion, this is really just the 15 

first phase of utility storm hardening efforts.  As 16 

we speak, the staff team that is working on the Con 17 

Edison rate case is examining significant additional 18 

plans for storm hardening that Con Edison has 19 

proposed.  20 

We’re also continuing our assessment of 21 

other utility storm hardening plants as we go 22 

forward.  All of the electric utilities reported that 23 

internal committees were evaluating their long-term 24 

design specifications and programs after the storms 25 
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not only Sandy but Irene as well and Lee.  Most of 1 

the utilities stated that they were upgrading their 2 

overhead construction practices to meet state and 3 

national record safety guidelines, which increases 4 

poll sizes and - - strengths.   5 

Utilities also noted that they’re analyzing 6 

their systems in order to determine where the 7 

addition of tree wire conductor or spacer capable for 8 

overhead construction in high vegetation areas could 9 

be beneficial.   10 

Finally, they’re doing studies in several of 11 

the utilities to determine if there are critical 12 

overhead lines that could be placed underground.   13 

So these are things going forward.  I’m sure 14 

you’re going to be hearing from us a lot in the 15 

future about some of these efforts that are going 16 

way.  So that concludes my presentation.  And if you 17 

have any questions, we can answer them, or you can 18 

turn it over to Paul. 19 

CHAIRMAN BROWN:  Michael, the only thing 20 

that scares me is that you did so much work 21 

downstate, that guarantees an upstate event this 22 

year.   23 

MR. WORDEN:  That’s right. 24 

CHAIRMAN BROWN:  It’s inevitable.  So I know 25 
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that there’s things happening upstate after Irene and 1 

Lee.  So I know your focus was on downstate because 2 

of last year’s event. 3 

MR. WORDEN:  There’s stuff happening upstate 4 

as well.  It just doesn’t have the urgency of getting 5 

certain things done by June 1
st
.  We’ve reached out 6 

and had communications with all the companies, 7 

including gas companies, national fuel, about things 8 

that they’re considering doing to harden their 9 

systems against these kind of events.  But we are 10 

able to take a little more time to look at these 11 

things, as opposed to the urgency downstate right 12 

now. 13 

CHAIRMAN BROWN:  Commissioner Larocca? 14 

COMMISSIONER LAROCCA:  The governor has 15 

publically offered in some communities to buy out 16 

homeowner rather than restore homes.  And I think 17 

there’s a counterpart to that in New Jersey as well.  18 

And I don’t know if a lot of people step up for that.  19 

People would rather restore their homes.  But it puts 20 

in mind the question that’s been clanking around in 21 

my head for a while, and that is:  We have very 22 

different kinds of communities.   23 

An inland community heavily vegetated 24 

creates one set of challenges on the work of a 25 
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provider of a utility.  A beach community virtually 1 

un-vegetated but subject to the small matter of the 2 

Atlantic Ocean sets another kind of challenges.   3 

In our regulatory approach now that we’re in 4 

restoration mode in many of these communities, is it 5 

appropriate to take account of the different 6 

characteristics of communities?  Because from the 7 

get-go, the provision of a comparable level of 8 

service in various different geographies and 9 

different typographies and all that is inevitably 10 

different and therefore perhaps has a different cost 11 

basis than another place.   12 

Given that the governor has articulated this 13 

idea of public dollars perhaps being better spent on 14 

buying out residents rather than restoring them—I 15 

think he said pretty explicitly, meaning we would 16 

have to do it again at some point, or there would be 17 

an expectation we would have to do it again.  Does 18 

any of that bear on your work or the work of thinking 19 

through what a restoration plan needs to be if 20 

there’s some alternative possibility of reducing the 21 

load if government is buying out the number of 22 

customers and/or the likelihood of repetition? 23 

MR. WORDEN:  I think we have to consider 24 

those things.  And I think, in particular, when we 25 
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look at the New York City metropolitan area, we need 1 

to be thinking about what’s going to be done to 2 

rebuilt that entire area.  And we do need to work 3 

with New York City and some of the things they’re 4 

doing.   5 

Obviously, if New York City is advocating 6 

doing something that’s not going to rebuild an area 7 

and it doesn’t take place, we don’t want the utility 8 

building facilities there that’s not going to be 9 

used.  So it’s not something I think that can be done 10 

in a vacuum.  We have to be considerate of those 11 

things.  12 

We certainly intend to be considerate of 13 

those things when we review the company’s emergency 14 

plans.  While on the one hand we want them to have 15 

similarities and share best practices, on the other 16 

hand, they’re not always going to be the same, and 17 

they shouldn’t always be the same.  And that’s a good 18 

example of where they might be different. 19 

One of the things we’ve asked the utilities 20 

to beef up in their plans is their restoration 21 

protocols and how that process works, because until 22 

we got into Sandy, we really didn’t have that 23 

significant of an effort in that regard.  We had some 24 

with NICIG in particular.  They had that in lead, and 25 
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they actually had that in 2006, but it wasn’t quite 1 

as widespread as it was this time.  But that’s an 2 

area where Con Edison may have to do something above 3 

and beyond what a National Grid does.  And so we need 4 

to be cognoscente of that.   5 

But again, we can’t do it in a vacuum by 6 

ourselves.  We need to be involving others in 7 

thinking through this stuff. 8 

COMMISSIONER LAROCCA:  Mr. Chairman, part of 9 

what I have in mind is that, if you look at, say, 10 

Rockaway Beach and Long Beach, where there is a very 11 

substantial boardwalk, historic and getting a lot of 12 

investment again right now, and compare that to the 13 

further barriers, the public barriers of Jones Beach, 14 

National Seashore at Fire Island, part of which has 15 

communities and part of which doesn’t, it’s a vastly 16 

different enterprise to build a new, harder, more 17 

substantial non-wood boardwalk as opposed to doing 18 

some dune restoration at the beach.   19 

There’s controversy about dune restoration 20 

in terms of the appropriateness of public dollars for 21 

dunes that will wash away again.  But the controversy 22 

presents itself differently when you’re talking about 23 

boardwalks.  And it’s really just how all that 24 

conflict, if you will, bears down on what we’re 25 
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trying to assure, that whatever those macro decisions 1 

are, the population has to be served reliably and 2 

presumably at best economics and all the rest.   3 

So I pose it as sort of a broad issue.  I 4 

don’t have a particular idea of how to do it.  And 5 

the only one that’s new in this storm cycle that we 6 

haven’t seen before is the offer, at least in part, 7 

to start buying out property to prevent us having to 8 

make these investments in the future. 9 

CHAIRMAN BROWN:  You know the concept of 10 

universal service kind of is ubiquitous, especially 11 

where there’s been service, to think that you could 12 

somehow then say, “Well, let’s not do that service 13 

there again, unless it’s a much bigger societal 14 

decision.”  It’s tough for the utilities to get into 15 

that game.   16 

But I mean, I think, if you’re buying out 17 

somebody already, and the utility’s going to have to 18 

spend $3 million to rebuild service and they don’t 19 

have houses and they could save $3 million, it seems 20 

like there might be some potential to sweeten the pot 21 

a little bit of buying out.  I don’t know.  I’m 22 

thinking big thoughts like you are here. 23 

COMMISSIONER LAROCCA:  Or if they’re 24 

rebuilding for a smaller community. 25 
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CHAIRMAN BROWN:  Right, yes.  Yeah.  Any 1 

other comments or questions?  Commission Harris? 2 

COMMISSIONER HARRIS:  Mike, have you seen in 3 

any of the companies any—not pushback or reluctance 4 

to install some of these measures with any assurances 5 

of recovery of costs? 6 

MR. WORDEN:  I think what we’ve seen so far 7 

is that the efforts that have taken place, the 8 

utilities are trying to integrate them into their 9 

current budgets.  I think, to the extent a company’s 10 

going to spend quite a significant amount of money 11 

beyond what they normally would, they’re going to 12 

come to you or come to us to ask for that kind of 13 

stuff. 14 

COMMISSIONER HARRIS:  But this is coming 15 

first.  There is not a chicken and an egg.  This is 16 

we have to put these measures in place. 17 

MR. WORDEN:  But in the place of Con Edison 18 

in particular, they’re spending—well, and probably 19 

National Grid downstate.  But Con Ed in particular, 20 

they’ve adjusted their capital budget for 2013 to 21 

accommodate these projects.  So they put this within 22 

the budget that they had.  They’re not expecting to 23 

spend X dollars over that budget for this— 24 

[crosstalk] 25 
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CHAIRMAN BROWN:  So somewhere, there’s an 1 

upgrade that’s probably being deferred for a year or 2 

two? 3 

MR. WORDEN:  Deferred, cancelled, whatever, 4 

various things, yes.   5 

COMMISSIONER HARRIS:  Right.  I just want to 6 

make sure that any of these measures—they have to get 7 

done.  They need to get done, and time is of the 8 

essence.  And I know the timing of such with recovery 9 

and cost recovery makes it a little tricky, but I 10 

just didn’t know if you saw of any issues yet. 11 

MR. WORDEN:  Not yet, but eventually, 12 

they’re going to want cost recovery.  And I know, 13 

obviously, in a Con Ed rate case, the vast majority 14 

of the dollars they’ve mentioned for storm hardening 15 

is forward looking.  It’s going to be addressed in 16 

the rate case. 17 

COMMISSIONER HARRIS:  Okay.   18 

CHAIRMAN BROWN:  Commissioner Acampora? 19 

COMMISSIONER ACAMPORA:  Mike, you had 20 

mentioned that most of the focus was going to be 21 

where Hurricane Sandy hit most.  But just the year 22 

before, we had Tropical Storm Lee and Hurricane 23 

Irene, which hit other areas of the state.  Now, have 24 

those utilities that covered those areas made full 25 
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implementation of their hardening plans in response 1 

to those two storms? 2 

MR. WORDEN:  If you look at the footprint 3 

from Irene and Lee combined, that’s the Binghamton 4 

area, which NICIG has done a lot of work there prior 5 

to Sandy to address these kind of flooding issues 6 

there.  So that was already underway and largely 7 

completed.   8 

If you look at the footprint of Sandy on top 9 

of just Irene, it’s pretty close to the same 10 

footprint.  So we’re dealing with the same areas.  11 

NICIG’s Brewster area, Con Ed’s service territory, 12 

ONR, and the bottom part of Central Hudson, it’s the 13 

footprint’s about the same.  But the magnitude of the 14 

flooding for those utilities was much, much, much 15 

greater.   16 

And the flooding from Lee, that was pretty 17 

much NICIG and a little bit of Niagara Mohawk type 18 

stuff.  And again, Niagara Mohawk made upgrades that 19 

they had to do for that.  So I think in the stuff 20 

we’re doing now, it’s covering both events. 21 

CHAIRMAN BROWN:  So, Mike, would you say 22 

what’s happening differently—we’ve been used to wind 23 

events.  We’ve had wind events forever or icing 24 

events.  I mean, those sort of things have taken out 25 
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our system for 100 years.  What seems to be new in 1 

the last couple years with these storms have been the 2 

flood events, whether it’s in Binghamton taking out 3 

places that had never seen waters before, Long Island 4 

places that had never seen, or New York City.  And 5 

that seems to be where—if I’m hearing correctly, 6 

that’s—I know we’re increasing vegetation management 7 

and doing those sort of things as well.  But they’re 8 

preparing more for flood events than they have in the 9 

past.   10 

MR. WORDEN:  The difference with Sandy was 11 

the flooding.  I mean, we’ve seen flood events 12 

before.  There was a flood event in 2006, and then 13 

there was Lee, which was significantly worse than 14 

that.  But again, it was focused on a small area of 15 

the state.  Sandy really caused this huge, if you 16 

include Long Island in it, swath of flooding area, so 17 

way above and beyond anything that we really even 18 

considered.  That’s what makes it quite different. 19 

CHAIRMAN BROWN:  That’s right.  Look at what 20 

happened in Schoharie, what happened in Broome 21 

County.  I mean, it was floods that caused most of 22 

the damage. 23 

MR. WORDEN:  Yeah, absolutely. 24 

COMMISSIONER ACAMPORA:  Well, I just worry 25 
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about wet snow. 1 

CHAIRMAN BROWN:  We’re doing summer 2 

readiness, so I think that one I can say we’re pretty 3 

good on. 4 

COMMISSIONER ACAMPORA:  Yeah, I know.  But 5 

still, nonetheless, we’ve had tornados.  Last year, 6 

we had tornados, several in Queens and Brooklyn.  So 7 

you never know where these things are going to pop 8 

up.  We’ve had them in Westchester.  And I just think 9 

that where some areas might not have been hit before, 10 

as you say, preparedness has to encompass all areas 11 

of the state, because you just never know what Mother 12 

Nature’s going to deal out to you. 13 

CHAIRMAN BROWN:  Why don’t we move on to 14 

Paul, who can tell us what’s happening in the land of 15 

prices? 16 

MR. DARMETKO:  Good afternoon, Chairman 17 

Brown.  Good afternoon, commissioners.  I’ll be 18 

providing you with a summary of how the utilities 19 

have performed in reducing the electric supply price 20 

volatility of their full service residential 21 

customers over the projected full service residential 22 

slide portfolio composition that the utilities have 23 

planned for this year, compare last summer’s electric 24 

prices to this coming summer’s projected market 25 
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prices, provide you with some information on the 1 

energy and capacity’s markets, as well as supply 2 

cost.   3 

And then, finally, we’ll provide you with a 4 

look at how New York State’s industrial prices 5 

compare to the national average.   6 

Here we have displayed the New York ISO spot 7 

market volatility and the statewide average full 8 

service residential portfolio volatility.  As you can 9 

see, the market price experienced a major uptick in 10 

volatility at the beginning of 2013.  This was mainly 11 

driven by a spike in natural gas prices in the 12 

Northeast.   13 

These relatively high gas prices 14 

consequently increased the electric market prices 15 

significantly in January and February.  However, as 16 

you can also see from the chart, due to the 17 

commissions hedging policies and the utilities 18 

hedging practices, the statewide full service 19 

residential portfolio volatility remained relatively 20 

stable.   21 

Just for point of reference, for the 12 22 

months ending February 14, the portfolio volatility 23 

was about 70% less volatile than the market 24 

volatility.   25 
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On this slide, we show a comparison of the 1 

2009 and 2014 projected statewide full service 2 

residential portfolio compositions.  Staff has been 3 

tracking the utilities’ residential supply portfolios 4 

since around 2008.  Since then, the volatility of the 5 

electric market has come down quite a bit, as you saw 6 

in the prior slide, with the exception of the recent 7 

uptick.   8 

As a result, the utilities over the last few 9 

years have modified their portfolios to better 10 

reflect the lower market price volatility, as well as 11 

the overall lower market price.   12 

As you can see on the right side of the 13 

slide, this year about half of the portfolio is 14 

comprised of fixed price contracts, while the 15 

remaining half includes mostly spot market purchases 16 

followed by a relatively small amount of utility zone 17 

generation, index price contracts, and options 18 

contracts. 19 

Here we’ve displayed the projected average 20 

of New York mercantile exchange market price that we 21 

reported to you last year in green, the average 22 

actual historic market price in blue, and the average 23 

estimated New York mercantile exhaust market price in 24 

red for the summer season in three zones, New York 25 
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City, Hudson Valley, and West. 1 

As you can see, it’s expected that this 2 

summer’s market prices will be higher than last 3 

summer’s, mainly due to a projected increase in 4 

natural gas prices from last year.  However, if you 5 

compare this year’s projected market price to recent 6 

past years—next slide—you’ll see that 2013’s prices 7 

are expected to be comparable to 2010-2011. 8 

There are two primary cost elements for 9 

consumers in corresponding revenue streams for 10 

generators:  Energy and capacity.  On this slide, we 11 

show how the day ahead energy market prices have 12 

changed in recent years.  As you can see, in the last 13 

four years, prices have been significantly lower than 14 

they were in 2008.  This is mainly due to the 15 

significant decline in natural gas prices that began 16 

to take place in 2008 which continued through 2012. 17 

Next slide.  The next two slides show 18 

monthly capacity spot market prices for the so-called 19 

rest of the state and the New York City markets.  As 20 

you know, there’s been a wave of moth balling and 21 

retirement notices from generators in the past few 22 

years, of which last year multiple plants actually 23 

did retire. 24 

As you can see on this slide, the summer 25 
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capacity prices dropped quite a bit from 2009 through 1 

2011.  The key reasons were generally speaking excess 2 

capacity and lower demand.  Prices did increase in 3 

2012, which was mainly due to the generating units 4 

retiring as well as higher installed capacity and 5 

reserve requirements throughout the state.   6 

Next slide.  Oh, sorry, back one.  This 7 

slide just shows comparable information for the New 8 

York City markets, again with the plant retirements 9 

as well as higher installed capacity and reserve 10 

requirements.  The capacity prices, as you see, went 11 

up in 2012.   12 

Next slide.  Here we have provided a look at 13 

how the statewide electric supply cost would have 14 

been if all energy and capacity had been priced out 15 

at market.  From the slide, you can see that electric 16 

supply cost over the last few years on average have 17 

been a little bit over half of what they were back in 18 

2008.  But to put it into even better perspective, 19 

the electric supply cost in 2008, around $17 billion.  20 

And in 2009, they dropped down to about $9 billion 21 

and then stayed fairly steady through 2012.   22 

This is real money, and it’s good news for 23 

customers.  While some utility customers may not have 24 

experienced a one-to-one supply cost reduction on 25 
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their bills due to hedging, overall, customer supply 1 

costs have gone down considerably.  Larger customers 2 

on market rates would have experienced almost a one-3 

to-one cost reduction in their supply. 4 

So what does this mean?  Next slide, please.  5 

So in light of the wholesale market prices decreasing 6 

over the last few years, we also took a look at how 7 

New York State fairs when compared to the rest of the 8 

nation.  One metric that one could use for this 9 

comparison is industrial retail prices.   10 

Using information that we’ve obtained from 11 

the U.S. Energy Information Administration, here we 12 

show that New York State’s industrial prices were 13 

about 50% higher for a number of years up until 2008.  14 

But since then, the position’s been improving due to 15 

a number of factors, including the wholesale energy 16 

price in New York State coming down, as well as the 17 

elimination of National Grid’s competitive transition 18 

chart at the end of 2011, which made a pretty large 19 

portion of the National Grid’s industrial customers’ 20 

delivery bills. 21 

As a result, you’ll see that in 2012, for 22 

the first time in over a decade, New York State’s 23 

industrial retail prices were slightly below the 24 

national average.  That concludes this presentation.  25 



PROCEEDINGS 

Ubiqus/Nation-Wide Reporting & Convention Coverage 

22 Cortlandt Street –  Suite 802, New York, NY 10007 

Phone: 212-227-7440 * 800-221-7242 * Fax: 212-227-7524 

104 

Any questions? 1 

CHAIRMAN BROWN:  Yeah, I’m happy to see 2 

that.  I think it really tells a big story.  That 3 

does not mean everybody in the state pays the same 4 

industrial rate and is below the national average.  5 

It depends where you are.  It depends on access to 6 

NYPA power.  It depends on a lot of different things.  7 

But it’s great to see New York State, at least in the 8 

industrial sector, so competitive.  Any other 9 

comments or questions for Paul? 10 

Seeing none, I’d like to thank all of you 11 

for the summer readiness report.  And hopefully, all 12 

will go smooth and we don’t have to have you back to 13 

report on what went wrong.  14 

The next item for discussion is Item 501, 15 

Case 13-C-0161 and 10-C-0202, Report on Verizon 16 

Service Quality During the First Quarter of 2013, 17 

presented by—the table really cleared out there—18 

presented by Chad Hume, Director of Office of 19 

Telecommunications.  Chad, let’s begin. 20 

MR. CHAD HUME:  Good afternoon, Chairman 21 

Brown and commissioners.  Item 501 will address 22 

staff’s report of Verizon service quality during the 23 

first quarter of 2013.  In addition, it should be 24 

noted that the company has paid the monetary penalty 25 
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associated with having not met the percent out-of-1 

service troubles lasting more than 24 hours or out-2 

of-service greater than 24 metric in January through 3 

April of this year in the New York City area. 4 

I will first discuss this recent 5 

development.  As you recall, Verizon Service Quality 6 

Improvement Plan, or SQUIP, requires the company’s 7 

repair efforts to focus on what we term core 8 

customers.  Core customers are the approximately 8% 9 

of Verizon customers who either have no competitive 10 

wire line alternative or who are lifeline customers 11 

or have special needs, such as the elderly or people 12 

with medical issues. 13 

Under the SQUIP, should repair performance 14 

fall below established thresholds for core customers, 15 

Verizon is subject to a penalty action pursuant to 16 

Public Service Law Section 25.  In each of the first 17 

four months of this year, the company failed to meet 18 

the out-of-service greater than 24 metric in the New 19 

York City area.   20 

Consistent with the requirements of the 21 

SQUIP, the item before you recommends that the 22 

commission issue an order to show cause why a penalty 23 

action pursuant to Public Service Law Section 25 24 

should not be initiated against Verizon for failing 25 
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to achieve the commission-ordered performance for the 1 

out-of-service greater than 24 metric in the New York 2 

City area for each of the first three months of 2013.   3 

However, yesterday, the company agreed to 4 

pay the monetary penalty for not meeting the out-of-5 

service greater than 24 metric in the first four 6 

months of 2013, rendering the show cause order moot.  7 

The amount of the penalty was $400,000. 8 

Further, it should be noted that Verizon is 9 

currently meeting the out-of-service greater than 24 10 

metric in New York City area for the month of May.  11 

The company also indicated to staff that it has 12 

returned to a business-as-usual position in the New 13 

York City area with regard to this metric. 14 

Other than those misses, Verizon met both 15 

timeliness repair metrics in all five geographic 16 

reporting areas during the first quarter of 2013.  17 

With regard to network reliability, Verizon’s 18 

performance for network reliability is measured by 19 

the companywide customer trouble report rate metric, 20 

met the threshold for this metric during each month 21 

of the first quarter of 2013. 22 

A second customer trouble report rate metric 23 

addresses individual central office performance.  For 24 

the first quarter of 2013, only 12 of the company’s 25 
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539 central offices missed this metric. 1 

As to the answer time performance of the 2 

company’s two call answer centers, both finished the 3 

first quarter of this year by meeting the answer time 4 

metric each month.   5 

Lastly, consumer complaints to the 6 

department did slightly worsen in the first quarter 7 

of 2013.  Staff continues to meet with the company on 8 

a monthly basis to review its service quality 9 

efforts.  And this concludes my presentation on 501.  10 

I’d be glad to entertain any questions or comments. 11 

CHAIRMAN BROWN:  Commissioner Acampora? 12 

COMMISSIONER ACAMPORA:  Chad, in those areas 13 

that we just talked about, was most of that where the 14 

devastation of the system by Sandy took place? 15 

MR. HUME:  Yeah, the New York City, where 16 

they did miss those metrics for the first four months 17 

of this year was primarily focused in New York City. 18 

COMMISSIONER ACAMPORA:  Okay.  Thank you. 19 

CHAIRMAN BROWN:  Okay.  No other comments or 20 

questions.  Thank you.  So I believe the last item 21 

for discussion today is Item 502, 13-C-0197, Tariff 22 

by Verizon to Introduce Use of a Wireless Technology 23 

as an Alternative to Repairing Damaged Facilities, 24 

presented by Chad Hume, Director of Office of 25 
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Telecommunications.  Chad. 1 

MR. HUME:  Good afternoon, again. 2 

[crosstalk] 3 

CHAIRMAN BROWN:  --to answer any questions 4 

as well. 5 

MR. HUME:  Item 502 addressees a proposed 6 

tariff amendment by Verizon New York that would allow 7 

it to introduce the use of wireless technology in its 8 

network.   9 

As you recall from my presentation last 10 

month, Super Storm Sandy devastated the coastal 11 

region of New York in October 2012.  One of the 12 

hardest hit areas was Fire Island, a popular summer 13 

vacation area located off the southern shore of Long 14 

Island.  Verizon reported to us that much of its 15 

facilities on the western portion of Fire Island were 16 

damaged beyond repair by Sandy. 17 

Due to the reportedly high cost of replacing 18 

these facilities and the risk of further damage and 19 

destruction to wire line facilities in the event of 20 

future severe storms, Verizon indicated that it would 21 

like to deploy a wireless service offering in the 22 

western portion of Fire Island.   23 

Verizon’s tariff would allow it to offer a 24 

hybrid wire line wireless service known as Voice Link 25 
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in situations such as this, where a substantial 1 

portion of its outside plant facilities have been 2 

destroyed, rendered unusable, or beyond reasonable 3 

repair.   4 

The company also proposes to offer Voice 5 

Link under other broader circumstances, when it can 6 

demonstrate, for example, that the use of Voice Link 7 

is reasonable in light of geographic situations or 8 

the availability of competitive alternatives or 9 

competitive facilities.   10 

Although Voice Link utilizes the same 11 

wireless technologies as the convention cell phone, 12 

Voice Link will be similar in many respects to 13 

traditional wire line services.  According to 14 

Verizon, Voice Link service will provide customers 15 

with the ability to make and receive local and long-16 

distance voice telephone calls and to access 17 

emergency services with E-9-1-1 capability, director 18 

assistive services, and telecommunications relay 19 

services. 20 

In addition, directory listings will be 21 

available as well as the availability of non-22 

published listings.  For both residential and 23 

business customers, the price for Voice Link will be 24 

able the same price as current landline service 25 
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packages and will include features comparable to or 1 

more extensive than those in currently offered 2 

packages.  3 

The proposed tariff protects commissions 4 

requirements related to customer protection, customer 5 

complaints, service quality, safety, and reliability.  6 

However, in other respects, Voice Link will be 7 

materially different from traditional wire line 8 

services.  Unlike wire line, Voice Link requires 9 

commercial electrical power, resulting in no service 10 

if power is lost for a long period of time and the 11 

battery backup fails.   12 

Fax machines, medical alert, and home 13 

security monitoring systems, as well as credit card 14 

machines will not work with Voice Link.  And DSL 15 

services will also no longer be available. 16 

As currently provisioned, Voice Link 17 

requires customers to use mandatory ten-digit dialing 18 

instead of the seven digits they currently dial for 19 

local calls.  And the service will not allow calls to 20 

certain specialized phone numbers, such as 900 and 21 

976 premium rate services.  Also, Voice Link will not 22 

allow customers to accept collect calls or to connect 23 

to the operator by dialing 0.  24 

Under the proposed tariff language, Verizon 25 
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must certify and demonstrate to the commission that a 1 

substantial portion of its facilities in a particular 2 

area were destroyed, rendered unusable, or beyond 3 

reasonable repair.  While we recognize that Verizon’s 4 

facilities were certainly impacted and in need of 5 

repair on the western part of Fire Island, we have 6 

still not completed our review of the company’s 7 

supporting documentation filed this past week. 8 

Nevertheless, we are aware that Voice Link 9 

could provide adequate telephone services to the many 10 

seasonal residents and visitors who are now returning 11 

to Fire Island.  Therefore, while our review 12 

progresses, we recommend that the commission allow 13 

the tariff to go into effect on short notice as the 14 

company requested, subject to additional review. 15 

We also recommend a further review of Voice 16 

Link’s service on Fire Island to determine 17 

authorizing the continuation of Voice Link services 18 

in the future and for any need to modify the service.  19 

In order to facilitate this further review, Verizon 20 

will be directed to file with the commission no later 21 

than November 1
st
, 2013, a report evaluating the 22 

provision of the service to Fire Island customers 23 

during the coming season.   24 

Prior to the submission of the report, staff 25 
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will monitor and oversee the Voice Link service on 1 

Fire Island, including service quality, outages, and 2 

repair needs.  We also recommend that the commission 3 

issue a notice to seek public comments on the 4 

company’s tariff and a certification and 5 

demonstration for the western part of Fire Island.  6 

To date, we have already received some initial 7 

comments regarding the proposal.   8 

Verizon indicates that it has provided 9 

approximately 130 customers served by Voice Link with 10 

a terms of service agreement, which contains language 11 

that is not consistent with its proposed tariff 12 

provisions and could cause customer confusion.  We 13 

therefore also recommend that the commission direct 14 

the company to file its revised terms of service 15 

agreement complying with our requirements no later 16 

than May 20
th
, 2013, this coming Monday.   17 

Verizon will also be required to provide 18 

customers with an annual notification of rights at 19 

the time service is initiated and annually 20 

thereafter.   21 

Finally, as mentioned earlier, the proposed 22 

tariff would also apply beyond Fire Island, where the 23 

company demonstrates to the commission’s satisfaction 24 

that the use of Voice Link is reasonable in light of 25 



PROCEEDINGS 

Ubiqus/Nation-Wide Reporting & Convention Coverage 

22 Cortlandt Street –  Suite 802, New York, NY 10007 

Phone: 212-227-7440 * 800-221-7242 * Fax: 212-227-7524 

113 

customers’ geographic location, the availability of 1 

competitor facilities, or in light of other criteria 2 

acceptable to the commission.  3 

We believe that this proposal introduces 4 

market exit issues and the commission should not 5 

approve this provision until it is further reviewed.  6 

Therefore, we recommend that the commission suspend 7 

the portion of Verizon’s proposed tariff related to 8 

the expansion of Voice Link to other areas of the 9 

state.  The commission should also seek public 10 

comments on this aspect of Verizon’s proposal. 11 

The tariff is scheduled to take effect June 12 

2
nd
, 2013.  But Verizon asks that the commission allow 13 

the tariff amendment to take effect on short notice 14 

on May 18
th
, 2013, in order to restore service as 15 

quickly as possible to the western portion of Fire 16 

Island that was damaged as a result of Super Storm 17 

Sandy. 18 

It is recommended that the commission do so 19 

with the exception of language which would allow 20 

expansion to other areas.  For this provision, we 21 

recommend that the language be suspended pending 22 

further public comment and analysis.  This concludes 23 

my presentation on Item 502, and I welcome any 24 

discussion, comments, or questions. 25 
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CHAIRMAN BROWN:  Just one clarification.  1 

You mentioned that there are a number of people that 2 

already have terms of service agreements— 3 

MR. HUME:  [interposing] Correct. 4 

CHAIRMAN BROWN:  --but that we’re requiring 5 

them to revise their terms of service agreement.  6 

Provision on this order to make sure that the people 7 

who had the original terms of service agreement are 8 

updated when the new one arrives? 9 

MR. HUME:  I believe we do have that covered 10 

in the order. 11 

CHAIRMAN BROWN:  All right.  Because I think 12 

that’s important for— 13 

[crosstalk] 14 

MR. HUME:  That’s our— 15 

[crosstalk] 16 

CHAIRMAN BROWN:  --for the consumers that 17 

may have signed under a different plan. 18 

MR. MCGOWAN:  Yes, that is true that there 19 

is that provision.  I’d also like to point out that 20 

the terms of service is an important document, 21 

because there’s some educational things that are 22 

conveyed in that to the customers.   23 

So a standard is set forth in the draft 24 

order.  And we feel it’s important for us to complete 25 
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this terms of service quickly.  And so I think the 1 

order should set forth the standard, making it 2 

consistent with the tariff and having it subject to 3 

approval by the director of the office of 4 

telecommunications, because I think it’s important 5 

that we complete this hopefully by the end of next 6 

week as we’re anticipating the Memorial Day weekend, 7 

where a lot of people will come back and start 8 

signing up. 9 

CHAIRMAN BROWN:  Right.  We want to get the 10 

correct terms of service into people’s hands— 11 

MR. MCGOWAN:  [interposing] Right. 12 

CHAIRMAN BROWN:  --so that they understand 13 

what they’re getting. 14 

COMMISSIONER HARRIS:  Chad, can I just get 15 

clarification on the expansion of using Voce Link 16 

into other areas so that the recommendation is to not 17 

allow Verizon to expand? 18 

MR. HUME:  Right.  There’s two parts of the 19 

tariff.  There’s an A part and a B part.  The B part 20 

was granting Verizon the ability to offer this 21 

service in other geographic areas based upon some 22 

criteria that the commission would approve, 23 

competitive issues, and the like.   24 

We are recommending that that portion of the 25 
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tariff be suspended and that we seek additional 1 

comment and process on that portion of the tariff. 2 

COMMISSIONER HARRIS:  Why not go forward, 3 

though?  I mean, are you anticipating getting 4 

comments from—I mean, what is it that we’re waiting 5 

for?  You’re waiting for the process for the 6 

comments?  Is that what you’re— 7 

MR. HUME:  [interposing] Yeah, I mean, I 8 

think we’re envisioning going through a proceeding 9 

that would seek public comment on that portion of the 10 

tariff while we develop a recommendation as to what 11 

to do with that portion of the tariff and coming back 12 

to the commission. 13 

COMMISSIONER HARRIS:  My hesitation in doing 14 

that, and you know I’m a process preemie, and I love 15 

to get as many comments and over process things to 16 

death, but I almost want it to be like a pilot 17 

program and to see in different areas and different 18 

regions that we might have better data if we allow to 19 

go forward in other areas and Voice Link and other 20 

issues that might pop up if we allow Verizon in 21 

limited areas to use this Voice Link, in wherever 22 

areas that they would have to still qualify for those 23 

standards that we set forward that perhaps—I know it 24 

was written in the tariff, but do— 25 
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CHAIRMAN BROWN:  [interposing] I think I 1 

agree with you.  I’m not sure this is exactly a pilot 2 

program.  I might describe it more as a temporary 3 

program because of the very unique circumstances on 4 

Fire Island.  But I think it is an opportunity to 5 

really understand what the strengths and the 6 

weaknesses of this system are.  I think Chad 7 

mentioned some of the services that it may not be 8 

able to provide.  There’s also some advantages.  My 9 

understanding is that there’ll be free unlimited 10 

long-distance calling associated with this because 11 

it’s a wireless service.   12 

So what I think we’re going to be really 13 

interested in at the end is to see how well this 14 

worked, how reliably it worked, how satisfied the 15 

customers are, what the quality of the system is, all 16 

those things that we get an opportunity here.  And I 17 

think their second half was, “Can’t we do this 18 

elsewhere at the same time?”  And I’m not sure we’re 19 

ready to— 20 

COMMISSIONER HARRIS:  [interposing] But I’m 21 

not persuaded that—again, we still have that it’s a 22 

temporary basis.  We still have the right at any 23 

point and the authority to cease and desist the use 24 

of it if something comes to our attention.   25 
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Fire Island, to me, it’s a very unique 1 

location and a very limited set of circumstances 2 

surrounding the use.  But I would like to see before 3 

we—to really analyze the use of this to see it in 4 

different geographical areas, different populations, 5 

or different circumstances that the need for a Voice 6 

Link might arise. 7 

MR. MCGOWAN:  Maybe the way I would say this 8 

is we’re suspending for now the B portion, which 9 

would attempt to articulate all the different 10 

criteria, but that doesn’t preclude the company from 11 

coming forward with a concrete, specific proposal to 12 

provide this alternative service someplace else.  And 13 

we could consider that.   14 

I think the challenge here is we’re making 15 

new ground.  This is a novel approach.  We’re trying 16 

to embrace it and study it and take it one step at a 17 

time.  And this doesn’t preclude the company from 18 

coming forward with another concrete use for this 19 

that the commission could evaluate. 20 

COMMISSIONER HARRIS:  But I’m concerned that 21 

applying to the commission, it’s not going to be a 22 

quick response.  It doesn’t have the same 23 

flexibility, I think, by doing that.  So I would 24 

almost say, isn’t there a hybrid that we could do, 25 



PROCEEDINGS 

Ubiqus/Nation-Wide Reporting & Convention Coverage 

22 Cortlandt Street –  Suite 802, New York, NY 10007 

Phone: 212-227-7440 * 800-221-7242 * Fax: 212-227-7524 

119 

granting a broader range or another are, but having 1 

to notify and talk to Chad?  Isn’t there some other 2 

hybrid solution other than saying just Fire Island?   3 

I mean, I would propose that we allow in 4 

other areas if Verizon meets the requirements.  They 5 

still have to prove to meet a certain standard that 6 

this is an alternative and communicate with director 7 

of telecommunications or something just to provide a 8 

little bit more nimbleness for these alternatives.  9 

That would be my proposal at least so we can gather 10 

some more data on Voice Link as an alternative and 11 

actually study it a little bit more deeply. 12 

CHAIRMAN BROWN:  You know, if we didn’t face 13 

the emergency in Fire Island, I would think we might 14 

have a little more methodically have worked our way 15 

through the testing of these alternative systems.  16 

We’re facing an emergency or whatever in Fire Island, 17 

where at least preliminarily it looks like there’s a 18 

lot of evidence that this provides a service at a 19 

much lesser cost than trying to rebuild the system.  20 

Maybe we’ll find out that’s what needs to be done. 21 

But this is a place where I understand has 22 

500 year-round residents and 10,000 seasonal 23 

residents.  So the place is going to be poured into.  24 

And so, I guess, let’s take advantage of the fact 25 
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that we’ve got to move quickly here, that we can get 1 

some real practical experience.   2 

I’m not ready yet to say this should be 3 

applied in other areas yet until we do some of the 4 

analysis that we would want to do that’s been done at 5 

Fire Island and make sure that that would be the best 6 

approach to take. 7 

So I’m conceptually agreeing with you, but I 8 

think we should use Fire Island as the “pilot” at 9 

this point to find out how this really performs. 10 

COMMISSIONER HARRIS:  But what are the 11 

other—I mean, do we even know what the other areas 12 

are that the company would want to use this Voice 13 

Link service? 14 

MR. HUME:  I do not know that they’ve 15 

identified any other areas at this point. 16 

COMMISSIONER HARRIS:  Any other areas. 17 

CHAIRMAN BROWN:  That’s part of the 18 

vagueness.  So I agree with Peter.  I think by 19 

suspending it - - .  We’re not rejecting.  We’re 20 

suspending it to leave it open so that, if there’s 21 

other applications that quickly arise, that they can 22 

identify and that we can study whether this provides 23 

a reasonable alternative.  We can do so fairly 24 

quickly.  But to do a vague, open-ended tariff at 25 
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this point I think is a little more—we need more 1 

experience in evidence how this works. 2 

COMMISSIONER SAYRE:  I think we can say, 3 

though, that it’s the sense of the commission that 4 

we’re not absolutely in advance ruling out any 5 

possible further application of this if the company 6 

comes forward with a concrete proposal where it makes 7 

sense.  I think they can always file a petition.  And 8 

we can take a look at any specific application that 9 

they’d like to propose in the future.  But like the 10 

chairman, I’m a little hesitate to suggest or 11 

authorize something now. 12 

CHAIRMAN BROWN:  Something open-ended yeah. 13 

COMMISSIONER SAYRE:  But we are authorizing 14 

something now.  We’re authorizing them to do it on 15 

Fire Island. 16 

CHAIRMAN BROWN:  Something more now.   17 

COMMISSIONER SAYRE:  Right. 18 

CHAIRMAN BROWN:  Yeah, I support this 19 

recommendation, and I’d like to point out as a tech 20 

junky that this is really a very innovative and 21 

cleverly designed piece of equipment that preserves 22 

voice service without the requirement of rebuilding a 23 

copper network that simply might not get enough 24 

customers to make it economically rational to build.  25 
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So it’s a nice technical solution, and I look forward 1 

to seeing how it works. 2 

COMMISSIONER ACAMPORA:  I have a question. 3 

CHAIRMAN BROWN:  Comment? 4 

MS. ACAMPORA:  No, a question.  Chad, we 5 

know that New Jersey was pretty well destroyed also.  6 

Have you talked to your counterpart in New Jersey—oh, 7 

my God.  I did it.  I did— 8 

[laughter] 9 

MR. HUME:  Yeah, let me turn to Greg, 10 

because Greg had some conversations with New Jersey. 11 

MR. PATTENAUDE:  Yes, Commissioner, I have 12 

had conversations with staff from the New Jersey 13 

Public Utilities. 14 

MR. HUME:  Everybody, be very careful now. 15 

MR. PATTENAUDE:  Yeah, 16 

[crosstalk] 17 

MR. PATTENAUDE:  And they have similar 18 

situations.  They do have barrier islands there, and 19 

they are concerned about how the service is going to 20 

be restored.  And I think Verizon has discussed the 21 

use of Voice Link there too.  I don’t think they’ve 22 

ruled it out yet there, but it’s being considered 23 

there. 24 

COMMISSIONER ACAMPORA:  Has Voice Link been 25 
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used anyplace else? 1 

CHAIRMAN BROWN:  Well, it’s been used all 2 

over the country as a technology, but not in lieu of. 3 

COMMISSIONER ACAMPORA:  Right. 4 

MR. PATTENAUDE:  I believe in Florida is one 5 

of the other areas that was identified, at least 6 

initially, where Voice Link may be used. 7 

COMMISSIONER ACAMPORA:  Yeah, only because I 8 

envision the weather is more unpredictable.  Bad 9 

storms come.  So to have a good technology I think is 10 

pretty important.  And I think this is going to be a 11 

pretty good look at something to see if it can fill 12 

the interim when a system is destroyed.   13 

And the other thing I just want to make note 14 

of, that I’m really pleased with the terms of 15 

service.  You know how important consumer protection 16 

is to this commission.  And so to have that in the 17 

tariff in the terms of service is, I think, 18 

monumental.  People need to know that somebody is 19 

there looking out after them, because this will be 20 

untested for those folks on Fire Island.  So I think 21 

they need to know the Public Service Department and 22 

the commission will be looking out after them. 23 

CHAIRMAN BROWN:  I’ll take that one step 24 

further, and I’d like to direct Sandy and Doug’s 25 
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groups to kind of monitor the system as we go along.  1 

If there’s a lot of complaints, we should be alerted 2 

early what’s going on and then formally in the review 3 

process in the fall really kind of monitor and track 4 

what the complaints are, what the concerns are, what 5 

works, what doesn’t work.  Let’s have that too. 6 

COMMISSIONER ACAMPORA:  Oh, I think they 7 

will be coming to us right away. 8 

CHAIRMAN BROWN:  Oh, I’m sure they will, but 9 

I just wanted to put it on the record here today. 10 

COMMISSIONER ACAMPORA:  Yeah. 11 

CHAIRMAN BROWN:  Any other comments or 12 

questions?  Yes? 13 

COMMISSIONER HARRIS:  Mr. Chairman, I’m just 14 

going to ask that I will probably be a yes on Part A, 15 

but a no dissent in part and would like to go a step 16 

forward if that’s possible—a step further in granting 17 

a little bit more authority for Voice Link services 18 

outside of Fire Island.  But I do want to show my 19 

support in this piece of it.  So if I can dissent in 20 

part— 21 

CHAIRMAN BROWN:  [interposing] I’m looking 22 

at the general counsel.  Dissent in part work for 23 

this?  Okay. 24 

COMMISSIONER  HARRIS:  Okay.  Thank you.   25 
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CHAIRMAN BROWN:  So we have a recommendation 1 

to conditionally approve Verizon’s tariff filing to 2 

introduce the Voice Link services described by Chad.  3 

We’ve got some follow-ups that we’re requiring them 4 

to file, you to approve to the terms of service, and 5 

get the information and a process to get that 6 

information to the people who have signed up already.  7 

We are suspending the Part B of the tariff.  8 

I just want to be clear, suspending Part B of the 9 

tariff.  So Commissioner Harris has announced that 10 

she will dissent in part on the suspension of Part B 11 

and support the conditions on Part A. 12 

So with that, all those in favor of the 13 

recommendations, please say, “Ay.”  Ay.  Opposed?  14 

With yours, we’re all set.  The recommendation is 15 

adopted.   16 

Madam Assistant Secretary, is there anything 17 

else to come before us here today? 18 

MS. LYNCH: No, Mr. Chairman.  That completes 19 

today’s agenda.  The next regularly scheduled session 20 

will be held on June 13
th
 here in Albany beginning at 21 

10:30 a.m.  22 

CHAIRMAN BROWN:  The meeting is adjourned.   23 

[END OF HEARING] 24 
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