
STATE OF NEW YORK
PUBLIC SERVICE COMMISSION

At a session of the Public Service
  Commission held in the City of

             New York on November 28, 2000

COMMISSIONERS PRESENT:

Maureen O. Helmer, Chairman
Thomas J. Dunleavy
James D. Bennett
Leonard A. Weiss
Neal N. Galvin

CASE 00-G-1456 - Petition of Consolidated Edison Company of New
York, Inc. for Approval of a Response to the
Commission's Policy Statement Issued
November 3, 1998, filed in C. 97-G-1380.

ORDER AMELIORATING WINTER GAS BILLS AND
RESTRUCTURING GAS RATES AND OPERATIONS

(Issued and Effective November 29, 2000)

BY THE COMMISSION:

INTRODUCTION

On November 7, 2000, seven parties1 filed an "Interim

Settlement Agreement" (Joint Proposal) concerning some of the

issues raised by the July 19, 2000 Response of the Consolidated

                    
1 The seven parties are the Consolidated Edison Company of New
York, Inc., Department of Public Service Staff, Amerada Hess
Corporation, KeySpan Energy Services, National Energy
Marketers Association, the Small Customer Marketer Coalition,
and the State Consumer Protection Board.  Con Edison
Solutions, Inc. and the New York Energy Buyers Forum
subsequently executed the document.  The nine parties listed
are collectively referred to as the "Signatories."
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Edison Company of New York, Inc. to our Gas Policy Statement.2

The filing is designed to help ameliorate high bills that are

anticipated in the coming winter months and to take steps

towards restructuring the utility's gas rates and operations.

The Signatories plan to propose further restructuring in the

future, to be effective by October 1, 2001.  At this time, they

ask us to adopt all the terms of their Joint Proposal.

In a notice issued November 7, 2000, interested

parties were invited to comment on the Joint Proposal, on or

before November 15, 2000.  Comments supporting its adoption were

submitted by Consolidated Edison Company of New York, Inc.

(Consolidated Edison), Department of Public Service Staff, the

State Consumer Protection Board, and the Small Customer Marketer

Coalition.3  Comments urging rejection of the proposal were

submitted by the Utility Workers Union of America, AFL-CIO,

Local 1-2 (Union).  The Union also filed unauthorized reply

comments, responding to some of Consolidated Edison's comments.

                    
2 Cases 93-G-0932 et al., Restructuring of the Emerging

Competitive Natural Gas Market, Policy Statement Concerning
the Future of the Natural Gas Industry in New York State and
Order Terminating Capacity Assignment (issued November 3,
1998).  A copy of the Joint Proposal is attached.

3 The latter is an ad-hoc coalition of independent energy
service companies involved in the retail sale of electricity
and gas in Consolidated Edison's service territory, and
elsewhere in New York and other states.
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SUMMARY OF THE JOINT PROPOSAL4

The signatories propose that the existing rate plan

continue through September 30, 2001, with some important

changes.  One proposed change is that $42.6 million be used to

minimize firm gas customers' bills, primarily over the four-

month period January 1, 2001 to April 30, 2001.5  That amount

would be provided to gas customers in the form of a credit of

$.77 per decatherm (dth) in each calendar month in which the

Monthly Gas Adjustment was greater than $1.25 per dth more than

it was in the corresponding month of the previous year.  No such

credit would be given in any month in which the gas cost

increase was lower than $1.25 per dth, but many parties are now

anticipating gas cost increases above $1.25 per dth.  In any

month where the $1.25 per dth increase did not occur, the funds

that were not used would remain available for use in subsequent

months through April, after which any remainder would be

deferred for future disposition by us.

The $42.6 million to be used for this purpose

comprises:  (1) an estimated $22.6 million that would otherwise

benefit customers over a longer period (the sum of $8.0 million

of interruptible sales credits, $2.6 million of unauthorized use

credits, and $12.0 million of excess earnings due customers for

the period ending September 30, 2000),6 and (2) $20.0 million

from the company's earnings.  Attachment B to the Joint Proposal

states that with an estimated $2.00 per dth (approximately 80%)

increase in gas prices over those in effect in the preceding

                    
4 All the terms of the Joint Proposal have been considered,

though not all are summarized here.

5 Some December bills would also be affected.

6 In effect, funds already due customers would be used for their
benefit on an accelerated basis.
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comparable period, the credits would cause bills in the coming

months to be 6.6%, 2.8%, 7.2%, and 7.3% lower than they would

otherwise be, for residential heating, residential cooking, non-

residential heating, and non-residential non-heating firm

customers, respectively.7

The Joint Proposal notes that the credit of $.77 per

dth would be slightly smaller if the level of excess earnings

for the most recent rate year were less than $12.0 million.  The

level of excess earnings is now known, however, and the full

$12 million is available for credits.

In exchange for the utility's $20.0 million, the

earnings sharing trigger would be raised prospectively from

13.0% to 14.0%.8  Ratepayers and shareholders would continue to

share earnings above that level on a 50%/50% basis, and we would

decide in the future the disposition of the ratepayers'

remaining share of any such earnings.  This arrangement offers

Consolidated Edison an opportunity to earn back some or all of

the $20 million it will provide to help minimize winter bills.

To further ameliorate winter bills, a one-year

surcharge of $.27465 per dth to collect $22 million of past gas

cost undercollections through the GAC would be delayed, with

interest, from January 1, 2001 to April 1, 2001.  Furthermore,

an ongoing small surcharge for recovery of an earlier gas cost

undercollection ($.07610 per dth) would continue beyond

November 30, 2000, when it otherwise would expire.  The effect

of this would be that the $22 million of past undercollections

                    
7 The percentage reductions for transportation customers with the

same projections would be even greater as shown in the same
Attachment.  The actual percentage reduction will depend on
the actual increase in the cost of gas.

8 A further proposed .1 percentage point increase in the sharing
trigger is discussed below.
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would be reduced to about $19 million before its recovery

commenced on April 1, 2001.

Another change proposed to the existing rate plan

would be the institution of a retail choice credit of $.24 per

dth for firm transportation customers (with some exclusions for

those customers who already have very low transportation rates).

Of this amount, the utility would absorb $.012 per dth.  This

credit, intended to reflect in part lower costs of serving

transportation customers and to help increase the migration to

transportation service, is expected to reduce transportation

bills by 5.5% to 7.2% (see Attachment A of the Joint Proposal).

Various sources of funds would be used to replace forgone

revenues, including the previously noted funds already due

customers, to the extent they exceed the $22.6 million applied

to bill amelioration credits; pipeline refunds; and the

customers' share of excess earnings above the sharing trigger in

the period ending September 30, 2001.  The balance needed to

fund the retail choice credit, if any, would be advanced by the

company and deferred for future recovery.  We understand, based

on recent past usage, that the retail choice credit might

warrant use of various funds and deferrals altogether totaling

approximately $7.0 million through the rate year ending

September 30, 2001.

Moreover, to encourage additional migration to

transportation service, an incentive mechanism is proposed by

which the utility's earnings sharing trigger would be further

raised from 14.0% to 14.1%.  The company would have to increase

its number of firm transportation customers by up to 15,000 in

the period ending September 30, 2001 for it to achieve the full

incentive.

The Joint Proposal also supports a few specific

restructuring changes, including the company offering virtual
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storage and an imbalance trading service effective April 1,

2001.  There is much customer interest in the latter service in

particular.  Supply standby service would also be modified, so

that the company could meet standby service obligations in the

future at market rather than contract prices, and marketers

could avoid a charge of $.08 per dth that would be eliminated.9

The company could defer up to $300,000 of its actual costs of

implementing its storage and imbalance trading restructuring

efforts.10  The company would also enter into a joint effort with

Staff concerning customer education and surveys of gas marketer

satisfaction.  Up to $500,000 of actual costs for these two

items could be deferred by the company.

The Joint Proposal otherwise summarizes the company's

position on issues on which it disagrees with Staff, includes

terms to avoid double-counting merger effects, and reiterates

terms of our previous rate and restructuring decision which

continue in effect.

SUMMARY OF COMMENTS

Signatories supporting the Joint Proposal focus on two

primary benefits they believe warrant its adoption.  First,

overall bill increases of 25% with a $2.00 per dth (80%)

increase in the cost of gas this winter would be ameliorated to

about 15% using $22.6 million of credits owed customers and

$20 million from the company.  The amelioration would also be

achieved by deferring the one-year amortization of approximately

                    
9 With this change, worth about $.08 per dth in savings, the
$.24 per dth retail choice credit, and the avoidance of the
GAC surcharge of $.27 per dth, firm transportation customers
would save $.59 per dth in this rate year versus firm service
customers.

10 We understand this and the next reference to "actual costs" to
refer to "actual, prudently incurred costs."
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$19 million of net gas cost underrecoveries for a prior period.

The Signatories contend the overall bill amelioration terms are

in the public interest and consistent with precedent.11  They

also suggest it is fair to increase the sharing trigger from 13%

to 14% to afford the company an opportunity to earn back some of

the $20 million it would provide.

Second, the Signatories assert that adoption of the

Joint Proposal would reasonably foster development of a

competitive gas market, consistent with our policy.  They

suggest this goal will be advanced principally by providing a

$.24 per dth credit to transportation customers in recognition

of the lower cost to serve them.  Consolidated Edison argues

that any deferral required because of this change would be

reasonable.  It notes, for example, that all customers are

eligible to migrate to transportation service and argues the

bill impact on firm customers is de minimis and immaterial in

comparison with the benefits that would be achieved.

The Signatories suggest a competitive gas market will

be advanced as well by Consolidated Edison offering virtual

storage to gas marketers, permitting gas marketers and customers

to trade end of month imbalances, and eliminating the outdated,

standby service obligation.  All these changes, they say, will

make it easier for gas marketers to do business in the company's

service territory at a small incremental cost.

The Signatories offer other reasons why adoption of

the Joint Proposal would result in just and reasonable rates.

These include that the outcomes meet a variety of customer,

shareholder, and marketer interests in a balanced way; that some

of the interests of parties who did not execute the Joint

                    
11 Case 00-G-1496, National Fuel Gas Distribution Corporation -

Gas Rates, Order Establishing Rates for Gas Service (issued
October 23, 2000), pp. 1, 2, 6, and 7.
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Proposal are nevertheless reflected in it; and that the Joint

Proposal falls within the range of outcomes that could

reasonably be anticipated if the case were decided after

litigation.

The Union opposes adoption of the Joint Proposal,

asserting that important interests of its 9,000 members employed

by Consolidated Edison are not met by it.  The Union faults the

Joint Proposal for its silence on job loss protection and on

education and training of employees, features it maintains would

be reasonable in the context of a transition to a fully

competitive gas market.

The Union is also concerned because the company,

ratepayers, and energy services companies would all benefit if

the Joint Proposal were adopted, while its members would not.

The Union asks that we ignore the utility's comments and that we

require employment protections as a condition if the terms of

the Joint Proposal are adopted.

In its comments, the company argues that what is being

sought is more than what the Union agreed to in its current

collective bargaining agreement and that our intervention on the

request would conflict with basic labor law principles and

violate notions of fairness and due process.  It adds that the

Joint Proposal's interim nature belies the suggestion that job

losses are significantly threatened.

In an unauthorized pleading, the Union replies that it

did not previously negotiate for job protections it says are

warranted by the Joint Proposal, because it was unaware of the

Joint Proposal at the time.  The Union also denies that our

consideration of its interests in this proceeding would be a

violation of any labor law principles or general notions of
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fairness.12  It suggests it would be unfair for us to refuse to

consider in this case a concern of its constituents that arose

only when the Joint Proposal was filed.

DISCUSSION AND CONCLUSION

Across the United States, natural gas prices are at

all-time highs and are expected to remain high during the coming

heating season.  We have no jurisdiction over the prices charged

for interstate and international natural gas.  In this context,

the Joint Proposal offers a reasonable three-pronged approach

for ameliorating effects of commodity cost increases in bills.

It does so through the accelerated return of $22.6 million of

customer refunds; the use of $20 million of company earnings,

some or all of which the company will have an opportunity to

earn back,13 and the delayed amortization of past gas cost

undercollections.  Each of these changes will have beneficial

net effects on firm gas customers' bills this winter that

outweigh any other effects of these changes.  These parts of the

Joint Proposal, accordingly, are clearly in the public interest

and they are adopted.

The other proposed changes to the existing rate and

restructuring plan include, primarily, the $.24 per dth credit

for transportation service; modification of the backup service

tariff and elimination of the $.08 per dth rate for that

service; virtual storage and load balancing service offerings;

and the customer education and marketer survey components.

                    
12 Neither the Company nor the Union cites any precedent or

authority in support of its arguments.

13 By our calculations, the company would have to earn more than
16.1% on equity, even after having forgone $20 million or 1.7
percentage points on equity in this rate year, before it would
earn back the entire $20 million.
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These components are reasonable as well, for they are designed

to make the company's retail choice program more attractive to

marketers and customers.  Collectively, these proposals should

increase customer migration to firm transportation service and

slow or halt the recent migration away from it.

The retail choice credit, for example, will help

further our vision that local distribution companies cease

selling gas, so that all customers will have increased choice of

gas suppliers and service options.  The credit will be funded

first through the allocation to firm transportation customers,

in a manner that reflects the utility's lower costs of serving

them, a greater share of certain credits.  The company's

absorption of $.012 per dth is also reasonable in the context of

this interim arrangement, though our decision here implies

nothing about what level of costs the utility should be able to

avoid.  Thus, the potential for a deferral is reasonably

minimized.

The modification of a rate mechanism that otherwise

increases transportation rates by $.08 per dth also removes an

impediment to competition.  The offering of virtual storage and

load imbalance trading makes the company's retail service

program more attractive to marketers.  Meanwhile, increased

customer education and surveys of marketers will help ensure

customers have sufficient and accurate information to make

informed decisions, facilitate customer participation, and help

overcome customer inertia.  All these benefits would be achieved

at a cost that has been reasonably minimized.  In sum, in the

context of the company offering $20 million to ameliorate winter

bills, these additional proposed interim arrangements are in the

public interest and we adopt them.

We have considered all the comments of the Union, and

we are not persuaded they warrant rejection or modification of
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the Joint Proposal.14  The Union has not even attempted to

demonstrate how adoption of the Joint Proposal would affect its

members' job security in the rate year ending September 30,

2001.  Nor has it offered any suggestions about how, precisely,

the terms of the Joint Proposal should be modified to address

its interests, in a balanced way, along with those of the other

interested parties.  These are topics the Union could have

addressed in its comments.  The proposed job security condition,

therefore, is not adopted.

The Commission orders:

1.  The terms of the Joint Proposal, filed on

November 7, 2000 and attached, are adopted and are hereby

incorporated in and made a part of this order.  The existing

rate and restructuring plan continues through September 30, 2001

with the changes specified in the Joint Proposal.

2.  Consolidated Edison Company of New York, Inc. is

authorized to file on not less than one day's notice such tariff

amendments and statements as are necessary to effectuate billing

adjustments as described in Paragraphs B, C, D, E and F(3) of

the Joint Proposal.

3.  Consolidated Edison Company of New York, Inc. is

authorized to file tariff amendments to implement Gas

Restructuring Programs as described in Paragraph F of the Joint

Proposal.  Such revisions shall not become effective until

approved by the Commission.

                    
14 On a procedural point, the Union has not established why the

company's comments should be ignored.  Disagreement between
two parties on an issue is not a valid reason to ignore the
comments of one.


