STATE OF NEW YORK
PUBLI C SERVI CE COWMM SSI ON

At a session of the Public Service
Comm ssion held in the Gty of
New Yor k on Novenber 28, 2000

COWM SSI ONERS PRESENT:

Maureen O. Hel ner, Chairnan
Thomas J. Dunl eavy

Janes D. Bennett

Leonard A. Wi ss

Neal N. @Gl vin

CASE 00- G 1456 - Petition of Consolidated Edi son Conpany of New
York, Inc. for Approval of a Response to the
Comm ssion's Policy Statenent |ssued
Novenber 3, 1998, filed in C. 97-G 1380.

ORDER AMELI ORATI NG W NTER GAS BI LLS AND
RESTRUCTURI NG GAS RATES AND OPERATI ONS

(I'ssued and Effective Novenber 29, 2000)

BY THE COW SSI ON:

| NTRODUCTI ON

On Novenber 7, 2000, seven parties® filed an "Interim
Settlement Agreenent" (Joint Proposal) concerning sone of the
i ssues raised by the July 19, 2000 Response of the Consoli dated

! The seven parties are the Consolidated Edi son Conpany of New
York, Inc., Department of Public Service Staff, Amerada Hess
Cor porati on, KeySpan Energy Services, National Energy
Mar ket ers Associ ation, the Small Customer Marketer Coalition
and the State Consuner Protection Board. Con Edison
Solutions, Inc. and the New York Energy Buyers Forum
subsequent |y executed the docunent. The nine parties |isted
are collectively referred to as the "Signatories."
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Edi son Conmpany of New York, Inc. to our Gas Policy Statenent.?
The filing is designed to help aneliorate high bills that are
anticipated in the com ng winter nonths and to take steps
towards restructuring the utility's gas rates and operati ons.
The Signatories plan to propose further restructuring in the
future, to be effective by October 1, 2001. At this tine, they
ask us to adopt all the terns of their Joint Proposal.

In a notice issued Novenber 7, 2000, interested
parties were invited to comment on the Joint Proposal, on or
bef ore Novenber 15, 2000. Conments supporting its adoption were
subm tted by Consolidated Edi son Conpany of New York, Inc.
(Consol i dat ed Edi son), Departnent of Public Service Staff, the
State Consuner Protection Board, and the Small Custoner Marketer
Coalition.® Comments urging rejection of the proposal were
submitted by the Utility Wrkers Union of Anmerica, AFL-CI O
Local 1-2 (Union). The Union also filed unauthorized reply

comments, responding to sone of Consolidated Edi son's coments.

2 Cases 93-G 0932 et al., Restructuring of the Energing
Conpetitive Natural Gas Market, Policy Statenment Concerning
the Future of the Natural Gas Industry in New York State and
Order Term nating Capacity Assignnment (issued Novenber 3,
1998). A copy of the Joint Proposal is attached.

3 The latter is an ad-hoc coalition of independent energy
service conpanies involved in the retail sale of electricity
and gas in Consolidated Edison's service territory, and
el sewhere in New York and other states
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SUMMARY OF THE JO NT PROPOSAL*

The signatories propose that the existing rate plan

continue through Septenber 30, 2001, with some inportant
changes. One proposed change is that $42.6 nillion be used to
mnimze firmgas custoners' bills, primarily over the four-
mont h period January 1, 2001 to April 30, 2001.° That anount
woul d be provided to gas custonmers in the formof a credit of
$.77 per decatherm (dth) in each calendar nonth in which the
Mont hly Gas Adj ustnment was greater than $1.25 per dth nore than
it was in the corresponding nonth of the previous year. No such
credit would be given in any nonth in which the gas cost
increase was | ower than $1.25 per dth, but many parties are now
anticipating gas cost increases above $1.25 per dth. |In any
nonth where the $1.25 per dth increase did not occur, the funds
that were not used would remain avail able for use in subsequent
nmont hs through April, after which any renmai nder woul d be
deferred for future disposition by us.

The $42.6 million to be used for this purpose
conprises: (1) an estimated $22.6 mllion that woul d ot herw se
benefit custonmers over a |longer period (the sumof $8.0 nillion
of interruptible sales credits, $2.6 million of unauthorized use
credits, and $12.0 mllion of excess earnings due custoners for
t he period endi ng Septenber 30, 2000),° and (2) $20.0 nillion
fromthe conpany's earnings. Attachment B to the Joint Proposal
states that with an estimted $2. 00 per dth (approxi mately 80%

increase in gas prices over those in effect in the preceding

“ Al the ternms of the Joint Proposal have been consi dered,
t hough not all are sunmarized here.

5> Some Decenber bills would al so be affected.

® In effect, funds already due custoners woul d be used for their

benefit on an accel erated basi s.
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conpar abl e period, the credits would cause bills in the com ng
nmonths to be 6.6% 2.8% 7.2% and 7.3% | ower than they would

ot herwi se be, for residential heating, residential cooking, non-
residential heating, and non-residential non-heating firm
custonmers, respectively.’

The Joint Proposal notes that the credit of $.77 per
dth would be slightly smaller if the |evel of excess earnings
for the nbst recent rate year were less than $12.0 mllion. The
| evel of excess earnings is now known, however, and the ful
$12 million is available for credits.

I n exchange for the utility's $20.0 mllion, the
earnings sharing trigger would be raised prospectively from
13.0%to 14.0%® Ratepayers and sharehol ders woul d continue to
share earni ngs above that |evel on a 50% 50% basis, and we woul d
decide in the future the disposition of the ratepayers
remai ni ng share of any such earnings. This arrangenent offers
Consol i dat ed Edi son an opportunity to earn back sonme or all of
the $20 million it will provide to help mnimze winter bills.

To further aneliorate winter bills, a one-year
surcharge of $.27465 per dth to collect $22 nmillion of past gas
cost undercol |l ections through the GAC woul d be del ayed, with
interest, fromJanuary 1, 2001 to April 1, 2001. Furthernore,
an ongoi ng small surcharge for recovery of an earlier gas cost
undercol | ection ($.07610 per dth) would continue beyond
Novenber 30, 2000, when it otherw se would expire. The effect

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

" The percentage reductions for transportation customers with the
sanme projections would be even greater as shown in the sane
Attachnent. 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 bel ow
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woul d be reduced to about $19 nmillion before its recovery
commenced on April 1, 2001.

Anot her change proposed to the existing rate plan
woul d be the institution of a retail choice credit of $.24 per
dth for firmtransportation customers (with sonme exclusions for
t hose custonmers who al ready have very |l ow transportation rates).
O this anmpbunt, the utility would absorb $.012 per dth. This
credit, intended to reflect in part |ower costs of serving
transportation custonmers and to help increase the mgration to
transportation service, is expected to reduce transportation
bills by 5.5%to 7.2% (see Attachnment A of the Joint Proposal).
Vari ous sources of funds would be used to replace forgone
revenues, including the previously noted funds already due
custoners, to the extent they exceed the $22.6 mllion applied
to bill anelioration credits; pipeline refunds; and the
custoners' share of excess earnings above the sharing trigger in
t he period endi ng Septenber 30, 2001. The bal ance needed to
fund the retail choice credit, if any, would be advanced by the
conpany and deferred for future recovery. W understand, based
on recent past usage, that the retail choice credit m ght
warrant use of various funds and deferrals altogether totaling
approximately $7.0 mllion through the rate year ending
Sept enber 30, 2001.

Mor eover, to encourage additional mgration to
transportation service, an incentive nechanismis proposed by
which the utility's earnings sharing trigger would be further
raised from14.0%to 14.1% The conpany woul d have to increase
its nunber of firmtransportation customers by up to 15,000 in
t he period endi ng Septenber 30, 2001 for it to achieve the ful
i ncentive.

The Joint Proposal also supports a few specific
restructuring changes, including the conpany offering virtual
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storage and an i nbal ance trading service effective April 1,
2001. There is much custoner interest in the latter service in
particular. Supply standby service would al so be nodified, so
that the conpany coul d neet standby service obligations in the
future at market rather than contract prices, and narketers
could avoid a charge of $.08 per dth that would be elinmnated.®
The conpany coul d defer up to $300, 000 of its actual costs of

i npl enenting its storage and i nbal ance trading restructuring
efforts.® The conpany would also enter into a joint effort with
Staff concerning custonmer education and surveys of gas marketer
satisfaction. Up to $500,000 of actual costs for these two
itens could be deferred by the conpany.

The Joi nt Proposal otherw se sumari zes the conpany's
position on issues on which it disagrees with Staff, includes
terms to avoid doubl e-counting nerger effects, and reiterates
terms of our previous rate and restructuring decision which

continue in effect.

SUMVARY OF COMVENTS

Si gnat ori es 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 aneliorated to
about 15% using $22.6 mllion of credits owed custoners and

$20 million fromthe conpany. The anelioration would al so be

achi eved by deferring the one-year anortization of approximately

® Wth this change, worth about $.08 per dth in savings, the
$.24 per dth retail choice credit, and the avoi dance of the
GAC surcharge of $.27 per dth, firmtransportation custoners
woul d save $.59 per dth in this rate year versus firmservice
cust oners.

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 anelioration ternms are
in the public interest and consistent with precedent. They

al so suggest it is fair to increase the sharing trigger from 13%
to 14%to afford the conpany an opportunity to earn back sone of
the $20 million it would provide.

Second, the Signatories assert that adoption of the
Joint Proposal would reasonably foster devel opnment of a
conpetitive gas market, consistent with our policy. They
suggest this goal will be advanced principally by providing a
$.24 per dth credit to transportation custoners in recognition
of the | ower cost to serve them Consolidated Edi son argues
that any deferral required because of this change woul d be
reasonable. It notes, for exanple, that all custoners are
eligible to mgrate to transportation service and argues the
bill inpact on firmcustoners is de mnims and inmmaterial in
conparison with the benefits that woul d be achi eved.

The Signatories suggest a conpetitive gas market w ||
be advanced as well by Consolidated Edi son offering virtual
storage to gas marketers, permtting gas marketers and custoners
to trade end of nonth inbal ances, and elimnating the outdated,
standby service obligation. Al these changes, they say, wll
make it easier for gas marketers to do business in the conpany's
service territory at a small increnental cost.

The Signatories offer other reasons why adoption of
the Joint Proposal would result in just and reasonabl e rates.
These include that the outcones neet a variety of custoner,
shar ehol der, and marketer interests in a bal anced way; that sone

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
Cct ober 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 outcones that could
reasonably be anticipated if the case were decided after
[itigation.

The Uni on opposes adoption of the Joint Proposal,
asserting that inportant interests of its 9,000 nenbers enpl oyed
by Consolidated Edison are not net by it. The Union faults the
Joint Proposal for its silence on job | oss protection and on
education and training of enployees, features it naintains would
be reasonable in the context of a transition to a fully
conpetitive gas narket.

The Union is al so concerned because the conpany,
rat epayers, and energy services conpanies would all benefit if
the Joint Proposal were adopted, while its nenbers woul d not.
The Uni on asks that we ignore the utility's comrents and that we
requi re enpl oynent protections as a condition if the terns of
t he Joi nt Proposal are adopted.

In its coments, the conmpany argues that what is being
sought is nore than what the Union agreed to in its current
col | ective bargaining agreenent and that our intervention on the
request would conflict with basic |abor |aw principles and
violate notions of fairness and due process. It adds that the
Joint Proposal's interimnature belies the suggestion that job
| osses are significantly threatened.

I n an unaut hori zed 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 tinme. The Union also denies that our
consideration of its interests in this proceeding wiuld be a

violation of any |abor |aw principles or general notions of
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fairness. 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.

DI SCUSSI ON. AND CONCLUSI ON

Across the United States, natural gas prices are at

all-time highs and are expected to remain high during the com ng
heati ng season. W have no jurisdiction over the prices charged
for interstate and international natural gas. |In this context,
the Joint Proposal offers a reasonabl e three-pronged approach

for aneliorating effects of commodity cost increases in bills.

It does so through the accelerated return of $22.6 mllion of
custoner refunds; the use of $20 million of conpany earnings,
sonme or all of which the conpany will have an opportunity to

earn back, ! and the del ayed anortizati on of past gas cost
undercol l ections. Each of these changes will have benefici al

net effects on firmgas custoners' bills this winter that

out wei gh any ot her effects of these changes. These parts of the
Joint Proposal, accordingly, are clearly in the public interest
and they are adopt ed.

The ot her proposed changes to the existing rate and
restructuring plan include, primarily, the $.24 per dth credit
for transportation service; nodification of the backup service
tariff and elimnation of the $.08 per dth rate for that
service; virtual storage and | oad bal anci ng service offerings;

and the custoner education and marketer survey conponents.

12 Nei t her the Conpany nor the Union cites any precedent or
authority in support of its argunents.

13 By our cal cul ations, the conpany woul d have to earn nore than
16. 1% on equity, even after having forgone $20 nmillion or 1.7
percentage points on equity in this rate year, before it would
earn back the entire $20 nmillion
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These conponents are reasonable as well, for they are designed
to make the conpany's retail choice programnore attractive to
mar ket ers and custoners. Collectively, these proposals should
i ncrease custoner mgration to firmtransportation service and
slow or halt the recent mgration away fromit.

The retail choice credit, for exanple, wll help
further our vision that |ocal distribution conpanies cease
selling gas, so that all custonmers will have increased choice of
gas suppliers and service options. The credit will be funded
first through the allocation to firmtransportati on custoners,
in a manner that reflects the utility's |ower costs of serving
them a greater share of certain credits. The conpany's
absorption of $.012 per dth is also reasonable in the context of
this interimarrangenent, though our decision here inplies
not hi ng about what |evel of costs the utility should be able to
avoid. Thus, the potential for a deferral is reasonably
mnim zed.

The nodification of a rate nmechani smthat otherw se
i ncreases transportation rates by $.08 per dth al so renpbves an
i npedi ment to conpetition. The offering of virtual storage and
| oad i nmbal ance tradi ng makes the conmpany's retail service
program nore attractive to nmarketers. Meanwhile, increased
cust oner education and surveys of marketers will hel p ensure
custonmers have sufficient and accurate information to nmake
i nfornmed decisions, facilitate custoner participation, and help
overcone customer inertia. Al these benefits would be achieved
at a cost that has been reasonably mnimzed. In sum in the
context of the conpany offering $20 million to aneliorate w nter
bills, these additional proposed interimarrangenents 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 nodification of
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t he Joi nt Proposal .

The Uni on has not even attenpted to
denonstrate how adoption of the Joint Proposal would affect its
menbers' job security in the rate year endi ng Septenber 30,
2001. Nor has it offered any suggestions about how, precisely,
the terns of the Joint Proposal should be nodified 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 comrents. The proposed job security condition,

therefore, is not adopted.

The Conm ssion orders:

1. The terns of the Joint Proposal, filed on
Novenber 7, 2000 and attached, are adopted and are hereby
incorporated in and nade a part of this order. The existing
rate and restructuring plan continues through Septenber 30, 2001
wi th the changes specified in the Joint Proposal.

2. Consolidated Edi son Conpany of New York, Inc. is
authorized to file on not |less than one day's notice such tariff
anendnents and statenments as are necessary to effectuate billing
adj ustments as described in Paragraphs B, C, D, E and F(3) of
t he Joi nt Proposal .

3. Consolidated Edi son Conpany of New York, Inc. is
authorized to file tariff anmendnments to inplenent Gas
Restructuring Prograns as described in Paragraph F of the Joint
Proposal . Such revisions shall not becone effective until

approved by the Conm ssion.

14 On a procedural point, the Union has not established why the
conpany's comments shoul d be ignored. Disagreenent between
two parties on an issue is not a valid reason to ignore the
comments of one.
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