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
Al bany on March 18, 2003

COWM SSI ONERS PRESENT:

Wlliam M Flynn, Chairnman
Thomas J. Dunl eavy

Janes D. Bennett

Leonard A. Wi ss

Neal N. @Gl vin

CASE 96-E-0897 — In the Matter of Consolidated Edi son Conpany of
New York, Inc.’s Plans for (1) Electric
Rat e/ Restructuring Pursuant to Opinion No. 96-
12; and (2) the Formation of a Hol di ng Conpany
Pursuant to PSL, Sections 70, 108 and 110, and
Certain Related Transacti ons.

ORDER ESTABLI SHI NG PHASE 6 OF
THE RETAI L ACCESS PROGRAM

(I'ssued and Effective March 19, 2003)

BY THE COW SSI ON:

| NTRODUCTI ON
On Decenber 12, 2002, Consolidated Edi son Conpany of
New York, Inc. (Con Edison or the conpany) filed a proposal for

i npl enentation of Phase 6 of its retail access program in
effect fromMay 1, 2003 to April 30, 2004. The Order approving
Phase 5 of the program requires the conpany to propose bill

credits for Phase 6 if none are established in the unbundling

! Case 96-E-0897, et al., Consolidated Edi son Conpany, of New
York, Inc., Order Approving Phase 5 Retail Access Program
(i ssued April 29, 2002) (Phase 5 Order).
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proceedi ng. > Con Edi son proposes Phase 6 bill credits of 0.25
mll per kilowatt hour (kWh) for residential and 0.18 mll per
kWh for comercial retail access custoners and inposition of a
surcharge on all of its customers to recover |ost revenues.

Under Phase 5 of the program Con Edi son provides bill
credits of two mlls per kWh for non-demand billed and one ml|
per kWh for demand billed retail access custoners. One mll per
kWh for non-demand billed and 0.5 m |l per kW for demand billed
custoners are assunmed to be costs that the conpany avoi ds
because it does not performvarious supply functions for
custoners in the retail access program Con Edison is permtted
to recover the renmaining costs, upon a denonstration that the
conpany could not avoid or reasonably nmitigate them

In this Oder, we direct Con Edison to continue the
Phase 5 bill credits through Phase 6 of its retail access
program The conpany is permtted to petition for recovery of
Phase 6 costs it could not avoid or reasonably mtigate, subject
to any standards for such cost recovery established in the

unbundl i ng proceedi ng.

PHASE 6 FILING
Con Edi son proposes Phase 6 bill credits of 0.25 m |l

per kWh for residential and 0.18 m Il per kWh for comerci al
retail access custoners and a transition surcharge inposed upon
all customers to recover |ost revenues (|l ost revenue recovery
mechanism. It submitted simlar proposals in the unbundling

proceeding. If its request is denied, the conpany proposes, in

2 Case 00- M 0504, Proceeding on Mtion of the Conm ssion
Regardi ng Provider of Last Resort Responsibilities, Oder
Instituting Proceeding (issued March 21, 2000) (unbundling
pr oceedi ng) .
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the alternative, bill credits based upon its estimated short-run
avoi ded costs associated with electric supply functions: 0.08
mll per kWh for residential and 0.1 m || per kW for other
retail access customers.

Pursuant to the State Administrative Procedure Act, a
Noti ce of Proposed Agency Action was published in the State
Regi ster on January 8, 2003. Comments were filed by Con Edison,
the Gty of New York (City), the New York State Consumner
Protection Board (CPB), and Consuner Power Advocates (CPA)
Several energy services conpani es (ESCOs) and ESCO associ ati ons
filed conmments. They are National Energy Marketers Association
(NEM, Strategic Power Managenent (SPM), Snall Custoner Marketer
Coalition (SCMC), New York Energy Service Providers Association
(NESPA), and KeySpan Energy Services, Inc. (KES). On
January 15, 2003 and February 6, 2003, several parties
participated in negotiations to reach a joint consensus on the
i ssues presented in Con Edison’s Phase 6 proposal, wthout

sSuccess.

SUMVARY OF COMVENTS

Con Edi son contends that it was necessary in Phases 4

and 5 to assune certain levels of costs avoided for retai

access custoners because the process for identifying and
estimati ng enbedded costs was not conplete. They argue that the
conpany filed sufficient evidence of its enbedded costs for
supply functions in the unbundling proceeding, and that the

evi dence supports adoption of its proposals for Phase 6 of its
retail access program If its Phase 6 proposal is rejected and
Phase 5 bill credits are maintained in Phase 6, Con Edison,
supported by SPM and KES, requests authority to recover in ful
the costs associated wth bill credits that it could not avoid
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or reasonably mtigate. Further, Con Edison requests that we
take the opportunity in Phase 6 to change our decision® in the
unbundl i ng proceeding to take into consideration its earnings in
making a determ nation on its recovery of |ost revenues
resulting frombill credits. Con Edison maintains that its
financial strength is inportant in maintaining safe and adequate
service, and that the Comm ssion should not reduce its earnings

and cash flow in proportion to its success in pronoting retai

access.
NEM SCMC, NESPA, KES, CPB and CPA propose that the

Comm ssion continue Phase 5 bill credits during Phase 6 until it

establishes bill credits for Con Edison in the unbundling

proceedi ng. They assert that a decision is expected shortly in
t he unbundl i ng proceeding, which may result in the establishnment
of new bill credits before Phase 6 is conplete. They believe
that changing the bill credits in May, and again when the
unbundling case is decided, will result in customer confusion.
They further argue that the significantly lower credits Con

Edi son proposes will severely underm ne Con Edi son’s retai
access program NEM states that ESCOs woul d i ncur significant
costs to conduct marketing canpaigns to pronote progranms with
different bill credits during Phase 6.

The Gty supports Con Edison’s Phase 6 proposal for
bill credits based upon short-run avoided costs, 0.08 mll per
kWh for residential and 0.01 m |l per kW for other retai
access custoners. The City maintains that retail access

participation by small volune custoners is limted and that

3 Case 00- M 0504, Proceeding on Mtion of the Conm ssion
Regardi ng Provider of Last Resort Responsibilities, Order on
Rehearing and Clarification Petitions (issued May 30, 2002),
p. 6.
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participation by |large volune custonmers primarily results from
benefits obtained fromthe sales tax credit provided to ESCGCs.
Based upon that premse, it believes that |ower credits in Phase
6 wll have little inpact on the retail market. The City
believes that there is no reason to expect that continuation of
Phase 5 bill credits in Phase 6 will foster the devel opnent of
retail access. They contend that bill credits in past retai
access phases resulted in subsidies that encouraged end users to
sign short-termelectric purchase agreenents. To reduce the
volatility of electric delivery costs, the Cty suggests that we
encour age consuners and ESCOs to sign | ong-term purchase
agreenents and all ow consuners to buy out or |evel their
stranded cost charges. Further, the Gty suggests that Con
Edi son use noney paid in bill credits to pronote demand response
prograns for the sumer, including co-funding, with the New York
State Energy and Research Devel opnment Authority, installation of
advanced netering and technologies that aid in short-term| oad
curtail ment.
Unbundl i ng Proceedi ng

NEM SCMC, NESPA, KES, and CPA except to Con Edison’s

submi ssion in this Phase 6 proceedi ng of proposals based upon

enbedded cost information put forward in the unbundling
proceedi ng. They note that several participants in both Phase 6
and the unbundling proceedi ng, including Departnent of Public
Service Staff, filed testinony in the unbundling proceeding
advocating higher bill credits. |In addition, NEM and KES obj ect
to Con Edison’s use of short-run avoi ded cost based bil

credits, noting that the proper basis for establishing bill
credits for Phase 6, as recogni zed in the unbundling proceeding,
i s enbedded costs. NEMurges rejection of the conpany’s
proposal for |ost revenue recovery because it involves a single
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transition charge that is different than the two-tier recovery
nmet hod under consideration in the unbundling proceeding.
Changes to Con Edison’s Retail Access Program

SPM and SCMC propose that Con Edi son purchase ESCO

accounts receivabl e* because, they claim it is necessary for a

successful retail access program pointing to the exanple of the
successful Orange and Rockland s retail access program CPA
bel i eves that the Market Adjustnent C ause (MAC) and t he Market
Supply Charge (MSC) do not provide sufficient information to
allow retail access custoners to conpare Con Edi son charges to
ESCO prices. Further, CPA argues that fluctuations in the MAC
and MSC® hinder custoners’ ability to budget energy costs. CPA
requests that Con Edi son provide a nonthly public accounting of

MAC and MSC charges to parties in this proceeding.

DI SCUSSI ON. AND CONCLUSI ON

Con Edison’s primary Phase 6 proposal would result in

a reduction of over 80%in retail access bill credits. This
change coul d i npede the devel opnment of the conpany’s retai
access program Further, bill credits based upon enbedded costs
studi es are under consideration in the unbundling proceeding,
with a decision expected within a few nonths. Adopting the bill
credits proposed by the conpany, with the expectation of

nodi fying themin a short time, may result in unnecessary

“ This issue falls outside the scope of the proposed agency
action in this proceeding.

Con Edi son estimates the MAC and MSC for a six-nonth period.
As actual charges becone avail able for each nonth, the conpany
i ncreases or decreases the MAC or MSC, if necessary, in the
following nonth' s bill.



CASE 96- E- 0897

cust oner confusion and i npose unnecessary costs on the ESCGCs and
t he conpany.

The bill credits and | ost revenue recovery nechani snf
t hat Con Edi son proposes are under consideration in the
unbundl i ng proceeding. W will consider these issues in the
unbundl i ng proceeding, with the benefit of a full record,
i ncluding testing of proposals submtted by the conpany and
ot her parties through cross-exam nation, evaluation of
alternative recommendati ons, and the analysis and rationale
presented in briefs. Accordingly, Con Edison is directed to
provide bill credits of two mlls per kWh for non-dermand billed
and one mll per kW for denmand billed retail access custoners,
avai l abl e in Phase 5, during Phase 6 of the program

Con Edi son requests, if its Phase 6 proposal is
rejected, perm ssion to recover costs associated with Phase 6
bill credits, which it is not able to avoid or reasonably
mtigate. Gven the progress made in estinmating enbedded costs
and developing bill credits in the unbundling proceeding, we
will allow Con Edison to petition for recovery of these costs,
subj ect to the standards adopted in the unbundling proceedi ng.

The Gty supports use of funds supporting retai
access bill credits to pay for demand response prograns. Con
Edi son is pronoting the objectives of the City's proposals for
demand response prograns through other nethods. The conpany
of fers several demand response programs in its service

territory, including progranms conducted in cooperation with the

® The standards for |ost revenue recovery are established in the
orders issued in the unbundling proceeding. See, Case 00-M
0504, Proceeding on Mdtion of the Conm ssion Regarding
Provider of Last Resort, Order on Rehearing and Clarification
Petitions (issued May 30, 2002).
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New Yor k | ndependent System Qperator. Exanples include R der P
— Purchases of Installed Capacity, Rider U - Voluntary Reduction
Program Rider V — Energency Denmand Response Program and Ri der
W — Day- Ahead Dermand Reduction Program Con Edi son al so
recently proposed nodifications to Rider O — Curtail able
Electric Service. 1In addition, Con Edison custoners are paying
a system benefits charge, which supports energy efficiency and

| oad nmanagenent prograns to encourage increased demand response.
These prograns enhance the conpany’s overall strategy to reduce
demand.

CPA criticizes the accounting that Con Edi son uses to
recover its charges through the MAC and MSC. The MAC and MSC
mechani sms were instituted about three years ago.’ Thus, it is
timely to evaluate the accounting procedures used to flow
charges through the MAC and MSC. Staff should work with the
conpany and interested parties to exam ne the MSC and MAC
procedures in light of the CPA and NYC concerns relating to
volatility and tinely reconciliation.

In the event that bill credits for Con Edi son are not
established in the unbundling proceedi ng by Novenber 1, 2003,
the conpany is directed to file, on or before Decenber 1, 2003,
a proposal for continuation of its retail access programfor

anot her year.

" Case 96-E-0897, Consolidated Edi son Conpany of New York, Inc.,
Approved as Recommended and So Ordered - Monthly Supply Charge
and Monthly Adjustment C ause (issued April 13, 2000).
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The Conm ssion orders:

1. Consolidated Edi son Conpany of New York, Inc. is
directed to continue the Phase 5 retail access custoner bil
credits during Phase 6 of its retail access program

2. Consolidated Edi son Conpany of New York, Inc. is
directed to file by April 1, 2003 a tariff, effective My 1,
2003, inplenmenting the terms of this O der.

3. The requirenent of Public Service Law § 66(12)(b)
di recting newspaper publication of the tariffs filed in
conpliance with this Order, is waived.

4. Consolidated Edi son Conpany of New York, Inc. is
required to submt a proposal by Decenber 1, 2003, for
continuation of its retail access programif bill credits are
not determned in the unbundling proceeding for the conpany’s
service territory on or before Novenber 1, 2003.

5. This proceeding is continued.

By the Conmm ssion,

( SI GNED) JANET HAND DEI XLER
Secretary



