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STATE OF NEW YORK
DEPARTMENT OF PUBLIC SERVICE

Case 23-E-0418 - Proceeding on Motion of the Commission as to the Rates, Charges, Rules and
Regulations of Central Hudson Gas & Electric Corporation for Electric Service.

Case 23-G-0419 - Proceeding on Motion of the Commission as to the Rates, Charges, Rules and
Regulations of Central Hudson Gas & Electric Corporation for Gas Service.

STAFF INITIAL BRIEF

Il INTRODUCTION

A Overview

On July 31, 2023, Central Hudson Gas & Electric Corporation (Central Hudson or
the Company) filed initial testimony, including panels and individual witnesses, and exhibits in
support of a request to increase the Company’s annual electric revenue requirement by
approximately $139.5 million (31.6% increase in delivery revenues or 13.3% increase in total
revenues), and annual gas revenue requirement by approximately $41.5 million (29.8% increase
in delivery revenues or 14.2% increase in total revenues) for the twelve months ending June 30,
2025 (Rate Year). Although Central Hudson identified potential sources of rate moderation, it
did not reflect use of the rate moderators in its requested increases. On October 2, 2023, the
Company filed updated testimony and exhibits in support of its corrected and updated request,
prior to rate moderation, to increase Central Hudson’s annual electric revenue requirement by
approximately $142.0 million (32.1% increase in delivery revenues or 13.5% increase in total
revenues), and annual gas revenue requirement by approximately $42.0 million (30.2% increase
in delivery revenues or 14.3% increase in total revenues).

Over the past seven months, Staff of the Department of Public Service (the
Department) has vigorously prosecuted its statutory duty to conduct a thorough analysis of
Central Hudson’s rate request on behalf of the Company’s customers and the State of New York.
Necessarily, Staff’s analysis was conducted against the backdrop of issues stemming from
Central Hudson’s 2021 deployment of its customer information system (CIS) and related

management matters, which are currently the subject of three pending proceedings outside of
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these rate cases.! Through this extensive analysis, Staff has determined that Central Hudson’s
rate requests are excessive. As explained in more detail throughout this Initial Brief, the
Company’s requests cannot be said to be just and reasonable and are not necessary to enable it to
provide safe, adequate, and reliable service. At the same time, while some parties advocate that
Central Hudson should not be allowed any rate increases whatsoever based on the pending
proceedings related to the Company’s CIS deployment, Staff based its analysis on identifying the
appropriate level of revenue needed to enable Central Hudson to execute its statutory duty to
provide safe and adequate service at just and reasonable rates, and to operate consistent with
other State policies and statutory requirements such as the Climate Leadership and Community
Protection Act (CLCPA).?

Based on the foregoing considerations, Staff recommends that the New York
State Public Service Commission (the Commission) reduce the Company’s electric and gas
requests, as of the evidentiary hearing in these proceedings, by approximately $73.847 million
and $19.233 million, respectively. Staff recommends authorizing rates for Central Hudson that
will increase its annual electric revenues, prior to the use of any sources of rate moderation, by
approximately $65.516 million, or an increase of approximately 14.5% in delivery revenues and
6.2% in total revenues. Staff recommends authorizing rates for Central Hudson that will increase
its annual gas revenues, prior to the use of any sources of rate moderation, by approximately
$24.943 million, or an increase of approximately 18.4% in delivery revenues and 8.6% in total
revenues. As discussed in more detail later, Staff anticipates filing updated revenue

requirements as part of our Reply Brief, to capture agreements between Staff and Central

1 Matter 22-00666, Staff's Investigation into Central Hudson's Customer Information System
Implementation and Resulting Billing Errors (commenced March 2022) (Reviewing specific
consumer complaints regarding billing issues following the Company’s deployment of its CIS); Case
21-M-0541, Comprehensive Management and Operations Audit of Central Hudson Gas & Electric
Corporation, Proposed Implementation Plan (filed May 22, 2023) (Considering the Company’s
proposed Management Audit Implementation Plan following the release of the consultant’s report in
the comprehensive audit of the Company); and Case 22-M-0645, Central Hudson Gas & Electric
Corporation's Development and Deployment of Modifications to its Customer Information and
Billing System and Resulting Impacts on Billing Accuracy, Timeliness, and Errors, Order to
Commence Proceeding and Show Cause (issued December 15, 2022) (Investigating the Company’s
deployment of its CIS and considering enforcement and prudence actions).

2 Chapter 106 of the Laws of 2019. The CLCPA became effective on January 1, 2020.
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Hudson resulting from the stipulations, as well as some additional corrections and updates as
discussed in relevant sections of this Initial Brief.

In support of its recommendations Staff has logged numerous hours in
quantitative and qualitative analysis of the Company’s and other parties’ filings, issued nearly
800 discovery requests seeking responses to multifaceted points of inquiry, held multiple
technical conferences with the Company’s and other parties’ subject matter experts, and
participated in ten days of evidentiary hearings during which Staff Counsel conducted cross
examination of the Company’s and other parties’ witnesses, and Staff witnesses were subject to
extensive cross-examination regarding their positions.

Where appropriate, Staff has supported expenditures in the public interest and has
similarly recommended removal or adjustment of unsupported or poorly conceived expenditures
and programs. Staff also proposed mechanisms necessary to protect customers and ensure the
efficient and effective management of the Company’s operations. It is for these reasons that the

Commission should adopt Staff’s recommendations and adjustments as discussed herein.

B. Procedural Background

Central Hudson last filed for new rates in August, 2020.3 As part of those rate
proceedings, the parties negotiated a three-year electric and gas rate plan (2021 Rate Plan),
which was memorialized in a Joint Proposal filed on August 24, 2021, and adopted by the
Commission in an Order issued November 18, 2021.% Central Hudson is currently in the final
year of that three-year rate plan.

Central Hudson filed tariff leaves, initial testimony, and exhibits on July 31, 2023,
in support of its request to increase electric and gas delivery rates for the Rate Year. On August
11, 2023, Central Hudson filed further initial testimony and exhibits concerning the subject of
Site Investigation and Remediation (SIR). On August 29, 2023, Administrative Law Judges
(ALJs) Ashley Moreno and James A. Costello presided over a procedural conference and
technical conference in these proceedings. Following those conferences, the ALJs issued a

ruling providing that the Company would file updates and corrections on September 15, 2023;

3 Cases 20-E-0428 et al., Central Hudson — 2020 Electric and Gas Rates.

4 Cases 20-E-0428 et al., supra, Order Adopting Terms of Joint Proposal and Establishing Electric and
Gas Rate Plan (issued November 18, 2021) (2021 Rate Order).
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Staff and intervenors would file testimony and exhibits on November 21, 2023; all parties would
file rebuttal testimony and exhibits on December 19, 2023; and the evidentiary hearing would
commence on January 9, 2024.

On September 15, 2023, Central Hudson submitted an update filing, in narrative
form, reflecting known changes or corrections to the Company’s initial filings on July 31, 2023
and August 11, 2023, and reflecting the impacts of accelerating the Company’s plan to
implement monthly meter reading pursuant to the Interim Agreement filed on July 27, 2023 in
Case 22-M-0645.% Central Hudson’s update filing reflected total revenue requirement increases
of $142.0 and $42.0 for electric and gas, respectively, during the Rate Year. Thereafter, to
correct deficiencies identified by the ALJs regarding the form of the update filing, Central
Hudson submitted its update filing as updated testimony and exhibits of the Company’s Policy
Panel on October 2, 2023.

On October 31, 2023, the Public Utility Law Project of New York, Inc. (PULP)
filed a motion seeking to deny Central Hudson’s proposed rate increases on the basis that the
Company’s rate filing was deficient, premature, and against the public interest in light of billing
issues surrounding the Company’s 2021 roll-out of its CIS, pending proceedings regarding the
CIS and management matters, and concerns relating to the accuracy of the baseline data used to
compile Central Hudson’s rate filings. Responses in support of PULP’s motion were filed by
Communities for Local Power (CLP) on November 1, 2023; the Office of Assemblymember
Sarahana Shrestha (AD103) on November 2, 2023; Beacon Climate Action Now (BCAN) on
November 7, 2023; and Alliance for a Green Economy on November 8, 2023. Staff and Central
Hudson both filed responses in opposition to the motion on November 8, 2023. On December
19, 2023, the Commission issued an Order denying PULP’s motion on the grounds that the relief
sought is legally impermissible and otherwise unnecessary considering the rate case process
outlined by Public Service Law (PSL) 866 and 16 NYCRR Chapter 1.

On November 21, 2023, Staff filed initial testimony and exhibits and proposed an
electric revenue requirement increase, before rate moderation, for Central Hudson of

approximately $75.0 million, or an increase of approximately 17.0% in delivery revenues and

> Case 22-M-0645, supra, Interim Agreement (filed July 27, 2023). The Commission issued its Order
Adopting Terms of Interim Agreement on August 18, 2023 in the same case.
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7.1% in total revenues, and a gas revenue requirement increase of approximately $25.2 million,
or an increase of approximately 18.5% in delivery revenues and 8.7% in total revenues. The
following intervenors also filed initial testimony and exhibits on or around November 21, 2023:
PULP, the County of Dutchess (Dutchess County), BCAN, AD103, CLP, Multiple Intervenors
(MI), Walmart, Inc. (Walmart), the Town of Olive, Key Capture Energy (KCE), and Utility
Intervention Unit of the New York Department of State’s Division of Consumer Protection
(UIU). On December 19, 2023, Staff filed supplemental testimony and exhibits specifically
addressing the limited issues of forecasting post-model adjustments, and the associated price out
and revenue requirement impacts.

On or about December 19, 2023, Staff, the Company, CLP, and PULP filed
rebuttal testimony and exhibits. The Company’s rebuttal filings presented updated revenue
requirements, wherein the Company requested an electric revenue requirement increase, before
rate moderation, of $139.363 million, or an increase of approximately 31.5% in delivery
revenues and 13.3% in total revenues; and a gas revenue requirement increase of $44.176
million, or an increase of approximately 32.2% in delivery revenues and 15.2% in total revenues.
Thereafter, on December 29, 2023, Central Hudson filed rebuttal testimony and exhibits in
response to Staff’s December 19, 2023 supplemental testimony.

ALJs Moreno and Costello held a further procedural conference on December 21,
2023, and issued a Ruling on Evidentiary Hearing Date and Process on December 26, 2023. In
that ruling, the ALJs established a procedural schedule whereby, inter alia, corrections to
testimony and exhibits were due on January 16, 2024; motions to strike or exclude testimony or
exhibits were due on January 19, 2024; and the evidentiary hearing was rescheduled to begin on
January 24, 2024. The December 26, 2023 Ruling noted that the ALJs’ decision was made, in
part, in consideration of parties having expressed interested in engaging in some limited
settlement to potentially narrow the scope of issues to be addressed at the hearing.

On January 5, 2024, Central Hudson filed a Notice of Impending Settlement
regarding discussions to potentially narrow the scope of issues to be addressed at the evidentiary
hearing. Following multiple rounds of discussions, four stipulations in total were executed on
January 24, 2024 (two by Staff and the Company, and the other two by Staff, the Company, and
UIU), each addressing discrete issues in these rate proceedings. Each of these stipulations were

entered into the evidentiary record, and are discussed in more detail in this Initial Brief.
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On January 16, 2024, Staff provided various corrected testimonies and exhibits
including corrected revenue requirements, while the Company and Ml also filed corrected
testimonies and exhibits. On January 19, 2024, the Company filed various motions to strike all
or portions of various testimonies and exhibits filed by Staff, CLP, and the Town of Olive.

Thereafter, the evidentiary hearing commenced on January 24 and ran through
February 6, 2024, for a total of ten days of hearings. Between January 25, 2024 and February 7,
2024, both Staff and the Company filed additional corrected copies of testimonies and exhibits,

to reflect corrections made to those testimonies and exhibits at the hearing.

C. Revenue Requirement (Appendix and Updates)

In its corrected testimony filed on January 16, 2024, Staff recommended
authorizing rates for Central Hudson that will increase its annual electric revenue requirement by
approximately $65.516 million, or an increase of approximately 14.5% in delivery revenues and
6.2% in total revenues. Staff recommended authorizing rates for Central Hudson that will
increase its annual gas revenue requirement by approximately $24.943 million, or an increase of
approximately 18.4% in delivery revenues and 8.6% in total revenues.

Staff expects to update its revenue requirements with its Reply Brief, to capture
agreed upon changes as a result of the stipulations described above and herein, which would
include adjustments to revenue, electric minor storm restoration operations and maintenance
(O&M) expense, and electric net plant with a tracking adjustment to depreciation expense.
Additionally, within this Initial Brief, Staff has identified other necessary corrections or updates
to its positions, that will be reflected in the update of revenue requirements, including Major
Storm Reserve amortization of regulatory asset,® savings resulting from the implementation of
management audit recommendations,” and Danskammer Revenues.®

The major drivers of increases from the Company’s current rates to Staft’s
recommended revenue requirements are as follows. First, net plant is increasing rate base. The
revenue requirement impact of the increases in rate base are $11.7 million for electric and $5.6

million for gas. Second, labor and benefits, which includes incremental employees, represents

6 See Initial Brief Section I11.A.11.a.
7 See Initial Brief Section XI.
8  See Initial Brief Section XIV.G.
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an increase of $11.7 million for electric and $3.2 million for gas. Third, restoration costs for
major and minor storms and the amortization of the deferred storm regulatory asset are
increasing by $11.5 million for electric. Fourth, energy efficiency and heat pump programs
expenses are increasing $13.4 million for electric. Finally, adjustments to gas revenues increases
the gas revenue requirement by $7.5 million.

Other items offset these increases. First, increasing levels of revenues forecasted
in the Rate Year decreases the Company’s revenue requirements by approximately $12.5 million
for electric. Second, property taxes have decreased compared to current rates, resulting in
revenue requirement decreases of $7.7 million for electric and $4.3 million for gas.

Additionally, Staff’s forecast of environmental SIR costs decrease the revenue requirements by
$5.9 million for electric and $1.5 million for gas.

The largest areas of revenue requirement disagreement between Staff and Central
Hudson include: labor and benefits, capital structure, low income program, amortization of
depreciation reserve, major storm reserve, environmental SIR, and meter reading, collections and
call volume overflow. One of the major differences between the Company’s revenue
requirement requests and Staff’s recommended revenue requirements is the capital structure.
Central Hudson proposed a 9.8% return on equity (ROE) and 50% equity ratio, while Staff
recommended a 9.2% ROE and 48% equity ratio. In these rate proceedings, a single basis point,
or BP, is worth approximately $113,000 and $47,800 for electric and gas, respectively. Staff’s
recommended rate of return, inclusive of recommendations on ROE, equity ratio and debt rates,
reduces the Company’s requested revenue requirements by $9.447 million and $4.044 million for
electric and gas, respectively.

As explained in detail in the sections below, Staff’s recommended revenue
requirements appropriately reflect Central Hudson’s cost of providing safe, adequate, and
reliable service in the Rate Year. The Commission should adopt Staff’s recommendations as

they result in just and reasonable rates for customers.

1. Use of Net Regulatory Liabilities for Rate Moderation
In initial testimony, Central Hudson referenced four potential sources of rate
moderation that could be used to reduce revenue requirements during the Rate Year, including

projected net regulatory credit balances at the start of the Rate Year of $21.976 million for
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electric and $12.102 million for gas; an electric rate base credit of approximately $32 million that
originated from the sale of generating plants; the potential use of over-funding from the
Company’s Voluntary Employees’ Beneficiary Association (VEBA) trust to partially offset
medical expenses of approximately $5 million; and a suggested modification to the Company’s
Rate Year SIR forecast.® The Company did not propose any specific methodology for use of the
available rate moderators.

Staff generally agreed with the net regulatory balances proposed by Central
Hudson, but recommended updates to certain balances, which revised the available net
regulatory credit balances to $23.299 million for electric and $12.796 million for gas.'® Staff
recommended amortizing these amounts over a three-year period, but recommended the
Commission ultimately consider the finalized Rate Year revenue requirements it adopts in these
proceedings when deciding on final rate moderation use, in order to balance using as many rate
moderators as appropriate and mitigating the automatic rate increase customers will experience
when the credits are fully used.!! Staff stated agreement with the use of the electric rate base
credit resulting from prior generating asset sales if needed, to be determined when the Rate Year
electric revenue requirement is finalized, and disagreed with use of the VEBA trust credit
because the Company indicated additional analysis would be needed before this moderator could
be used.!? Additionally, Staff indicated agreement with the Company’s revised SIR forecast
methodology and reflected this in Staff’s revenue requirements.*3

In rebuttal testimony, Central Hudson stated it planned to update the forecasted
balances of rate moderators at a later point in the proceeding in order to reflect “the most
accurate projection and inclusion of as much actual activity as possible,”** and that Staff’s
adjustment to SIR is a form of potential rate moderation that the Company views as best

reflected “in the context of a multi-year settlement.”*®

®  Tr. 763, 3299.
10 Tr. 3944.

11 Tr. 3946-3947.
12 Tr. 3946.

13 Tr. 3946.

¥ Tr. 774-775.

15 Tr. 787-788.
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Staff agrees with the Company that an update to the rate moderator balances is
appropriate to capture the best forecast. As discussed in Section I11.A.2 herein, Staff does not
agree that its recommended adjustment to SIR costs should only be made in a multi-year
settlement. Staff maintains its testimonial position on the use of rate moderators, and
recommends that the Commission reflect an amortization of rate moderators to appropriately
moderate rate increases while considering future ratepayer impact when the credits are

exhausted.

D. Compliance with CLCPA

The CLCPA requires total statewide greenhouse gas (GHG) emissions to be 40%
below 1990 levels by 2030 and 85% below such levels by 2040.1® The CLCPA also requires all
State agencies, including the Commission, to consider the impacts of their final agency actions
on GHG emissions and disadvantaged communities. Specifically, pursuant to section 7(2) of the
CLCPA, State agencies are required to consider whether their administrative approvals and
decisions “are inconsistent with or will interfere with the attainment of the statewide greenhouse
gas emissions limits” established in Article 75 of the ECL. Where such decisions are deemed to
be inconsistent with or will interfere with the attainment of such emissions limits, the agency
must “provide a detailed statement of justification as to why such limits/criteria may not be met,”
and “identify alternatives or greenhouse gas mitigation measures to be required where such
project is located.” Similarly, section 7(3) of the CLCPA requires State agencies to ensure that
their administrative approvals and decisions will not “disproportionately burden disadvantaged
communities” as identified pursuant to ECL §75-0101(5), and to “prioritize reductions of
greenhouse gas emissions and co-pollutants in disadvantaged communities.” The analyses
required by CLCPA sections 7(2) and 7(3) must also recognize and consider the Commission’s
core statutory obligation to ensure the provision of safe and adequate service at just and
reasonable rates.!’

Preliminarily, in assessing whether the outcome of these rate cases (i.e., a rate

order), is in overall alignment with the CLCPA, it is important to note that generic, state-wide

6 Environmental Conservation Law (ECL) §75-0107(1).

17 See Cases 22-E-0064 et al., Con Edison — Electric and Gas Rates, Order Adopting Terms of Joint
Proposal and Establishing Electric and Gas Rate Plans with Additional Requirements (issued July 20,
2023), p. 95 (2023 Con Edison Rate Order); see also PSL 865(1).
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proceedings initiated by the Commission are important components of the Company’s efforts to
support the CLCPA’s objectives, including reducing GHG emissions and mitigating the effects
of climate change.*® Staff notes that there are numerous programs already in place outside of
these rate proceedings that will help meet the CLCPA’s climate goals, including but not limited
to: (1) the statewide New Efficiency: New York electric and gas energy efficiency (EE)
programs authorized in Case 18-M-0084; (2) the statewide Clean Heat Program authorized in
Case 18-M-0084; (3) statewide electric Demand Response (DR) programs; (4) gas DR programs
implemented at several utilities; (5) various electric vehicle (EV) programs authorized in Case
18-E-0138 (EV Proceeding), such as the statewide EV charging infrastructure Make-Ready
Program, the statewide EV managed charging program, operating cost relief for commercial EV
charging customers under PSL 8§66-s, and an EV Demand Charge Rebate program; (6) statewide
implementation of non-wires alternatives (NWA) and non-pipes alternatives (NPA) projects; (7)
the statewide New York Sun (NY-Sun) program, which the Commission recently expanded to
achieve a goal of 10 gigawatts (GW) of solar capacity installed in the State by 2030; (8) a
statewide electric transmission and distribution system planning process to identify necessary
infrastructure upgrades needed to effectively move renewable generation around the State; (9)
statewide bulk energy storage dispatch rights procurements authorized in Case 18-E-0130; (10)
statewide energy storage incentive programs administered by the New York State Energy
Research and Development Authority (NYSERDA); and (11) the Clean Energy Standard
authorized in Case 15-E-0302 to achieve 70% electricity from renewable generation by 2030,
9,000 megawatts (MW) of offshore wind by 2035, and 100% zero-emission electricity by 2040.%°
There are also other ongoing efforts outside of these rate cases that have not yet been brought to
the Commission for consideration but are nonetheless intended to help support the CLCPA’s
climate and other goals.?® Staff further notes that, in May 2022, the Commission issued an Order
in Case 22-M-0149, in which the Commission, inter alia, instituted the new proceeding as a
forum to track and assess the advancements made towards meeting the CLCPA mandates and to

provide policy guidance for additional actions necessary to help achieve the CLCPA mandates;

8 Tr. 3981-3982.
19 Tr. 3955-3957.
20 Tr, 3957-3958.

10



CASES 23-E-0418 and 23-G-0419

directed Staff to present an annual informational item to the Commission regarding that progress;
and initiated a process to establish statewide GHG Emissions Inventory Reports guidelines to be
adopted by the State’s utilities.?!

To assess whether the Company’s rate filing (as modified by Staff) is consistent
with the CLCPA’s GHG emission reduction targets, Staff was guided by recent Commission
decisions in major rate proceedings. Specifically, Staff reviewed the provisions in those other
rate proceedings to determine whether the same or similar programs and projects authorized in
those rate cases, and deemed by the Commission to support a finding that those rate plans are
consistent with the GHG emission reduction targets of the CLCPA, were similarly included in
Staff’s recommendations here. For example, in the most recent Niagara Mohawk Power
Corporation d/b/a National Grid (Niagara Mohawk) rate proceedings, the Commission approved
provisions of a Joint Proposal, inter alia, requiring Niagara Mohawk to encourage customers to
explore electrification options and educate customers regarding energy efficiency, requiring the
consideration of NPAs when replacing leak-prone pipes, providing funding for electric and gas
efficiency programs, authorizing earnings adjustment mechanisms (EAMS) that furthered
CLCPA goals, prioritizing leak prone pipe (LPP) removal/replacement, and imposing stringent
leak backlog metrics.??2 The 2023 Con Edison Rate Order adopted similar provisions, which the
Commission referenced in concluding that order was also consistent with attaining the CLCPA’s
GHG emission reduction targets.?

After careful review, Staff concludes that its recommendations in these rate
proceedings, in the aggregate, are consistent with the attainment of the GHG emission reduction
targets of the CLCPA. Overall, Staff’s recommendations “appropriately balance the interests in
reliability, public safety, and reasonable rates with emission reductions and clean energy

objectives, without disproportionately burdening disadvantaged communities.”?* Staff’s

21 See Case 22-M-0149, Assessing Implementation of and Compliance with the Requirements and
Targets of the Climate Leadership and Community Protection Act, Order on Implementation of the
Climate Leadership and Community Protection Act (issued May 12, 2022); see also Tr. 3958-3962.

22 Cases 20-E-0380 et al., Niagara Mohawk — Electric and Gas Rates, Order Adopting Joint Proposal
and Establishing Rates (issued January 20, 2022) (2022 Niagara Mohawk Rate Order), pp. 83-86.

23 See 2023 Con Edison Rate Order, pp. 96-99.
242023 Con Edison Rate Order, p. 96.
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recommendations in these rate proceedings provide for a multitude of projects and programs that
support the goals of the CLCPA, similar to the provisions identified above and adopted in the
2023 Con Edison Rate Order and the 2022 Niagara Mohawk Rate Order. For example, Staff
supports, with adjustments, funding for Central Hudson to add electric vehicles to its fleet, and to
install local solar generation at its existing facilities to decrease the Company’s dependency
fossil fuels (discussed in Section V). Staff’s recommendations also include funding for electric
and gas efficiency programs (discussed in Section V), the continuation of various EAMs related
to the CLCPA (discussed in Section XII), and provisions for the replacement or elimination of
LPP and leak prone services within Central Hudson’s service territory, with associated negative
revenue adjustments, that would result in all LPP being eliminated from the Company’s gas
system before the end of 2028 (discussed in Section 1V).2° Staff further recommends that
Central Hudson be subject to stringent leak backlog metrics that, if met, would place the
Company among the best utilities in New York in leak management (discussed in Section V).
Staff also supports, with modifications, the Company’s proposals to continue moving towards
fully eliminating gas declining block rates and eliminating the high-volume usage rate discount
offering for firm non-residential gas transportation service customers under Service
Classification No. 6 to simplify and align the delivery rate price signal with the goals of the
CLCPA (discussed in Section X1V). Staff’s recommendations further effectuate cost recovery of
various programs that the Commission has authorized through separate proceedings and that will
further CLCPA goals, including but not limited to efforts related to EE and building
electrification (BE) (discussed in Section V).2

Regarding capital projects, in the initial testimonies and exhibits of its Electric
Capital and Operations Panel (ECOP) and Climate Leadership and Sustainability (CLS) Panel,
the Company identified 21 electric capital projects as CLCPA Phase 1 projects.?’” According to

% See 2023 Con Edison Rate Order, pp. 108-109 (“The removal or replacement of LPP remains an
appropriate way to enhance safety and reduce GHG emissions from the gas delivery system even after
enactment of the CLCPA”).

% See 2023 Con Edison Rate Order, p. 98.

2 While the Company initially identified 22 projects, Staff noted that the “P & MK 115 kV” project
was broken out and listed as two projects within the Company’s Transmission and Substation
Categories. Staff considers those to be a single project, and therefore assumes for purposes of these
rate proceedings that the Company proposed 21 CLCPA Phase 1 projects in total.

12
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the Company, these projects would advance the sustainability initiatives identified by and in
support of the CLCPA, as well as satisfy “Reliability, Safety and Compliance” obligations,
address system “bottlenecks and constraints that limit renewable energy delivery” or “include the
added benefit of increasing the capacity to host additional distributed energy resources (DERs).”
Staff reviewed the suite of 21 CLCPA Phase 1 projects proposed by the Company as part of its
electric capital budget, and found that these project investments are needed to meet traditional
reliability, safety, and compliance objectives, and will address bottlenecks or constraints that
limit the deliverability of renewable energy. Additionally, Staff confirmed that the Company’s
suite of CLCPA Phase 1 projects meet the requirements identified in the Commission’s February
11, 2021 Order on Phase 1 Local Transmission and Distribution Project Proposals” issued in
Case 20-E-0197 (CLCPA Phase 1 Order) in that they are consistent with typical capital projects
that address system reliability, or aging assets. Staff’s review further confirmed that the suite of
CLCPA Phase 1 projects proposed in these proceedings directly reflect the evolution of the
initial suite of Phase 1 projects identified by the Company in the jointly filed Utility
Transmission and Distribution Investment Working Group Report (UT&D Report), filed on
November 2, 2020, in Case 20-E-0197. Staff further found that the implementation of the
Company’s CLCPA Phase 1 suite of projects will cost approximately $204 million, with roughly
$47 million in the Rate Year, and will provide roughly 664 MW of increased headroom benefit.28
Based on these factors, the suite of CLCPA Phase 1 projects proposed by the Company in these
proceedings will contribute substantially towards achievement of the statewide CLCPA goals.?°
As to gas capital investments and programs, as noted above, Staff supports the
continued removal of LPP and leak prone services from Central Hudson’s gas system, which
aligns with the goals of the CLCPA by reducing methane emissions that would otherwise be
released to the atmosphere when a leak develops.*® Staff also notes that the Company has
proposed to continue exploring NPAs as potential solutions to providing customers with energy

needed for their homes or businesses while avoiding traditional gas infrastructure investment.3

% Tr. 3973-3974.

2 Staff’s recommendations regarding the Company’s electric capital program are discussed in more

detail in Section IV.A.
%0 Tr. 3978.
81 Tr. 2798-2800.
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Regarding compliance with section 7(3) of the CLCPA, Staff’s recommendations
provide emissions-reduction benefits without disproportionately burdening disadvantaged
communities. For example, as noted above, Staff’s recommendations include cost recovery for
existing clean energy programs related to EE/BE, programs which will help ensure that the
benefits associated with the clean transition are available to disadvantaged communities.2
Additionally, as part of its electric capital expenditures review process, Staff reviewed the
Company’s electric capital portfolio from the perspective of each project’s location within, and
impact on, disadvantaged communities.®®* Through that review, Staff found projects within
disadvantaged communities and system-wide that increase headroom, replace end-of life
equipment and facilities, improve system remote monitoring, and create a hardened and resilient
electrical system.3* As discussed in more detail in Section IV.A, the remainder of the
Company’s electric capital investments include business-as-usual type work necessary for
maintaining safety and reliability, and do not increase burdens on the communities in which the
work takes place, as they generally address already existing infrastructure.®> Based on those
findings, Staff concluded that the Company’s forecasted electric system capital investments, as a
whole, have an overall positive impact to disadvantaged communities as these investments
would support additional installation of renewable energy, support a safe operation of the
electrical system, and improve the reliability of the system.>® Staff similarly reviewed Central
Hudson’s forecasted gas capital investments, and found that the majority of those costs are
allocated to projects that replace existing infrastructure (e.q., through the LPP program), which
may improve safety, and reduce emissions, in disadvantaged communities.®” Other gas
investments are for system-wide programs such as the installation of valves.®

Based on all the foregoing, when taken as a whole, the Company’s proposals set

forth in its rate filing, with Staff’s recommended modifications as discussed herein, are not

32 See 2023 Con Edison Rate Order, p. 100.
3 Tr. 3988.

% Tr. 3989

% Tr. 3992-3993.

% Tr. 3989.

87 Tr. 3993-3994.

38 Tr. 3994.
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inconsistent and will not interfere with the attainment of statewide GHG emissions limits, and do
not disproportionately burden disadvantaged communities. Therefore, when reviewed in
consideration of the Commission’s core statutory obligation to ensure the provision of safe and
adequate service at just and reasonable rates, the Commission should conclude that it can make
the findings required by CLCPA 8§7(2) and (3) when it adopts a rate plan incorporating Staff’s

recommendations.

1. REVENUE ISSUES
A. Revenue/Sales/Customer Forecasts

1. Electric Sales Forecast

The Company employed econometric models to predict electric customer counts
and sales across various service classes for the upcoming Rate Year.>® These models linked
historical customer and sales data to economic indicators such as employment, the number of
households, and income levels. Forecasts for electric sales volumes were calculated on a per-
customer basis for larger classes, while total class figures were used for others, including
industrial demand, non-demand, and transmission & switching (T&S) customers. Informed by
regional economic predictions from Moody's Analytics and data on technology saturation and
efficiency, the models used actual billed sales as the dependent variable. Customers were
segmented into electric service classes and further into rate codes, capturing variations in service
offerings and pricing. The Company’s forecast anticipated a moderate 1.8% growth in electric
sales for the Rate Year, primarily due to the uptake of electric vehicles (EVs) and heat pumps.
While residential and commercial forecasts employed end-use data, industrial and large
transmission customer projections were based on historical trends and direct feedback. The
Company also employed the use of Statistically Adjusted End-Use (SAE) variables, developed
using proprietary software algorithms that combined Company-specific data along with

demographic and economic data from other sources to produce the variables.*® Post-forecast

% Tr. 1798.
40 Tr. 1805-1806.
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adjustments adjusted for increased EV use, distributed solar impact, and load profile changes due
to heat pumps.*!

Staff reviewed the Company’s electric forecasts and raised concerns with the
Company’s use of SAE variables in its models. The SAE variables aggregated numerous
underlying variables, including weather, energy prices, and other economic and demographic
data. The use of these aggregated variables made the Company’s models non-transparent and
prevented the evaluation of the impact of the individual variables, which is important for
evaluating the model for reasonableness. Staff also raised concerned that the SAE variables
assumed fixed relationships between variables that were not directly included in the models.

Considering these concerns, Staff developed and utilized its own economic
models to forecast Central Hudson’s customers and sales. Staff forecasted aggregated residential
heat, residential non-heat, commercial demand, and commercial non-demand rate groups for
electricity.*? Staff used updated historical data through September 2023, and directly used the
underlying, unmodified economic data as explanatory variables.*® This increases the
transparency of the models because each economic variable is included as a distinct explanatory
variable, and not combined with other economic and survey saturation variables, to allow for an
interpretable associated coefficient. This also allows a more straight-forward and transparent
way to evaluate the model results and forecasts.

As explained in the testimony of the Staff Updated Forecasting and Price Out
Panel (SUFPP), Staff further identified corrections needed to the Company’s post-model
adjustments. Specifically, Staff found that the Company inappropriately adjusted its model
outputs by cumulative levels of adoptions for EVs and solar photovoltaics (PV).** Staff further
found that the Company’s post-model adjustment calculations for PVs, EVs, and heat pumps did
not reflect the inclusion of the most recent nine months of available actual data through

September of 2023.%° Staff incorporated these corrections into its post-model adjustments, and

- Tr. 1804.
2 Tr. 3599-3600.
# Tr. 3599-3600.
“ Tr. 3640-3641.
® Tr. 3641.
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rectified other minor errors in its initial electric revenue calculations, resulting in a $9.96 million
increase in projected electric revenue in the Rate Year.*® In the supplemental rebuttal testimony
of its Forecasting and Rates Panel, the Company concurred with most of Staff’s revisions but
expressed reservations about the methods used to estimate the incremental impact of electric
vehicles and solar PV, such as the appropriateness of Staff's trendline generated with limited data
and omissions in accounting for the cumulative effect of existing PV installations.*’

On January 16, 2024, the Company and Staff executed the Stipulation Regarding
Sales Forecast and Price Out Revenues (Forecasting Stipulation), in which the Company agreed
to Staff’s Rate Year electric forecasts and associated price out, with minor corrections regarding
adjustments for street lighting and two customers in service classes 8 and 13. ¢ The electric
forecasts for the Rate Year and associated price out, by service class or sub-class and by month,
are set forth in Schedule A of the Forecasting Stipulation.*®

The Commission should adopt the electric forecasts and associated price out set
forth in Schedule A of the Forecasting Stipulation, because the stipulation depicts a reasonable
and accurate forecast for the Rate Year that reflects the impacts of electric vehicles, solar PV,
and heat pumps, and incorporates appropriate modeling corrections and refinements. These

electric forecasts also represent a consensus forecast between the Company and Staff.

2. Gas Sales Forecast

Central Hudson developed econometric models for gas customers and sales
forecasting for each service class within the upcoming Rate Year, based on historical monthly
billed data up to December 2022. The Company separately estimated sales class-specific
customer count and use-per-customer models and then multiplied the forecasted customer counts
and sales per-customer projections from those models to produce overall sales forecasts for each

service class. These forecasting models incorporated economic drivers and integrated end-use

4 Tr. 3646.

47 Tr. 1925-1928

48 Exhibit 513.

49 Exhibit 513, Schedule A.
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saturation and efficiency trends. The forecasts from the models were subsequently adjusted to
reflect anticipated heat pump adoption above what was incorporated in the historical trends.*®

Staff developed its own gas forecasting models using the Company’s historical
data for customers, sales, heating degree days (HDD), economic, and demographic variables. In
addition, Staff’s models were estimated using updated historical data through September 2023.
Further, Staff’s models separated the underlying components of the Company’s end-use
saturation and efficiency variables and more transparently included them as distinct explanatory
variables in Staff’s models.%! Staff identified the same concerns with the Company’s use of SAE
variables as described above.

In the SUFPP’s testimony, Staff acknowledged two errors in Staff’s gas
forecasting models. First, Staff corrected its forecasts to rectify the omission of pre-2009 rate
increases in calculating the gas price variables used in estimating Staff’s models. Second, Staff
identified that it incorrectly used the residential gas price as an explanatory variable instead of
the commercial gas price in one of its commercial use-per-customer models. Correcting these
two errors resulted in a $325,000 increase in Staff’s gas revenue forecast.? Staff further
corrected the Company’s post-model adjustment for heat pump adoption, which resulted in an
approximately $60,000 reduction in Staff’s sales forecast for gas.

As part of the Forecasting Stipulation, the Company concurred with Staff's
revised forecast which reflects gas sales modeling corrections and post-model adjustment
revisions.>® The stipulated gas sales forecasts and associated revenues for the Rate Year are
detailed in Schedule B, which reflects Staff's revised positions with no additional adjustments.

The Commission should adopt the gas forecasts and associated price out set forth
in Schedule B of the Forecasting Stipulation, because the stipulation depicts a reasonable and
accurate forecast for the Rate Year that reflects the impacts of heat pumps, incorporates
appropriate modeling corrections and refinements, and represents a consensus gas forecast
between the Company and Staff.

%0 Tr. 1804.
1 Tr. 3599.
52 Tr. 3638.
58 Exhibit 513.
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B. Electric and Gas Revenue Forecast
Staff’s electric Rate Year revenue price out at current rates yielded total revenues
of approximately $451.6 million.>* Staff’s gas price out Rate Year revenue price out at current
rates yielded total revenues of approximately $135.9 million.>® The Rate Year revenues for
electric and gas are set forth in Schedules A and B of the Forecasting Stipulation, which, as

noted above, should be adopted by the Commission.

C. Revenue Tracking Mechanisms

The Electric Revenue Decoupling Mechanism (RDM) is a revenue per class
model applicable to Service Classification Nos. 1, 2 Non-Demand, 2 Primary Demand, 2
Secondary Demand, 3, 5, 6, 8 13 and 14. Actual class or sub-class delivery revenues are
compared on a monthly basis to a delivery revenue target. If the monthly actual delivery revenue
exceeds or falls short of the delivery revenue target, the delivery revenue excess or shortfall is
accrued for a refund or recovery to customers at the end of the semi-annual RDM period (six
months ending December or six months ending June).>® The Company proposed to include
Service Classification 10 — Buyback Service into its RDM.>" Additionally, Staff recommended
tariff language related to the Company’s RDM during months a rate change occurs.”® The
inclusion of Service Classification No. 10, and Staff’s modified tariff language to the RDM, are
discussed further in Section X1V.J. Staff recommends that the Company’s RDM for its electric
service classes be continued into the Company’s Rate Year, subject to the discussion in Section
in XIV.J.

The Company’s gas RDM is a revenue per class model applicable to the
combined Service Classifications No 1 and 12 and the combined Service Classification No. 2, 6,
and 13. Additionally, at the start of the Company’s current rate plan, Service Classification No.

11 became an RDM class, subject to certain dead bands and thresholds.® Similar to the electric

% Tr. 4245.
55 Tr. 4245.
% Tr. 1867.
5" Tr. 1869.
8 Tr. 4273-4274.
% Tr. 1868.
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RDM, the gas actual revenues are compared to the RDM targets on a monthly basis and any
excess or shortfall is accrued for a refund or recovery to customers at the end of the RDM period.
The Company proposed to extend its RDM period from semi-annual to annual at the start of the
Rate Year.® The extension of the gas RDM period is discussed further in Section XIV.J. The
Company’s RDM for its gas service classes should continue into the Company’s Rate Year,

subject to the discussion in Section XIV.J.

M. EXPENSE ISSUES
A. Operation and Maintenance

1. Areas of Agreement

Legal Service expenses include costs of non-rate case recurring legal expenses.
These costs were forecasted by normalizing the Historic Test Year and then applying inflation to
get to the Rate Year. As stated in the response to DPS-414, the Company understated its
downward normalizing adjustments.5! After Staff corrected for this understatement, the
normalizing adjustments changed from $312,519 to $384,189 for electric and from $62,504 to
$96,047 for gas. This correction results in a reduction to Central Hudson’s Rate Year forecast of
legal services of $71,670 for electric and $33,543 for gas. The Company and Staff are in
agreement with this correction.5?

Other issues on which Staff is in agreement with the Company are discussed in

the relevant sections of this brief.

2. Site Investigation and Remediation (SIR)

In February of 2011, the Commission commenced a proceeding (Case 11-M-
0034) to examine, on a generic basis, the treatment of costs for utilities’ site investigation and
remediation of hazardous waste, primarily at former manufactured gas plant (MGP) sites
previously owned and operated by the utility companies or their predecessor companies. SIR

projects, including investigation and remediation of former MGP sites, are primarily overseen by

60 Tr, 1870.
61 Tr. 4112.
62 Exhibit 239, Schedule A, p. 4; Exhibit 240, Schedule A, p. 3.
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the New York State Department of Environmental Conservation (DEC). The United States
Environmental Protection Agency (EPA) regulates the investigation and remediation of Federal
Superfund sites. Central Hudson’s SIR expenses generally consist of the costs of assessment,
monitoring, cleanup, and restoration of sites containing environmental contamination for which
the Company has been found to be wholly or partially liable by the DEC or EPA. The Company
then seeks recovery of these SIR expenses through rates.

Central Hudson is wholly or partially responsible for seven MGP sites, of which
six have received a “No Further Action” (NFA) determination with minimal ongoing obligation;
one maintenance/warehouse facility, also with an NFA determination; and one customer service
office. The one outstanding MGP site is North Water Street, which has experienced various
practical and regulatory setbacks in recent years and for which remediation is ongoing. The
Company projected spending $0.8 million on this site in the Rate Year.

Central Hudson projected Rate Year SIR costs using a historical three-year
average of actual costs, adjusted for inflation. The Company explained that this methodology
has been in place since Cases 08-E-0887 and 08-G-0888 and is consistent with the 2021 Rate
Plan.%® The Company also proposed continuation of the existing symmetrical true-up
mechanism for SIR costs.®* In its Policy Panel’s initial testimony, the Company stated that in the
context of a multi-year settlement, as a source of rate moderation, it would consider using a
forecast of Rate Year spending to project SIR costs, which would reduce electric and gas revenue
requirements by $4 million.%

Staff recommends using the forecast of Rate Year spending instead of a historical
three-year average, because the historical expenses include costs for work at sites which are now
completed, as well as other costs which will not occur in the Rate Year.%® In developing that
recommendation, Staff relied upon the Company’s projected costs in the Rate Year of $0.789

million for electric and $0.197 million for gas, as provided in the response to DPS-291.57

83 Tr. 718, 3429.
6 Tr. 3429,3430.
5 Tr. 3299-3300.
6 Tr. 3496-3497.
7 Tr. 3497.
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In rebuttal, Central Hudson disagreed with using forecasted costs, arguing that
SIR costs fluctuate from year to year depending on projects, and that funding based on the
historical average in this case will act as a reserve and reduce potential volatility of SIR costs in
the future.%® Additionally, the Company stated that it originally noted using a forecasted
methodology to calculate Rate Year costs in the context of a multi-year rate plan only.®® Staff’s
proposed methodology, however, is a better indicator of Rate Year spending and should be
adopted by the Commission in the context of this case. The Company’s proposed use of a
historical spending average would inappropriately factor prior spending that is not anticipated to
continue into the calculation of forecasted spending in the Rate Year. Conversely, Staff’s
recommended methodology considers the changes in the statuses of the Company’s SIR sites,
and therefore does not include costs for sites which have been fully remediated, or for which
historical costs are not otherwise representative of future expenses. Staff’s forecast is based on
the scopes of SIR work and associated costs the Company expects to incur during the Rate Year
and is a reasonable forecast methodology in this one-year rate case. For the foregoing reasons,
the Commission should adopt Staff’s recommendation and use the forecast of Rate Year
spending instead of a historical three-year average to establish the Company’s SIR expense
allowance for the Rate Year.

Staff also assessed Central Hudson’s compliance with the Inventory of Best
Practices, as developed in Case 11-M-0034.7° Based on Staff’s analysis, the Company is largely
in compliance with the Inventory of Best Practices, although Staff made two recommendations
for better adherence to items nine (“work with other utilities to share the costs of research
evaluating remedial technologies and risks from MGP contamination and other contaminants”)
and twelve (“only use waste disposal facilities that have been pre-approved by the utility to
minimize the potential for creating new liabilities”).”* Regarding item nine, the Company stated

in its response to DPS-297 that it had not identified any instances where the Company has been

8 Tr. 787.
8 Tr. 787-788.

0 Case 11-M-0034, Review and Evaluation of the Treatment of the State's Requlated Utilities' Site
Investigation and Remediation (SIR) Costs, Inventory of Best Practices for Utility SIR Programs
(filed March 28, 2013) (Inventory of Best Practices).

™ Tr. 3485.
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able to cost share in the SIR program.’? That notwithstanding, there is a benefit to identifying
new remedial technologies that could help streamline and improve utility SIR-related activities,
and it is reasonable for such costs to be shared among utilities as these new technologies could
benefit all utilities in the future. As such, Staff recommends that the Commission direct Central
Hudson to actively pursue any opportunities for cost sharing with other utilities with respect to
innovative remedial technologies, with a particular focus on the North Water Street MGP site
(the only site still in the remediation phase, and at which innovative methods may be
necessary).”

Regarding item twelve, Staff identified concerns about potential liabilities at some
waste disposal facilities currently utilized by the Company, some of which have sub-par records
and histories of infractions.”* Given the purpose of waste disposal facilities, and the potential
deleterious impacts that could arise if waste is handled improperly, it is critical that the Company
takes appropriate actions to ensure that such facilities utilized by the Company as part of its SIR
program comply with federal, state, and local standards and regulations, including but not limited
to those promulgated by the federal Environmental Protection Agency and state departments of
environmental conservation. To ameliorate Staff’s concerns with the waste disposal facilities
currently utilized by the Company, Staff recommends that the Commission direct the Company
to undertake a cost-benefit analysis of the continued use of some of these facilities, as compared
to the cost of switching to waste facilities with fewer liabilities.” Such an analysis will present
useful information regarding whether it is appropriate for the Company to continue using its
current facilities, and that can help to “minimize the potential for creating new liabilities,” in
accordance with item twelve of the Inventory of Best Practices.

In addition, in its November 28, 2012 Order issued in Case 11-M-0034, the
Commission directed that, in any future rate filing in which a utility seeks to recover SIR
expenses, it must indicate the results of any internal process the utility may have conducted with
respect to review of SIR procedures, and explain how internal controls are brought to bear on the

72 Exhibit 346 (DPS-297).

3 Tr. 3486.

7 Tr. 3486-3489; see also Exhibits 491 and 492.
S Tr. 3492,
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SIR projects.” Central Hudson indicated that, while its Financial Report, including SIR amounts
and disclosures, is subject to an annual audit by external auditors, the Company has not
performed, or caused to be performed, any specific audit of its SIR program over the last three
years.”” In order to ensure that the Company can accurately track its SIR-related costs in the
future, and to comply with Ordering Clause No. 3 of the November 2012 Order, Staff
recommends that the Commission direct the Company to undertake an internal audit of each site

in its SIR program before its next rate filing.

3. Vegetation Management

Central Hudson’s Vegetation Management Program is separated into two main
components, Transmission Right of Way (ROW) Management and Distribution Line Clearance
Program. Both components consist of smaller individual activities. Transmission ROW
Management includes ROW Routine Floor, Mowing/Access Roads, Side Trimming, Danger
Tree Removal, Hot Spot Trimming, Edge Reclamation, and Legal and Environmental
Activities.”® Distribution Line Clearance Program includes the following activities: Trimming
On-Road, Trimming Off-Road, Danger Trees, Flagging, Hazard Tree-Flagging, Trouble Orders,
and Hazard Tree Program.”®

Transmission ROW Management

The Company forecasted expenditures for Transmission ROW Management of
approximately $3.60 million in the Rate Year.8° The Company forecasted these expenditure
levels using historical expenditures from past rate years and factoring in contractual labor cost
increases, inflation, and operational and environmental constraints. The contractual labor

increases were based on union contract agreements with the Local 1249 B Chapter and internal

6 See Case 11-M-0034, supra, Order Concerning Costs for Site Investigation and Remediation (issued
November 28, 2012) (November 2012 Order).

T Tr. 3493; Exhibit 346 (DPS-325).
8 Tr. 2087.
" Tr.2094.
8 Tr. 2087.
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discussion with Central Hudson’s core contractors regarding potential future contractual
increases.®!

When factoring in increases primarily related to inflation and increased costs
associated with labor contracts, the Company’s proposed expenditures are generally within
historical spending levels,® with the exception of the Company’s proposed Rate Year
expenditure of $194,287 for the Hot Spot Trimming activity, which represents a significant cost
increase from historical levels.®3 Based on its review, Staff noted that the Company continues to
identify significant amounts of undesirable vegetation underneath transmission lines that must be
addressed by hot spot work, which indicates that trees are likely being missed during regular
maintenance intervals based off visual observations of the ROWSs.3* Notwithstanding the
foregoing, Staff recommends that the Commission adopt the recommended funding level of
$194,287 for Hot Spot Trimming in the Rate Year, in order to enable the Company to continue
performing hot spot work, which is important for the Company to maintain the transmission
system’s reliability, and to prevent future increases of the same magnitude.®®> Staff also
recommends, and the Company agreed,® that the Commission direct Central Hudson to continue
its efforts related to improving the performance of contractors during regular maintenance
operations, by which vegetation will not resprout and grow into the wire zone, which would
enable the Company to reduce the budget for Hot Spot Trimming in future years.®’

Based on the foregoing, the Commission should adopt the Company’s forecasted
Rate Year expenditures of approximately $3.60 million for Transmission ROW Management.

Distribution Line Clearance Program

The Company initially forecasted total Distribution Line Clearance Program
expenditures of $28.50 million in the Rate Year, including: $13.73 million for Trimming On-
Road, $5.58 million for Trimming Off-Road, $0.74 million for Danger Trees, $1.66 million for

8 Tr. 2081.
8 Tr. 3568.
8 Tr. 3573-3574.
8 Tr. 3574.
8 Tr. 3574-3575.
8  Tr.2139.
8 Tr. 3574.
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Routine Line Clearance Flagging, $680,000 for Hazard Tree Flagging, $62,000 for Trouble
Orders, and $6.05 million for the Hazard Tree Program.® Similarly to its Transmission ROW
Management program, the Company utilized historical expenditures and factored in contractor
labor and equipment pricing increases to calculate its Rate Year expenditures for the various
Distribution Line Clearance Program activities.

Staff agrees with the initially proposed budgets for five of Central Hudson’s
Distribution Line Clearance Program activities: Trimming On-Road, Trimming Off-Road,
Danger Trees, Routine Line Clearance Flagging, and Trouble Orders. These budgets are based
on historical spending for such activities, and escalation factors used to calculate the Rate Year
expenditures for these activities are representative of increases in contractor labor and equipment
pricing experienced throughout the industry.®® Accordingly, the Commission should adopt the
initially proposed budgets for these five activities.

With respect to the Hazard Tree Program and its associated flagging, Central
Hudson proposed to increase staffing by an additional seven bucket crews in the Rate Year (i.e.,
from five to twelve).® In its initial testimony, the Company’s Electric Capital and Operations
Panel (ECOP) asserted that “[t]he major driver of tree related outages on Central Hudson’s
system has been trees/limbs failures from outside the established ROW that are from dead or
declining trees” and that “[t]he number of trees impacted by the [Emerald Ash Borer], various
other insects and tree related diseases, as well as damage from severe weather events, continues
to be the main sources for this impact. The intent of the Hazard Tree Program is to focus more
on addressing hazard/danger trees outside of our routine trimming program that could improve
system reliability.”®* The ECOP also reasoned that since the inception of the Hazard Tree
Program in 2018, there has been an overall SAIFI improvement of 17.2%.%2 Central Hudson also
referred to a consultant’s recommendations on how to improve its program, including increasing

the Hazard Tree Program currently in place.

8 Tr.2094.
8 Tr. 3552.
% Tr. 2094,
% Tr. 2095.
%2 Tr. 2095.
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While Staff acknowledges the improvement in reliability performance from
hazard tree removals, and supports an expansion to the program in concept, historical
performance data from the last five calendar years (2018-2022) shows that Central Hudson was
able to successfully remove an average of 3,800 hazard trees per calendar year.%* Based on this
data and the Company’s current five Hazard Tree crews, Staff calculated that each crew was able
to remove 750 trees on average per calendar year. Thus, allowing three additional Hazard Tree
crews, bringing the total program crewing from five to eight, would enable the Company to
remove an additional 2,250 hazard trees annually, and would provide the Company with
significant future hazard tree mitigation resources.** On January 16, 2024, the Company and
Staff executed the Stipulation Regarding Electric Capital and Operations (Electric Capital
Stipulation), wherein Central Hudson, inter alia, agreed to Staff’s recommendation to increase
the Company’s hazard tree crewing from five to eight crews.*® For all those reasons, the
Commission should adopt Staff’s recommended adjustments to the Company’s Hazard Tree
program for the Rate Year.

In its rebuttal testimony, the Company’s ECOP also asserted that the recently
signed “Roadway Excavation Quality Assurance Act,” which addresses prevailing wage for
construction workers performing utility work on roads, would require the Company to increase
its initially proposed funding for the Distribution VVegetation Management Program by $1.54
million ($1.10 million for Routine Line Clearance Flagging and $440,000 for Hazard Tree
Flagging).®® However, based on the historical Article 8 Prevailing Wage Schedules provided by
the Department of Labor,®” Lineman-Tree Trimmers serving as “Flag Person” in their duties
have consistently maintained New York State minimum wage as their prevailing wage amount.
The Company has not otherwise demonstrated a need to increase the budgets for the Routine

Line Clearance Flagging and Hazard Tree Flagging activities to pay such prevailing wage (i.e.,

% Tr. 3560.
% Tr. 3560-3561.
% Exhibit 516.

% Tr.2144-2145. The Company calculated these incremental flagging costs based on its original
request for twelve Hazard Tree crews.

% Department of Labor’s prevailing wage schedules are available at
https://apps.labor.ny.gov/wpp/publicViewPWChanges.do?method=showlt#.
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minimum wage) amounts. Accordingly, the Commission should deny the Company’s requested
incremental funding for these two programs, and instead approve the initial budgets proposed, as
discussed above.

Based on all the foregoing, Staff recommends a downward adjustment of
$2,019,012 to the Company’s Hazard Tree Program forecast, or a total Rate Year expenditure of
$4,034,646 million for the Hazard Tree Program, to reflect the increase in crewing from five to
eight bucket trucks. Likewise, based on the reduction in incremental Hazard Tree Program
crewing, Staff also recommends a downward adjustment for the Hazard Tree Flagging activity,
to $452,348 in the Rate Year. With these two adjustments, Staff recommends a total budget of
$26.26 million in the Rate Year for the Distribution Line Clearance Program, which is in line
with historical spending and should provide the Company with adequate resources necessary to
continue improving system reliability through the removal of hazard trees within its service
territory.

Reporting

Staff recommends that Central Hudson provide additional Distribution Line
Clearance Program reporting on a quarterly basis, to provide a clear view into the Company’s
use of resources, progress with program goals, and to assist with analysis in future proceedings.®®
These reports should be filed with the Secretary to the Commission on a quarterly basis, no later
than 45 days after each calendar quarter. Reporting requirements should include trimming on-
road, trimming off-road, danger tree removal, flagging, hazard tree flagging, trouble orders, and
hazard tree removals. These reports should contain monthly totals of miles completed and
expenditures in a five-year annual historical format, plus the current year’s monthly totals of
miles completed and expenditures. Staff also recommends that additional reporting on hazard
tree crew activities during major and minor storm events be provided. These reports should
include the date of the event, duration of the event, number of full-time equivalents used, service
divisions affected, number of trees/limbs removed, and total expenditures for the event,

separated by labor included in contracts, and labor excluded, for example, overtime.*® Staff

% Tr. 3563-3564.
% Tr. 3566.
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further recommends that such reports clearly delineate between the terms “hazard tree” and
“danger tree” which are, at times, used interchangeably by the Company.1%

These additional reporting requirements will help ensure accurate accounting of
the Company’s vegetation management activities and will aid Staff in the analysis of danger tree
and hazard tree removals in the future. Staff notes that as part of the Electric Capital Stipulation
executed on January 16, 2024, Central Hudson, inter alia, agreed to work with Staff to provide
such quarterly reporting on all Distribution Vegetation Management Programs.*®* Accordingly,
the Commission should adopt Staff’s recommended Distribution Line Clearance Program

reporting requirements.

4. Labor Expense

Central Hudson’s Rate Year forecast of labor expense was $97.331 million for
electric operations and $28.892 million for gas operations.'%? Staff’s initial testimony reflected
five adjustments which resulted in a Rate Year forecast of $83.516 million for electric operations
and $25.044 million for gas operations.’®® Four of Staff’s recommended adjustments are
discussed in more detail below. The fifth adjustment by Staff was to correct a transposition error
made by Central Hudson.*®* Central Hudson stated agreement with this correction in its rebuttal

testimony.1%®

a. Incremental FTEs
Central Hudson requested 254 incremental FTEs, to be hired through the bridge
period to the end of the Rate Year. According to Central Hudson, the incremental positions are
needed to support and facilitate various projects and programs.'®® The incremental positions are

identified in Exhibit__ (WCBP-2), which includes the positions responsibilities and the related

100 See, e.g., Tr. 2005, 2044, and 2095.
101 Exhibit 516.

102 Exhibits 239 and 240.

103 Exhibits 300 and 301.

104 Tr. 4060-4061.

105 Tr, 784.

16 Tr, 321.
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initiative or program.’®”  As discussed in more detail below, Staff recommends that the
Commission reject 122.5 of the requested incremental FTES, as shown in Exhibit_ (SAP-4

Corrected). 18

i Electric Capital and Operations FTEs
Assistant Engineer (Grid Mod and Substation)

In testimony, the Company stated that that design engineers are needed to “supply
enough capital work to meet the combined capital demands of the Five-Year Capital Plan,'® the
increased number of developer-funded capital projects, and the other corporate initiatives such as
Grid Mod, Network Strategy, and Interconnections.”*'® The Company requested five Assistant
Engineers (Grid Mod) and three Assistant Engineers (Substation) FTES.

Staff reviewed historical and forecasted capital expenditures, historical and
current FTE headcount, and the roles and responsibilities of the respective positions. The
forecasted capital expenditures remain flat compared to the Company’s historical spending
levels. The Company’s request would increase the headcount of the Assistant Engineer (Grid
Mod) position by 166%, and the Assistant Engineer (Substation) position by 100%, compared to
the current headcount. Additionally, Assistant Engineer (Grid Mod) and Assistant Engineer
(Substation) positions share common responsibilities which provides the Company the ability to
share the workload among the two positions.!!! Considering these factors, Staff recommended
one Assistant Engineer (Grid Mod) and one Assistant Engineer (Substation) be allowed.

In rebuttal, Central Hudson reiterated that these FTES were needed to address
increase in capital construction projects, Grid Mod initiatives, and to support developer funded
projects related to the NYISO interconnection queue.*'? The Company stated that while the

Substation capital budget remains relatively flat, Staff failed to consider the increase in developer

107 Exhibit 64.
108 Exhibit 302.

109 Case 20-E-0428, supra, 2024-2028 PSC Capital Budget Book (filed June 30, 2023) (Five-Year
Capital Plan).

10 Tr, 2049.
11 Ty, 2588.
1z Ty, 2124.
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funded projects in the NYISO interconnection queue. The Company stated that the work related
to the developer funded projects would need to be performed by contractors if it did not hire the
requested number of FTEs. While Staff recognizes the increase in developer funded projects, the
related work needed for this one-year rate case can be performed by contractors as stated by the
Company. There are fewer financial risks associated with contractors since when the services of
a contract engineer are no longer needed their job ends. Staff therefore maintains its
recommendation of one Assistant Engineer (Grid Mod) and one Assistant Engineer (Substation).

Assistant Engineer (Hydro)

The role of Assistant Engineer (Hydro) would oversee small capital construction
projects within the Hydro & Gas Turbines category. The duties of this position would include
project scoping, bidding, material and labor procurement, quality control, financial tracking, and
closeout documentation.**®* Additionally, the position would provide engineering support for
regulatory compliance items, provide reporting for various regulatory agencies, manage
hydroelectric grant applications, and work with operations to provide engineering support for
projects and emergent needs to maintain plant operation. Central Hudson requested one
Assistant Engineer (Hydro) FTE.

Staff reviewed historical and forecasted capital expenditures, historical and
current FTE headcount, and the roles and responsibilities of the position. The forecasted five-
year capital expenditures for the Hydro & Gas Turbines category slightly decreased, on average,
compared to the capital costs in the Joint Proposal adopted by the Commission in Central
Hudson’s previous rate case.’'* The Company’s request would also double the current
headcount for this position. Given these facts, Staff recommended zero additional Assistant
Engineer (Hydro) positions be authorized.

Central Hudson stated in its rebuttal testimony that the primary task of the
Assistant Engineer (Hydro) would be to manage grant applications and the associated ongoing
tasks.!’> These tasks would consume much of their working time. While the Company generally

agreed with Staff’s position that its forecasted capital expenditures have marginally decreased as

13 Tr, 2591.
114 Tr, 2592.
15 Ty, 2125-2126.
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compared to its previous rate case, it nonetheless asserted that the Company is “in a period of
heavy capital work” for the Hydro & Gas Turbine category.!'® Staff acknowledges the volume
of work the Company has performed to-date related to grant applications. However, Staff notes
that the Company has managed to complete the work thus far with its current level of staffing.
Furthermore, as stated earlier, the forecasted capital expenditures are marginally lower on
average compared to the forecasted expenditures in the Joint Proposal adopted by the
Commission in 2021. Given these facts, Staff is confident that the Company will be able to
complete its work related to grant applications in the Rate Year with its current level of staffing.
Accordingly, Staff maintains its testimonial position and recommends that zero additional
Assistant Engineer (Hydro) positions be authorized.

I&C Technician (Substation) and Relay Technician (Substation)

The role of 1&C Technician (Substation) supports work related to testing,
adjusting repairing and maintenance of radio, telemetric, fiber optic, microwave, supervisory
control and data acquisition (SCADA) equipment in substations and other facilities. The role of
Relay technician (Substation) supports work related to testing, adjusting, and repairing of relays
and associated equipment in substations and other facilities. According to the Company, the
I&C and Relay Technicians positions did not exist prior to 2022 as they were all classified as
“Substation Technicians” who performed the responsibilities mentioned above. The Company
explained that the Substation Technician role was split into I&C Technician and Relay
Technician to allow for more specialized training.!*” Central Hudson requested four 1&C
Technician (Substation) and two Relay Technician (Substation) FTEs.

Staff reviewed the Company’s current headcount of I&C and Relay Technicians,
which was provided in DPS-725.18 The Company currently has three 1&C Technicians and
eight Relay Technicians. These existing technicians have the knowledge and knowhow to
handle the work at the present, considering that the delineation of Substation Technicians into
I&C Technicians and Relay Technicians was a recent action. Additionally, the Company has

been able to meet its I&C and relay needs through 2022 with its historical Substation Technician

s Tr, 2126-2127.
17 Exhibit 317 (DPS-725).
118 Exhibit 317 (DPS-725).
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headcount.?® Given these considerations, Staff recommended that one incremental 1&C
Technician (Substation) position and zero Relay Technician (Substation) positions be allowed.

Central Hudson stated in its rebuttal testimony that the delineation of the
Substation Technicians into separate 1&C Technicians was needed to address increase in
workload responsibilities and to support the Company’s Grid Mod initiatives.'?® The Company
also stated that the Relay Technicians delineation from Substation Technicians was needed for
more specialized work in configuring and testing microprocessor-based relay and automation
equipment, and this work requires more in-depth training and knowledge.*?* The Company also
cited to “recent turnover within the Substations Technicians [that] has reduced the complement
below historical levels and attracting and retaining qualified individuals has proven difficult.”*??
In addition to these responsibilities, the Company further argued that Relay Technicians that are
grandfathered Substation Technicians continue to support some of the I&C Technicians’ work,
until the desired complement is achieved with the I&C Technicians, but the 1&C work being
supported by the Relay Technicians is too great of a burden and cannot be performed on an
ongoing basis. 1?2

As discussed earlier, the Company has been able to meet its overall workload with
the present headcount. Additionally, Staff’s recommendation of one I&C Technician should
allow the Company to address any increase in workload while relieving, at least in part, the
Relay Technicians who are supporting 1&C related work. Staff is also confident in the
Company’s ability to manage its concerns about positional turnover, given statements by the
Company’s Revenue Requirements Panel that “the Company has a proven history of hiring the
employees needed to safely and effectively run the business.”*?* Accordingly, Staff maintains its
recommendation that the Commission authorize one 1&C Technician (Substation) and zero
Relay Technician (Substation) FTEs.

119 Tr, 2599.
120 Ty, 2127.
121 7Ty, 2127.
122 77, 2128.
123 Tr. 2130.
124 Tr. 783.
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Distribution Operators and Emergency Service Representatives

In its initial testimony, the Company discussed “the expansion of Central
Dispatch operation and the buildout of Distribution System Operations™ as “essential to ensure
24x7 monitoring and control with” the Company’s Advanced Distribution Management System
(ADMS).1? The Company identified a need for onboarding ten classified employees (eight
Assistant Distribution Operators, two Emergency Service Representatives and one Senior
Distribution Operator), in order to provide for three eight-hour operating shifts to provide
adequate 24/7, 365 day coverage.'?® The Company stated that “these positions will be filled over
a three-year period to align with the deliverables of Grid Modernization and the in-service of the
Primary Control Center in Lake Katrine.”*?’

In its initial testimony, Staff recommended that four incremental Assistant
Distribution Operators be authorized, including one already hired by the Company on June 25,
2023, one to be hired in the Rate Year, and two in the subsequent twelve months.'?® Staff noted
that the Company already employs three Distribution Operators and one Assistant Distribution
Operator working in its Primary Control Center, with the responsibility of operating the
ADMS.*?° Staff also noted that the purpose of the ADMS is to automate the electric system, and
is designed to improve operator efficiencies and, therefore, requires less human intervention.**
As such, Staff did not agree that the Company’s FTE proposal aligned with the purpose of the
technology.

In rebuttal, the Company argued that “Assistant Distribution Operators are
required to support incremental workstreams associated with transitioning the distribution
operating authority from five district offices to a single Distribution Control Center.”*3! While
the Company acknowledged that the ADMS provides operating efficiencies, Central Hudson

maintained that centralizing the distribution operating authority would require incremental

125 Tr, 2057-2058.
126 Tr, 2057.
127 Tr. 2057-2058.
128 Tr. 2585.
129 Tr, 2585-2586.
130 Ty, 2586.
181 Tr, 2117-21109.
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staffing to perform daily functions currently performed by others such as Electric Operating
Engineers, Directors of Electric Operations, and Line Foremen/Forewomen.!32 The Company
further asserted that that “the ADMS will be operated in advisory mode, therefore, Fault
Location Isolation Service Restoration (“FLISR”), Conversation Voltage Reduction (“CVR”),
and Volt-VAR Optimization (“VVO”) will require the Distribution Operator to consistently
evaluate ADMS solutions before execution.”'® The Company’s rebuttal testimony further
argued that Staff’s recommendation of four Assistant Distribution Operators would bring the
total number of Distribution Operators to eight, which the Company asserted is “the minimum
necessary to allow for 24x7 coverage of the Distribution Control Center, and will require
limiting shifts to one or two employees.”!3

Staff maintains that the recommended four incremental Assistant Distribution
Operators or eight total Distribution Operators is appropriate 24x7 coverage of the Distribution
Control Center. While the Company argued that these FTEs are needed to operate the ADMS,
the Company also acknowledged that the ADMS would be operated in advisory mode. In Staff’s
opinion, however, the Company is being overly conservative in its estimation of how many FTES
are needed to operate the ADMS. The ADMS does not need to be in advisory mode indefinitely.
As noted above, the purpose of the ADMS is to automate the electric system, improve operator
efficiencies, and reduce the need for human intervention. Instead, at some point, the ADMS can
and should transition to operate in greater autonomous capacity, thereby no longer needing
constant, full-time monitoring by Distribution Operators as the Company suggests. Using the
ADMS to perform automated tasks such as VVO and FLISR provides operating effectiveness,
which will reduce control room workload. Staff does not support ramping up the number of
Assistant Distribution Operators just for a brief advisory mode period.

The Company requested one Emergency Service Representative FTE through
June 2025, and one FTE through June 2026, or two FTEs in total. The primary responsibility of

the Emergency Service Representative is to facilitate 24/7 communication between customers

182 Tr, 2117.
183 Tr, 2118.
134 Tr. 2118.
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and the Primary Control Center staff.!3> The Company currently employs eight Emergency
Service Representatives with up to three Emergency Service Representative serving on duty per
eight-hour shift.®*® In its initial testimony, Staff recommended zero additional Emergency
Service Representatives be allowed, based on Staff’s view that the eight Emergency Service
Representative already employed by the Company provides enough manpower to support 24x7
operations.

In its rebuttal testimony, the Company asserted that “[t]he Distribution Control
Center requires a team consisting of Emergency Service Representatives, Distribution
Dispatchers, and Distribution Operators to handle emergency response from call inception to
issue resolution” and that “[t]he Emergency Service Representatives’ primary objective is to
attend to the gas and emergency phone lines to support calls from 911 centers and customers...
[and] provide backup to the Contact Center outside normal business hours.”**” The Company
argued that, as part of the reorganization of this team with the hiring of Distribution Operators,
job responsibilities of a previously higher classification were redistributed to reduce overall
staffing needs, and as a result, Emergency Service Representatives would be tasked with
assisting the team in reporting emergencies to regulators and the callout of field personnel, which
is currently a function of the Dispatchers.®®® According to Central Hudson, “[t]his shift in
responsibilities allows the Company to reduce historical headcount while providing a more
economical solution for administrative related tasks.”**° As noted above, however, the Company
currently employees eight Emergency Service Representative, with up to three on duty per shift
which is more than adequate to support 24x7 operation, particularly when considering the
synergies between Distribution Operators, Distribution Dispatchers, and Emergency Service
Representatives workstreams. Staff is confident that the Company will have adequate
Emergency Service Representatives to meet its ongoing operational needs, and therefore

maintains its recommendation of zero additional Emergency Services Representatives.

135 Tr, 2594,
13 Exhibit 317 (DPS-577).
137 Tr, 2120.
138 Tr, 2120.
139 Tr, 2120.
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ii. Gas Capital and Operations FTEs

The Company proposed adding eight incremental FTEs related to gas operations,
as follows: one Engineering Technician, one Natural Gas Compliance Analyst (NG Compliance
Analyst), one Foreman/Forewoman, three Assistant Engineers, one Operation Supervisor
dedicated to Damage Prevention and Public Awareness Plan (Operations Supervisor), and one
Damage Prevention Patroller (Patroller). Among the eight proposed FTEs, the Company has
already hired one Assistant Engineer and one NG Compliance Analyst.

Staff agrees with the Company’s proposal to hire the Engineering Technician to
offset contractor resources, which would allow the Company to save costs on contracting
cathodic testing and troubleshooting and help the Company build internal skills. Staff also
agrees with the Company’s hiring of one Assistant Engineer on June 26, 2023, and an additional
Assistant Engineer who will be mainly managing integrity testing for the Company’s High
Consequence Areas and Moderate Consequence Areas, as well as auditing TIMP and DIMP
annually for program compliance in addition to other tasks.'*® Additionally, Staff agrees with
the Company’s proposal to hire one Operation Supervisor to assist in achieving Staff’s
recommendations for damage prevention targets.4!

Staff disagrees with the Company’s proposal to hire a third Assistant Engineer
with assigned tasks of participating in the implementation of a Pipeline Safety Management
System (PSMS) by execution of tasks within the PSMS Road Map in development by the
Company,'*? participating in industry meetings, serving as PSMS ambassador within the
Company, and applying PSMS principles to aspects of Utility Thermal Energy Networks
(UTEN).** The Company failed to provide any evidence of tangible progress in the
development and implementation of its PSMS, as noted in Section IV.H, below. The UTEN
proceeding is also still in a relatively nascent stage, and it is unclear at this time how and to what
extent the Company could apply PSMS principles to UTENS.

40 Exhibit 334 (DPS-681).

141 Ty, 2715,

142 Tr, 1136,

143 Exhibit 334 (DPS-260 and DPS-681).
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In its rebuttal testimony, the Company disagreed with Staff’s removal of this
Assistant Engineer position. The Company argued that this position will be filled in 2025 upon
further development and implementation of its PSMS, allowing for the needed resources to
adequately move the program forward.*** The Company also argued that this Assistant Engineer
will be assisting with PSMS to “create tangible progress in this program, and will be necessary
for further development and integration of the PSMS process within the Gas Construction
Standard, Operation Maintenance Manual, and Joining Guidelines. The Company added that it
would be unable to fully integrate PSMS culture within the Company without this hiring, which
would be detrimental to future safety and reliability. Additionally, the Company stated that this
position would no longer be responsible for applying PSMS principles to aspects of the UTEN.

Staff acknowledges the removal of UTEN- related activities from this proposed
FTE’s duties. However, as discussed in Section V.H, the Company historically underspent its
budget for its PSMS, and Central Hudson’s proposed PSMS implementation still requires
substantial developmental work. Staff still disagrees with the Company’s proposal to hire this
position, until the Company provides tangible proofs of progress in development and
implementation of PSMS program. For those reasons, the Commission should reject the
Company’s proposal for this FTE.

For the Company’s proposed NG Compliance Analyst FTE, the description of this
position’s tasks is identical to the tasks of the Assistant Engineer hired on June 26, 2023, which
is to improve the overall effectiveness of the Company’s natural gas construction, inspection,
and maintenance program and oversee and coordinate the PSMS and Residential Methane
Detection Program (RMD) programs.!*® In its response to DPS-680, the Company failed to
provide any justification for hiring two FTEs with different titles to fulfill the same tasks.'*® The
Company also failed to provide evidence of tangible progress related to the PSMS and RMD
programs.'#’ For those reasons, Staff recommended denying the Company’s proposal to hire an

NG Compliance Analyst.

14 Ty, 1160.
15 Exhibit 334 ( DPS-260).
46 Exhibit 334 (DPS-680).
W7 Ty, 2715,
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In its rebuttal testimony, the Company disagreed that this position is identical to
the Assistant Engineer hired on June 26, 2023, and stated that the intent of hiring a NG
Compliance Analyst is to have someone who can support compliance in each of Central Hudson
operating districts.’*® The Company also argued that integrating a Compliance Analyst in each
district would allow for real time monitoring of inspection activities and compliance
deadlines.*® The Company further asserted that the initial request for a NG Compliance Analyst
would satisfy this vision and improve compliance over inspection, repairs, and requirements as
required by the Commission’s regulations, and would help lead the Company’s PSMS
program. 0

Staff disagrees with the Company’s newly modified task description and
maintains its recommendation to disallow the hiring of a NG Compliance Analyst. The
Company’s responses to IRs DPS-260 and DPS-680 did not modify the original tasks for the
proposed NG Compliance Analyst. The Company also has not provided any documentation or
support for its assertion that an NG Compliance Analyst is needed in each of its operating
districts. As to the Company’s assertions about the role of this FTE in relation to the PSMS, as
already explained, the Company has not provided any tangible proof of progress in developing
the Company’s PSMS.

Regarding the proposed dedicated Foreman/Forewoman FTE, the Company stated
that currently it has one FTE that spends one-half of the time overseeing all of the Company’s
system wide inspection and the other one-half of the time dedicated to damage prevention. !
Therefore, the Company proposed to hire an additional Foreman/Forewoman to have one FTE
focused on system wide inspections, and another FTE focused on damage protection.'® Staff
disagrees with the Company’s proposal to hire a Foreman/Forewoman, as Staff is already
recommending that the Company be authorized to hire the Operations Supervisor, who will be

dedicated to damage prevention and public awareness. Staff is confident that the Operations

18 Tr, 1161.

19 Tr, 1161.

150 Tr, 1161-1162.

151 Exhibit 334 (DPS-681).
152 Exhibit 334 (DPS-681).
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Supervisor could relieve the existing FTE from dedicating one-half of its time on damage
prevention and focus on the system wide inspections.t®3

In its rebuttal testimony, the Company disagreed with Staff’s consideration that
the Operations Supervisor position obviates the need for the Foreman/Forewoman position,
arguing that the Foreman/Forewoman position is necessary to manage the day-to-day operations,
while the Operation Supervisor is needed to focus on broadening the Company’s outreach and
program evolvement.*>* However, the Company did not provide any additional evidence for
why the Operations Supervisor would be incapable of satisfying the tasks dedicated to damage
prevention, thus relieving the existing FTE from these tasks to focus on the system-wide
inspections, consistent with Staff’s recommendation. Staff therefore maintains its testimonial
position and recommends that the Commission disallow the Company from hiring of an
incremental Foreman/Forewoman FTE.

As to the Patroller FTE, the Company proposed to continue and expand the
Damage Patroller Program to find the third-party excavators who are working without one-call
tickets, and to expand the program to include both electric and gas markouts.*>> According to the
Company, an additional damage prevention Patroller would cost approximately $125,000
annually.’™® The Company also argued that its proposal to hire an additional damage prevention
Patroller FTE is aligned with the Company’s Management Audit Implementation Plan filed in
Case 21-M-0541, specifically recommendation 6.4.%°" Staff disagrees with the Company’s
proposed FTE, as the Company failed to provide any justification for the additional damage
prevention FTE.?® In its response to DPS-421, the Company stated that it is currently utilizing a
one-half FTE to oversee the Company’s damage prevention program and one-quarter FTE to
oversee the public awareness program, and therefore hiring an additional FTE would enhance the

synergies between damage prevention and public awareness. In Staff’s opinion, however, the

18 Tr, 2716.
15 Tr. 1162-1163.
155 Tr, 1126-1127.
1% Tr, 1127.
187 Tr. 1127.
158 Tr. 2716-2717.
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Operations Supervisor FTE that Staff recommends is sufficient for these tasks, based on the fact
that the position is assigned both damage prevention and public awareness.*®
Based on the foregoing, the Commission should adopt Staff’s adjustments to the

Company’s proposed gas FTEs.

iii. Common Capital and Operations FTES

Staff recommends that the following incremental FTEs proposed by the Company
and listed in the Company’s response to DPS-260 be disallowed: a Data & Analytics
Lead/Program Manager found on row 50, an Analytics Microsoft Data Engineer/Architect found
on row 66, an Analytics and Data Engineer #2 on row 69, an Analytics PowerBI Developer
found on row 70, and a Business Analyst found on row 76.1%° All of these incremental FTEs
were listed under the Company’s Integrated Energy Data Resource (IEDR) initiative. However,
the stated purpose and reported responsibilities for these FTEs were inconsistent with the
incremental work necessary for the Company to provide data to the IEDR.2! In any event,
although the Company asserted in rebuttal that these FTEs are necessary to achieve “achieve the
IEDR requirements as defined in the Company’s IEDR Phase 2 budget submittal,”*®? the
Commission has since issued an Order on January 19, 2024 in Case 20-M-0082, wherein the
Commission specifically directed that the recovery of costs associated with Phase 2 of the IEDR
be addressed in subsequent rate cases after Phase 2 has been completed.'®® Accordingly, costs
associated with these five incremental FTEs related to the Company’s implementation of IEDR

Phase 2 should be disallowed.

iv. Technology Capital and Operations FTEs
In its initial testimony, the Company proposed increasing its IT headcount by a
total of 47 FTEs from the beginning of the bridge period until the end of the Rate Year.%* Staff

19 Exhibit 334 (DPS-260).
160 Exhibit 334 (DPS-260).
161 Ty, 3823-3825.
162 T, 1386-1387.

163 Case 20-M-0082, Strategic Use of Energy Related Data, Order Approving Integrated Energy Data
Resource Phase 2 Budgets (issued January 19, 2024), p. 19 (IEDR Phase 2 Order).

164 See Tr. 1332-1350.
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recommends a total of 16 reductions to the Company’s proposal, for a total of 31 incremental IT
FTEs from the beginning of the bridge period until the end of the Rate Year. This
recommendation includes a reduction of 2 FTEs (i.e., from 5 incremental IT FTEs to 3 FTES)
during the Rate Year.'®®

Staff’s recommended reductions to IT FTEs are addressed in other sections of this
Initial Brief. As discussed in Section I11.A.4.a.iii, Staff recommends disallowing 5 FTEs related
to the IEDR initiative, because these positions are inconsistent with the incremental work
necessary for the Company to provide data to the IEDR.%%® As discussed in Section 111.A.4.a.vii,
Staff also recommends reducing the Company’s incremental IT headcount by 8 FTES related to
the 2021 Management Audit. Staff further recommends that the Commission disallow 3
proposed Web Developer positions as part of Staff’s recommended elimination of the
Company’s proposed Web and Mobile projects, because the Company did not issue an RFP to
solicit vendors, and failed to perform a cost-benefit analysis for that program.2®” These FTEs are
discussed in more detail in Section 1V.D.3.

In rebuttal, the Company disagreed with Staff’s recommendation to reduce
incremental IT FTE headcount by 16, and argued that each of the 16 positions are necessary to
adequately support Central Hudson’s operational and business needs and to deliver on strategic
objectives.’®® The Company argued that, without these positions, it may become over-reliant on
external contractors, which could stifle the Company’s ability to develop internal capabilities,
lead to security risks, and result in situations in which critical knowledge lies primarily with
external contractors rather than internal employees.®® Additionally, external contractors may
lack institutional knowledge due to their transitory nature, which can lead to inefficiency.’

Staff maintains its recommendation that the Company’s proposed total of 47

incremental IT FTE additions be reduced, by 16, to a total of 31 incremental IT FTEs from the

16> Tr, 3804.
166 Tr, 3823.
167 Tr, 4436.
168 Tr, 1372.
169 Ty, 1375-1376, 1385.
170 Ty, 1376.
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beginning of the bridge period until the end of the Rate Year. As discussed in the Sections
identified above, these 16 incremental IT FTEs are either inconsistent with the incremental work
necessary for the Company to implement certain projects, have been deemed unnecessary by a
third-party consultant, and/or are tied to incremental projects that Staff recommends eliminating
entirely. For those reasons, the Commission should adopt Staff’s recommendations related to

these 16 incremental FTEs.

V. Customer Experience FTES

The Company proposed incremental FTEs for various customer service
initiatives, including monthly meter reading,** billing,!" collections activities,!” and customer
outreach and education.}’* For monthly meter reading, the Company stated it would need to
double the number of current meter reading FTEs to transition to monthly meter reading,’®
because residential customers “show a preference for monthly meter reads and dissatisfaction
with bi-monthly billing estimates™’® and these internal and external contracted resources would
be hired prior to the Rate Year. For billing, the Company stated that 11 FTEs “are required in
order to investigate an estimated 10% of the collections calls in order to provide customers with
greater certainty regarding the accuracy of their arrears balances.”*’” The Company also
proposed five incremental customer outreach FTES: one director, one supervisor, and three
outreach representatives.

In the Staff Consumer Services Panel’s (SCSP) initial testimony, Staff disagreed
with all of the Company’s proposed customer service positions, with the exception of three
outreach representatives. The SCSP expressed concerns with the proposed amount of monthly

meter reading personnel and the Company’s lack of a plan regarding the restart of collections

171 Tr, 2998,

172 Tr, 3021-3022.

13 Tr, 3020.

174 Tr, 3007.

175 Exhibit 353 (DPS-545).
176 Tr, 2998,

77 Tr, 3022.
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activity for residential customers and the resumption of residential service terminations.!’® The
SCSP also stated it is concerned with the Company’s proposal for incremental billing FTEs, as
the Company’s billing system transition essentially should be reducing the need for manual
resources rather than increasing that need,*’® and the Company’s timeline and plan to resume
residential collections activity and service terminations was not clear.18°

PULP stated in its initial testimony that the Company’s proposal for additional
collectors, contact center personnel, and billing personnel should not be included in the revenue
requirement at this time.!8 PULP argued that it is not confident that the costs of additional
personnel proposed by the Company “for customer service-related activities will be limited to
prudent activities not consequential to the failures of the CIS launch cited in the OIE Report.”!8?
PULP proposed these staffing costs be included in delivery rates and deferred as regulatory
credits, pending the outcome of the pending prudence proceeding before the Commission, then
provided back to customers as a sur-credit upon the determination of the prudence proceeding.®

In rebuttal testimony, the Company disagreed with Staff’s recommendations to
disallow the customer experience FTEs. For the billing FTEs, the Company stated that it
required additional staff “to support manual processes, testing, and maintenance associated with
new mandated complex billing structures on an ongoing basis.”*8* The Company also asserted
that “new [community distributed generation (CDG)] billing requirements are likely in the near
future and will continue to evolve.”*8

Monthly meter reading

The Company stated in the Customer Experience Panel’s rebuttal testimony that

the monthly meter reading transition is underway as of December 19, 2023,8 pbut disagreed with

178 Tr. 4403.
179 Tr. 4426.
180 Ty, 4403.
181 Tr. 617,
82 Tr. 617,
18 Tr.617.
184 Tr. 3083.
18 Tr, 3083.
18 Tr. 3064.
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the SCSP’s recommendation that the costs associated with this initiative be excluded from rates
at this time. The Company also asserted that the SCSP’s rationale to remove the incremental
FTEs is flawed, for the reasons laid out in Section X.D. For the same reasons discussed in more
detail in Section X.D, Staff recommends that the Commission disallow the Company’s proposed
incremental FTEs related to monthly meter reading.

Billing

The Company asserted that additional FTEs, which would supplement the current
Billing Department of 20 FTESs,*®" are necessary to “support manual processes, testing, and
maintenance associated with new mandated complex billing structures on an ongoing basis.”188
However, the Company’s rebuttal offered no additional justification for the proposed positions,
such as a list of specific job tasks, a granular breakdown of time for those job tasks, or any
further details. The Company also pointed to the Commission’s October 13, 2023 Order
Establishing Updated Standby Service Rates and Implementing Optional Mass Market Demand
Rates in Case 15-E-0751 for the premise that it establishes new complex billing structures, 8
which we note was issued and became effective after the Company’s initial testimony was filed
in July, and requires compliance before the start of the Rate Year.®°

The Company’s argument that CDG billing requirements are likely to evolve is
speculative at this time, and adding incremental FTEs in this rate proceeding based on the
supposition that requirements may change is inappropriate when the Company can propose such
positions in a future rate proceeding to address actual needs as they arise. Approving additional
billing FTEs when the Company already has a Customer Billing Department of 20 FTEs, as well
as an upgraded CIS that should seamlessly be able to process complex billing, is not appropriate
at this time. Therefore, we recommend the Commission adopt Staff’s position to reject all of
these incremental billing FTEs in this rate proceeding.

Collections

187 Exhibit 111.
188 Tr. 3083.
189 Tr. 3083.

190 Case 15-E-0751, In the Matter of the Value of Distributed Energy Resources, Order Establishing
Updated Standby Service Rates and Implementing Optional Mass Market Demand Rates (issued and
effective October 13, 2023), p. 81 (Standby Rates Order).
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As described in Section X.E, Staff is concerned with the Company’s proposed
ramp-up in the Rate Year for the Company’s collections processes and residential service
terminations because of the lack of detail and firm timeline provided in the Company’s initial
filing. As detailed in that section, without an automated process in place, Staff is concerned the
notices required by the Home Energy Fair Practices Act (HEFPA) may be inadvertently omitted
if the Company relies on a manual process for residential service terminations, which could
make the Company vulnerable if HEFPA is not followed. As the Company has stated, manual
processes can introduce “significant risks of human error for manual data entry and require
significant resources to manually enter data into the SAP CIS system.”'* Therefore, Staff
reiterates its concerns regarding the Company’s proposal regarding collections, recommends for
those same reasons that the Commission should disallow these incremental collections FTEs at
this time.

Outreach

The Company stated that its Consumer Outreach organization fluctuated for much
of 2022 between three to five members, which included a Consumer Outreach Director and two
to four Consumer Outreach Representatives.'®> The Company added three Consumer Outreach
Representatives in 2023, which brought the total to seven. The Company stated that it planned to
add five additional employees by July 1, 2024. The five proposed position included three
additional Consumer Outreach Representatives, one Consumer Outreach Director, and one
Consumer Outreach Supervisor.'®3

In its testimony, Staff recommended that the Commission disallow the Consumer
Outreach Supervisor and the additional Consumer Outreach Director, but did not oppose the
addition of three Consumer Outreach Representatives. Staff noted that the Company has not
provided sufficient justification as to why an additional Director and a Supervisor is needed to

oversee a proposed staff of nine Consumer Outreach Representatives.%

191 Exhibit 353 (DPS-409).
192 Ty, 3007.
193 Tr, 3007.
194 Tr, 4457,
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The Company stated in its rebuttal testimony that it did not have a Consumer
Outreach Director but did have a Consumer Outreach Supervisor overseeing the seven Consumer
Outreach Representatives.’®® The Company stated that the “proposed organizational structure is
to have one Director, two Supervisors, and nine Outreach Representatives.”'% The Company
also stated that it “currently utilizes five external contractors to assist with PSC and elected
official complaint responses.”%’

Staff is not opposed to the replacement of the former Director, but the position
should not be added to the incremental FTEs if it is merely backfilling a position that was
vacated in 2022. Similarly, because the Company already has a Consumer Outreach Supervisor,
the additional incidental FTE for a second supervisor would not be necessary for the nine
proposed Consumer Outreach Representatives and five external contractors. Staff therefore
maintains its recommendation that the Commission approve the three Consumer Outreach
Representatives, but deny the other requested FTEs related to outreach if the positions are

incremental positions and not backfilled positions.

Vi. Climate Leadership and Sustainability FTEs
The Company initially requested one FTE, an Assistant Engineer (UTEN), with

identified responsibilities associated with UTEN activity that is the subject of the ongoing
Commission proceeding in Case 22-M-0429.2% Staff recommends that these costs should be
removed from the Company’s proposed revenue requirement. Instead, such costs should instead
be tracked in accordance with the Commission’s Order issued on September 14, 2023 in the
UTEN Proceeding.?®® Per the UTEN Guidance Order, prudent and incremental expenditures will
ultimately be allocated and recovered using a method that will be addressed within the UTEN

Proceeding and prescribed in future Commission Order(s) in that proceeding. According to

15 Tr. 3089-3090.
1% Tr, 3090.
197 Tr. 3090.

198 See Case 22-M-0429, Requirements of the Utility Thermal Energy Network and Jobs Act (UTEN
Proceeding).

19 Case 22-M-0429, supra, Order Providing Guidance on Development of Utility Thermal Energy
Network Pilot Projects (issued September 14, 2023) (UTEN Guidance Order).
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information provided by the Company in rebuttal, the Company does not disagree with Staff’s
recommendation to remove this UTEN-related FTE.?%

vii.  Accounting and Tax FTEs

According to the Company, its Training Department is currently comprised of
five FTEs: four Training Specialists and one Supervisor of Training and Development.?* The
Company proposed to increase the level of employee training, and indicated plans to hire seven
incremental FTEs through the end of the Rate Year, as follows: (1) five during the bridge period,
including one Logistics Coordinator, one Instructional Designer, two Power Line Technician
Trainers and one Gas Mechanic Trainer, and (2) two during the Rate Year, consisting of a second
Instructional Designer and a Technical Writer.?%? In its initial testimony, Staff recommended
that the positions of the Logistics Coordinator and the second Instructional Designer be denied,
on the grounds that other more specialized FTEs the Company plans to hire would reduce the
need to take the related duties and responsibilities of those proposed positions from the current
Training Specialists that are performing them.?%3

In rebuttal, the Company argued that the two FTES are necessary to support the
Training Specialists, with Logistics Coordinator handling the administrative tasks that the
Training Specialists are currently handling, and the Instructional Designer aiding the Training
Specialists in content development.?®* Staff acknowledges that the responsibilities associated
with the proposed Logistics Coordinator and the Instructional Designer positions are currently
being performed by the existing members of the Training Department as necessary.?®® However,
as explained above, Staff supports the addition of the other five incremental FTEs related to the
Training Department. These other five incremental FTEs will specialize in different areas, and
will help reduce the duties of the current Training Specialists in the Company’s Training

Department, which would then allow them to focus on their remaining responsibilities, including

200 Ty, 393,

201 Ty, 334,

202 Ty, 337-338.

203 Ty, 2293,

204 Ty, 410,

205 Exhibit 292 (DPS-377).
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those associated with the Logistics Coordinator and the Instructional Designer. Staff is confident
that, with the addition of five incremental FTEs, the Company’s Training Department will be
able to adequately complete all of their anticipated duties and responsibilities. For those reasons,
the Commission should adopt Staff’s adjustments to these FTEs.

Central Hudson also requested 16 incremental FTES to support its efforts to
implement recommendations from the 2021 Management Audit in Case 21-M-0541.2% The
Company’s support for these FTEs was informed by its initial implementation plan for the
management audit, which is discussed in more detail in Section XI.C, infra.

In its initial testimony, Staff recommended denying 11.5 incremental FTEs from
Central Hudson’s labor forecast associated with the implementation of six 2021 Management
Audit recommendations.?®” Staff based its FTE reductions on the analysis of Central Hudson’s
initial implementation plan performed by Overland Consulting (Overland), the consultant
selected by the Commission to conduct the 2021 Management Audit. Overland based its
analysis on the level of effort envisioned to implement its recommendations and Central
Hudson’s existing resources.?®® As explained in Staff’s initial testimony, four of the six
recommendations require Central Hudson to implement process improvements for processes that
are currently performed with existing resources. Accordingly, Staff determined that 5.5 of the
six incremental FTEs requested by the Company to implement these four recommendations were
not necessary. Staff also agreed with Overland that incremental resources were necessary to
implement the remaining two recommendations. Central Hudson indicated in its initial filing
that eight incremental FTES were necessary to implement the two recommendations, while Staff
determined two FTEs would be needed.?®

In its rebuttal, Central Hudson disagreed with Staff’s adjustment and reiterated
that the 11.5 incremental FTEs are necessary to complete its management audit implementation

efforts. The Company stated that the failure to provide cost recovery for these FTEs could affect

206 Exhibit 146; see also Section XI, infra.
207 Tr, 876.

208 Tr, 876.

209 Ty, 877-880.
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the potential savings from implementing the audit recommendations.?!® In addition, Central
Hudson specified that three of the incremental FTEs denied by Staff were not included in the
Rate Year forecast.

Staff agrees the three FTESs that are not included in the Rate Year forecast should
not be removed in a litigated one-year case; however, Staff maintains its testimonial position that
the remaining 8.5 FTEs forecast for the Rate Year are unnecessary for the Company to
implement the associated management audit recommendations. Staff’s adjustments align the
Company’s implementation headcount requirements with the level of effort expected when
Overland made its recommendations. Staff’s reliance on Overland’s assessment of the
implementation plan for its recommendations mirrors the Commission’s confidence in this
consultant. The Commission operates a robust management and operations audit program and
has selected Overland to conduct the last two comprehensive management audits of Central
Hudson, in Case 16-M-00012!! and Case 21-M-0541.?'2 Both Staff and the Commission has
relied on Overland’s expertise, analyses, and reports to recommend operational improvements at
Central Hudson for over a decade. Further, the Commission considered the benefit/cost analysis
from Overland’s final audit report in its evaluation of the Company’s implementation plan in the
prior management audit, Case 16-M-0001. With respect to the 2021 Management Audit,
Overland’s assessment of the initial implementation plan included a review of the Company’s
workpapers and supporting documentation for the estimated costs and savings included in the
plan.?® Staff’s recommended reduction to the FTEs related to the 2021 Management Audit
reasonably and appropriately follow with Overland’s recommendations in Case 21-M-0541, and
will better align the Company’s revenue requirement with the level of effort required to
implement the 2021 Management Audit recommendations. As such, the 8.5 FTEs referenced

herein should be denied.

210 Tr, 840.

211 Case 16-M-0001, Comprehensive Management and Operations Audit of Central Hudson Gas &
Electric Corporation.

212 Case 21-M-0001, Comprehensive Management and Operations Audit of Central Hudson Gas &
Electric Corporation.

213 Exhibit 332; see also Tr. 888.
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b. Vacancy Rate

In the Workforce, Compensation and Benefits Panel’s initial testimony, the
Company stated its rate of attrition, or vacancy rate, had increased from 5% to 8.1% and 8.9% in
2021 and 2022, respectively.?'* The Workforce, Compensation and Benefits Panel noted that the
increase is significant and impactful, and that, although the Company made 100 external hires
during 2021 and 150 in 2022, total headcount only increased by 12 in 2021 and 52 in 2022.%1°
The Company, however, did not make a specific attrition adjustment to its Rate Year forecast of
labor expense.

Staff’s testimony explained that although Central Hudson’s projection of labor is
based on annualized salaries and wages of its employees, projecting based on annual salaries at
the end of the Historic Test Year does not account for periods of time during the year when a
position was vacant, particularly when the Company pointed out that its vacancy rate had
increased in recent years. Therefore, an attrition adjustment was necessary to reflect normal
operations during the Rate Year.?*® Staff recommended adjusting Central Hudson’s labor
projection to include a vacancy rate of 3.5%. This rate represents a five-year average of attrition,
excluding retirements, from 2019 to September of 2023.2%

In rebuttal, Central Hudson disagreed with applying a vacancy rate for multiple
reasons. First, the Company disagreed with Staff’s rate and stated the rate should be calculated
using actual headcount compared to the headcount allowed in the prior rate case, so that it
represents the amounts funded by ratepayers.?'® Using this method, the Company determined
that no vacancy rate should be applied, since its headcount was higher than the level included in
rates.?*® Additionally, the Company argued that labor is a component of the productivity
adjustment, and applying a vacancy rate in addition to the productivity adjustment further

reduces labor expense and is not appropriate.??® The Company further asserted that applying the

214 Ty 324,

25 Ty 324,

216 Ty, 4058-4050.

27 Exhibit 299 (DPS-380): Exhibit 489 (DPS-764).
218 Ty 777-778.

29 Ty 778,

20 Ty 779,
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vacancy rate to incremental employees is unwarranted because the Company staggered its hiring
of new employees to account for the employees not being present for the entire Rate Year, and
therefore, applying a vacancy rate on this would be a double count of the timing difference.??
Furthermore, the Company stated that a vacancy rate would be redundant to Staff’s proposed
labor reconciliation.???

Staff disagrees with Central Hudson’s rebuttal arguments and maintains that a
vacancy rate is a necessary reduction to forecast Rate Year labor expense. Central Hudson’s
proposal of using headcount compared to the amount allowed in rates is not appropriate for
projecting future rates. Although the Company had more FTEs on site than the number allowed
in rates during the Historic Test Year, that does not mean there was no level of vacancy at the
Company. A vacancy rate adjustment is necessary to account for the routine time lapses as FTES
change positions or leave the Company. Additionally, productivity and vacancy do not account
for the same things. Productivity is meant to capture unidentified or unquantifiable productivity
gains, efficiencies, and cost savings that could be realized during a utility’s Rate Year, but is not
necessarily tied to labor, and does not capture the portion of positions vacant during the Rate
Year.??® Further, the vacancy rate applies to total labor expense and should apply to new hires as
well because, like all FTEs, they can also leave employment at any time. Since Central Hudson
staggered the hiring of incremental employees, the vacancy rate fairly applies to only the portion
of salary included in the Rate Year labor expense. In addition, Staff’s recommended downward-
only labor reconciliation is meant to recover ratepayer funds for positions that do not get filled in
the Rate Year, while the vacancy rate reduces total labor expense to account for positions that are
vacant for a portion of the year, and therefore, the application of the reconciliation does not
offset the need for a vacancy adjustment.

Staff’s methodology of using a historic average of the Company’s actual non-
retirement attrition rates to calculate our recommended vacancy rate of 3.5% is reasonable

because the Company’s historic rates capture routine vacancy at the Company from all

221 Tr, 780.
222 Tr, 780.
223 Tr, 4127-4128.
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employees on the payroll. For those reasons, the Commission should adopt Staff’s

recommendations regarding vacancy rate.

c. Labor Distribution Rate (% of labor charged to capital)

Central Hudson’s distribution of Rate Year labor costs to capital, expense, and
other was based on the normalized distribution of payroll costs at the end of the Historic Test
Year. Part of the Company’s normalizations made to the Historic Test Year were to reflect the
expected capital and expense ratios for its requested incremental FTEs.??*

In initial testimony, Staff recommended adjusting the distribution of labor to an
average of Central Hudson’s historic rates. The average included actual rates from 2020 to 2022
with no normalizations.??® Staff specifically excluded the normalization for expected new hires
because of Central Hudson’s request to hire a significant amount of incremental FTEs, and based
on the fact that the specific positions that would ultimately be hired, and the actual distributions
for those incremental FTEs, is unknown at this time.

In rebuttal testimony, Central Hudson stated its disagreement with Staff’s
adjustment, arguing that over a 30-year span, the normalized Historic Test Year has been used by
Central Hudson to forecast Rate Year labor distribution, and that Staff has accepted this method
in those cases.??® Additionally, Central Hudson argued that using a historic three-year average
does not reflect allocation of the current workforce and ignores the projected effect of
incremental employees on the distribution.??” Central Hudson also stated that operating results
for the rate period should be predicated on historical test year with normalizing adjustments, and
cited the Commission’s 1977 policy statement in Case 26821 on test periods in a major rate
proceeding.??® The Company did agree that the incremental headcount that will be ultimately
approved and included in the Rate Year is uncertain, but asserted that Staff had the information
needed to adjust the normalizations based on Staff’s proposed level of incremental FTEs. The

Company also stated Staff had previously recommended a normalization for incremental FTESs in

224 Tr, 695.
225 Tr. 4060.
26 Tr, 781.
21 Tr, 781.
228 Tr, 782.
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Cases 17-E-0459 and 17-G-0460 and Central Hudson included the normalization going forward;
therefore, Staff should accept the Company’s calculation.??°

Staff maintains that its testimonial position is the most appropriate way to forecast
the Rate Year labor distribution rate in these proceedings, where the Company has requested an
exceptionally large increase to labor of 254 incremental FTES, or a 22% increase over its
Historic Test Year headcount. Since the final number of incremental FTEs allowed during the
Rate Year is unknown until the conclusion of the proceeding, and the actual labor distribution of
these future FTESs is also an unknown, attempting to calculate a normalization could result in a
significant distortion of the distribution rate. While the Company argues that Historic Test Year
distribution rates with normalizations have been used in Central Hudson’s previous rate cases,
many of those cases were negotiated settlements.?®® As Central Hudson acknowledges,
negotiated rate cases involve a broad package of issues, where parties could potentially accept a
position on a particular issue that it otherwise might not have accepted in a litigated rate case.?%
Agreement on a particular issue by parties in a prior negotiated rate case, by itself, does not
demonstrate that it is appropriate for that same position to be applied in a litigated case such as
these proceedings.

Moreover, although the Company asserts that its position is supported by 30 years
of Central Hudson rate cases, the Company’s Revenue Requirements Panel admitted that it did
not have knowledge of Central Hudson’s labor requests in prior rate cases, and did not conduct
any comparison of the FTEs requested in these rate proceedings, as compared to number of FTES
requested in previous rate cases.?®?> The Company has not demonstrated why the use of historical
test year distribution rates with normalization in prior rate cases should now be applied to this

229 Tr, 783.

230 The last time the Commission set Central Hudson’s rates based on a one-year litigated rate case was
in 2009. Tr. 808-809.

21 Tr, 807-808.
282 Tr, 813-814
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rate case, where the Company has proposed an extraordinarily large increase in labor headcount
compared to the requests in those prior cases.?*3

For these reasons, Staff maintains that it more appropriate in this case to use a
historic average of labor distribution rates to forecast Rate Year labor expense, and the

Commission should adopt Staff’s position.

d. Wage Increases

i Union Employees

In its Rate Year labor projection, Central Hudson applied wage increases of
2.25% in 2024 and 3% in 2025 for its International Brotherhood of Electrical Workers (IBEW)
Union employees. For Systems Operations Union employees, a 4.5% increase was applied.?%*
The union contract covering wage increases for the Systems Operations Union employees
expires March 31, 2024.2% Central Hudson explained it applied a 4.5% increase, consistent with
its executive and non-union management employees, based on a recommendation from its
consultant, Mercer, who recommended a wage increase of between 4% and 5%.2% Additionally,
historic actual wage increases of 2.5% were given each year from 2021 to 2023 for system
operations employees.?’

In its testimony, Staff recommended wage increases of 2.25% in 2024 and 3% in
2025 for the Systems Operation Union employees.?®® Staff’s recommended 2.25% and 3% wage
increases are consistent with the IBEW Union increases, and better align with the actual rates
received historically for systems operations employees.

23 For comparison, in Central Hudson’s last fully litigated rate case in 2009, which is within the 30-year

window of rate cases referenced by the Company, Central Hudson only requested 16 incremental
FTEs above historic levels, and the Commission ultimately authorized 10 incremental FTEs. See
Case 08-E-0887 et al., Central Hudson — 2009 Electric and Gas Rates, Order Adopting Recommended
Decision with Modifications (issued June 22, 2009), pp. 16-17.

284 T, 345-346.

235 Tr, 345,

23 Exhibit 258.

27 Exhibit 299 (DPS-435).
238 Tr, 4057.
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In rebuttal testimony, Central Hudson disagreed with Staff’s recommended
approach, arguing that the union wage increase rates were part of negotiations with its larger
union and its unreasonable to apply wage escalations rates from one union to another.? In
Staff’s opinion, however, its testimonial position is appropriate absent a new Systems Operations
Union contract. The IBEW Union is larger than the Systems Operations Union, and it is possible
that the Systems Operations Union would receive similar wage increases. Using the IBEW
Union wage increases is also reasonable as it is closer to the actual wage increases the system
operations union has previously received. Accordingly, the Commission should adopt Staff’s

recommended wage increases for systems operations employees.

ii. Non-Union Management Employees

In its Rate Year labor projection, Central Hudson applied annual wage increases
of 4.5% for both its non-union and executive management employees.?*® In its testimony, Staff
noted that under normal circumstances, it would recommend a reduction of 0.5% from the
Company’s proposed overall executive and non-executive management wage increases.?*!
However, in light of Central Hudson’s recent billing issues, as well as the significant rate
pressures, Staff recommended limiting the wage increases for non-union management employees
to 2.25% and 3% in 2024 and 2025, respectively, consistent with the wage increases for IBEW
union employees. For executives, Staff recommended zero percent wage increases.?*?

In its rebuttal testimony, Central Hudson disagreed with both of Staff’s
recommendations to limit or deny in full its management wage increases for several reasons.
The Company argued that because union wage increases are the outcome of negotiation process,
union wages do not serve as a fair proxy for assessing management wage increases. In addition,
the Company noted that Staff’s methodology for its recommendations was inconsistent with its

historical approach of utilizing WorldatWork Salary Budget Survey results to assess
management wage increases.?*® The WorldatWork Survey 2023-24 forecast indicates a 4%

239 Tr, 401-402.
240 Tr. 345-346.
241 Tr, 4013.

282 Tr, 4013-4014.
243 Tr. 396-398.
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escalation rate is appropriate for management employees across the United States. Lastly,
Central Hudson noted its annual management wage increases are supported by a third-party
compensation consultant’s recommendation, and that the Company set its management wage
increases in the middle of its consultant’s recommended range, of 4% to 5%.%4

Staff’s deviation from its historical approach to analyzing management wage
increases is warranted here, particularly given the circumstances in these proceedings and others
surrounding the Company’s billing issues. The Company’s CIS implementation resulted in
unprecedented levels of customer dissatisfaction within its service territory.?*® In addition, the
final report in the Company’s recent comprehensive management and operations audit in Case
21-M-0541 contained significant critical findings about Central Hudson’s management
practices.?*® In light of these extenuating factors, as well as the significant rate pressures on the

Company’s customers in the pendency of these proceedings, Staff cannot justify requiring

ratepayers to pay for the requested management wage increases.

iii. Executive Employees
Refer to Section I11.A.4.d.ii.

iv. Temporary Employees

In its Rate Year labor projection, Central Hudson applied annual wage increases
of 4.5% for its temporary employees, consistent with the raises projected for executives and non-
union management, which were recommended by Mercer. Temporary employees are primarily
college interns.?’

Staff recommended a wage increase of 1.4% for temporary employees. In
response to DPS-435, Staff was provided with actual wage increases for temporary employees.
These employees received an 8.1% wage increase in 2023, and no wage increases for the
previous six years, equating to approximately 1.4% each year.?*® Staff adjusted the temporary

244 Tr, 4013.
245 Tr. 3937.
246 Tr. 4006-4012.
247 Tr. 694.
248 Tr, 4057.
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employees’ wage increase based on this historic average, since they have not regularly received
wage increases over the past six years.?4

The Company disagreed with Staff’s wage increase for temporary employees,
stating that it evaluates wages for market competitiveness, and the market did not require wage
increases for temporary employees for several years, but the current market has changed.?*°
However, based on the fact that in the past seven years, these employees have received only one
wage increase, Staff maintains that its recommended 1.4% wage increase for temporary

employees is reasonable should be approved by the Commission.

e. Labor Reconciliation Mechanism

Staff recommends a new downward-only reconciliation mechanism for labor
expense, due to the significant number of incremental FTEs being allowed in Staff’s
testimony.?! If incremental positions are not filled, the Company would be required to defer the
labor expense underspending, for future disposition by the Commission.2%2

The Company’s rebuttal testimony noted that it has a proven history of hiring the
employees needed to safely and effectively run its business.?®®> The Company believes this
mechanism is unnecessary in a one-year rate case and states that if a mechanism is adopted, it
should not be adopted as proposed by Staff because Staff’s recommended calculation is flawed.
Specifically, the Company explained that Staff’s calculation does not consider the timing of
when employees are actually employed by the Company, and in the event an FTE is employed
during the year but is absent at the end of the year, the mechanism would assume that position
was vacant the entire year.?®* Additionally, the Company stated that the mechanism “disregards

the distribution of labor expense assumed in the development of rates.”?>®

249 Tr. 4057.
20 Tr, 402.
31 Tr, 4154,
252 Tr, 4154.
23 Tr, 784.
24 Tr, 785.
25 Tr, 785.
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A downward-only labor reconciliation is appropriate in the Rate Year.
Considering the significant number of requested FTESs in this case, and the large amount of FTEs
that Staff recommends, a downward-only reconciliation mechanism would protect ratepayers
from funding vacant positions in the event that the Company is unable to fill each incremental
position. If the Company has no issues with its hiring as it claims, and fills the positions allowed
in this case, then the mechanism would not cause any deferral of funds. Staff also does not agree
with Central Hudson’s concerns regarding the calculation of this reconciliation. Given the
substantial amount of incremental FTEs recommended, the Company’s headcount should trend
upwards, and unless the Company also anticipates a significant turnover in its existing workforce
during the Rate Year, Staff does not believe there would be any issue with timing, or with a
significant number of employees being assumed vacant for the entire year. The calculation
should be modified to allocate the deferral based on the final distribution of labor established for
the Rate Year. The reconciliation will also need to be updated to reflect the Commission’s final

decisions for labor expense, headcount, the distribution of labor, and medical benefits.

f. Variable Compensation

The Commission has stated that, in order to receive recovery of the costs of an
incentive pay program, a utility must demonstrate that its overall compensation, inclusive of
incentive pay, is reasonable relative to peer companies.?®® Utilities can demonstrate the
reasonableness of their incentive pay plans by providing a compensation study of similarly
situated companies. However, even if the utility produces a study showing that its compensation
is reasonably in line with that of its peers, the Commission stated that an incentive pay plan will
not be deemed reasonable if it includes performance targets that adversely affect ratepayer

interests or are inconsistent with Commission policies.?%’

256 Case 10-E-0362, Proceeding on the Motion of the Commission as to the Rates, Charges, Rules, and
Regulations of Orange and Rockland Utilities, Inc. for Electric Service, Order Establishing Rates for
Electric Service (issued June 17, 2011).

27 Case 10-E-0362, supra, Order Establishing Rates for Electric Service (issued June 17, 2011).
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I Non-Executive

Central Hudson requested incentive compensation rate recovery for its non-
executive management employees, totaling $3.4 million for electric and $850,000 for gas.?*® To
support its non-executive management incentive compensation request, Central Hudson provided
a total compensation and benefits benchmarking study that examined the total employee
compensation and benefits package, inclusive of incentive pay, for approximately 51% of the
management positions at the Company.?° The study compared the compensation packages of 40
utility and general industry peer companies.%°

Staff reviewed the Company’s benchmarking study methodology and determined
the study demonstrates that Central Hudson’s compensation is in the reasonable range of plus or
minus 10% of the market median.?%! Staff also confirmed that the variable pay plan to be
included in rates is based on performance targets that will advance the Commission’s goals and
are not adverse to customers’ interests.?%2 Accordingly, Staff does not recommend any
adjustments to the Company’s proposal regarding this component of non-executive management

compensation.

ii. Executive
Central Hudson requested recovery of base pay and a portion of its short-term
incentive pay for its executive management employees, totaling $922,000 for electric and
$230,000 for gas.?%® To support its executive management incentive compensation request,
Central Hudson provided a compensation benchmarking study that examined the total direct
compensation and benefits package, including short-term incentive pay, for 7 of 8 executive
management employees at the Company. The study compared the compensation packages of 12

utility peer companies.2%4

28 Tr, 4063-4064.
29 Exhibit 76.

260 Exhibit 70.

261 Tr. 4069.

%62 Tr, 4068-4069.
263 Tr, 4068.

264 Tr, 4069.
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Staff reviewed the Company’s benchmarking study methodology and determined
the study demonstrates that Central Hudson’s executive compensation is in the reasonable range
of plus or minus 10% of the market median.?®® Staff also confirmed that the variable pay plan
performance targets are appropriately focused on goals related to safety, reliability, customer
service, and the environment, although many are set at the minimum requirements established by
the Commission.2%

In addition to the compensation study review, Staff considered Central Hudson’s
management practices, disturbances from the billing issues, and immense rate pressures in
evaluating the Company’s executive compensation levels. In the most recent comprehensive
management and operations audit of Central Hudson in Case 21-M-0541 (2021 Management
Audit), the consultant retained by the Commission to conduct the audit criticized the Company’s
executive management incentive compensation program. Among its critical findings, the
consultant observed that the Company’s performance against the team goal targets underlying its
incentive compensation program had been mixed, and the targets did not demonstrate an
expectation of continuous improvement, and that the Company’s 2021 targets were lower than
2017 targets.?®” Based on those findings, Staff recommended the disallowance of the Company’s
executive incentive compensation request.

In its rebuttal testimony, Central Hudson disagreed with Staff’s recommendation.
The Company noted that its billing issues are being addressed in other proceedings and general
rate pressures should not support the disallowance of executive incentive pay. Central Hudson
also asserted that Staff’s recommendation would negatively impact the Company’s ability to
attract and retain highly skilled executives. Regarding the critical findings from the 2021
Management Audit, the Company noted that performance program modifications are
forthcoming with its implementation efforts in the that case.26®
The purpose of an incentive compensation program is to motivate employee

performance to help an organization achieve its goals. As the Commission has stated in its

%5 Tr, 4071.
26 Tr, 4073.
%7 Tr. 4008.
%8 Tr, 404,
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requirements, the targets comprising an incentive compensation program must align with
ratepayer interests in order for ratepayers to fund an incentive compensation program.?® Central
Hudson’s practice of setting performance targets at minimum thresholds protects ratepayers from
unacceptably poor service, but ratepayers are better served when utility performance exceeds
those minimums. Incentive compensation programs should strive for continuous improvement in
all areas where improvement can benefit ratepayers. However, based on its structure, Central
Hudson’s proposed executive incentive compensation program would not benefit ratepayers.
Accordingly, Staff recommends that the Commission deny cost recovery for the executive

incentive compensation program.

g. Employee Benefits

i. Medical Benefit Inflation Rate

Central Hudson stated that it used its consultant, Mercer, to project medical
benefit costs in its Rate Year forecast due to escalated claims over the last several years, historic
cost increases due to the Company’s growing workforce, more high-cost claims, and unit cost
inflation of services provided.?’® The Company later acknowledged that it inadvertently double
counted the incremental FTEs in its medical benefits projection, explaining in its response to
DPS-509 that Mercer’s projection included costs for incremental FTEs, and the Company’s
workpaper also added additional costs to that projection for the same incremental FTEs.?"

Staff disagrees with the Company projection of medical benefits. It is the
Commission’s long-standing practice to project medical costs using the Gross Domestic Product
(GDP) Price Index (GDP-PI) inflation rate, as health care costs constitute a significant portion of
costs included in the GDP-PI1.2"? Staff projected the medical costs using historic costs and GDP-
Pl inflation, with additional costs for incremental employees.?”® Since Staff excluded Mercer’s
projection, there is no double count of costs for incremental FTEs.

269 Case 10-E-0362, supra, Order Establishing Rates for Electric Service (issued June 17, 2011).
210 Tr, 380-381.

211 Tr, 4077-4078.

212 Tr, 3538-3539; see also Commission Opinion No. 84-27, issued October 12, 1986.

23 Tr. 4078.
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In its rebuttal, the Company disagreed with using GDP inflation, stating that it
does not consider the trend in increased health care costs that the Company is experiencing, and
that it is likely that health care costs will increase at a level greater than items in the general
inflation pool.2”* The Company also argued that the study conducted by Mercer shows costs are
projected to exceed GDP, and GDP is a broad measure while their study used the Company’s
claims experience and specific trend factors.?’

The Commission should adopt Staff’s projection of medical benefit costs in this
case. The historic costs used in Staff’s projection already include the increased subscribers,
high-cost claims, and costs of services that the Company has been experiencing. The historic
base is increased by GDP-PI inflation rate and adds costs for projected incremental employees.
The GDP-PI rate reflects health care cost increases, as those costs make up a significant portion

of the costs included in the inflation rate.

ii. Tracking Adjustments

Staff’s proposed adjustments to wage increases, the number of incremental FTEs,
and the distribution of labor necessitate a tracking adjustment to Central Hudson’s projection of
Rate Year employee benefits.?’® Staff’s testimony addressed these tracking adjustments to
follow our recommendations on each of these items, which resulted in reductions of $1.587
million to electric and $442,000 to gas.

In its rebuttal, Central Hudson agreed in theory that the tracking adjustments are
appropriate.?’”” However, the Company opposed the tracking adjustments by Staff on the
grounds that it disagreed with Staff’s adjustments to labor, but stated once final headcount, labor
expense and labor distribution are determined, the tracking adjustments should be
recalculated.?”® These tracking adjustments are appropriate and necessary to reflect the most

accurate Rate Year employee benefits forecast. Staff agrees that the adjustments should be

214 T, 405.
215 Tr., 406.
216 Tr. 4079-4080.
21T T, 785.
218 Tr, 785.
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updated to recognize the Commission’s final approval or disapproval of each individual labor

item.

h. Pension and OPEBs

For the Rate Year, the Company proposed negative pension expenses of $7.296
million for electric and $2.065 for gas, and negative Other Post-Employment Benefits (OPEB)
expenses of $5.804 million for electric and $2.065 for gas.?’®

In testimony, Staff recommended an update consistent with our recommendation
regarding the labor distribution. Staff’s tracking adjustment reduced Rate Year pension expense
by $63,000 for electric and by $21,000 for gas, and reduced Rate Year OPEBs expense by
$13,000 for electric and $6,000 for gas.?®® Additionally, Staff recommended that the Company
update its forecasts of pension and OPEBs costs at a later date in these proceedings, based on the
latest actuarial update from the Company’s actuary.?8!

Staftf’s tracking adjustments are reasonable and necessary to reflect the most
accurate Rate Year Pension and OPEBs forecasts. The adjustments should be updated to
recognize the Commission’s final decision on labor. Additionally, Staff supports the
incorporation of the update of the actuarial accrual performed in January 2024 to reflect the latest

annual pension and OPEB forecast.

i. Employee Training, Safety and Education
The Company proposed to expand its training programs during the Rate Year,
citing the need to upskill its existing workforce and provide training to its newer workforce that
have less than five years of service at the Company.?®? The Company requested Rate Year
allowances of $2.285 million for electric and $997,231 for gas. Included in these forecasts were
costs for nine existing training programs, training costs of sending each incremental new hire to

these nine existing training programs, and twenty-two new training initiatives.

219 Tr. 4081-4082.
280 Tr, 4084.

281 Tr, 4084.

282 Tr, 332-333.
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In its testimony, Staff disagreed with the Company’s Rate Year forecast and
recommended three adjustments.?®® First, for existing training programs at the Company, Staff
noted that Central Hudson’s Historic Test Year training costs were approximately $1,087 per
electric employee and $485 per gas employee, and the requested Rate Year training costs per
employee excluding new initiatives are $1,710 per electric employee and $905 per gas employee,
increases of about 68%.2%* Staff also noted that Central Hudson’s historic spending was
significantly less than the amounts provided for in the Company’s 2021 Rate Plan allowances.?3®
Specifically, in the Historic Test Year, the Company incurred electric costs of $1.361 million and
gas costs of $589,000. The corresponding electric rate allowances were $2.208 million, $2.254
million, and $2.301 million for the rate years ending June 30, 2022 to June 30, 2024, and the
corresponding gas rate allowances were $812,000, $967,000, and $883,000, respectively.
Therefore, for existing training programs, Staff recommended a Rate Year allowance to be
established using historic costs, plus GDP inflation. Second, Staff recommended a reduction to
Rate Year training costs to track Staff’s recommended number of incremental FTEs during the
Rate Year.?® Third, Staff recommended a 50% reduction to Central Hudson’s requested budget
for new training initiatives. The new initiatives were not fully supported, and many were online
trainings, required a minimum level of participants, or could be provided in-house. Staff agreed
to an allowance of 50% of the Company’s request to acknowledge some need for new training
programs during the Rate Year, while encouraging the Company to seek the most cost-efficient
programs within a reduced budget.?®’

In its rebuttal testimony, the Company disagreed with two of Staff’s adjustments.
First, the Company disagreed with Staff’s proposal to limit new business initiatives to 50%,
arguing that the proposed 50% reduction in funding for the new business initiatives would

significantly affect employee development, knowledge, and productivity.?®® Second, the

28 Tr. 4084-4090.
28 Tr, 4086-4087.
28 Tr. 4087.

28 Tr. 4088.

287 Tr. 4088-4090.
28 Tr, 407-408.
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Company disagreed with Staff’s headcount reductions, and therefore did not agree that a
corresponding tracking adjustment should be made to the employee training forecast.?®°

Staff maintains its testimonial positions for Rate Year employee training costs and
recommends that the Commission adopt them. Basing training costs on the latest actual costs
spent by Central Hudson, increased by inflation, is a reasonable methodology to forecast what
training expenditures the Company will require in the Rate Year. This budget will allow for new
training initiatives during the Rate Year, and the Company can assess, manage and prioritize its
training needs related to its new increased workforce. Finally, Staff’s tracking adjustments are
reasonable and necessary to reflect the most accurate Rate Year forecasts due to the increased
FTE allowances. The tracking adjustment should be updated to recognize the Commission’s

final decision on labor.

5. Productivity

Central Hudson proposed to maintain the productivity imputation of 1%, as
currently reflected in its 2021 Rate Plan.?®® The Company stated that the productivity base it
proposed remains unchanged from prior rate cases and includes labor, employee benefits,
pension, OPEBs, payroll taxes and variable compensation.

In its testimony, Staff explained that the Commission has a long-standing policy
of imputing a productivity adjustment intended to capture unidentified or unquantifiable
productivity gains, efficiencies and cost savings that could be realized by a utility.?®* Staff
recommended three changes to the Company’s productivity forecast.?®? First, Staff
recommended increasing the productivity imputation from 1% to 2%, to capture the unquantified
savings associated with implementation of the recommendations from the 2021 Management
Audit, which were not reflected in Rate Year revenue requirements, and to reflect expected
savings from the significant FTE increases recommended by Staff in this case, which should
allow the Company to realize increased efficiencies.?®® Second, Staff recommended removing

289 Tr, 412.

290 Tr, 736-737.
21 Tr, 4126.

292 Tr, 4127-4132.
29 Tr, 4127-4128.
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the negative pension and OPEBs expense forecasts from the productivity calculation.?®* In
Staff’s view, although these costs have been reflected in the calculations in prior Staff testimony
and joint proposals in Central Hudson rate cases, reflecting a negative expense is counterintuitive
to the intention of the Commission’s productivity adjustment, and would not be appropriate in
this rate case. Third, Staff recommended updating all components in the productivity base, in
order to accurately reflect Staff’s Rate Year cost recommendations.

In its rebuttal testimony, the Company disagreed with the 2% productivity
imputation, stating that the FTEs projected to be hired in the Rate Year are performing
incremental work and no efficiencies would be realized.?®® Second, the Company disagreed with
the exclusion of pension and OPEBs from the productivity base because the Company believes
the time horizon of negative pensions and OPEBs, which was about a ten-year timeframe
spanning three rate cases, is temporary. Third, the Company disagreed with increasing the
productivity rate to 2% based on unquantified cost savings associated with management audit
recommendations, stating that audit recommendations labeled as “To Be Determined” are
expected to occur in the Rate Year, and any identified savings would follow in a subsequent
period. 2%

Staff disagrees with the Company’s arguments in its rebuttal testimony. First, the
argument that newly hired FTEs would only be performing incremental work and therefore will
not lead to productivity gains at the Company is speculative. Business needs evolve over time,
and it is entirely possible that newly hired employees initially perform incremental work but later
also expand their duties to non-incremental work. Second, including the negative pension and
OPEB:s costs within the productivity proxy calculation is contradictory to the intention of the
Commission’s long-standing productivity imputation calculation, because a negative amount
implies no productivity gains would be realized and actually reduces the proxy of productivity
gains. If the amounts are instead reflected as zero within the calculation, ratepayers at least do
not lose proxy benefits from the other factors in the calculation. Third, Staff does not agree that

all savings related to the implementation of management audit recommendations would be

29 Tr, 4129-4131.
2% Tr, 798-800.
2% Tr, 842-843.
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reflected in subsequent periods after the Rate Year. While some savings may take time to be
fully reflected, there could be savings that begin during the implementation process or
immediately following implementation. Staff’s recommended productivity adjustment is
intended to capture these unquantifiable savings for ratepayers’ benefit.

For these reasons, the Commission should adopt Staff’s adjustments to the

productivity imputation.

6. Uncollectible Accounts Expense

In its initial testimony, the Company requested to maintain the O&M rate
allowance for uncollectibles at the same level that was provided for in its 2021 Rate Plan, with
continued deferral treatment.?®” The Company also noted that absent deferral treatment, the
proposed rate allowances and uncollectible factors would need to be adjusted.?%

Staff recommends denial of the reconciliation for uncollectibles in a one-year
case, and absent the reconciliation Staff recommends adjusting the rate year allowance to reflect
rate year revenue projections.?®® Staff recommends that the Rate Year uncollectibles expense
allowance be calculated using a three-year average of historic pre-COVID net write-offs as a
percentage of delivery revenues from December 31, 2018 through December 31, 2020.3%° Staff
applied the three-year average rate of 1.14% to projected delivery revenues subject to bad debt to
arrive at its rate year allowance.>%

In rebuttal testimony, the Company disagreed with Staff’s uncollectible rate
allowance and proposed to keep the rate allowance at the current level, with continued deferral
treatment.3°2 The Company stated that Staff’s allowance is not an accurate forecast of the Rate
Year as it uses uncollectibles from a time period prior to COVID-19 and the suspension of

termination activities.3> The Company asserted there is uncertainty in uncollectibles that is

27 Tr, 716.
2% Tr, 717.
29 Tr, 4094.
30 Tr, 4094-4095.
301 Tr. 4095.
%02 Tr, 1546-1547.
303 Tr, 1546-1547.
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driven by several factors including commencement of full collection activities, the number of
customers enrolled in deferred payment agreements, and future economic conditions.3* Due to
the uncertainty, the Company argued that an uncollectibles deferral is appropriate.>®

Staff acknowledges that its historical average included a time-period after the start
of the COVID-19 pandemic, the nine months after the Commission suspended service
termination periods on March 13, 2020. However, Staff based its recommendation on its review
of five years of data the Company provided in response to DPS-670.3% Staff’s review indicated
that the average of net write-offs as a percentage of total base delivery revenue for the three
calendar years 2018, 2019 and 2020 was not significantly different from the average for the three
calendar years 2017, 2018 and 2019 (i.e., prior to COVID). As such, the three-year average from
2018 to 2020 is still a reasonable representation of the Company’s historical uncollectibles
expense outside of the pandemic. Staff’s recommendation to set the uncollectibles allowance

using a recent historic average rate and projected revenues best captures expected Rate Year
activity. For those reasons, Staff recommends that the Commission adopt Staff’s adjustment.

7. Materials and Supplies and Stores Expense

The Company forecasted an electric Rate Year allowance of $2.999 million for
Materials and Supplies (M&S) expense, based on Historic Test Year levels increased by
inflation. Staff agrees with the Company’s calculation.

The Company calculated a gas Rate Year allowance of $558,000 for M&S
expense, based upon an approximately $224,000 normalizing adjustment (allocated $165,000 to
M&S and $59,000 to Stores expense) added to the Historic Test Year amount, and escalated by
the rate of inflation through the bridge period.>*” To calculate the normalizing adjustment, the
Company used an inflation-adjusted average of the 2020-2022 annual M&S costs for gas, instead

of the Historic Test Year expense, to better reflect a projected annual spend.3%®

304 Tr, 1547.

305 Ty, 1547.

6 Exhibit 299 (DPS-670).

07 Tr, 725; Exhibit 144, Schedule C, p. 4.
308 T, 725.
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In its initial testimony, Staff disagreed with the Company’s normalization
adjustment because the historic trend of M&S expense has been in a steady decline, from
$760,000 in 2020, to $624,000 in 2021, $465,000 in 2022, and $360,000 in 2023.3%° Staff
recommended that the Company’s $165,000 normalization adjustment be removed, and that
inflation instead be applied to the Historic Test Year cost through the bridge period and Rate
Year. Based on those adjustments, Staff calculated a Rate Year forecast of $382,608 for gas
M&S expense.

In rebuttal testimony, Central Hudson argued that “expense incurred during the
Historic Test Year does not capture the cyclical costs that the Company anticipates occurring in
the Rate Year.”®® However, the Company did not otherwise provide any specific subject matter
expert testimony from its gas operations personnel in that regard, and did not provide any
specific cyclical costs related to proposed inspections or activities forecasted for the Rate Year
that did not occur in the Historic Test Year to justify its normalizing adjustment.®! Absent any
meaningful explanation of specific inspections and activities to justify the incremental amounts
requested, the Company should not be awarded additional funding for this expense item.
Conversely, Staff’s recommendation to remove the $165,000 normalizing adjustment allows
ratepayers to receive the benefit of lower cost of service when trends and expenses decline.

Based on the foregoing, Staff’s adjustment represents a fair and balanced
approach to setting the Company’s Rate Year gas M&S expense, and the Commission should
adopt it.

Stores Clearing to Expense — Gas

As noted above, the Company’s gas forecast for Stores expense included a
$59,000 allocation of the normalizing adjustment previously discussed. Based on that
normalizing adjustment and escalating for inflation, the Company calculated a Rate Year gas
allowance of $111,000.31? Consistent with our recommendation for M&S expense, Staff

similarly recommends that the Company’s normalizing adjustment for Stores be removed.

309 Tr, 4110.

310 Ty, 793.

31 Exhibit 299 (DPS-566).

812 Tr, 726; Exhibit 144, Schedule C, p. 4.
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Based on that adjustment, Staff calculated a Rate Year gas expense of $49,184, or a reduction of
$62,784 from the level proposed by the Company. For the same reasons as discussed above, the

Commission should adopt Staff’s recommendation for this expense item.

8. Inflation Pool Adjustments

Central Hudson’s testimony reflected a GDP implicit price deflator developed
using an extrapolation of the Blue Chip Economic Indicators consensus forecasts of the GDP-PI
included in the March 11, 2023 publication.®'® Staff generally agrees with relying on the Blue
Chip consensus GDP-PI forecast to predict expense inflation. However, Staff calculated the
GDP-PI inflation rate based on a weighted average using the latest available October 10, 2023
Blue Chip publication for its testimony.3** Staff recommends that the Commission update for
the latest GDP-PI inflation information before the conclusion of these proceedings, to reflect the

most up-to-date information for the most accurate Rate Year forecast.

9. Regulatory Commission Assessments

The Regulatory Commission Expense is projected based upon the Department’s
General Assessment charged to each utility in New York State to fund its operations. There are
three letters associated with the Regulatory Commission Assessment sent by the Department to
utilities.3*® First, an initial statement is mailed in February, prior to the start of the state fiscal
year to which the assessment applies. Second, a revised statement is mailed in August after the
utilities have filed their annual reports. Third, a final statement of assessment is mailed in
October of the following year, after the close of the state fiscal year.

The Company forecasted this expense in the Rate Year by applying a three-year
historic average growth rate of 10% to the initial assessment dated February 10, 2023, in the
amount of $3.427 million, allocated $3.017 million to electric and $847,520 to gas.3!® Staff
disagreed with the Company’s use of a 10% three-year growth average to develop its forecast

because Central Hudson’s calculation reflected revised statements of assessment and an initial

313 Tr. 1795.

314 Tr. 4049-4050.

315 Tr, 4096-4097.

316 Tr, 717; Exhibit 143, Schedule C, p. 3; Exhibit 144, Schedule C, p. 3.
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statement of assessment.3!” Staff instead recommended the Rate Year forecast be based on the
last known final statement of assessment, dated October 20, 2023 and totaling $3.318 million®!,
Using that methodology, Staff calculated a total Rate Year allowance of $3.449 million, with
$2.693 million allocated to electric and $756,341 allocated to gas.

In its rebuttal testimony, Central Hudson disagreed with Staff’s use of inflation as
a growth rate, arguing that increasing the Regulatory Commission General Assessment by
inflation rate alone would not produce an accurate forecast.>'® The Company also stated that
Staff should have considered using a growth rate based on a three-year average of final
statements if it had concerns over fluctuations between estimated and final assessment letters.3%°
Staff notes, however, that using the latest known update in this situation reduces the need for a
growth rate beyond inflation in the context of a one-year rate filing, particularly because the
update is six months beyond the Historic Test Year period end and the next final statement of
assessment will be available in October 2024, well into the new Rate Year. In addition, Staff’s
concerns over fluctuations between revised and final statements is valid, as demonstrated by the
latest known update that resulted in a significant, $897,752 reduction from the revised statement
dated August 2022.3%1

Based on the foregoing, Staff’s recommended methodology for calculating
Regulatory Commission Expense using the latest known final statement plus inflation is
reasonable and appropriate in the context of a one-year rate filing. For these reasons, the

Commission should adopt Staff’s adjustment.

10. Information Technology O&M Adjustment
Central Hudson proposed a Rate Year allowance for IT O&M expense of $15.1
million for electric and $3.9 million for gas. The Company made adjustments to the Historic Test

Year to annualize IT O&M expenses to latest known amounts, and to remove out of-period or

317 Tr. 4097.
318 Tr. 4097.
319 Tr, 786.
320 Tr, 786-787.
321 Tr, 4098.
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non-recurring expenses. The Company then escalated the annualized year at inflation and, for
specific IT vendors, at 8% for expenses that were expected to continue into the Rate Years.3?2

To be consistent with Staff’s recommended reduction of 18.8% to IT capital
projects, as set forth in the testimony of Staff’s Common Capital Panel and discussed in more
detail in Section IV.D, Staff made a tracking adjustment to IT O&M of 18.8%, resulting in
reductions of $488,236 to electric and $118,816 to gas.3?®

In rebuttal, the Company asserted that applying an 18.8% reduction ignored the
detailed information that supports known changes included in the Rate Year projection.®?* The
Company also indicated that Staff used the rates established as part of the settlement outcome in
its 2021 Rate Plan as the base year, which it argued contradicts the provisions of the 1977 Policy
Statement, which defines a historic test year and notes that the “forecasted material should be
developed from the historical base.”3?® The Company further indicated that the Central Hudson
Technology Group continuously evaluates the technology portfolio, pursuing opportunities for
cost reduction, consolidation, and vendor cost savings. Despite these efforts the Company
claimed select technology vendor, contract labor, and supply chain costs have averaged an 8%
increase over the past few years.®?® This increase is reflected in the Company’s Technology
operating forecast for the Rate Year.>?’

Contrary to the Company’s assertions, Staff’s adjustment using the rates
established as part of the settlement outcome in the 2021 Rate Plan as the base year, as opposed
to the Company’s normalized Historic Test Year, is appropriate in these circumstances. Based
on the Company’s historical data, Staff found a very significant difference, approximately 40%
for electric and 34% for gas, between the rate allowance from the 2021 Rate Plan for the Rate
Year ending June 30, 2023 and what the Company provided as a normalized Historic Test Year

for March 31, 2023. Absent support for the significant variance of approximately 40% for

322 Tr, 719.
323 Tr. 4100.
324 Tr, 788-789.
325 Tr, 789.
36 Tr, 1350.
821 Tr, 1350.
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electric and 34% for gas Staff’s use of the IT O&M expense as a base year is reasonable. Use of
the Company’s existing rates, in lieu of the Company’s normalized Historic Test Year,
represents a reasonable base from which the Rate Year expense can then be calculated. Staff’s
methodology also tracks Staff’s adjustments to the Company’s IT capital budget.

For all the foregoing reasons, the Commission should adopt Staff’s adjustments as

a reasonable means of forecasting the Company’s IT O&M expense in the Rate Year.

11. Major Storm Reserve

Central Hudson’s current rate plan includes $4.674 million in funding for its
Major Storm Reserve for each rate year.3?® Currently, once a storm has been determined to fall
within the Commission’s definition of a major storm, incremental restoration costs incurred as a
result of the adverse weather event must reach a level of at least $500,000 in order for expenses
related to the event to be chargeable to the Major Storm Reserve.?® Storm costs charged to the
Major Storm Reserve are reviewed by Staff to verify the costs are accurate, and in compliance
with the Order which allows the company to use reserve accounting for major storms.33°
Additionally, pursuant to Appendix U of the Joint Proposal adopted in the 2020 rate case, the
Company is allowed to record certain pre-staging event costs to the Major Storm Reserve: pre-
staging events with incremental costs between $100,000 and $1.75 million can be charged to the
Major Storm Reserve, and events with incremental restoration costs greater than $1.75 million
are allowed to be charged 85% to the Major Storm Reserve and 15% to expense, with Central
Hudson allowed to file a deferral petition requesting recovery of the 15% if certain criteria are
met.

The Company proposed three changes related to the operation of its Major Storm
Reserve. First, the Company proposed an increase of $10.15 million to the annual O&M
expense rate allowance for the Major Storm Reserve, bringing the Rate Year allowance to $14.82

million per year, **! based on a 10-year average of the Company’s major storm history.3%2

328 Tr. 2602.
329 Tr. 2602.
%0 Tr. 2601-2602.
8L Tr. 722.
%2 Tr, 2079.
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Second, the Company proposed a change to the prestaging event thresholds from $1.75 million
to $3.60 million. Third, Central Hudson proposed to modify and expand the definition of a
“major storm” for purposes of determining costs that can be charged to the Major Storm Reserve.

Regarding the Company proposal to increase the allowance for the Major Storm
Reserve to $14.82 million in the Rate Year, Staff agrees in part to the Company’s Rate Year
forecast methodology. Specifically, Staff agrees that a normalized 10-year average should be
employed, with the exception that two superstorms costing $14.7 million and $24.2 million
should be excluded from the normalized 10-year average. These superstorms were considered
outliers based on the fact that their restoration costs were significantly greater than the average
storm restoration cost for the past 10 years. The Major Storm Reserve is intended to fund
“recurring” major storm events, exclusive of superstorm events, which occur less
frequently. Based on this adjustment, Staff recommends a Major Storm Reserve allowance of
$10.7 million for the Rate Year.

The Company argues against excluding superstorms from the Rate Year forecast,
stating that removing superstorms would underfund the reserve, contributing to a larger
regulatory asset balance.®*® However, the Major Storm Reserve is not intended to be a blanket
for all major storm events. Moreover, even after removing these two superstorm events, Staff’s
recommendation would increase the Major Storm Reserve allowance by approximately $6.1
million from the last rate case proceeding, which established a rate allowance of $4.7
million. Staff’s recommended major storm rate allowance of $10.7 million provides an adequate
Major Storm Reserve allowance after taking into consideration the normalized 10-year average.
For those reasons, the Commission should adopt Staff’s recommended Major Storm Reserve
allowance of $10.7 million for the Rate Year.

Second, regarding the proposed change to pre-staging event thresholds, Staff’s
analysis of the Company’s workpapers found that over the last 10 years, only one pre-staging
and mobilization event exceeded the current $1.75 million threshold. Increasing the threshold to
$3.6 million based on this single outlier event would not be consistent with Central Hudson’s
historical spending on such events and could in fact encourage the Company to spend more on

pre-staging and mobilization even if an impending storm does not warrant such spending. As

33 Tr. 790.

75



CASES 23-E-0418 and 23-G-0419

such, Staff reccommended the Company’s existing pre-staging threshold limits of $1.75
million.®** Staff notes that, on January 16, 2024, the Company and Staff executed the Electric
Capital Stipulation, pursuant to which Central Hudson, inter alia, agreed to maintain the
Company’s existing $1.75 million threshold for pre-staging and mobilization costs to be
chargeable to Major Storm Reserve, as well as the existing provisions regarding when and how
incremental pre-staging costs can be charged to the Reserve and/or expense.3*®

As to the definition of major storms, a “major storm” is currently defined in
section 97.1 of the Commission’s rules and regulations as “a period of adverse weather during
which service interruptions affect at least 10 percent of the customers in an operating area and/or
result in customers being without electric service for durations of at least 24 hours.”** Central
Hudson proposed adding the following to the Commission’s “major storm” definition: “an
incident resulting from a catastrophic event beyond the control of the Company; or an incident
where problems beyond the Company’s control involving generation or the bulk transmission
system is a key factor in the outage.”*” As noted above, a “major storm” is already clearly
defined in Section 97.1 of the Commission’s rules and regulations. Moreover, there already is a
process available whereby the Company may petition the Commission directly if it believes
extraordinary circumstances, such as those referenced by the Company, exist which warrant
excluding a particular outage from reliability statistics; the Commission affirmed this process in
its Order issued October 12, 2004, in Case 02-E-1240.3%® In any event, as part of the Electric
Capital Stipulation executed on January 16, 2024, Central Hudson agreed to certain Major Storm
Reserve mechanisms for the Rate Year, including that a major storm event will be defined as
specified in 16 NYCRR §97.1.3%°

Adopting the pre-staging and mobilization provisions and the definition of major

storm discussed above will permit Central Hudson to continue to defer incremental restoration

334 Tr. 2611-2612.

35 Exhibit 516, Schedule B.

3% Tr. 2608; see also 16 NYCRR 8§97.1(c).
37 Tr. 2078-2079.

3% Tr. 2609-2610.

339 Exhibit 516, Schedule B.
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costs related to major storm events for future recovery. Schedule B of the Electric Capital
Stipulation provides a reasonable range of expenses, which allows Central Hudson to adequately
prepare for storm events. In addition, Schedule B is a continuation of Central Hudson’s existing
structure, and is consistent with the structure adopted by the Commission in Central Hudson’s
last rate case.3*® Schedule B of the Electric Capital Stipulation further provides for
documentation and reporting requirements for major storms, which will help ensure that Central
Hudson properly accounts for costs incurred as a result of a major storm, and that only
appropriate costs are charged to the Major Storm Reserve. For all the foregoing reasons,
Schedule B of the Electric Capital Stipulation represents a reasonable structure to the Major
Storm Reserve that balances Central Hudson’s obligation to prepare for storm events with the
Company’s ability to recover prudently incurred costs in anticipation of such events, and the

Commission should therefore adopt it in its entirety.

a. Amortization of Regulatory Asset

The Company proposed to amortize its existing Major Storm Reserve regulatory
asset over 10 years and collect $4.056 million per year, beginning in the Rate Year.>* The
Company’s proposal assumed no major storm activity would occur from the end of the Historic
Test Year through the end of the current rate plan and estimated the amount of deferred costs to
be collected through the RAM. Given the uncertainty in these assumptions, the Company
proposed to update this calculation later in these proceedings to reflect an update of storm
activity and actual RAM collections, if known. The Company also proposed that these storm
costs continue to be RAM-eligible, with any RAM collection reducing the 10-year collection
period.3*? Staff agreed with the 10-year amortization of the regulatory asset balance but did not
agree with RAM collection during the Rate Year in its initial testimony.3*

In the rebuttal testimony of its Revenue Requirements Panel, the Company stated
that the accrued regulatory asset attributable to the major storm reserve was updated to reflect
activity from April 2023 through October 2023. This update resulted in an increase of $670,000

340 See 2021 Rate Plan, Appendix U.
31 Tr. 723.

342 Tr, 724.

33 See Tr. 4145.
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to the rate allowance for the Major Storm Amortization.®** Staff has reviewed these updated
figures and finds them to be reasonable and appropriate. For those reasons, Staff recommends
that the Commission authorize Central Hudson to amortize its existing Major Storm Reserve

regulatory asset over 10 years and collect $4.726 million in the Rate Year.

12. Minor Storm

Central Hudson projected its non-major storm expense based on a four-year
average of expenditures, adjusted to March 2023 dollars and inflated by GDP.3* The historic
expenses included a normalization to reflect the Company’s proposed changes in the pre-staging
sharing provisions.*® The Company asserted that this methodology is generally accepted by
Staff and the Company, and has been used in the past three rate plans.®*’ The normalization for
pre-staging was the result of the Company’s proposed increase to its pre-staging cost sharing
threshold from $1.75 million to $3.6 million.>*® Additionally, the Company proposed to update
the four-year average later in the proceeding to reflect the latest known information.34°

In testimony, Staff agreed with the methodology to project non-major storm
expense but proposed an adjustment to the Company’s normalization adjustment for the pre-
staging cap.®° Staff rejected the Company’s proposed increase to the pre-staging threshold and
recommended maintaining the current threshold.®! Since the Company’s normalization was due
to the increased pre-staging threshold, and Staff rejected the proposal, Staff made an adjustment
to remove the Company’s normalization.3?

Central Hudson disagreed with Staff’s position to maintain the threshold at $1.75
million, and stated that the current threshold did not provide the Company with sufficient

4 Tr. 774.
35 Tr. 724-725.
36 Tr, 725.
37 Tr, 725.
38 Tr. 2077.
349 Tr, 725.
%0 Tr. 4104.
%1 Tr, 2607.
%2 Tr, 4106.
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recovery.®®® The Company noted two areas of concern — an increased need to respond with more
resources while limiting outages to no longer than 72 hours, and a significant increase in labor
costs.®* The Company also asserted that the labor costs alone have made the threshold
insufficient.3®

As part of the Electric Capital Stipulation, the Company and Staff agreed to set
the non-major storm restoration Rate Year expense allowance at $7.634 million, which
represents the four-year average of non-major storm expenditures (exclusive of the Company's
proposed normalization adjustment to reflect a change in the prestaging sharing caps), adjusted
for inflation.*® As noted in Section V.A.11, above, the Electric Capital Stipulation also
maintains the current pre-staging threshold of $1.75 million, and removes the associated
normalizing adjustment to non-major storm expense. The Electric Capital Stipulation represents
a reasonable consensus position of both the Company and Staff. Accordingly, the Commission

should adopt the Electric Capital Stipulation as it relates to this expense category.

13. Injuries and Damages

The injuries and damages cost element contains the Company’s insurance
coverage costs for workers’ compensation, excess liability, personal and property damage
claims, and accident and safety activities.®®” Within the workers’ compensation component of
Injuries and Damages, Central Hudson forecasted its Rate Year projection of workers’
compensation based on the latest known actual premiums, as well as claims paid based on a
three-year average adjusted to March 2023 dollars. The projected costs were allocated on the
basis of the Company's adjusted payroll distribution.®*®

In its initial testimony, Staff adjusted the workers’ compensation component by

$47,000 for electric and $13,000 for gas, to track Staff’s FTE recommendations.>*® The

%3 Tr. 2136.

4 Tr, 2137.

%5 Tr, 2137.

%6 Exhibit 516.
%7 Tr. 41109.

%8 Tr. 730.
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Company disagreed with Staff’s position on the headcount, indicating Staff inadvertently
excluded the incremental FTEs for the period ending December 31, 2023.3%0 Staff agrees with
the inclusion of the incremental FTEs for the period ending December 31, 2023, which results in
a revised adjustment reducing Injuries and Damages by $26,000 for electric and $7,000 for
gas.®®! Staff also agrees that, should additional adjustments to headcount be adopted by the

Commission, the calculation for the workers’ compensation should be amended.

14.  Other Operating Insurance

Staff and Central Hudson disagree on the method to forecast All Risk insurance,
which makes up nearly 75% of the Rate Year total of Other Operating Insurance.®? The
Company initially calculated All Risk insurance costs by taking the insured value of each
property subject to All Risk insurance at July 1, 2023, and escalating it at a three-year average
historical growth rate.3®® The insured value was then multiplied by an assumed rate per million
of insured value, inclusive of an increase of 10% annually over the July 2022 — June 2023
insurance period.3®* Staff instead reflected the latest known costs from July 2023 premium
payments for All Risk commercial property insurance, and increased them for GDP inflation, to
develop a Rate Year projection. Staff’s forecast reduced the Company’s Rate Year forecast by
$136,000 for electric and $34,000 for gas.3°

In rebuttal testimony, the Company indicated that a reevaluation of the compound
average growth rate using data from 2020 through 2023 revealed a rate of approximately 8%.36¢
Based on the Company’s reevaluation of its growth rate, and based on latest known premiums,
the Company proposed decreases to its original electric and gas requests of $68,000 and $17,000,

respectively, or approximately half of the decreases recommended in Staff’s testimony.

%0 Tr, 794.
%1 Tr. 4120.
%2 Tr, 4120.
%3 Tr, 733.
364 Tr. 795.
%5 Tr. 4123.
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Both Staff and the Company are in agreement on using the latest known premium,
but disagree on how to inflate that cost to project a Rate Year level. Staff’s use of GDP inflation
is correct due to the recent volatility in the commercial property insurance during the three years
the Company used in its average historical growth rate forecast. Staff notes that its methodology
is also the same method used by the Company for the other types of insurance. For those
reasons, Staff’s methodology is a reasonable means of calculating the Company’s All Risk
insurance expense for the Rate Year. Accordingly, the Commission should adopt Staff’s

adjustments.

15.  Consulting and Professional Services

The Company generally forecasted Consulting and Professional Services
expenses by escalating historic year expense at inflation to arrive at the Rate Year projection.
However, for external audit agency fees, the Company instead used a three-year average
historical growth rate to calculate its Rate Year forecast.3®” The Company stated that an average
growth rate was used because of a trend of rising costs in the three-year period.>¢®

Staff disagreed with the Company’s forecasting methodology for external audit
fees and instead recommended a forecast based on the latest-known invoice, increased by GDP
inflation, because the Company’s historic growth rate was calculated based on costs from a
vendor with which the Company no longer has a contract, and the Company did not otherwise
provide supporting analysis of other comparable rates.®®® Based on Staff’s methodology, Central
Hudson'’s forecasted costs should decrease by $76,340 for electric and $19,085 for gas.

In its rebuttal testimony, the Company disagreed with Staff’s use of inflation.
The Company specifically referenced a survey it performed of other Edison Electric Institute
utilities regarding their audit fees, stating that “the average audit fee increase over the last five
years for the twelve utilities that responded to the survey was 12.5% for those utilities that did
not change auditors and 13.6% for those where the auditor was changed” and that those rates are

in excess of both the actual growth rate utilized by the Company, and the inflation rate utilized

7 Tr, 728-729.
38 Exhibit 299 (DPS-359).
9 Tr, 4114-4115.
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by Staff.2’® Staff notes, however, that the Company’s position is based only on a small sample
size of utilities (i.e., those who responded to its survey). The Company did not indicate where
these utilities are located, and did not provide any additional information about the specific
circumstances of those utilities and why they are comparable to Central Hudson. In the absence
of this additional information, there is no basis to conclude that the 12.5% and 13.6% increases
in average audit fees for those utilities would apply to the Company. In any event, rates should
be set based on latest-known and verifiable data, and in the absence of such data, Staff’s use of
inflation to calculate audit agency fees is consistent with how the Company forecasted the other
components of its Consulting and Professional Services expense and is therefore reasonable. For

those reasons, the Commission should adopt Staff’s adjustment.

16. Miscellaneous General Expense

Central Hudson’s forecasted Miscellaneous General expense in the Rate Year by
first reviewing the historic period expense to determine what normalizations were required, and
then applying inflation to those normalized expenses, with the exception of administrative costs
allocated from Fortis, Inc. to Central Hudson which were based on annual estimates provided by
Fortis escalated at inflation.3"* Central Hudson also added incremental expense to the Rate Year
projection to account for incremental Board of Director Fees, and for training and recruiting
expenses related to a new workforce development program.32

Staff recommends two adjustments to Miscellaneous General expense. First,
Staff recommends a downward adjustment of $13,000 for electric and $3,000 for gas, to reflect
the removal of certain membership dues related to organizations that participate in lobbying.®"
In its response to DPS-048, the Company acknowledged including lobbying costs in its
Miscellaneous General expense forecast that should not have been included in rates. Pursuant to
PSL 8114-a, utilities are required to exclude from recovery all membership dues from
organizations that engage in lobbying activities.3’*

370 Tr, 1551.
311 Tr. 729.
372 Tr. 729-730.
313 Tr. 4118.
314 Tr. 4118.
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Second, Staff recommends a downward adjustment of $80,000 for electric and
$20,000 for gas to reflect the removal of expenses for recruitment. In its response to DPS-358,
the Company admitted that it did not have any purchase order or materials quote to support the
estimate of these costs.®”> Because the Company failed to meet its burden of proof in justifying
these costs, they should be removed.

In total, Staff’s adjustments for this cost element are reductions of $93,000 for
electric and $23,000 to gas. For the reasons stated above, Staff recommends that the

Commission adopt its adjustments.

17. Miscellaneous Charges

The Company’s Miscellaneous Charges consist of activities and expenses not
included in another element of expense.®”® The Company projected charges using historic
expenses, normalized to remove COVID-19 expenses, and escalated by inflation.®”” Incremental
expense was added for customer outreach pursuant to the Company’s plan to implement monthly
meter reading.>’®

Staff recommends two adjustments to the Miscellaneous Charges forecast. First,
Staff recommends reducing costs for Commission-required record keeping, which the Company
acknowledged were overstated in the Historic Test Year and provided normalized reduced
amounts.®”® This would result in a downward adjustment of $249,973 for electric and $62,689
for gas. Second, in response to DPS-340 the Company acknowledged that certain Interpreter
costs were overstated, and provided corrected amounts.®3 Staff reflected these corrections in its
adjustments, resulting in reductions of $111,361 for electric and $27,840 for gas. In its rebuttal
testimony, Central Hudson acknowledged that these modifications are appropriate, but the

adjustments were inadvertently excluded from their rebuttal revenue requirements. 8!

75 Tr. 4118.

37 Tr, 735.

7 Tr, 735.

378 Tr, 735.

379 Tr, 4125; Exhibit 299 (DPS-340).
30 Exhibit 299 (DPS-340).

B Tr, 772-773.
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Staff and the Company are in agreement with Staff’s recommended adjustments.
Therefore, Staff recommends that the Commission reflect both of these adjustments in the final

revenue requirements adopted by the Commission.

18.  Call Volume Overflow

In the Customer Experience Panel’s initial testimony, the Company proposed to
use an external call center in the Rate Year at an estimated cost of approximately $2.7 million.%8?
The Company stated it anticipates 1.1 million collection-related calls in 2024 due to the number
of residential customers in arrears.38

In the SCSP’s initial testimony, Staff recommended that the Commission reject
these costs due to Staff’s concerns that the Company lacks a firm timeline and plan for resuming
residential service terminations and related collections activity.38

In its rebuttal testimony, the Company disagreed with Staff’s recommendation to
disallow the costs associated with call volume overflow and asserted that they are “necessary to
support overall contact center operations and the controlled resumption of collections as call
volume and average handle times for these collections contacts are expected to increase
significantly.”*® However, the Company did not provide any additional data to support its initial
forecast or any updates to the collections automation timeline provided in its response to DPS-
731, which stated that “[t]he Company is currently evaluating the overall timeline and will
provide updates if any changes occur.”38®

Staff continues to recommend that the Commission disallow these costs in the
Rate Year. Because the Company has not yet provided a firm timeline and plan, including
specific job tasks, dates, or outreach communications,®7 Staff could not reasonably assess or find
sufficient reason to support the analysis the Company developed as justification for its call

volume overflow proposal.

%2 Tr. 3021.

%3 Tr. 3021.

%4 Tr. 4403-4407.

%5 Tr. 3079-3081.

%6 Tr. 4404; Exhibit 353 (DPS-731).

%7 Exhibit 353 (DPS-409 and DPS-731).
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In its analysis provided in Exhibit__(CEP-4), the Company calculated an average
of 5.9 collections-related calls from each customer in arrears over the year based on a two-year
average from 2018 and 2019.388 Notably, this period is pre-pandemic and pre-billing system
transition. The Company extrapolated that data to conclude that over 1 million collections-
related calls will be made in 2024 based on the number of customers in arrears as of March 31,
2023, which was 66,214.%%° This amount would represent roughly 16 collections calls per
customer, which is triple the historical two-year average of collections calls per customer.

Moreover, the number of residential customers in arrears is trending downward
from the March 2023 figure cited by the Company. Central Hudson reported 64,851 residential
customers in arrears as of December 2023,3% which then further declined to 62,770 as of January
2024.3°1 This downward trend supports Staff’s recommendation that the Company’s forecast is
inflated, and there is accordingly insufficient evidence to support approval of the Company’s

Call Volume Overflow proposal.
B. Depreciation Expense

1. Central Hudson’s Depreciation Study

On August 1, 2023, the Company filed, in these proceedings, a depreciation study
dated as of June 30, 2022 (2022 Depreciation Study) and prepared on behalf of Central Hudson
by Gannet Fleming Valuation and Rate Consultants, LLC (Gannett Fleming).3%? As part of the
2022 Depreciation Study, Gannett Fleming analyzed the Company’s historical plant retirement
data, reviewed the Company’s practices with regards to plant assets and recommended updated
depreciation rates, net salvage rates, and associated theoretical reserves for the Company’s

electric, gas, and common plant accounts.>*® Despite the 2022 Depreciation Study, however, the

38 Exhibit 111,
3 Exhibit 111).

390 Case 91-M-0744, Proceeding on Motion of the Commission to Examine the Collection Practices of
the Major Gas and Electric Utilities in New York State to Identify Ways to Reduce Losses Due to
Uncollectibles while Maintaining a High Level of Customer Service, Central Hudson’s December
2023 Monthly Collections Report (filed January 12, 2024).

%1 Case 91-M-0744, supra, Central Hudson’s January 2024 Monthly Collections Report (filed February
15, 2024).

392 Exhibit 151.
393 Tr, 2273.
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Company proposed no changes in its depreciation factors, and instead proposed to maintain the
Average Service Lives (ASL), net salvage factors, and depreciation rates that were approved in
Central Hudson’s last rate cases, Cases 20-E-0428 and 20-G-0429.3%

Although the Company’s intent to mitigate the revenue requirement increase by
maintaining the currently approved depreciation parameters is admirable, it is appropriate to
update the depreciation parameters, with Staff’s recommended adjustments as discussed below.
Depreciation in a rate-making context is the equitable distribution of the recovery of plant from
ratepayers, and using outdated depreciation parameters would result in an inequitable amount of
depreciation expense being collected from ratepayers. In addition, updating the Company’s
depreciation parameters would both ensure that the Company is collecting an appropriate amount
of depreciation expense, and that the Company’s accumulated depreciation reserve will not be
smaller than it should be and consequently that the rate base will be at the appropriate level.
Staff further notes that, in the Rebuttal Testimony of the Accounting and Tax Panel, the
Company agrees in theory that it is appropriate to use updated depreciation rates.>%

2. Average Service Lives

In the initial testimony of the Accounting and Tax Panel, the Company proposed
to maintain the current depreciation parameters such as average service lives and salvage in order
to mitigate the revenue requirement increase.®®® As noted above, Staff recommends instead that
the Commission adopt the depreciation parameters set forth in the 2022 Depreciation Study
(including average service lives), except for the survivor curves and average service lives for
eight accounts specified in the initial testimony of Staff witness Mingdi Huang, for which Staff
recommends different depreciation parameters.>®” Staff relied on mortality data as well as the
original and smooth survivor curves provided in the 2022 Depreciation Study to select the
appropriate curves and average service lives; in a number of instances, Staff found that a
different smooth survivor curve than that proposed in the 2022 Depreciation Study better fit the

394 Tr. 1493.
3% Tr. 1537.
3% Tr, 1493.
37 Tr, 2276-2279.
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actual historic data points.3%® Staff also limited recommended movements to 10 years from the
average service lives currently approved, following the principle of gradualism to avoid
significant impacts to revenue requirement. Staff’s recommended depreciation parameters
would result in increases in electric depreciation expense, from $58.5 million to $59.7 million,
and increases in gas depreciation expense, from $18.7 million to $20.2 million, based on the
Company’s plant in service levels on June 30, 2022.3%°

In the rebuttal testimony of Company Witness John Spanos, the Company
disagreed with Staff’s recommended average service lives, arguing that the selection of curves
and average lives should not be based solely on a visual or mathematical fit, but should also
consider what witness Spanos characterized as “informed judgment.”*® For average service
lives, the Company also argued that limiting adjustments to 10 years places too much emphasis
on depreciation parameters that were developed through the settlement process.*®* Finally, the
Company disagreed with Staff’s treatment of three common plant accounts where Staff
recommended a different average service life, stating that as the life or amortization period has
changed, the depreciable plant balance should change as well.*%2

The Commission should reject the arguments raised by witness Spanos and adopt
Staff’s recommended depreciation parameters as discussed herein. First, the Company claimed
that depreciation curves and average service lives should not be based solely on a mathematical
fit. However, Company witness Spanos states in the 2022 Depreciation Study that “the
information external to the statistics led to little to no significant departure from the indicated
survivor curves” for many of the curves where the Company and Staff disagree.*®® Thus, it is
unclear whether the “informed judgment” parameters that witness Spanos asserts that Staff failed
to consider actually would have impacted the selection of curves and average lives based only on

visual or mathematical fits.

398 Tr, 2275-2276.

39 Tr, 2265-2266.

400 Tr, 280.

401 Tr, 280.

402 Tr, 310-311.

403 Exhibit 151, Page I11-2.

87



CASES 23-E-0418 and 23-G-0419

Second, Staff witness Huang’s application of the principle of gradualism is
appropriate for setting depreciation rates. The selection of depreciation parameters is not precise
and necessarily contains an element of discretion, for example, to address concerns of rate shock.
As an extreme example, it is possible that some plant account may be declared outdated and have
its retirement accelerated, thereby shortening its average service life significantly, from a
hypothetical 80 years to 20 years. It may then be decided that a retirement period of 20 years is
too fast, and that it should instead be 40 years. Consequently, significant rate shock is possible
were depreciation rates to attempt to follow what analysis indicates they should be too closely,
which can be avoided if gradualism was applied. While the Company argued that Staff’s
application of gradualism here places too much emphasis on depreciation parameters that were
approved during a settlement process, those depreciation parameters are still currently in effect
and impacting customer rates, and therefore represent an appropriate baseline from which
changes to depreciation parameters can be measured.

Third, regarding the Company’s argument about the appropriate depreciable plant
balance, the Company appears to incorrectly suggest that whether plant has been fully amortized
in the past depends on the amortization period going forward. For example, the current
amortization period for Common Plant Account 391.11, EDP Equipment — System and Main
Frame, is eight years.** By changing the amortization period to five years, the Company is
suggesting that everything in the account older than five years should be considered fully
amortized, even though plant installed six years ago would not be fully amortized under an eight-
year amortization period.

For all the foregoing reasons, Staff’s recommended average service lives are
appropriate to use for establishing depreciation rates, and the Company’s arguments to the
contrary are without merit. Accordingly, the Commission should approve the average service

lives recommended by Staff.

3. Net Negative Salvage Values
Similarly to average service lives, the Company initially proposed to maintain its

current net salvage factors in order to mitigate revenue requirement increases.*®® Staff

404 Exhibit 82, Schedule D, p. 1.
405 Ty, 1493.
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recommends instead that the Commission approve the net salvage factors proposed in the 2022
Depreciation Study, subject to adjustments for fourteen electric accounts, six gas accounts, and
four common accounts as specified in the initial testimony of Staff witness Huang.*®® Staff’s
recommended changes to net salvage factors are based on a review of the salvage statistics
provided in the 2022 Depreciation Study, with a look for trends in the annual and multiple yearly
averages of the historic net salvage data, as well as the percentages of the net salvage to the
original cost of plant retired each year.*®” For accounts with apparent trends that indicate costs
of removal are increasing, and thus net salvage is becoming more negative, Staff recommends a
more negative net salvage factor for those accounts. For accounts where there are no apparent
trends, Staff recommends that the net salvage factor remain the same as approved in present
rates. For accounts where the cost of removal is decreasing, Staff recommends a less negative net
salvage rate. Similar to average service lives, Staff also limited its recommended movements to
10% from currently approved net salvage factors, following the principle of gradualism.

Similar to its arguments regarding average service lives, the Company also
disagreed with Staff’s application of gradualism for net salvage factors, claiming that limiting
adjustments to 10 percentage points places too much emphasis on depreciation parameters that
were developed through the settlement process.*®® As previously noted, the principle of
gradualism is appropriately applied in this case, as the selection of depreciation parameters has
an element of discretion and trying to fully realize changes in depreciation rates could lead to
rate shock. The Company also disagreed with Staff’s net salvage parameters on the basis that
Staff’s recommendations have not fully recognized trends to more negative net salvage.*® To
the contrary, Staff’s recommendations do account for trends to more negative net salvage, but are
limited by Staff’s application of the principle of gradualism, as already discussed.

Therefore, Staff’s recommended net salvage factors, which follow the same trends
as the depreciation study’s net salvage factors but are limited due to gradualism, are appropriate

and should be approved by the Commission.

406 Tr, 2282-2283.
407 Tr, 2281.
408 T, 280.
409 T, 280.
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4. Amortization of Reserve Deficiency

Generally, when a depreciation study is performed, the current book reserve is
compared to the proposed theoretical reserve (incorporating any proposed changes to the
survivor curves, average service lives, and net salvage factors).*% Typically, if the difference
between the book reserve and the theoretical reserve is within a margin of 10%, no adjustment is
made to amortize the over- or under-accruals. However, if the difference is greater than 10%, an
adjustment can be made to amortize some or all of the difference between the theoretical and
book reserves,** generally over a period of 20 years.*!2 Conversely, if the book reserve is larger
than the theoretical reserve, some or all of the difference can be used for other ratemaking
treatments, rather than a reduction to depreciation expense.**3

In its initial testimony, the Company proposed to begin recovery of its
depreciation reserve, as follows: (1) recovering the electric and common reserve deficiencies to
10% of the theoretical reserve, over a period of 10 years, and (2) recovering the entirety of the
gas reserve deficiency, over a period of 10 years.*** The Company’s proposal would result in an
annual reserve amortization of $42.7 million for electric, $33.0 million for gas and $345,000 for
common.**® Staff recommends instead that the Commission should direct that the Company’s
reserve deficiencies be recovered to 10% of the theoretical reserve for electric, gas and common,
respectively, over a period of 20 years. ¢ Based on the depreciation rates and parameters
recommended by Staff, as discussed above, the Company’s theoretical reserves would differ
from book reserves by less than 10% of each of electric, gas, and common, and therefore, no
amortization of reserve deficiency would be needed.*’

The Commission should reject the Company’s proposal for the following reasons.

First, reserve deficiencies are derived from theoretical reserves that are based on depreciation

40 T, 2284,
a1 T, 2284,
42 T, 2286,
43 Ty, 2284,
44 T, 1495,
45 Exhibit 292 (DPS-257).
45 Tr, 2287.
47 Tr, 2287.
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rates that should be approved by the Commission.*'® In this case, however the Company
proposed recovery of the reserve deficiency based on the theoretical reserves in the 2022
Depreciation Study, but did not otherwise propose that the Commission adopt the depreciation
rates in that study. Second, the Company’s proposal to recover deficiencies over a period of 10
years is inconsistent with the typical 20-year period over which such deficiencies are usually
recovered. While the Company asserted in rebuttal that a 10-year recovery period “provides a
more reasonable timeframe to recover this current deficit under the principle of cost causation,
provides credit supportive cash recovery that is needed, while also taking into consideration and
offering some moderation to the bill impact,” the Company did not otherwise provide any
evidence supporting those general statements.*® Third, regarding the Company’s proposal to
collect the entirety of its gas reserve deficiency, Staff notes that the Commission currently has an
ongoing proceeding in Case 20-G-0131 regarding gas planning, and it would be inappropriate to
permit Central Hudson to recover its entire gas reserve deficiency in these rate proceedings
absent further guidance from the Commission in that generic proceeding.*?® While the Company
asserted in rebuttal that “based on the goals of the CLCPA... waiting to initiate correction of the
under reserve will unduly burden future customers in order to recover the reserve beyond the
projected life,” the Company did not otherwise provide any evidence as to those burdens on
future customers, or provide rationale for why it should be permitted to recover its gas deficiency
in full at this time, prior to receiving guidance from the Commission in the generic
proceeding.*?

In his rebuttal testimony, Company witness Spanos further argued that Staff has
artificially understated the reserve deficiency, and that Staff is treating a reserve deficiency
differently than a reserve excess.*?? Preliminarily, witness Spanos did not elaborate on his
assertion, but only noted that the Company’s Accounting and Tax Panel’s rebuttal testimony

would provide additional details on his statement. However, Central Hudson’s Accounting and

M8 Tr, 2286.
M9 Tr. 1539.
420 Tr, 2286-2287.
421 Tr, 1539-1540.
422 Tr, 309.
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Tax Panel provided no further details on witness Spanos’ erroneous assertion, and it therefore is
without merit. In any event, in its testimony, Staff expressly supports the recovery of the reserve
deficiency under the conditions recommended by Staff.*?®> As explained above, the depreciation
rates recommended by Staff simply do not result in a reserve deficiency recovery under those
conditions.

For all the foregoing reasons, the Commission should reject the Company’s
proposal to amortize its reserve deficiency, and instead adopt Staff’s recommendations as set

forth herein.

C. Property Taxes
Central Hudson projected its property taxes by applying a three-year average

historic growth rate based on actual historical taxes, applied to the most recent actual property
tax expenses.*?* The Company then added incremental expense resulting from reduced Economic
Obsolescence, or EO, awards in the Rate Year. Lastly, the Company added incremental tax
expense for plant additions in the Rate Year, based on the capital expenditure plan.*?® The
Company proposed that property taxes be updated later in proceedings to use latest known
taxes.*?°

Staff recommended changes to the EO awards the Company used in 2024 and
2025 for electric. EO awards are a percentage reduction to the assessed value of a utility’s
properties, which results in a lower property tax expense.*?” In its workpapers, the Company
projected declining EO awards of 3% in 2024 and 2% in 2025.%8 In recent years, the
Company’s EO award has fluctuated between 5% and 3.5%.%° Staff proposed a 4% EO award

in 2024 and 2025, which is equal to the 2023 EO award that the Company received. Staff also

423 Tr, 2287 (recommending that the Company “recover its reserve deficiency over 20 years, to 10

percent of each of the electric, gas and common theoretical reserves, based on the depreciation rates
the Commission approves in these rate cases).

424 Tr, 1521.
425 Tr, 1522.
426 Tr, 1522.
421 Tr, 4134,
428 Tr.4135.
429 Tr, 4135-4136.
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proposed an adjustment to the tax growth rate used in the calculation of incremental costs
associated with EO reductions and plant additions. In the Company’s calculation, it applied the
growth rate to the 2021/2022 tax year rate, instead of the latest known 2022/2023 rate. Staff
made an adjustment to update the calculation using the 2022/2023 tax rate.**°

As part of its rebuttal, Central Hudson updated projections for the latest known
village and school taxes and the final 2024 EO award, resulting in a decrease to electric property
taxes of approximately $2.1 million, and no change to gas projections.**! In order to reflect the
most up-to-date tax rate and EO award, Staff recommends that those updated projections be
reflected in the revenue requirement as a $2.1 million reduction to the electric Rate Year
allowance. This would be a reasonable resolution and would appropriately reflect the latest rates

in the Rate Year.

D. Payroll Taxes

Central Hudson projected Rate Year payroll taxes by applying the appropriate tax
rates for State Unemployment Tax Assessment, Federal Unemployment Tax Act, Medicare, and
Federal Insurance Contribution Act to the related wage bases projected for the period.**? Staff
agrees with this methodology, but recommends tracking adjustments to account for Staff’s
proposed reductions in total labor expense, headcount, and the distribution of labor, as discussed
earlier, that are used in the calculation of payroll taxes.**® The tracking adjustment results in
reductions to payroll taxes of $920,000 for electric and $256,000 for gas. These tracking
adjustments should be updated in the future to reflect the Commission’s decision on each of

Staff’s associated labor adjustments.

E. Other Taxes
Other Taxes are comprised of sales and use taxes and hazardous waste taxes.***
Central Hudson forecasted sales and use taxes by applying the rate of inflation to historical

period costs, and then including incremental sales tax above inflated levels to reflect an increased

40 Tr, 4136.
8L Tr, 774,
482 Tr, 738.
433 Tr. 4137.
434 Tr. 739.
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sales tax expense directly correlated to incremental O&M expense in select cost elements.*%
For hazardous waste tax, the Company applied inflation factors to a three-year average of the
twelve months ended March 31, 2021, 2022, and 2023 adjusted to March 2023 dollars.*%®

With regards to sales and use taxes, in response to DPS-453, the Company agreed
that it incorrectly included sales and use taxes associated with call volume overflow, and stated
that removing these costs would result in an increase to the Other Taxes forecast of
approximately $69,000 for electric and $17,000 for gas.**” Although Staff agreed with excluding
call volume overflow costs from the Rate Year sales taxes forecast, Staff disagreed with the
adjustment that was calculated by the Company, which resulted in an increase to sales taxes.*3
Instead, Staff calculated the adjustment by multiplying the Rate Year sales and use tax costs,
excluding call volume overflow, by the Rate Year sales tax rate, which resulted in an
approximate reduction of $172,000 for electric and $43,000 for gas.

In its rebuttal testimony, the Company argued that Staff’s adjustment was
incorrect, and Staff should have compared the difference between the Historic Test Year level of
cost and the Rate Year base upon which sales tax is applied, exclusive of call volume
overflow.** Staff disagrees. When items are removed from the taxable base, the taxable amount
is less and total sales and use tax will decrease. Using the Company’s proposed methodology,
when removing call volume overflow from its line items subject to sales and use tax, would
result in a greater amount subject to the 8% sales tax, which skews the Rate Year projection. For
these reasons, the Commission should reject Central Hudson’s arguments, and adopt Staff’s

adjustment.

F. Income Taxes
Staff agrees with how Central Hudson calculated federal and state income taxes,

which are described in Exhibit__ (ATP-10).*4° However, adjustments will be necessary at a later

5 T, 739,

46 T, 739,

7 Exhibit 299 (DPS-453).
48 Tr, 4139,

49 Tr, 803,

40 Exhibit 89.
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stage in these proceedings to reflect the final impact of various components, particularly final
plant and depreciation amounts, that make up the Company’s calculations.**!

Central Hudson also proposed a new deferral for any change in the federal
corporate tax rate from 21%, as a result of the Federal Fiscal budget.**? Staff disagrees with this
proposal. If this type of tax rate change occurs before the start of the Rate year, an update can be
made to revenue requirements in these proceedings. Additionally, if a federal tax change were to
occur, it would impact all utilities and, thus, would potentially be the subject of a generic
proceeding, similarly to what occurred in Case 17-M-0815 following the federal tax change in
2017.4% In that event, it would be more appropriate to address issues related to such a federal
tax change in that generic proceeding, instead of in an isolated rate case.

G. Deferrals

1. FERC Jurisdictional Proceedings Regarding Hydro Facilities

The Company stated that it is pursuing $3.41 million in government funding
opportunities under Title 3, subtitle D, sections 243 and 247, as provided through the
Infrastructure Investment and Jobs Act, for its Dashville Hydroelectric Facility.*** Staff
recommended that “to the extent that the Company received any external government funding
for capital work performed in this category, the Company should credit its plant balance to
account for this contribution.”**® No intervening party discussed this issue in testimony and
Central Hudson did not comment further in its rebuttal testimony.

On February 2, 2024, the Department of Energy (DOE) announced the selection
of 46 hydroelectric projects across 19 states to receive Hydroelectric Energy Efficiency
Improvement incentives. Central Hudson’s Dashville Units 1 and 2 have been selected by DOE

as one of the Mid-Atlantic region’s recipients of these incentives, and are scheduled to receive

M1 Tr. 4142.

442 Exhibit 91.

43 Tr. 4152-4153.
444 Tr, 2017.

45 Tr, 2565.
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$3.4 million for the refurbishment of these units.**® Pursuant to Staff’s recommendation, the

Company would credit its plant balance to reflect the entirety of the federal funding received.
Staff’s recommended deferral should be adopted. The recommended treatment of

these funds is reasonable given the timing and nature of the costs, and no party has disputed

Staff’s recommendation to date.

2. Governmental, Legislative and Other Regulatory Actions

Central Hudson proposes to continue the deferral authority it was granted under
its 2021 Rate Plan for the impact of governmental actions.**” In its testimony, Staff stated that
while this type of deferral allowance is common in multi-year rate plans, the Commission
generally has not granted such deferral authority when setting rates for a single rate year, as the
risk to the Company is limited when the Company may seek new rates or petition the
Commission for deferral authority.**® The Company did not provide justification for the change
to this Commission practice. Therefore, Staff recommended this deferral does not continue
during the Rate Year.*4°

Central Hudson argued that a reconciliation is appropriate, regardless of the
duration of the rate plan, for significant items that cannot be reasonably forecasted.**°
Additionally, Central Hudson indicated that historical experience supports the Company’s
position that future changes in government, legislative, or regulatory actions could significantly
impact customers or the Company, but there would not be sufficient visibility to allow for these
changes to be incorporated via updates to revenue requirements in the proceedings.*!

Staff maintains its testimonial position that the Commission should not continue
this deferral during the Rate Year. As noted above, the risk to the Company is limited in a one-

year rate case, as the Company may seek new rates in the short term to address any potential

46 U.S. Department of Energy Grid Deployment Office, “2024 Mid-Atlantic Region Hydroelectric
Efficiency Improvement Incentives selectees™ (February 2024), available at
https://www.energy.gov/gdo/section-243-hydroelectric-efficiency-improvement-incentives-program.

447 Exhibit 90.

48 Tr. 4149-4150.
449 Tr. 4149-4150.
40 Tr, 1542-1543.
1 Tr, 1542-1543.
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impacts of future governmental actions. The Company can also petition the Commission for
deferral authority if the new mandate is not otherwise addressed by the Commission in a generic

proceeding.

3. Existing Variable Rate Debt

Central Hudson requested continuation of its existing variable rate debt deferral
allowed in its 2021 Rate Plan.**? In testimony, Staff recommended that the variable rate debt
true-up mechanism that was approved in the 2021 Rate Order be continued for existing variable
rate debt.*>® These issuances are a relatively small portion of the Company’s overall long-term
debt obligations, and Central Hudson is essentially a price-taker with respect to the benchmark
rates upon which these securities are priced. There is no disagreement between the Company
and Staff on the continuation of the reconciliation for existing short-term variable rate debt for

the Company. Accordingly, the Commission should adopt Staff’s recommendation.

4. New Fixed and Variable Rate Debt

Central Hudson requested continuation of its existing fixed rate debt deferral and
new fixed and variable rate debt allowed in its 2021 Rate Plan.*** Staff does not support
continuation of the existing fixed rate debt deferral, or a deferral for new fixed and variable rate
debt for Central Hudson.**® As explained in its Statement in Support, one reason why Staff
supported the fixed rate deferral and new debt deferral in the Joint Proposal underlying the 2021
Rate Plan was because the Company agreed to reduce the common equity component of its
overall capitalization from 50% in rate year 1 to 48% in rate year 3.%°® This necessitated the
Company issuing more debt throughout the time frame covered by the 2021 Rate Plan than was
previously forecast. Those circumstances no longer exist as Staff is now recommending the
maintenance of a 48% equity ratio. In addition, the Company largely has control over when and
how often it goes to the market, and has the ability to structure its fixed rate debt efficiently.

42 Tr, 971.

43 Tr, 2403-2404.
4 Tr. 971-972.
45 Tr. 2405-2406.

456 Cases 20-E-0428 et al., supra, Staff Statement in Support of the Joint Proposal (filed September 21,
2021), p. 33.
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Further, the Commission typically does not approve reconciliation mechanisms for fixed rate
long-term debt in a one-year proceeding, as it would not provide Central Hudson with the proper
incentive to minimize issuance rates.*’ For those reasons, the Commission should adopt Staff’s

recommendation.

5. Late Payment Fee and Reconnection Fee Revenue

Central Hudson proposed to continue deferral treatment granted in the 2021 Rate
Plan for finance charges and reconnection fee revenues. The Company indicated that, as it did
not terminate service during the Historic Test Year, neither expenses, nor the offset, were
incurred. As a result, the Company stated that the Historic Test Year and all forecast periods
were normalized to reflect the allowance agreed on in the 2021 Rate Plan. The Company
indicated that consistent with past practice the offset to the credit included here is in the Energy
Affordability Program and is subject to deferral 458

In its testimony, Staff stated that although this type of deferral allowance is
common in multi-year rate plans, the Commission generally has not granted such deferral
authority when setting rates for a single rate year because revenues can be reasonably forecasted
and the risk that exists in the context of a multi-year rate plan does not exist.**® The Company
may also seek new rates, or petition the Commission for deferral authority, in the event the
Company’s actual revenues vary significantly from the amount established in revenue
requirement.*®® Therefore, Staff recommended this deferral does not continue during the Rate
Year.

Central Hudson’s rebuttal testimony indicated that the Company is not currently
assessing finance charges or reconnection fees, but that an assumption of $4.5 million for electric
and $1.3 million for gas was embedded in the development of revenue requirements.** The
Company also indicated that this forecast was put forth under the premise that it would be
accompanied by the proposed deferral as the forecast for these elements of revenue remain

7 Tr. 2406.
48 Tr, 713.
49 Tr. 4049.
40 Tr, 4049.
41 Tr, 1544,
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extremely uncertain.*®? Based on this the Company claimed it is appropriate for a deferral to be
provided so that any over- or under-collected amounts compared to what is provided for in rates
can be set aside for return to or collection from customers.*®® Central Hudson’s position is
flawed. As was previously addressed, the risks to the Company inherent in a multi-year rate
plan is limited, as the Company may seek new rates or petition the Commission for deferral
authority for such amounts. They could also be addressed in a generic deferral. And, as already
noted, the Commission generally has not granted such deferral authority in a one-year case. For
all the foregoing reasons, the Commission should adopt Staff’s recommendation as to this

deferral.

6. Property Taxes

Central Hudson proposed continuation of its deferral treatment allowed under its
2021 Rate Plan for property taxes, with recovery or pass back of 90% of the difference between
actual and rate allowances, and the Company’s pretax gain or loss limited to five basis points on
both electric and gas in each rate year.*®* Staff disagreed with the continuation of property tax
deferral treatment in a one-year case in its testimony, noting that the Commission generally has
not granted such deferrals when setting rates for a single rate year.*® Staff did agree with
Central Hudson that an update to property taxes should be made during the proceedings to
capture latest known actual costs. Since costs will be updated to latest known actuals, there is
less forecasting risk in this one-year case, which also reduces the need for a deferral .6

In rebuttal, Central Hudson disagreed with Staff’s denial of a property tax
reconciliation. The Company stated that forecasting property taxes is difficult since many

elements are out of its control, and it does not have control over tax rates, other than possibly

42 Tr, 1544,
463 Tr. 1544,
464 Tr, 1527.
45 Tr. 4151.
46 Tr. 4151.
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challenging assessments or rates.*®” Central Hudson also stated its concern that municipalities
could increase tax rates due to changes in federal and state funding.*°®

Central Hudson’s request to continue deferral treatment for property tax expense
should be denied. An update was made to the Rate Year forecast to reflect latest known tax
rates, and therefore there is very little forecasting risk during the Rate Year in a one-year rate
case. Additionally, as noted above, the Commission generally does not allow this reconciliation
in a one-year case. Accordingly, the Commission should reject the Company’s proposal, and
adopt Staff’s recommendation.

Additionally, the Company proposed a deferral and sharing mechanism for
property tax refunds and assessment reductions, which it states was a continuation from its 2021
Rate Plan.*®® Staff disagreed with deferral treatment for these refunds and stated that this type of
mechanism was not included in the Company’s 2021 Rate Plan.*’® Staff recommends this
proposal be denied, as it has not been discussed in detail by Central Hudson, is not a continuation
of a current provision, and is not needed in a one-year rate case for the reasons stated above.

7. Right-of-Way Maintenance Distribution

The Company proposed to increase its existing Distribution Line Clearance
Program maximum annual deferral threshold from $1.0 million to $1.5 million. Central Hudson
asserted that this will allow for increased operational flexibility from operational impacts like
storms and environmental regulations.*’* However, Staff notes that the current maximum
deferral amount of $1.0 million was established in Case 17-E-0459, and continued through Case
20-E-0428.47%2 Based on the historical expenditures provided in the Company’s response to DPS-
266, the Company never reallocated resources over the last 10 years totaling over $1.0 million.*”®

Central Hudson itself has also acknowledged its proven ability to efficiently manage its program

47 Tr, 1545,

48 Tr, 1545,

49 Tr, 1527,

470 Tr, 4151-4152.

411 T, 2085,

412 Tr, 3563,

413 Exhibit 320 (DPS-266).
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and associated expenditures within the limits of the current maximum deferral threshold over the
last 10 years.*"

In its rebuttal testimony, the Company’s ECOP also argued that increased labor
and equipment costs could have an impact on storm response.*”> As noted above, while Staff
agrees that there is generally evidence of increased costs associated with labor and equipment,
the Company did not otherwise quantify such impacts, or provide any data or evidence
demonstrating that the current threshold level of $1.0 million provides insufficient overhead
funding to account for any possible increases to storm response spending. For all of the
foregoing reasons, the Commission should reject Central Hudson’s proposal, and instead

maintain the current maximum deferral amount of $1.0 million.

8. Uncollectible Write-Offs

Central Hudson proposed continuation of the symmetrical deferral for
Uncollectible Write-offs from the 2021 Rate Plan, with modifications that include the addition of
a true-up of collection agency fees and the elimination of the 10 basis point threshold currently
required to trigger the deferral .*’® Staff disagreed with the Company’s requested reconciliation
for uncollectible expenses, including collection agency fees. Such reconciliation mechanisms
are not generally employed during a one-year rate case when expenses can be reasonably
forecasted and the risk that exists in the context of a multi-year rate plan does not exist.*”” The
Company is beginning to resume collection activities, which should help minimize uncollectible
expenses. Additionally, Central Hudson can file a deferral petition with the Commission seeking
authority to defer costs, and the Company could choose to do this in the event its actual
uncollectible write-offs are materially higher than the amount allowed in rates during the Rate
Year.*"®

In its rebuttal, Central Hudson asserted that uncertainty surrounding the timing
and amount of uncollectible write-offs is driven by a variety of factors including:

414 Tr, 2147.
415 Tr, 2147.
476 Tr. 15109.
417 Tr. 4095-4096.
478 Tr. 4095-4096.
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commencement of its full collection activities, the number of customers enrolling in deferred
payment agreements, and future economic conditions.*’® Due to the uncertainty, the Company
claimed a deferral is appropriate so that any over- or under-collected amounts can be set aside for
return to or collection from customers at a future date. Additionally, the Company indicated that
recognition of the uncertainty in the uncollectible write-off amount, net of recoveries, should
also include a recognition of the directly related uncertainty in the amount of collection agency
fees paid for the recoveries in that net amount.*

Staff maintains its testimonial position that a deferral for the write-off of
uncollectibles is not necessary in the Rate Year. As already noted, the risk to the Company is
limited in a one-year rate case as the Company may seek new rates in the short term. Central
Hudson can file a deferral petition with the Commission seeking authority to defer costs, and the
Company could choose to do this in the event its actual uncollectible write-offs are materially

higher than the amount allowed in rates during the Rate Year.

9. Long-Term Gas Planning Proceeding

Central Hudson requested that it receive deferral treatment of incremental costs
associated with the Gas Planning Proceeding.8! At the time of the request, the long-term plan to
be filed in that generic proceeding had yet to be made, and the Company had not provided any
reasonable support for the incremental costs associated with that effort. Staff recommended in
its testimony that the Commission deny deferral treatment of any costs connected to that
proceeding at this time.*82 The Company has since filed its long-term plan which is now under
review. Completion of that review, and an ultimate decision from the Commission on that filing,
will likely not occur until after these rate proceedings have concluded. Any decision regarding
deferral of costs associated with that proceeding is best left for the Commission to decide within
that specific proceeding, on a generic basis, instead of in a rate case involving a single utility.
Based on those considerations, Staff recommends that the Commission deny the requested

deferral treatment.

419 Tr, 1547.
480 Tr, 1547.
481 Tr, 1515.
482 Tr, 3663.
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10. Roadway Excavation Quality Assurance Act

In the October 2, 2023 Update Filing of its Policy Panel, Central Hudson
proposed a new deferral of incremental costs associated with the implementation of the Roadway
Excavation Quality Assurance Act, and explained that it had not had time to evaluate the
potential impacts on the gas capital programs.“®® In its testimony, Staff disagreed with this
proposed deferral because the Company did not any provide justification for it, and
recommended that the deferral be denied until Central Hudson had evaluated the impacts and
presented a more thorough proposal.*84

In rebuttal, the Company indicated that although it had put forth preliminary

estimates of the impact on certain aspects, the full and final impact was not quantifiable at that
time. The Company reiterated that given the uncertainty in amount that may be required under
this new law, a deferral is appropriate and should be allowed.*®

Staff maintains its testimonial position that this deferral should not be allowed.
There is insufficient information at this time with which to evaluate the potential impacts of this
Act on the gas capital program. Moreover, as already stated, the risk to the Company is limited
in a one-year rate case as the Company may seek new rates in the short term. Also, the
Company can petition the Commission for deferral authority if the Roadway Excavation Quality

Assurance Act is not otherwise addressed by the Commission in a generic proceeding.

11. Identification of Deferrals Addressed in Other Sections
Other deferral requests are discussed in other sections of this brief, as follows:

e Danskammer Gas Revenue — Section XIV.G.

e Geothermal District Energy Loop Initiative — Section V.E.

e |EDR Proceeding — Section IV.D.

e Major Storm Reserve — Section 111.A.11.

e Net Plant Targets (Excluding ERP Phase I11) — Section IV.E.

e Net Plant Deferral — Electric New Business — Section IV.E.

483 Exhibit 157.
48 Tr. 4153-4154.
485 Tr. 1548-1549.
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e Net Plant Deferral — Gas New Business — Section IV.E.

e ERP Phase Il Assessment and Project Readiness Program — Section IV.F.
e CLCPA Deferral Mechanism — Section V.G.

e Management Audit Implementation Plan Costs — Section XI.C.3.

e Federal Fiscal 2024 Budget Corporate Tax Rate Change — Section IlI.F.

e PermalLock Tapping Tee Assemblies — Section IX.J.

e CATV Make Ready or Broadband Make Ready Program — Section IV.A.3.

H. Rate Adjustment Mechanism

Central Hudson proposed to continue its RAM, but with an adjusted threshold,
from 2.5% of total operating revenues to 2.4% of total revenues, inclusive of surcharges and
commodity costs.*®® In testimony, Staff disagreed with allowing the RAM to continue during the
Rate Year. Central Hudson reflected ten-year amortizations of major storm and Energy
Efficiency/Heat Pump costs, its two largest RAM-eligible regulatory asset balances, in its Rate
Year revenue requirement. However, since these items will have a recovery method, Staff did
not support offering a second recovery method through a RAM.*8’

In rebuttal, Central Hudson argued that Staff did not address carrying charges and
how the RAM allows for more timely collection or return of carrying charges to customers. 8
The Company also indicated that the RAM would not be implemented if there were insufficient
deferral balances to warrant collection and the RAM would continue to be capped at a maximum
threshold to mitigate bill volatility.*8®

Staff maintains its initial testimonial position that a RAM is not necessary during
the Rate Year of a one-year rate case. If a significant balance of regulatory assets or liabilities is
built up between July 1, 2024, and June 30, 2025, recovery or refund of that balance could be
pursued in the Company’s next rate case. For those reasons, the Commission should reject the

Company’s arguments and adopt Staff’s recommendation.

48 Tr. 1865-1866.
87 Tr. 4146.

488 Tr, 1545-1546.
489 Tr, 1545-1546.
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V. RATE BASE ISSUES
A Electric Capital

1. Electric Capital Projects

The Company proposed an electric capital budget for its traditional Electric
Capital Expenditure Categories totaling approximately $754 million across the five-year
construction horizon from 2024 through 2028. The initial testimony and exhibits of the ECOP
indicated that the key drivers behind the Company’s electric capital forecasts are attributed to
investments which are necessary to meet minimum standards of service or compliance, maintain
their current level of service reliability and safety, and address aging asset conditions and
condition-based infrastructure replacements that are needed throughout their service territory and
across a host of various electric infrastructure.*®® The Company’s electric capital budget also
included twenty one projects classified as CLCPA Phase 1 projects that, according to Central
Hudson, “satisfy Reliability, Safety, and Compliance purposes but that can also address
bottlenecks or constraints that limit renewable energy delivery within a utility’s system or
include the added benefit of increasing the capacity to host additional DERs.”*** The Company
explained that its five-year capital plan includes projects that will increase headroom for
renewables by up to 547 MW by the end of the five-year period.*%

Preliminarily, Staff identified issues with the Company’s presentation of capital
data in these rate proceedings, which hindered Staff’s review of the Company’s proposed
projects and programs in the context of the Company’s historical programs and spending.*%3
These capital data issues are discussed in more detail in Section IV.G, infra. Notwithstanding
such issues, following their resolution, Staff reviewed the Company’s electric capital
expenditures and generally agreed with the Company’s proposal, with two modifications, as
reasonable and appropriate. The Company’s electric capital expenditure request is largely
business-as-usual spending, plus costs associated with projects identified as CLCPA Phase 1

projects that will advance the sustainability initiatives identifies by and in support of the

490 Tr, 2008-2011.
491 Tr. 2013-2014.
492 Tr, 2013-2014.
493 Tr, 2541-2542.
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CLCPA.** [f the capital expenditure impact associated with CLCPA Phase 1 projects are
filtered out from the Company’s proposal, its remaining capital expenditure forecast would be
well below the Company’s historic actual spending levels, and the Commission-approved total
electric capital spending levels approved by the Commission in the 2021 Rate Order.*%
Regarding Staff’s recommended adjustments to the Company’s electric capital
budget, first, the Company’s proposal included a new capital cost category to track non-
discretionary capital spending related to storm restoration efforts. Staff recommended the
removal of this new category because storm response related capital costs are still being tracked
through various other cost categories.*®® Considering that the Company has not re-categorized
and budgeted all its future storm response related capital costs into the Storms Category, this
may result in double counting of expenditures, and could create additional confusion in the
future with respect to the Company’s tracking of capital expenditures, which is an ongoing issue
with the Company as previously noted.**” Second, Staff recommended the removal of the
Company’s Electric Transmission Structure Coating (ETSC) Program from its electric capital
expenditure proposal. Staff agreed with the conceptual need for the program. However, in light
of the large capital costs associated with the implementation of the suite of CLCPA Phase 1
projects, and based on the fact that the Company had been managing its electric capital portfolio
safely and reliably without this program (as demonstrated by the Company’s performance over
the last few years with respect to its reliability metrics), Staff found that the proposed ETSC
Program is not immediately necessary at this time.**® The cost impact associated with Staff’s
recommendation to remove its Storms Category and ETSC Program proposals yielded a
reduction of approximately $8.75 million and $8.25 million over the five-year construction

period for each proposal, respectively.*%

4% Tr. 2562; see also Exhibit 19.
495 Tr, 2562.

4% Tr, 2578.

497 Tr. 2579.

4% Tr, 2568-2569.

499 Ty, 2559; see also Exhibit 24.
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As previously noted, the Company and Staff executed the Electric Capital
Stipulation on January 16, 2024. In that stipulation, the Company agreed with Staff’s electric
capital recommendations, which results in a total overall reduction to the Company’s proposed
electric capital expenditures of approximately $17 million over the five-year construction period
from 2024 through 2028.5% For that reason and all of the other reasons stated above, Staff’s
recommended adjustments to the Company’s proposed electric capital budget represent a
reasonable and appropriate level of electric capital spending, in light of the Company’s historical
expenditures and the benefits associated with the proposed CLCPA Phase 1 projects.
Accordingly, the Commission should approve the Company’s electric capital budget as adjusted

by Staff.

2. Hydro & Gas Turbines

The Company forecasted electric capital expenditures of approximately $4.4
million and $6.4 million in 2024 and 2025, respectively, for its Hydro & Gas Turbines
category.>® These costs included includes capital expenditure forecasts for the Company’s
hydroelectric generating facilities, with a majority of the expenditures aimed towards addressing
condition-based infrastructure issues, and with a large portion of the Company’s forecast in the
Rate Year pertaining to capital work associated with its Dashville and Sturgeon Pool facilities.>%2
Based on its Staff review of documentation provided by the Company, Staff agrees with the
conceptual need for these projects, and finds that the Company’s justifications for them are

reasonable and appropriate.®®® Accordingly, Staff recommends no adjustments to this category.

3. CATV Make Ready Reconciliation Mechanism

The Company proposed a deferral for incremental spending above the forecasted
spending for its CATV/Broadband Make-ready projects, which is approximately $0.643 million
annually on average, over its five-year construction plan from 2024 through 2028.>% The

500 Exhibit 318; Exhibit 516, Schedule A.

01 Staff notes that, in its initial testimony, the Company also refers to this capital category as the
“Production” category.

02 Tr, 2015-2018.
503 Tr, 2564.
504 Tr, 2038.
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Company asserted that it is experiencing an unprecedented increase in applications for
attachments to distribution poles, including noting that a single entity has notified the Company
of buildout plans that would require surveying 34,322 poles to be completed within a 1.5-year
period.>® The Company claimed that this single project includes an annual surveying
requirement that is equivalent to Central Hudson’s annual average for all make ready projects
and is estimated to cost approximately $7.9 million and $1.6 million in capital and associated
expense, respectively.>® The Company further stated that “...due to the insufficient lead times
associated with these non-discretionary projects, inclusion in capital and expense forecasts is not
possible and any incremental expenditures would require reprioritization which may impact
planned distribution improvement projects necessary for the provision of safe and reliable
service.”>’

Staff recommends that the Commission deny the Company’s proposal for deferral
above forecasted spending for this program. Staff acknowledges the Company’s general
concerns regarding the uncertainty and volume of the number of applications and the difficulty
associated with forecasting costs over a multi-year term. However, Staff also notes that the
Company’s forecasted spending for this program only reflects historical spending levels, which
amounts to less than one million dollars annually, even though the Company asserts that it has
“experienced an unprecedented increase in applications for attachment to distribution poles,”
including the single project referenced above that is estimated to cost nearly $10 million in
combined capital costs and associated expense.?® Based on the Company’s assertions, at a
minimum the Company appears to be aware of, and expects, some level of increased spending
for this program in the Rate Year. To the extent that such costs are known and expected, the
Company should be able to reasonably forecast the costs for this program during the Rate Year,
and should have incorporated such incremental costs into its capital forecast. Conversely, the
Commission should not permit the Company to now forecast spending for this program at

historical levels even when it claims to expect additional future costs, and simultaneously

05 Tr, 2038.
6 Tr, 2038.
07 Tr, 2038.
508 Tr, 2038.
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authorize what amounts to an uncapped deferral. In any event, if Central Hudson actually did
incur significant incremental expenses during the Rate Year for this program, the Company can
file a deferral petition with the Commission at that time, seeking authority to defer the
incremental costs. For all those reasons, the Commission should reject the CATV/Broadband

Make-ready deferral as proposed by Central Hudson.

4. PSL 119-d (Maintenance of Utility Poles) Reconciliation Mechanism

In its rebuttal testimony, the Company’s ECOP identified concerns with PSL
8119-d, which provides that, on or before April 1, 2024, the Commission will promulgate rules
and regulations to combat vine growth on utility poles that could negatively affect service.>®
The ECOP explained that the Company’s current practice regarding vine trimming is handled
through dispatch calls from customer inquiries as well as pole inspections.>!® The ECOP
asserted that, if PSL 8119-d and the Commission’s implementing regulations result in additional
vine clearing activity, incremental funding would be required.®! Accordingly, the Company
proposed a new deferral mechanism be implemented for such vine clearing costs.

The Company acknowledges that it is not aware of any regulations promulgated
by the Commission to implement PSL §119-d.>12 Absent such regulations, it is unclear what
additional vine clearing activity (if any) would be required beyond the activities already
conducted by the Company pursuant to its existing vine removal procedures. Similarly, absent
Commission regulations, it would be impossible at this time to determine the incremental costs
(if any) that this section of the PSL would have on utility vine trimming activities. For those
reasons, Staff recommends that the Commission deny the Company’s proposed deferral
mechanism as premature at this time. Instead, once the Commission has promulgated new
guidelines and regulations pursuant to PSL §119-d, Staff can and will coordinate with the
utilities, including Central Hudson, to monitor the impact of this provision of the PSL on ROW

clearance activities.

09 Tr, 2146.
10 Tr, 2146.
11 Tr, 2146.
512 Tr, 21486.
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B. Gas Capital

1. Gas Transmission Projects

The Company proposed several capital projects under its gas Transmission
category, with capital expenditure levels of $4.24 million in 2024 and $6.65 million in 2025.53
The majority of the capital improvements in this category are related to the continued
replacement and installation of transmission line valves with those that can accommodate remote
operators, replacements for the aging Receival Mahopac-Poughkeepsie/Tuxedo-Poughkeepsie
interconnect transmission station, and partial replacement of gas transmission lines pursuant to
the Pipeline Mega Rule promulgated by the Pipeline and Hazardous materials Safety
Administration in an Order dated October 1, 2019, and set forth in 49 CFR §192.624.°1

In his initial testimony, Staff witness Andrew Riebel identified the Receival
Mahopac-Poughkeepsie/Tuxedo-Poughkeepsie as important for gas system reliability in the
Poughkeepsie region, as it would provide the Company the ability to supply the Poughkeepsie
regulator station from multiple sources.®®® Notwithstanding specific identification of that project
as reliability-related, Staff recommended a capital budget for the gas transmission projects of
$1.92 million in 2024 and $3.78 million in 2025.51® As part of its recommendation Staff did not
propose an adjustment for a Pipeline Mega Rule project because this is a new project, and this
project is in compliance with 49 CFR §192.624. For the rest of the projects in this category Staff
utilized a historical three-year average, because three years covers the most recent actual
spending but also takes into account some historical data. >’

In its rebuttal testimony Central Hudson disagreed with Staff’s adjustments,
arguing that three-year average historical spending is not an adequate method of setting future
expenditures levels for the Transmission category because it fails to consider the Company’s

specific project justifications and the need for funding based on reliability and safety aspects of

13 Tr, 1202.
4 Tr, 2186-2187.
5 Tr. 3658-3659.
56 Tr, 2191.
17 Tr, 2190.
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projects.>'® Staff notes, however, that based on five years of Central Hudson historical data (i.e.,
from 2018 through 2022) the Company underspent four years out of five for this category. The
Company also did not provide detailed cost breakdowns of the costs associated with each project
or program, contrary to its claim in rebuttal.>*® For example, in the Company’s Five-Year
Capital Plan, there was no clear justification provided for the following projects: Cathodic Test
stations, Transmission ROW Capital Improvements and Prior Year projects. Additionally, the
Five-Year Capital Plan only included one justification for all AH Line Valve Replacement
projects, despite there being five distinct and separate projects of this type in the Transmission
category. Moreover, in response to DPS-555, the Company only stated that a detailed costs
breakdown for the remaining future projects was not yet developed.®?° Based on these factors,
using an average of the historical spending, adjusted by inflation, provides a reasonable
indication of the Rate Year spending, considering the Company’s historical underspending as
well as a lack of details for proposed capital projects. Staff did not propose an adjustment to the
funding for the Pipeline Mega Rule as it was justified; however, for the other projects, regardless
of if the need for the projects are for reliability or other means, the Company is still required to
justify the funding level proposed and they failed to do so. For those reasons, the Commission
should adopt Staff’s recommended adjustments to the Company’s gas Transmission capital
budget.

2. Regulator Station Projects

The Company proposed several capital projects under its gas Regulator Station
category, with capital expenditure levels of $3.3 million in 2024 and $3.6 million in 2025. The
majority of the capital improvements in this category include rebuilds for aging regulator
stations, pressure control upgrades, the addition of conditioning equipment to provide enhanced
safety and reliability, and the installation of coating systems, via the Regulator Station Coating
Program, to extend the life of existing regulator stations that are not included in the Company’s

near-term plans for a rebuild.>?

518 T, 1241-1244.

519 T, 1244,

520 Exhibit 329 (DPS-511).
521 Tr, 2191,
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In his testimony, witness Riebel identified the regulator station rebuild projects as
important for gas reliability, based on their advanced age and the states of disrepair. Witness
Riebel noted that the Company must ensure that such regulator stations are in good working
order, and not replacing such aging facilities could jeopardize their ability to function, and could
put customers at risk of not receiving the gas that they depend on for heating and other
purposes.®?? Witness Riebel also identified the Regulator Station Coating Program as important
for reliability purposes.®”® Based on the small cost in the Rate Year associated with this capital
project, and the reliability benefits that it would provide in helping to maintain the viability of
those regulator stations that can still be operated with regular maintenance, witness Riebel
supported the inclusion of this project in the Company’s gas capital budget.

Staff recommends a capital budget of $2.13 million in 2024, and $2.17 million in
2025, for the Regulator Station category. Similar to the Transmission category, Staff’s
adjustments to this category are based on a three-year historical average of calendar years 2020
through 2022, adjusted for inflation.?* Based on its review, Staff found that the Company spent
below its budget for this category in three out of the five historic calendar years (i.e., 2018, 2020,
and 2021).5%

Similar to the Transmission category, Central Hudson disagreed with Staff’s
adjustments because Staff used a three-year average of historical spending plus inflation.52°
Central Hudson also argued that Staff’s recommended budget is inconsistent with witness
Riebel’s testimony identifying the importance of some of the projects in the Regulator Station
category as important for reliability.

Staff maintains its testimonial position. The Staff Gas Infrastructure and
Operations Panel and Staff witness Riebel have two testimonies that are separate and distinct.
Witness Riebel spoke to the safety and reliability of capital projects, while the Staff Gas

Infrastructure and Operations Panel addressed the review of the Company’s level of capital

522 Tr, 3661.
23 Tr. 3661.
24 Tr, 2193.
525 Tr, 2193.
526 Tr, 1247.
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expenditures. As previously noted, using a three-year average of historical spending plus
inflation is a reasonable for the Regulator Station category because it provides a better estimate
of future spending by closely following the trend of capital expenditure from most recent years
while also including historical data. Staff further notes that it is not proposing any budget
reductions to a specific project, but rather recommends an overall level of expenditures; it is up
to the Company to decide what projects need to be prioritized within the recommended budget
during the Rate Year. For those reasons, the Commission should adopt Staff’s recommended

adjustments to the Company’s regulator station capital budget.

3. New Business Projects

The Company proposed capital budget of $9.96 million in calendar year 2024,
and $10.4 million in calendar year 2025, for the New Business category.>?’ After review, Staff
agrees with the level of capital expenditures Central Hudson requests.>?® The funding level
proposed by the Company is reasonable and appropriate. The Company’s proposed deferral

mechanism for this category is separately discussed in Section IV.E.

4. Distribution Improvements

The Company proposed capital budgets of $51.6 million in 2024, and $56.4
million in 2025 million, for its Distribution Improvements category.>?® This category of capital
projects includes the Company’s LPP Elimination Program, the Large Diameter Gas Welded
Pipe Replacement Program, the Leak Prone Services Program, the Creek Crossing Risk
Remediation project, the Compression Coupling Elimination Program, and the Transmission
Service Elimination Program.>3® Specifically with respect to LPP Elimination Program, the
Company stated that it has seen a major increase in costs over the past two years for material,
labor, engineering design, compliance, and Quality Assurance/Quality Control, at an overall
average increase of 18%.%3! The Company relied on proforma pricing, using a two-year history

521 Tr, 1202.

28 Tr, 2194-2195.

29 Tr, 1202.

530 Tr, 1215, 1222-1223.
81 Tr, 1218.
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and a per foot installation cost compiled based on several different factors, to forecast future LPP
project costs.>*2 Central Hudson calculated a difference of 14%, and factored in an additional
4% to account for inflation, to arrive at a total proforma increase of 18%.53 Based on these
calculations, the Company proposed a capital budget of $26.4 million in 2024, and $24.8 million
in 2025, for its LPP Elimination Program.>3*

Staff recommends a capital budget of $46.3 million in 2024, and $48.7 million in
2025, for the Distribution Improvements category.>®® Specifically with respect to the Company’s
LLP Elimination Program, Staff recommends a capital budget of $23.7 million for 2024, and
$21.5 million for 2025, based on a calculation of the three-year average from calendar years
2020 to 2022 of the differences between the historical costs and the estimated budgets of LPP
projects, as shown in Attachment 1 of the response to DPS-281, which yielded a figure of 4% (as
compared to the 14% used by Central Hudson).5% Staff also utilized an inflation rate of 3.65%
based on the latest forecasts of the GDP-PI in the October 2023 Issue of the Blue Chip Economic
Indicators.>” Staff then utilized these calculations to increase the proforma unit cost per foot in
a similar manner as the Company, and utilized this proforma unit cost per foot instead of the
Company’s unit cost to calculate Staff’s estimated budgets for the Company’s LPP projects.>%
For several other projects in the Distribution Improvements category, such as the Large Diameter
Gas Welded Pipe Replacement Project,>3 the Compression Coupling Elimination Program,>4
and the Transmission Service Elimination Program,®*! Staff made adjustments in a similar
fashion as the LPP Elimination Program, as the methodology used by the Company to develop

the budgets for those programs was similar. For the Leak Prone Services Program, Staff used a

532 Tr. 1218.

533 Exhibit 49.

53 Exhibit 330, p. 4.
535 Exhibit 330, p. 1
53 Tr, 2200.

537 Tr. 2199.

5% Tr, 2199-2200.
5% Tr, 2204.

540 Tr, 2207-2208.
41 Tr, 2205-2206.
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three-year annual average to calculate the cost per replaced service,>*? and made similar
adjustments to the Compression Coupling Elimination Program and Transmission Service
Elimination Program, which also relied on a cost per replaced service to develop parts of the
budgets for these programs. For the Creek Crossing Risk Remediation project, Staff calculated a
similar cost per project as the Company, and primarily adjusted the budget by lowering the
amount of projects planned to be completed each year, as the related emergency events to be
prevented by the project were historically rare (i.e., fewer than one a year), and Staff found it
reasonable to limit the budget such that it is not significantly greater than the average cost of an
emergency event per year.>*® For the remaining projects in the Distribution Improvements
category, Staff adjusted them using a three-year historical average, consistent with its
methodology for adjustments in other categories.>**

In the rebuttal testimony of the Gas Capital and Operations Panel, the Company
disagreed with Staff’s calculation of the 4% increase for its LPP projects, arguing that the
estimates provided in the Company’s response to DPS-281 were not representative of initial
work order revisions, but rather later revisions that included project specific adjustments.>*®
Using the initial estimates, the Company calculated the increase to be 10.4%.%4¢ The Company
also disagreed with Staff’s use of a historical three-year average instead of proforma pricing to
adjust “identified projects non-cast iron or unprotected steel” and that inflation was not
considered when using the proforma pricing for LPP projects for the rate years.>*” However,
Staff’s methodology of using a three-year average for the proforma pricing increase more
accurately captures recent conditions and expenses, and the use of a three-year historical average
adjusted by inflation is appropriate as it is consistent with Staff’s overall methodology. As such,
the Commission should adopt Staff’s methodology for calculating pricing increases associated

with the LPP Elimination Program.

%42 Tr, 2201-2202.
3 Tr, 2210-2211.
4 Tr, 2212-2213.
5 Tr, 1251.
56 Tr, 1251.
47 Tr. 1252.
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In the rebuttal testimony of the Gas Capital and Operations Panel, the Company
also argued that the effects of the Roadside Quality Excavation Assurance Act would result in an
increase of approximately 27% for the Company’s gas capital program.>*® As shown in
Exhibit___ (GCOP-2R), the 27% is derived from the Company’s estimated 45% increase in
construction costs. However, it appears the Company calculated the 45% figure as a straight
average increase between the two contractors solicited by the Company, when instead the
average increase should be weighted by the expenses paid to each of the two contractors. The
Company has not otherwise provided evidence demonstrating the actual costs that the Company
may incur as a result of the Roadside Quality Excavation Assurance Act. For those reasons, the
Commission should reject the Company’s arguments.

Staff further notes that in his testimony, witness Riebel identified a project, called
the West Point and Highland Falls Gas Reinforcement project, as important for reliability as it
would provide an alternate supply of gas for Highland Falls, which currently receives gas
exclusively via a connection through the West Point Military Academy.>*® Witness Riebel also
identified the Creek Crossing Remediation Project, which involves burying existing gas mains
below the water bed throughout the Company’s service territory, as important for reliability
purposes.>™° For the same reasons as described with respect to the Transmission and Regulatory
Station categories, the identification of these projects by witness Riebel as reliability-related
projects does not negate the reasonableness of Staff’s overall recommended capital budget for
the Distribution Improvements category. Instead, it would be up to the Company to decide what
projects need to be prioritized within the recommended budget during the Rate Year.

Based on the foregoing, Staff’s adjustments to the Distribution Improvements
category of spending are both reasonable and appropriate. Accordingly, the Commission should

adopt Staff’s adjustments to the Company’s Distribution Improvements capital forecasts.

8 Tr, 1236.
%9 Tr, 3659-3660.
%0 Tr, 3660-3661.
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5. Meters

The Company proposed a capital budget of $2.9 million in 2024, and $3.0 million
in 2025, for its Meters category.>® The Company justified this forecasted budget based on the
assertion that the cost of meters has risen by 56% from 2020 to 2023.%%? In its testimony, Staff
recommended a capital budget of $2.3 million in 2024, and $2.4 million in 2025. Staff noted
that it received conflicting answers from the Company for the forecasted number of meters to be
replaced annually.>® As such, Staff calculated its recommended budget based the historical
three-year average, from calendar years 2020 to 2022, adjusted by inflation, consistent with
Staff’s adjustments for the other categories of gas capital spending.

In rebuttal, the Company acknowledged the discrepancy in the discovery
responses provided to Staff, and provided additional information in Exhibit__ (GCOP-5R) which
purportedly ties to the Company’s proposed budget for the Meters category.>®* Staff notes,
however, that the Company has historically overbudgeted for the Meters category. Thus, Staff’s
usage of a three-year historical average, which would take into consideration the growth in
material costs during the recent past and would reflect the Company’s actual spending in this
category, is correct and appropriate. Accordingly, the Commission should adopt Staff’s

recommended capital budget for the Meters category.
C. Common Capital

1. Land and Building

For the Company’s Lands and Buildings category, Central Hudson proposed
many projects including, but not limited to, Daily Operations, Architectural/Engineering Design
Program, Paving, Solar, Training Academy-Annex, Training Academy-Academy, Transportation
Building, Butler Building Rebuild, and Ellenville Office Renovation. For the Lands and
Buildings budget, the Company proposed capital expenditures of $17.479 million in 2024 and
$21.996 million in 2025. Staff made several adjustments in our initial testimony, which results
in a total downward adjustment of $1.933 million in 2024 and $3.327 million in 2025 for a total

1 Tr, 1202.
%52 Tr. 1227.
553 Tr, 2214.
554 Tr. 1253-1254; see also Exhibit 220.
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budget of $15.546 million in 2024 and $18.669 million in 2025 for this category.>*® Specifically,
Staff made adjustments to Daily Operations, Electric Vehicle (EV) Charging Infrastructure,
Solar System on Company Facilities, Paving, Primary Control Center, Training Academy,
Newburgh-New Facility, Transportation Building-EC, and the Butler Building Rebuild. Besides
an adjustment to our position regarding Daily Operations, which is discussed further below, Staff
continues to support its testimonial position.

Daily Operations

The Daily Operations capital budget is separated into four groups: Electric,
Flooring, HVAC, and Unidentified. The Company proposed combined capital expenditures of
$1.118 million in 2024 and $857,000 in 2025 for Daily Operations. According to Central
Hudson, the Daily Operations budget is for emergent and unplanned projects that may arise in
the future; therefore, the Company does not have specific descriptions of the work to be done
and the associated cost.>® In testimony, Staff initially recommended that no funding be
approved for Daily Operations because the Company did not provide adequate information to
support its proposal.®™’ In response to Staff’s reasoning for the recommended adjustment,
Central Hudson stated it began tracking specific Daily Operations costs in 2023 and that it
provided Staff nine months of historic data for 2023 in its “2024-2028 Capital Expenditures
Workpaper Recategorization” workpaper.*®

Staff maintains that the Company failed to provide any description of how it
determined the funding level it proposes for each calendar year and Staff cannot otherwise
substantiate or verify that the Company’s forecast of costs for this new budget item is either
reasonable or appropriate.>>® That notwithstanding, however, given the additional 2023 data, and
the facts that the Company incurs such costs annually and has begun an effort to better track such
costs, Staff recommends that Central Hudson should receive some funding for this budget item.

Based on a review of the workpaper cited by the Company, Staff calculates a total nine-month

5% Exhibit 311, Schedule 1, p. 1.

5% Exhibit 310 ( DPS-511).

557 Tr, 2827-3828; Exhibit 310 (DPS-511).
558 Tr, 125.

559 Exhibit 310 (DPS-511).
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cost for all four Daily Operations in 2023 to be $437,968. That equates to an average monthly
cost to be $48,663 which, when multiplied by 12, provides an estimate for the annual cost in
2023, which totals $583,957. After applying inflation, Staff calculates a total cost for 2024 of
$597,686, and a total cost for 2025 of $610,835. Staff recommends that the Commission
approves this level of funding for Daily Operations.

Architectural/Engineering Design Program

Central Hudson’s Architectural/Engineering Design Programs budget captures
funds needed for lengthy or complex design work, assessments, evaluations, and other work to
support capital projects within the land and buildings category.®®® The Company forecasted
capital level expenditures of $349,000 in 2024, and $268,000 in 2025.%! In testimony, Staff
recommended zero funding for this budget item for the two calendar years because there is no
specific project identified and no historic information.*®? In rebuttal, Central Hudson argued that
this budget is necessary to allow project development and design to begin prior to the actual
planned work being executed.>®® The Company further stated that if there are delays in
completing the design work, it would jeopardize the Company’s ability to complete the physical
work as planned.>®* The Company also stated that historically these costs have not been tracked
because they were eventually rolled into the overall project cost once the project is completed.>®®

Staff maintains its testimonial position that the Commission should deny capital
funding for this line item. According to the Company’s response to DPS-688, currently there
are no specific identified projects or work scopes on which its forecast is based.>®® There also
are no historical data to support the Company’s forecast.’®’ The Company did not provide any
additional support for these costs in its rebuttal, and Staff therefore cannot verify that the

Company’s forecast of costs is either reasonable or appropriate based on the work needed to be

560 Exhibit 310 ( DPS-688).
%61 Exhibit 310, p. 2.

%62 Tr, 3830.

563 Tr, 127-128.

%64 Tr. 127.

65 Tr, 127.

%6 Exhibit 310, p. 103.

567 Tr. 3830.
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completed. Absent justification for such costs for its proposed capital budget, Staff recommends
that the Commission deny funding for the Architectural/Engineering Design Program.

Paving

Central Hudson’s Paving budget is comprised of necessary paving projects at
Central Hudson’s facilities to maintain safe and functional parking lots and roadways.>®® The
Company forecasted expenditures of $697,569 in 2024, and $535,696 in 2025.%%° Staff reviewed
the Company’s historical level of spending, calculated the three year average of actual spend,
and then applied inflation to determine the total capital costs of $355,305 in 2024, and $342,679
in 2025.57% Based on those calculations, Staff recommended a downward adjustment of
$362,267 in 2024, and $193,017 in 2025.°"* In rebuttal, Central Hudson disagreed with Staff’s
methodology of using the last three years of historic actuals, arguing that they did not take into
account paving needs that were postponed from 2021-2023 due to a reprioritization of
expenditures.>’2

Staff maintains its testimonial position. Reprioritizing capital expenditures was
Central Hudson’s choice, and it is unclear if all paving work would have been completed if the
Company did not reprioritize its allocation of funding. Further, the Company is not providing a
guarantee that it would not reprioritize paving funds to other capital projects again in the future.
Therefore, using a historical three-year average is a reasonable and appropriate method to
calculate the amount of forecasted spending that the Company could achieve in the Rate Year as
it accounts for actual spending levels and the current costs of paving. For those reasons, Staff
recommends that the Commission reject the Company’s arguments, and adopt Staff’s
adjustments for the Paving category.

Solar

Central Hudson forecasted expenditures of $30,435 in 2024, and $179,994 in

2025, for the installation of local solar generation at Central Hudson’s existing facilities to

%8 Five-Year Capital Plan, p. 1150.
%69 Exhibit 310, p. 2.

70 Tr, 3831.

S Tr. 3831.

572 Tr, 128-129.
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decrease the Company’s dependency on the electric grid.>”® Based on Staff’s review of vendor
estimates of the projected costs for this program, Staff recommends downward adjustments for
the various installations, totaling BEGIN CONFIDENTIAL INFORMATION < Il
I > E\D CONFIDENTIAL INFORMATION.>™ In rebuttal, Central
Hudson argued that Staff’s budget only contained the vendor-generated portion of the total cost
and therefore did not include all necessary costs.>”® The Company asserted instead that its
original estimates accounted for internal Central Hudson labor for project management,
overheads, Allowance for Funds Used During Construction (AFUDC), and contingency. °’®

Staff maintains its testimonial position. Staff reviewed the information the
Company provided on this project as set forth in the Company’s Five-Year Capital Plan.>’’ Staff
determined that the Company did not indicate therein that it included any costs for AFUDC or
overheads. In fact, the only cost indicated in the Five-Year Capital Plan was “Contractors (A/P
tax exempt).”>’8 Staff further notes that it specifically requested in DPS-687 that the Company
“provide all contractor estimates and or invoices, and workpapers, that the Company used to
calculate” the costs for its Solar capital project, and the Company only provided the contractor
quotes described above that Staff then used to conduct its analysis.®”® The Company did not
provide any other information regarding the further costs that the Company claims to be relevant
to this project. Absent any additional information in support of the Company’s purported costs,
Staff’s reliance on the information provided by the Company and described above to calculate its
forecast of costs for this program is both reasonable and appropriate. For the reasons above,
Staff recommends that the Commission adopt Staff’s adjustments.

Training Academy and other Facilities

Central Hudson also included various facility-related projects in its capital

forecast, including the Training Academy-Annex, Training Academy-Academy, Transportation

7 Exhibit 310, p. 2.

57 Tr. 3829.

55 Tr. 126.

56 Tr, 126.

" Five-Year Capital Plan, p. 1141.
58 Five-Year Capital Plan, p. 1143.
579 Exhibit 310 (DPS-687).
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Building, Butler Building Rebuild, and Ellenville Office Renovation projects. The Company
forecasted total expenditures of $0.579 million in 2024, and $10.174 million in 2025, for these
particular projects.>®° Specifically, for 2024 the Company requested $0.579 million for the
Training Academy-Annex; for 2025 the Company requested $9.088 million for the Training
Academy-Annex, $0.505 million for the Transportation Building-EC, $0.505 million for the
Butler Building Rebuild, and $0.076 million for the Ellenville Office Renovation. Staff
recommends a combined downward adjustment of $0.097 million in 2024 and $1.972 million in
2025 for these projects based on Staff adjusted Raw Costs for the projects as explained in greater
detail below.*® Central Hudson, in its rebuttal, stated that Staff’s recommendation was only
based on construction estimates of the contractor portion of the projects, and not the full
Company’s estimated costs.>?

Staff maintains its testimonial position. For the Training Academy-Annex
project, Staff generally utilized the line item estimates as presented in Exhibit _(CCOP-1) that
includes costs related to insurance, pensions, benefits, payroll taxes, accounting and
administration, stores handling expenses, exempt material charge, use of tools, lost time, Use
Tax, and AFUDC.%® For these facility projects, Staff only differed from the Company on the
amount to allocate to “Raw Cost,” for which Staff based its estimate on the vendor estimates as
mentioned above.>® Similar to the Company, Staff applied percentages associated with
overheads such as insurance, accounting and administration, lost time, and AFUDC from the
table “Work Breakdown Structure” set forth on page 3 of Exhibit__ (CCOP-1). Staff applied the
same method when evaluating costs for 2024 and 2025 for the Training Academy-Annex, the
Transportation Building-EC, the Butler Building Rebuild, and the Ellenville Office Renovation

projects.

580 Exhibit 310, p. 2.

%81 Exhibit 311, Schedule 3.
82 Tr, 129.

583 Exhibit 2.
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The Company argued in rebuttal that Staff incorrectly applied contingency
factors.® Based on Staff’s review of the Central Hudson Capital and Operations Panel’s
Exhibits, however, the “Raw Cost” with vendor estimates already appear to include a
contingency factor. Applying two contingency factors to the “Raw Cost” component for these
projects would be inappropriate and were therefore excluded. In other words, Staff applied the
8% contingency factor utilized by the Company to all other cost components for these projects,
with the exception of the Raw Cost.

In Central Hudson’s rebuttal, the Company further disagreed with Staff’s use of
an 8% contingency factor for the Transportation Building - EC, Butler Building Rebuild, and
Ellenville Renovation Projects, instead of the 20% contingency factor used by the Company.>8®
Central Hudson also asserted that its internal guidelines provide for an 8% contingency factor for
projects at a definitive estimate phase, and a 20% contingency factor for projects at a conceptual
estimate phase.”®’ However, when the Company is presenting Staff with projects in the design
phase, it should already have a fairly accurate idea of the costs associated with those projects.
This is particularly true with respect to the three projects referenced by the Company, all of
which have capital expenditures forecasted for 2025, and should be in a relatively mature state of
development. Moreover, it is unclear at what point a project would transition from a
“conceptual” estimate phase to a “definitive” estimate phase, and whether the contingency factor
for that project is reduced from 20% to 8% at that time. Absent this consideration, there is a risk
that the Company’s total capital budget could be inflated to account for those future unknowns
that should become known at some point. Conversely, maintaining a consistent contingency
across projects to be implemented in the near future, as recommended by Staff, is an appropriate
approach for this one year rate case. To the extent the Company believes a 20% contingency
should still apply to projects in the later years of its Five-Year Capital Plan that may still be in a
conceptual estimate phase, those projects would fall outside of the Rate Year in the current one-

year litigated rate case.

%% Tr. 129-130.
%86 Tr. 130.
%87 Tr. 130-131.
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Based on the foregoing reasons, Staff recommends that the Commission reject the
Company’s arguments, and adopt Staff’s recommended adjustments totaling $0.097 million for
2024 and $1.972 million in 2025 for these projects. With Staff’s adjustments, the capital budgets
for these projects would total $0.481 million in 2024 and $8.201 million in 2025.

2. Office Equipment
Central Hudson’s Office Equipment budget category includes, inter alia, the

Office Chair Replacement Program, various building office space remodels, the Training
Academy-Academy training equipment program, as well as daily operational replacement
needs.>® The Company forecasted capital expenditures of $0.560 million in 2024, and $0.689
million in 2025, for this category. % In its testimony, Staff recommended a total downward
adjustment of $0.173 million in 2024, and $0.057 million in 2025, based on adjustments to the
Company’s calculation of workstations and office chair replacements, which are discussed in
detail below. Central Hudson, in its rebuttal, disagreed with Staff’s use of the industry average
when calculating workstation and chair replacement costs, the Company’s specific arguments to
each are outlined in detail below.>%

Staff maintains its testimonial position. The Company did not provide
documentation in support of its calculated value for the cost per workstation. Specifically, in its
response to DPS-511, which requested all cost estimates, methodologies, assumptions, and other
supporting workpapers to justify the Company’s calculations, the Company only responded that
“a per workstation average cost was generated by using actual data from the recent building 808
project which is $5,938,” and did not otherwise provide documentation supporting that
statement.®®! The Company also failed to define what was captured in its “per workstation cost”
calculation. Due to the lack of information provided by the Company to support its budget, Staff
instead used the industry average cost for a workstation cost which, based on industry standard,
cost between $1,400 and $3,100.%2 While the Company argued in rebuttal that its estimate

%8 See Five-Year Capital Plan.
%89 Exhibit 310, p. 4.

50 Tr, 133-134.

591 Exhibit 310 (DPS-511).

592 Tr. 3847.
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included costs beyond just the workstations themselves (e.q., common areas, appliances/storage,
etc.), when Staff requested this information as part of DPS-511, as previously stated above, the
Company failed to provide the parameters for their calculation, including for cost elements
outside of the workstations themselves. Staff could only justify the industry standard since
Central Hudson failed to provide additional data.>®® For these reasons, the Commission should
adopt Staff’s methodology for forecasting the Company’s workstation costs.

With respect to chair replacements, Staff acknowledges that the Company
provided invoices in support of its calculation of the cost per office chair in the Office Chair
Replacement program. However, Central Hudson’s preferred choice of office chairs has an
average cost of $547, well outside of the industry average cost per office chair of $290.5%** While
the Company claimed that its choice of chairs have “a long-expected life, are supported by a
local vendor and include recommended ergonomic features,” Staff questions whether the need
for these features justifies making rate payers fund office chairs that cost nearly double the
industry standard for such equipment. As such, the Commission should reject the Company’s
proposal, and instead utilize Staff’s methodology to forecast office chair costs.

Based on the foregoing, Staff’s adjustments to the Company’s Office Equipment

capital category are reasonable and appropriate in these rate proceedings.

3. Transportation

Central Hudson’s Transportation budget category includes the replacement of
outdated light- and heavy-duty vehicles, as well as the addition of new vehicles to the fleet,
including 25 light-duty electric vehicles and three attenuator trucks needed to meet the new
Department of Transportation requirements.>®® The Company forecast capital expenditures of
$13.824 million in 2024, and $14.115 million in 2025, for this category.®® In its testimony, Staff
recommended a downward adjustment of $4.589 million in 2024, and $4.676 million in 2025,

based on an average per-vehicle cost multiplied by the Company’s three-year average actual

593 Exhibit 310 (DPS-511).

94 Tr. 3845

%5 Five-Year Capital Plan, pp. 44-45.
5% Exhibit 310, p. 8.
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number of vehicles from 2020 through 2022.>°" Staff used this methodology based on the fact
that the Company’s vehicle replacement request was elevated beyond what the historic average,
from 2018 to 2020, show was actually replaced since the Company did not spend the total
budgeted amount for the Transportation category during that period.>®® Central Hudson, in its
rebuttal, argued that Staff’s methodology of using the last three years’ worth of historical
purchasing data was skewed because the Company had been affected by the vehicle shortages
associated with the COVID-19 pandemic.>%

Staff maintains its testimonial position. Staff reviewed the Company’s capital
expenditures in the Transportation category for 2018, 2019, and 2020, and also found that on
average the Company underspent in this category during those years.%® In other words, the
Company has a history of underspending in the Transportation category even outside of
pandemic years, where COVID-related supply constraints were not present. Based on these
historical trends, it is reasonable and appropriate to use the most current data available (i.e.,
historical data from 2020 through 2022) to forecast what the Company is likely to be able to
spend in the Transportation moving forward. For all the foregoing reasons, Staff recommends

that the Commission adopt Staff’s adjustments in the Transportation category.

4. Tools

Central Hudson’s Tools budget category includes both the normal replacement of
tools and instruments, and the addition of any new or incremental tooling needed by the
Company to ensure employees can complete daily tasks.%®? The Company forecast capital
expenditures of $1.605 million in 2024, and $1.639 million in 2025, for this category.®%? Staff
recommends a downward adjustment of $1.114 million in 2024, and $1.474 million in 2025, for
the Tools category. Staff’s recommendation is based on a review of the Company’s historical

actual spending from 2020 to 2022, taking the three year average, and applying inflation to the
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calculated three year average.%%® Central Hudson, in its rebuttal, stated that it generally agreed
with Staff’s methodology of using the historical three-year data, but disagreed with Staft’s
application of inflation as the Company assert that the inflation factor used by Staff was
incorrectly applied.® The Company believes that Staff should have inflated all past costs to
current costs prior to applying the inflation factor.%% In addition, the Company asserted that
Staff did not include the increase needed for the Training Annex Project into its forecast.5%
Staff maintains its testimonial position. Regarding how the inflation was applied,
Staff applied a total inflation of 3.650% to the three-year historical average to account for
inflation in the historic years prior to applying the inflation rate for 2024 and 2025. This is
consistent with the approach Staff used for other historic capital adjustments made to IT and gas
capital expenditures. Regarding the Training Annex Project, the project is to be completed
outside the Rate Year and therefore should not be considered when determining the funding level
for this category in the Rate Year. For these reasons, Staff’s methodology is reasonable and
appropriate, and the Commission should therefore adopt Staff’s adjustments to the Tools

category.
D. Technology Capital

1. Energy Management System

In the initial testimony of its ECOP, Central Hudson proposed to spend $5.88
million in 2024 and $3.53 million in 2025 for the Energy Management System (EMS)
category.®%” In its initial testimony, the Staff Common Panel recommended reducing the
Company’s capital budget for the EMS category by 12.87% in 2024 and 2025.6% This equates to
Staff’s recommended funding level of $5.13 million in 2024 and $3.07 million in 2025.5%° The
Staff Common Panel did not review the EMS category on a project-by-project basis, and the

603 Tr, 3855

604 Tr, 138.

605 Tr, 138.

606 Tr, 137.

807 Exhibit 14,, p. 1.
698 Tr, 3807-3809.
609 Tr, 3809.
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recommended funding level includes inflation for the future years. Staff based its proposed
12.87% on the Company’s average actual annual IT spend from 2020 to 2022.51°

In rebuttal, Central Hudson disagreed with Staff’s use of the GDP-PI inflation
rates, arguing that an 8% inflation rate would be more accurate than the GDP-PI’s 3.65% rate for
2023.°11 The Company based its 8% inflation rate on an analysis of renewals for existing
technology vendor partners from 2021 to 2023. Additionally, Central Hudson argued that the
“Outage Management System,” “Grid Modernization,” and “Primary Control Center” projects in
the EMS category were not captured by reviewing historical averages because these projects
were incremental additions.5?

Staff maintains that the GDP-PI inflation rate is appropriate as it captures inflation
rate for 2023, accounts for software purchases for non-personal purposes, and is consistent with
other Staff capital adjustment. Additionally, the Company’s historic annual average IT spend
included projects novel to that three-year period, so the presence of incremental additions in
2024 and 2025 does not invalidate Staff’s methodology. Staff therefore recommends that the

Commission adopt Staff’s testimonial position.

2. Electronic Data Processing

Central Hudson proposed to spend $5.71 million in 2024 and $3.39 million in
2025 for the Electronic Data Processing (EDP) category in its five-year capital plan.5'® Staf
recommended a 12.87% annual reduction to Central Hudson’s capital forecast for the EDP
category, resulting in a recommended funding level of $4.97 million in 2024 and $2.96 million in
2025.%14 The Staff Common Panel did not review the EDP category on a project-by-project
basis. Instead, this 12.87% reduction was based on the Company’s annual actual average IT
spend for 2020 through 2022. Staff then applied projected inflation rates from the latest
forecasts of the GDP-P1.6%®

610 Tr, 3808-3809.
611 Tr, 1358.

612 Tr, 1358-1359.
613 Exhibit 14.

614 Tr, 3810-3812.
615 Tr, 3811.
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In its rebuttal testimony, Central Hudson disagreed with Staff’s use of the GDP-PI
inflation rates, arguing that an 8% inflation rate would be more accurate than the GDP-PI’s
3.65% rate for 2023.%1® This 8% inflation rate was based on an analysis of renewals for existing
technology vendor partners from 2021 to 2023. Additionally, Central Hudson argued that the
“Primary Control Center — IT HW” and “Microsoft License Renewal” projects in the EDP
category were not captured by reviewing historical averages because these projects were
incremental additions.5’

Central Hudson also stated in its rebuttal testimony that the “Asset Management —
End User Device SW Lifecycle,” “Project and Portfolio Management (PPM) Solution,” and
“Service Now Phase IV” projects were all improperly categorized as EDP projects when they
belonged in the software category.5!® Since the software category was reviewed on a project-by-
project basis, Central Hudson argued that the three projects in question should be exempt from
the 12.87% cut applied to the EDP category.

As above, Staff maintains that the GDP-PI inflation rate is appropriate as it
captures inflation rate for 2023, accounts for software purchases for non-personal purposes, and
is consistent with other Staff capital adjustment. Also, the Company’s historic annual average IT
spend includes projects novel to that three-year period, so the presence of incremental additions
in 2024 and 2025 does not invalidate Staff’s methodology.

Staff further disagrees that that the “Asset Management — End User Device SW
Lifecycle,” “Project and Portfolio Management (PPM) Solution,” and “Service Now Phase IV”
projects were all improperly categorized. In the Company’s 2024-28 Capital Expenditures
Workpaper (Final) file, which is used to support the numbers in the Central Hudson Electric
Capital and Operations Panel Exhibit__ (ECOP-1), the “Asset Management — End User Device
SW Lifecycle,” “Project and Portfolio Management (PPM) Solution,” and “Service Now Phase
IV” projects were all listed under project category 4222 (EDP) rather than 4220 (Software).5%°
As such, Staff properly treated these three projects as EDP projects during its review.

616 Tr, 1358.

617 Tr, 1359.

618 Tr. 1361-1362.

819 Exhibit 317, «“2024-28 Capital Expenditures Workpaper (Final)” attachment.
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For these reasons, Staff recommends that the Commission adopt its proposed
12.87% reduction for the Electronic Data Processing category.

3. Software

Central Hudson originally proposed to spend $25.14 million in 2024 and $30.27
million in 2025 for the Software category in its five-year capital plan.5?° These numbers were
later revised down to $24.62 million in 2024 and $29.74 million in 2025 when the Company
removed the Monthly Meter Reading Software Implementation Project in its October update to
Exhibit__ (ECOP-1).52! The Staff Common Panel reviewed the Software category on a project-
by-project basis, unlike the EMS, EDP, and Communications categories. This approach was
used because Staff took issue with the Company’s justification for numerous large Software
projects, resulting in significant adjustments. Staff recommended a downward adjustment of
$4.2 million in 2024 and $8.24 million in 2025, for a recommended funding level of $20.42
million in 2024 and $21.5 million in 2025.5%? Staft’s overall reduction was based on adjustments
to projects labeled Emergent, the elimination of capital funding for the “Integrated Energy Data
Resource (IEDR) Fin/Ops Data Analytics” project, and adjustments to related FTES and O&M
expense. In its rebuttal testimony, Central Hudson disagreed with each of these adjustments.523

Staff continues to recommend that the Commission deny funding for Emergent
projects. Although funding for Emergent projects was granted in the previous rate case, the 2021
Rate Order spanned three years. Given the shorter one-year span in this case, Staff does not
consider it necessary to grant funding for unplanned projects without first seeing justification for
specific projects. If the need to fund an unplanned project arises during the Rate Year, the
Company may request a deferral or provide specific request for projects in a future rate case
filing since no funding for Emergent projects is requested for 2024. The deferral process or
review in a future rate case filing would allow the Commission to exercise appropriate oversight,
which would otherwise be absent if the Company received funding for unplanned projects

without showing proof of a need for those specific projects over a short-term. In addition, the

620 Exhibit 14.
621 Exhibit 14.
622 Tr, 3813-3814.
623 Tr, 1355-1356.
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Company has the ability to reprioritize project funding as needed, which Central Hudson has
done in the past.

Both Staff and the Company agree that IEDR Phase | and Il project costs are non-
discretionary and should therefore be recoverable through base rates, as directed by the
Commission in Case 20-M-0082.%* Per the Commission’s IEDR Phase 2 Order, Central Hudson
may defer, for future recovery in a future rate case, up to its proposed budget cap of $8,789,080
for IEDR Phase 11, which corresponds to the IEDR Phase Il project funding requested by the
Company in these rate proceedings.5?°

Regarding the IEDR Fin/Ops Data Analytics project, the Company did not
initially disclose that a portion of the IEDR funding request fell outside the scope of the non-
discretionary funding in Case 20-M-0082. Staff did not learn that the Company’s workpapers
had melded the IEDR Fin/Ops Data Analytics project into the IEDR Phase | and Il projects until
the Company responded to DPS-668. Because these project costs were not broken out in the
Company’s initial proposal, the Company did not adequately justify this discretionary
spending.®?® The Company argued in its rebuttal testimony that implementation of the Phase |
and Il projects without the concurrent implementation of the IEDR Fin/Ops Data Analytics
project could lead to inefficiency.®?” Staff, however, contends that this potential pitfall does not
justify including funding for a project that was not approved in Case 20-M-0082. The
Commission has not determined that such costs are needed, and although the Company stated
that it would be forced to continue maintaining a separate legacy data warehouse, it has not
identified in rebuttal testimony where such cost savings are accounted for in future years with the
funding of the IEDR Fin/Ops Data Analytics project. Staff accordingly recommends that the
Commission not approve cost recovery for this project.

Interactive VVoice Response (IVR) Modernization Project

The Company proposes to replace its current, in-house 1VR system with a cloud-
based IVR system. The Company states that the current VR does not include integration with

624 Tr. 1365, 3813.

2 |EDR Phase 2 Order, pp. 15-16.
62 Exhibit 310 (DPS-668).

627 Tr. 1366-1368.
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web or application-based service offerings. The Company states that the current system is
limited in its ability to easily make changes to the routing and handling of calls during high-
volume situations and the Company needs the ability to make changes to the system without
relying on a vendor.%%

The SCSP recommended the Commission deny the IVR Modernization project
because the Company has not conducted a cost-benefit analysis, nor has it quantified any savings
for the project.®° The Company also did not have internal approvals from management for these
projects or firm project costs. The Company identified resource constraints as a key risk related
to the project as well as its multiple concurrent IT projects, but the Company did not identify any
risks associated with outages or service interruptions if the current IVR is left in place. Based on
these reasons, coupled with the impending restart to collections activity and the billing system
issues, we are concerned if this is an appropriate time to replace the Company’s IVR 6%

The Company stated in the Customer Experience Panel’s rebuttal testimony that
the vendor is requiring a technical upgrade to the current software for it to remain supported by
the vendor. The Company also stated that the objectives of the IVR Modernization project are to
upgrade the current IVR platform from an on-premises solution to a cloud-based solution with
disaster recovery capabilities, the ability to easily develop new flows with a web-based drag and
drop configuration tool, and a test environment without the need of a third-party vendor.®3! The
Company asserted the new IVR would also provide enhanced reporting capabilities, including
more detailed data related to abandonment.

On January 24, 2024, the Company, Staff, and UIU executed the Stipulation
Regarding Billing Reporting Requirements (Billing Reporting Stipulation), in which the
Company, inter alia, agreed to various billing reporting requirements, subject to the IVR
Modernization project commencing in the Rate Year, and associated costs of no more than $1.7

million be reflected in the Company’s Rate Year capital expenditures.®®? Staff recommends the

628 Tr, 3001-3002.
629 Tr, 4436.

630 Tr. 4434,

631 Tr. 3085-3086.
632 Exhibit 514.
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Commission adopt the Billing Reporting Stipulation, which memorializes the Company’s and
Staff’s agreement on the 1VVR Modernization project, and will enable the enhanced reporting
proposed by the SCSP, as discussed in more detail in Section X.J.

Web and Mobile Technology

The Company proposed to evaluate all customer-facing Web and Mobile

Technology digital channels for alignment with the Americans with Disabilities Act, or ADA,
standards. 832 The Company also proposed to redesign the MyAccount page on its website and
mobile application and to implement push notifications through the mobile application;
streetlight outage reporting; and additional energy calculators. The Company stated that the
ADA evaluation will identify gaps to allow future enhancements to be in alignment with
standards for customers with disabilities. The Company also stated the MyAccount page
redesign will make the page easier to use as customers will utilize a more familiar and modern
appearance with easy-to-understand information. The Company also proposed several FTEs
associated with this project.

Staff recommends the Commission deny the FTEs and associated costs for this
project because it is concerned that the Company’s proposed project is premature at this time.
The Company did not issue an RFP or evaluate if an outside vendor would be needed to
complete the project, nor was the Company able to provide a cost-benefit analysis, according to
its responses to DPS-401 and DPS-406, in fact, the Company confirmed there are no direct dollar
savings anticipated.53*

The Company states in rebuttal that “request for proposal and external vendor
quotes are not required for this project as the Mobile App and Website enhancements are
completed by internal resources. Secondly, regarding the lack of a cost benefit analysis, the
provision of a user experience that is commonplace throughout many industries is generally seen
as a cost of doing business and the relatively minimal customer costs associated with this project
are generally not measured against the extremely difficult to quantify value of providing

expected customer experiences.”®® As part of the Stipulation Regarding Customer Experience

633 Tr. 3002.
634 Exhibit 353 (DPS-401 and DPS-406).
6% Tr. 3087.
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Capital Projects (Customer Experience Capital Stipulation), the Company agreed to postpone
portions of this project to after the Rate Year.%®® Staff recommends the Stipulation be adopted,
as there is little to no savings associated with this project and it appears to be in the nascent
planning stages.

Customer Bill Redesign

Central Hudson proposed to redesign its customer bills in 2025, stating this
redesign would provide clear information in paper and digital formats.%3” Additionally, the
Company proposed creating and providing customers with “bills, forms, and letters in Spanish
for customers in which Spanish is their preferred language.”®®® The proposed costs in the Rate
Year for the Company’s proposal equaled $650,000.

The SCSP’s initial testimony explained that the Company had not finalized the
appearance of the bills and that software customizing would be needed.®*® Part of the estimated
costs would be dedicated to the Spanish translation and would total $215,000.5° Staff expressed
concern that, in light of the Company’s ongoing SAP CIS billing transition issues, implementing
a bill design in the rate year potential could result in additional customer confusion that could
undermine the Company’s efforts to rebuild customer trust. The Panel thus recommended that
the Commission reject the Company’s proposed bill redesign program until the Company
resolves all current billing issues.®*

The SCSP also noted that the Company committed to expanding its translation
options under the 2021 Rate Order, but it has thus far failed to do so due at least in part to the
SAP CIS transition issues.®*? Staff thus recommended that, in light of this failure, customers

should not now be expected to bear translation-related costs.®*

6% Exhibit 515.
837 Tr. 1308.

638 Tr. 1308.

639 Tr, 4438.

640 Tr, 4438.

641 Tr. 4440.

842 Tr, 4438-4439.
643 Tr. 4439.
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In its initial testimony, PULP reiterated that, under the 2021 Rate Order, the
Company agreed to “expand Spanish language support to include a fully functional Spanish
website by 12/2021, a Spanish chatbot by 12/2021, fully translated Spanish forms and letters by
[the first quarter of] 2022, bill components and details translation by 2021, and Spanish customer
bills by [the second quarter of] 2023.7%** PULP argued that components on the Company’s
website lack Spanish translations, links to forms and documents are not translated into Spanish,
and links to external sites may not offer Spanish translation options.54> PULP recommended that
the Company review and address the aspects of its website where Spanish translations were not
applied so that Spanish-speaking customers have access to all necessary Company
information.54

In the rebuttal testimony of the Customer Experience Panel, the Company
disagreed with the SCSP’s concern that the bill redesign would create additional customer
confusion and frustration.®” The Company stated that it would coordinate with its vendor to
limit calls to the contact center, reduce customer confusion and frustration, and align with the
bills from other utilities.®*® Staff requested mockups of the bills in order to compare then to
other utilities’ bills, but the Company was unable to provide them.®*® The Company stated that it
has completed all, except one, of the Spanish translation projects directed within the last Rate
Order.%° The Company also stated that it intended to commence the Spanish Customer Bills
project but could not due to conflicts with the SAP CIS.5%!

As part of the Customer Experience Capital Stipulation, the Company agreed to
eliminate its Bill Redesign proposal, which equates to $158,000 in the Rate Year. Staff agrees
with the terms in the Stipulation; however, Staff maintains the Commission should reject all of

the Customer Experience information technology projects as recommended by the SCSP’s initial

64 Tr. 653-654.

45 Tr, 654.

64 Tr, 654.

647 Tr. 3087-3089.

648 Tr. 3087.

649 Exhibit 353 (DPS-393).

650 2021 Rate Order, pp. 27-28; see also 2021 Rate Order, Attachment 1, p. 61 and Appendix Z.
51 Tr. 3088.
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testimony. Additionally, customers should not continue to be inconvenienced by delays in these
important Spanish translations that could be attributed to the SAP CIS transition, and Staff
recommends the translation of Spanish bills, documents, and forms be completed per the terms
of the 2021 Rate Order, at shareholders’ expense.

Payment and Billing Experience Improvements

Central Hudson proposed several projects as part of its Technology Capital and
Operations Panel direct testimony. One of these is the Payment & Billing Experience
Improvements project, which would cost $316,000 in the Rate Year.®®?> The Company’s
Payment & Billing Experience Improvements proposal would allow customers to view their
payment status in real time, as opposed to overnight or longer under the Company’s current
system.

The SCSP recommended that the Commission reject the Company’s Payment &
Billing Experience Improvements proposal.®>* Among the issues Staff cited were a concern that
the Company’s estimated costs for the proposal were not consistent.®>* Staff also asked whether
customers have complained about the delay in payment status, but the Company responded only
that it did not track, nor were they able to provide, information on whether any customers had
filed complaints or asked for updates on their payment statuses.5®® Additionally, the Company
did not consider alternative proposals or systems before proposing the Payment and Billing
Experience Improvements program,®% and it could not provide Staff with a timeline for the
program’s deployment.®®’

In rebuttal, the Company stated that the Customer Experience technology
projects, which includes the Payment and Billing Experience Improvements proposal, are needed
to meet customer’s expectations, which would help restore customer trust and meet customer

performance targets.5®® The Company stated that the Payment and Billing Experience

652 Tr, 1307.
653 Tr. 4443-4444,
654 Tr. 4441-4442.
655 Tr. 4442,
6% Tr. 4442,
857 Tr. 4443.
68 Tr. 3085.
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Improvements project was to commence prior to the SAP CIS transition, but due to the issues
with the SAP CIS transition, it could not be completed.5>® This resulted in delays and
adjustments to the timeline and costs.®%°

As part of the Customer Experience Capital Stipulation, the Company agreed to
eliminate its Payment and Billing Experience Improvements proposal in the Rate Year, which

equates to $538,000. For the reasons listed above, Staff recommends that the Commission adopt

the stipulations provided within these rate proceedings.

4. Security
Central Hudson proposed spending $0.906 million in 2024 and $0.554 million in

2025 for the Security category in its five-year capital plan.®®! Based on its review, the Staff
Security Panel does not recommend any adjustments.%? Staff finds that the Company’s proposal

1s an appropriate investment that will enable it to improve upon its current physical security

posture.58 Specifically, Staff finds that BEGIN CONFIDENTIAL INFORMATION < i

> END CONFIDENTIAL INFORMATION. Accordingly,

Staff does not recommend any adjustments to the Company’s proposed capital spending for this

category.

5% Tr. 3087.
660 Tr. 3087.
661 Exhibit 14.

662 Tr.3509-3512. The Staff Common Panel recommended an adjustment to the “Cybersecurity
Software Emergent” project as part of its review of proposed Emergent projects. Cybersecurity
Software Emergent is among a group of programs discussed on page 23 of the Security Panel
testimony, but it is categorized under project category 4220 (Software) rather than 4240 (Security) in
the Company’s 2024-28 Capital Expenditures Workpaper (Final) file, so this project was treated as a
software project during Staff’s review

663 Tr. 3511.
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5. Communications

Central Hudson proposed spending $9.56 million in 2024 and $8.66 million in
2025 for the Communications category in its five-year capital plan.%®* Staff recommended a
12.87% annual reduction to Central Hudson’s capital forecast for the Communications category,
for a total funding level of $8.33 million in 2024 and $7.55 million in 2025.5%° This 12.87%
reduction was determined by calculating the Company’s annual actual average IT spend for 2020
through 2022 and applying projected inflation rates from the latest forecasts of the GDP-P].5¢
The Staff Common Panel did not review the Communications category on a project-by-project
basis.

In its rebuttal testimony, Central Hudson once again disagreed with Staff’s use of
the GDP-PI inflation rates. Additionally, Central Hudson argued that the “Land Mobile Radio
Replacement with Digital Mobile Radios (DMR),” and “Router Replacement Program” projects
in the Communications category were not captured by reviewing historical averages because
these projects were incremental additions.5’

As previously explained, Staff maintains that the GDP-PI inflation rate is
appropriate, as it captures inflation rate for 2023, accounts for communication purchases for
nonresidential purposes, and is consistent with other Staff capital adjustment. Additionally, the
Company’s historic annual average IT spend includes projects novel to that three-year period, so
the presence of incremental additions in 2024 and 2025 does not invalidate Staff’s methodology.

Staff therefore recommends that the Commission adopt its proposed 12.87% reduction for this

category.

E. Net Plant Reconciliation Mechanism
Central Hudson proposed that the current Net Plant Targets (excluding ERP Phase
111) deferral, approved in its 2021 Rate Plan be allowed to expire.®® This deferral would

reconcile the Company’s actual electric and gas net plant and depreciation expense with the

664 Exhibit 14.

665 Tr. 3819-3821.
666 Tr. 3821.

667 Tr. 1362.

868 Exhibit 90.
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levels approved in the Rate Year: the Company would defer the revenue requirement impact of
any underspending, and there would be no deferral for overspending. Staff recommends that the
deferral provision continue, but with updated net plant and depreciation expense targets
consistent with the Rate Year levels established in these proceedings, for the protection of
ratepayers.®®® A downward-only reconciliation is appropriate during the Rate Year to protect
ratepayers in the event the Company does not spend its rate allowance due to revised plans or
budget reductions.

Central Hudson also proposed that the New Business category of its electric
capital budget have an independent true-up mechanism, where the difference between the actual
net plant for electric New Business and the amount approved in rates would be either deferred
for future pass back to or recovered from customers.®® According to the Company, a
symmetrical deferral is appropriate, given that the nature of this capital spending is non-
discretionary,®”* and based on the fact that actual expenditures for this program have measurably
exceeded the prior rate plan approved funding level. The Company also claimed that its proposal
would offer protection to customers should the Company connect fewer customers, while at the
same time offering protection to the Company for spending that is outside of its control.5”?

The Company also proposed an identical true-up mechanism for the New
Business category of its gas capital budget, with claims that symmetrical deferral treatment is
appropriate because customers would be protected if changes in legislation or code result in the
Company connecting less customers, while providing the Company protection for spending that
is outside of its control and dictated by individual customers.5”®

Staff disagrees that there is a need for separate true-up mechanisms for the
electric and gas New Business categories. Expenditures in these categories can be reasonably

forecasted in the context of a single Rate Year.5”* Moreover, the Company already has a true-up

669 Tr. 2292.
670 Tr, 2034.
671 Tr. 2034.
672 Tr, 2034.
673 Tr. 1212.
67 Tr. 2620.
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mechanism in place for the entirety of its electric capital budget to handle any over- or under-
budgets that the Company incurs.®”® Staff is unaware of any utility that receives, or has received,
capital expenditure true-ups by specific category. The intent of the capital expenditure true-up
for all capital categories is to make customers and the Company whole for costs incurred below
or above the amounts approved and set into rates. This mechanism will still be in place for the
entirety of Central Hudson’s electric capital budget, and thus the Company’s proposal is not
warranted or necessary. For the true-up mechanism related to the gas New Business capital
budget, considering the effective date of the State’s recently passed legislation regarding natural
gas use in new construction and the questions around its interpretation and application, the
Company’s concern that it may see a substantial decrease in customer connections is premature
and its proposal is unnecessary.®"®

Based on information provided as part of its rebuttal testimony, the Company
appears to accept Staff’s position eliminating these deferral requests related to New Business.®”’

For those reasons, Staff recommends that this proposed true-up mechanism be rejected.

F. Other Rate Base Items

Central Hudson proposed to defer incremental expenses associated with the ERP
Phase 111 Assessment and Project Readiness program.®”® The Company provided an estimate of
total expense to be deferred of $3.2 million, inclusive of an Industry Best Practice Review of
$0.4 million.%”® The Company indicated that the assessment and project readiness work is
anticipated to begin within the Rate Year and will require the assignment of eleven existing
subject matter experts and key business leaders to this assessment. The Company indicated that
it will require additional funding to hire new resources to fill the vacated critical business roles,

including allowance for a period of overlap for the new and existing resources that provides for

675 Tr. 2620.
676 Tr. 2196.
677 Exhibit 160.
678 Tr. 1513.
679 Exhibit 93.

140



CASES 23-E-0418 and 23-G-0419

training and knowledge transfer of day-to-day tasks and responsibilities prior to the start of the
Assessment engagement. %80

Staff recommended that these costs not be granted deferral treatment until the
Company provides a detailed analysis of the amounts already spent, as well as a detailed
comparison between the assessment already done and the proposed new assessment.%®! Central
Hudson disagreed with Staff’s position in its rebuttal, arguing that the Finance/General Ledger
assessment proposed in the Company’s initial testimony in Cases 20-E-0248 and 20-G-0249 had
not been performed to-date and the Company delayed moving forward with the next phase of the
ERP replacement.®®? The Company also indicated a need to complete a more robust assessment
with an increased scope and magnitude of work to be performed prior to moving forward with
the next phase of the ERP transformation. Finally, the Company indicated that the revenue
requirement effects of costs associated with ERP Phase I1l included in 2021 Rate Plan were set
aside for future return to customers. 583

Based on the information provided by the Company to-date, it is unclear what
work the Company would actually complete as part of this proposed project, and Staff has
concerns that the Company’s new planned assessments would be duplicative of work already
completed and paid for by ratepayers.®®* The limited information that the Company did provide
as part of its initial and rebuttal testimonies in support of its ERP Phase 11l Assessment and
Project Readiness proposal, in itself, did not provide adequate information with which Staff
could review the reasonableness of the proposed costs. For example, in support of its assertion

that the proposed ERP Phase 111 work is not duplicative of prior work, the Company pointed to

680 Tr, 1313.
681 Tr. 4149.
682 Tr, 1368.
683 Tr. 1368-1369.

684 Staff sought to address this issue through discovery. However, in its response to DPS-651, the
Company objected to a request for detailed breakout of the ERP Phase 111 Assessment and Project
Readiness costs on the grounds that “it calls for a special study” and that such information was
“irrelevant and not tailored to these proceedings or commensurate with the importance of the issues to
which these proceedings relate because the ERP Phase 111 Assessment costs from Case 20-E-0248
and 20-G-0249 are not comparable to the costs requested in this case and provided in Exhibit_(ATP-
14).” See Exhibit 299, p. 306.
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the fact that a Finance/General Ledger assessment had not been performed to-date.%®
Exhibit__(TCOP-5R) shows the Finance/General Ledger assessment work as a distinct line item
of $840,000 to be completed in 2025-2026.%8¢ According to that same exhibit, however, the
Company also incurred $786,955 in “Phase 0 capital costs, and anticipates spending an
additional $1.4 million in “Phase 0” capital costs in 2025-2026. It is unclear from that exhibit,
and from the Company’s testimonies, what comprises “Phase 0 activities, and whether and to
what extent there may be overlap in those activities between 2019-2020 and 2025-2026. At the
evidentiary hearing, the Company’s Technology Capital and Operations Panel also
acknowledged further errors in Exhibit__(TCOP-5R), including labeling errors that bring into
question the timing of work, and whether certain costs would or would not be incurred in the
Rate Year, in subsequent year, or both or neither.®®” These errors raise doubt about the reliability
of those documents as support for ERP Phase I1l. Based on these issues, Staff is unable to verify
what costs the Company would actually incur in the future related to its ERP Phase I11
Assessment and Project Readiness proposal, or what is the actual scope of work to be performed
by the Company as compared to work previously performed and already paid for by ratepayers.
Absent additional details regarding the Company’s proposal, the Commission should deny the
Company’s request to defer, for future recovery from ratepayers, costs associated with this

program.

G. Capital Reporting Requirements
As noted in Section 1V.A.1, above, throughout this rate case process, Staff
identified multiple issues with the Company’s presentation of capital data that hindered Staft’s
review of the Company’s proposed projects and programs in the context of the Company’s
historical programs and spending. Specifically, as part of its responses to Staff’s pre-filed
discovery, the Company provided historical actual and budgeted expenditures for its programs
and projects in an unorganized fashion of over a thousand lines of project cost data, with capital

cost information presented in some cases across several line items for individual programs and

68 Tr. 1368.

68 Tr. 1395-1396 (confirming that the “GL Analysis and Mapping” line item references the proposed
Finance/General Ledger Assessment activity).

687 Tr. 1393-1395, 1397-1398.
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projects, for each year, over the five historical years of cost data requested.%® Staff also
identified errors in the Company’s labeling of its programs and projects,®® inconsistencies
between the historical spending presented by the Company in these rate proceedings and data

690 and inconsistencies in

presented by the Company in its last rate case for the same time periods,
the Company’s tracking of expenditures at the project level.®®! These issues created difficulty
for Staff in matching individual projects to the programs that the Company had identified
historically, and analyzing the Company’s forecasted project costs in the context of historical and
ongoing programs. They also required Staff to engage in multiple rounds of technical
conference calls with Company subject matter experts, and issue multiple rounds of discovery
requests, before the Company’s capital data was presented in a manner that could facilitate
Staff’s review.

The core mission of the Department is to ensure affordable, safe, secure, and
reliable access to electric, gas, steam, telecommunications, and water services for New York
State’s residential and business consumers, at just and reasonable rates, while protecting the
natural environment.5%2 In that context, Staff reviews a utility’s proposed capital spending to
ensure that forecasted projects are in the best interest of customers, such that they are necessary
from an electric safety, reliability, and resiliency perspective, while also taking into
consideration the costs associated with such projects and programs and their respective impacts
on customers. Utility rate plans also include forecasted capital costs for specific, utility-
identified programs, upon which customer rates will be derived; if a utility’s capital project
forecasts are not transparent in the context of its historical programs, it creates unnecessary
difficulty in understanding and comparing historic actual versus future forecasted expenditures
and, therefore, determining whether future capital spending is just and reasonable.

For all of these reasons, in order to alleviate inconsistencies and tracking

inaccuracies with Central Hudson’s capital spending and help streamline Staff’s analysis of such

688 Tr, 2546.
689 Tr, 2547.
69 Tr, 2550.
691 Tr, 2554,
892 Tr, 2543-2544.
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data in future rate proceedings, Staff recommends that the Commission require the Company to
work with Staff to identify and determine with certainty which programs should be included
within each capital category for reporting purposes.®®® Staff also recommends that the Company
file all its capital reporting requirements in future rate cases and its quarterly capital reports in
the same fashion and format as determined in the process described above, to eliminate tracking
and reporting confusion.®®* Cost data should be provided on the project level and be rolled-up
into the programs jointly identified by the Company and Staff for each category.®® Staff also
recommends that the Commission direct the Company to track and report capital project
spending in a manner consistent with Recommendation 3.2 of the Management Audit Report
released by the Commission on April 20, 2023 in Case 21-M-0541, the most recent management
audit of Central Hudson.®®® As noted beginning on page 3 of the ECOP’s rebuttal testimony, the
Company agrees with Staff’s recommendations regarding changes to the reporting of historic and
forecasted expenditures, and expressed a commitment to working with Staff to jointly identify
and determine with certainty which projects should be included within each category.

V. CLIMATE LEADERSHIP AND SUSTAINABILITY INITIATIVES

A. Disadvantaged Communities
As discussed in more detail in Section I.D, Staff’s recommendations, as a whole,
provide emissions-reduction benefits without disproportionately burdening disadvantaged
communities. As such, the Commission should find that adopting a rate plan reflecting Staff’s
recommendations complies with the requirements of CLCPA 87(3) regarding disadvantaged

communities.

893 Tr, 2555-2556.

694 Tr, 2556.

6% Tr, 2556.

6% See Case 21-M-0541, supra, Order Releasing Audit Report (issued April 20, 2023).
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B. Gas Initiatives

1. Responsibly Sourced Gas

Central Hudson sought authorization to procure RSG during the supply year of
April through March, at a level which does not exceed $200,000 in incremental costs.®%
According to Central Hudson, this would allow greater utilization of RSG in serving system gas
loads, leading to further reduction of fugitive methane emissions.®®® The Company’s Climate
Leadership and Sustainability Panel further explained how, based on the measurement and
reporting of operational and fugitive methane emissions at upstream natural gas facilities, the
Company’s RSG proposal would align with the state’s emission reductions goals.®® The
Company further noted that other utilities in New York are pursuing RSG pilot programs at this
time.’®

Staff recommends that the Commission authorize the Company to pursue RSG as
proposed. Based on the fact that exposure to customers would be no greater than $200,000, and
RSG could be a potential means to decrease GHG emissions, Staff supports the Company’s
proposal to the extent that incremental costs associated with RSG do not exceed $200,000.7%
The Commission should further direct Central Hudson to file, on a monthly basis during the Rate
Yea, the details of the purchases of RSG going forward, including the name of the certifier of the
RSG, the source of gas that is being certified, the volume, and the cost per unit.”®? These
informational filings will enable Staff to track and monitor such purchases, and will provide
useful information on RSG-related efforts. New York State currently has had little information
to date on the details of RSG verification, and the reporting requirements will help provide such

needed details as the State looks at ways of meeting its climate goals.

897 Tr. 1068.
6% Tr, 2802.
699 Tr. 2803.
700 Tr, 2804.
1 Tr, 3666-3667.
02 Tr, 3667.
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CLP opposed the Company’s proposed RSG procurement, arguing inter alia, that
there is no overarching regulatory body that defines or standardizes RSG certification,’® and that
certification could be based on biased data collection.”®* As noted above, Staff’s proposed
reporting requirements, which include numerous details of the RSG to be procured by Central
Hudson, will provide relevant information to aid in the determination of whether and/or to what
extent RSG may be help the state meet its GHG emissions reductions goals. Staff further notes
that it recommends authorizing a limited procurement of RSG (i.e., to a maximum of $200,000)
to develop a better understanding of this gas supply, and Staff does not otherwise recommend
allowing the Company unlimited ability to procure RSG. For all the foregoing reasons, the

Commission should adopt Staff’s recommendation.

2. Clean Hydrogen Feasibility Study

In its initial testimony, Central Hudson’s Climate Leadership and Sustainability
panel outlined a proposed process for conducting a Clean Hydrogen Feasibility Study to identify
portions of its distribution system where hydrogen blending activities could be successful, and
identify project sites that could utilize hydrogen for both gas heating and industrial process
load.”® The Company requested authorization to recover $250,000 in the Rate Year for this
activity. Staff agrees that studying hydrogen as a potential future piece of the Company’s plans
to support the State’s climate goals is commendable, and could potentially allow the Company to
make progress towards those goals. Contrary to Dutchess County’s assertion that such study
would be premature and would result in limited benefit to customers, the purpose of such a study
is to provide information on whether this technology could benefit customers.”%

Notwithstanding the foregoing, previous studies have already been conducted
through research and development organizations, like NYSEARCH, on the blending aspect of
hydrogen. As such, in order to avoid duplicating such pre-existing research, Staff recommends
that the Commission authorize the Company to recover costs associated with this study, up to the

specified $250,000 amount, on the condition that the money be used to gather information on

93 Tr. 1087-1088, 3713..
04 Tr, 3732.

95 Tr, 2804-2806.

96 Tr, 449-450.
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what is available in Central Hudson’s service territory, rather than on blending of hydrogen. On
page 17 of its rebuttal testimony, the Company’s Climate Leadership and Sustainability Panel
agreed with Staff’s recommendation. For those reasons, the Commission should adopt Staff’s

recommendation.

3. Renewable Natural Gas

While the Company briefly addressed the issue of Renewable Natural Gas (RNG)
in the initial testimony of its Electric and Gas Procurement Panel, Central Hudson does not
propose a program, or project, in its rate filing that would look to incorporate RNG into its
supply mix. Staff recommends that the Commission direct the Company, as part of its plans
going forward, to comprehensively review its service territory for opportunities where RNG
could be produced, as well as identifying the associated costs and benefits. The Commission
should further direct Central Hudson to provide its findings in a report to be filed with the
Secretary of the Commission. Such a report will provide critical information on RNG specific to
the Company’s service territory, and whether and/or how it could enable Central Hudson to help
achieve the State’s climate goals. In its rebuttal testimony, Central Hudson’s Climate Leadership
and Sustainability Panel indicated that it supports efforts to further analyze RNG opportunities in
its service territory, and that it has already completed some work in this area, including a report
completed in 2021.7" Central Hudson specifically proposed to update the report outline to align
with the Long-Term Plan required by the Commission as part of its Order issued on May 12,
2022 in Case 20-G-0131, and to address cost recovery associated with this report as part of

Central Hudson’s Long-Term Plan development.’®

C. Supplemental Electric Vehicle (EV) Programs
In the initial testimony of Central Hudson’s Climate Leadership and Sustainability
Panel, the Company requested supplemental funding for EV programs.”® The first proposal was
for an EV Charging Site Assessment Service (EV SAS) for multi-unit dwellings, with a focus on

disadvantaged communities.”*® The EV SAS is intended to remove barriers to electrification by

97 Tr. 2841-2842); see also Exhibit 165.
708 Tr, 2842.

799 Tr, 2807-2809.

0 Tr, 2807.
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providing education and technical assistance to customers within multi-unit dwellings seeking
access to low-cost EV charging at or near their homes. This program is intended to educate
customers and the public at large about the benefits of transportation electrification, EV and EV
charging options available in the market, and how customers can take advantage of utility and
stackable incentives, such as those that may be available from state agencies.”*! The Company
proposed a budget of $934,375 for a five-year program.’*? The second proposal was for
additional funding for an EV Education and Outreach Initiative designed to expand the
Company’s abilities to conduct outreach and educational activities through a variety of outreach
and communications tactics to reach current and potential EV drivers.”® The Company
proposed a $600,000 budget for a three-and-one-half-year program.”** The Company proposed
recovering the costs of both programs via the Electric Vehicle Make-Ready surcharge.’®

In its initial testimony, Dutchess County stated that competitive entities looking to
market EVs are better positioned to reduce EV acceptance barriers and would do so without
spending ratepayer funds.”'® Dutchess County also asserted that Central Hudson has no core
expertise in EV sales or marketing, and contended that the Company provided no evidence that
these expenditures will produce demonstrable EV acceptance results.”*” Furthermore, Dutchess
County concluded that “[f]or Central Hudson to now take on the responsibility for reducing EV
acceptance barriers and addressing EV customer anxiety is not supportable.”!8
Staff’s Clean Energy Panel, in its initial testimony, recommended eliminating the

two proposed programs, as funding for all the activities associated with the proposed programs is

1 Tr, 2807.
"2 Tr, 2809.
"3 Tr. 28009.

"4 Tr,2809. Staff notes that the Company initially identified this as a five-year program. However, the
3.5 year length was confirmed in the Company’s response to DPS-288. See Exhibit 306, pp. 7.

"5 Tr. 1854.
6 Tr, 450.
T Tr. 450.
"8 Tr. 450.
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already allowed within the existing EV Make-Ready Program and the Managed Charging
Program.’®

In the rebuttal testimony of Central Hudson’s Climate Leadership and
Sustainability Panel, the Company agreed with both Staff’s Clean Energy Panel and Dutchess
County to eliminate funding for the proposed programs. The panel agreed that the
Commission’s recent Order Approving Midpoint Review Whitepaper’s Recommendations with
Modifications, issued on November 16, 2023 in the EV Proceeding, authorized additional
administrative funding for Central Hudson’s EV Make-Ready programs. According to Central
Hudson, this additional funding will enable the Company to conduct the proposed activities
within its authorized Make-Ready budgets.’?

Because the Company has withdrawn its request, Staff recommends that the

Commission adopt Staff’s testimonial position and not approve this funding.

D. Electrification of Fleet
Staff generally supports utility efforts to electrify their fleets, which is consistent
with the State’s policy regarding transitioning from gas-fueled vehicles to EVs in support of
State climate goals. Staft’s recommendations regarding the Company’s transportation needs are

discussed in Section IV.C.3.
E. Energy Efficiency / Building Electrification

1. Cost Recovery

The Company proposed amounts of EE and BE cost recovery through base rates
which, combined with roughly $1.9 million of additional accrued interest from Clean Energy
Fund collections,’?! would result in approximately $25.1 million available for EE and BE
portfolio activity in the Rate Year.”?? Staff agreed with this proposal as it is consistent with the

budgets authorized by the Commission in 2023.7%

19 Tr, 3904.

20 Tr, 2832.

721 Exhibit 306 (DPS-289).

22 Exhibit 143, Schedule A, p. 4; Exhibit 144, Schedule A, p. 4.

723 Tr. 3889; see Case 18-M-0084, In the Matter of a Comprehensive Energy Efficiency Initiative, Order
Approving Funding for Clean Heat Program (issued June 23, 2023).
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In its rebuttal testimony, the Company reduced its estimate of the amount of
accrued interest available from Clean Energy Fund collections by $668,000.”** As there is no
dispute regarding the amounts of EE and BE costs to be recovered through base rates, Staff
recommends that the Commission should approve the Company’s proposal on this issue.

The Company also proposed to begin cost recovery through base rates, amortized
over ten years, of an $18.8 million regulatory asset resulting from EE and BE spending in the
current rate plan period that exceeded cost recovery authorized by the current rate plan. ?° Staff
agreed with this proposal as it aligns with the 2021 Rate Order, which authorized EE and BE cost
recovery of amounts less than the EE and BE budgets authorized by Commission Order in 2020
in order to mitigate immediate rate impacts.’?® That most recent rate order authorized the
Company to treat the difference as a regulatory asset that would be deferred for collection in a
subsequent rate plan.”?” As there is no dispute regarding the proposed mechanism or schedule of
amortized cost recovery of this regulatory asset, Staff recommends that the Commission should

also approve the Company’s proposal on this issue.

2. Geothermal District Loop Deferral

The Company proposed to continue its existing Geothermal District Energy Loop
Initiative Deferral (Geothermal Deferral).”?® In its initial testimony, Staff disagreed with the
continuation of this deferral for two reasons.”?® First, the original purpose of the Geothermal
Deferral was to provide for a single feasibility study, which has been completed. Second, any
further deferrals of expenditures related to the development of UTEN pilot projects should be
handled in accordance with guidance provided by the Commission in the UTEN Proceeding.”*°
The Company stated in its response to DPS-290 that a contractor had performed a Geothermal

District Loop Feasibility study (Geothermal Study), and that the balance of the Geothermal

24 Tr. 774,

25 Ty, 734,

26 Tr, 3884.

272021 Rate Order, p. 22.

28 Exhibit 90, p. 2.

2 Tr, 3891.

730 See UTEN Guidance Order.
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Deferral was $89,810 as of July 31, 2023.7%! Based on the foregoing, Staff recommended that
the Company include the $89,810 regulatory asset of expenditures associated with the
Geothermal Study towards the Geothermal Deferral to be later collected from electric
customers. "2

In the rebuttal testimony of its Climate Leadership and Sustainability Panel, the
Company agreed with the discontinuation of the Geothermal Deferral and Staff’s recommended
approach of allocating the Geothermal Deferral towards electric customers and any future
deferrals or expenditures, and Staff’s recommendation regarding UTEN pilot project costs.”*
However, the Company disagreed with the balance that Staff recommended be allocated toward
the Geothermal Deferral. The Company instead stated that “the allocation should reflect all costs
incurred for the UTEN feasibility study” and that “[a]dditional work has been completed for
invoices paid after July 31, 2023” with total expenditures for the project at $170,000.”** Based
on its further review, Staff agrees that the total cost associated with the Geothermal Study is
$170,000. Accordingly, Staff agrees that the Commission should authorize the Company to

allocate the $170,000 associated with the Geothermal Study towards the Geothermal Deferral.

F. Onsite Solar
Refer to Section IV.C.1.

G. CLCPA Deferral Mechanism
On page 9 of the Climate Leadership and Sustainability Panel’s initial testimony,
and on page 33 of the Accounting and Tax Panel’s initial testimony, the Company proposed a
deferral mechanism for costs related to CLCPA Compliance. The Company claimed that, to
meet near- and mid-term CLCPA milestones, it is likely that new legislation and/or regulations
will require the accelerated development of new programs, technologies, projects, and other
compliance efforts, the costs of which are unknown and uncertain at this time. The Company

requested Commission authorization to defer the revenue requirement effect of any Commission

731 Exhibit 309 (DPS-290).
732 Tr, 3891
73 Tr. 2848,
73 Ty 2848,
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orders or actions taken as a result of the CLCPA or in alignment with New York State’s energy
policy goals.

Contrary to the Company’s assertions, a deferral mechanism is not needed at this
time to defer costs associated with CLCPA compliance. The Company’s Five-Year Capital Plan
already includes capital cost estimates for some of its CLCPA Phase 1 projects, with total costs
nearing approximately $50 million in the Rate Year, and the Company should be able to
reasonably forecast its capital and CLCPA costs during the Rate Year.”®® To the extent that the
Company’s CLCPA-related costs are significantly higher than forecast, the Company may file a
deferral petition with the Commission seeking authority to defer these incremental costs. Staff is
not aware of any Commission Order that would allow utilities to defer any CLCPA-related costs
in the manner proposed by the Company. Accordingly, the Commission should deny the

Company’s proposed CLCPA deferral mechanism.

H. Website and Customer Communications
Staff takes no position on this issue at this time, but reserves the right to respond

to other parties in its Reply Brief.

. Climate Change Vulnerability Study and Climate Change Resilience Plan

The Company proposed a Climate Resilience Surcharge related to a Climate
Change Vulnerability Study and Climate Change Resilience Plan, in accordance with PSL
§66(29) and Case 22-E-0222.7%% The Company proposed to implement a new surcharge included
in the Miscellaneous line item of customers’ bills to recover the incremental expenses incurred in
developing the Study and Plan until such costs are included in base rates.

Staff does not agree with creation of the Climate Resilience Surcharge at this
time. PSL 8§66(29)(g) provides, in relevant part, that the Commission shall “authorize each
electric corporation to fully recover in the context of rate proceedings the costs associated with
each project included in such corporation's climate resilience plan that is approved or modified
by the commission, so long as such costs were prudently incurred.” Importantly, Central Hudson
only filed its Climate Study and Resilience Plan on November 21, 2023 in Case 22-E-0222.
Pursuant to the legislation creating the PSL 866(29), the Commission would have eleven months

% Tr. 4001.
% Tr. 1854-1855.
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after the plan was filed (i.e., until October 21, 2024) to either approve or modify the plan.”" If
the Commission approves Central Hudson’s Climate Change Resilience Plan, that approving
order would then stipulate how the Resilience Plan projects should be funded. In its rebuttal

testimony, Central Hudson indicated agreement with Staff.”3

VI. RATE OF RETURN / FINANCIAL ISSUES

Staff recommends an overall after-tax return of 6.74% for Central Hudson and the
Company proposes a 7.10% return. The difference between Staff’s recommended rate of return
and Central Hudson’s proposed rate of return is attributable to Staff’s recommended reduction in
the cost of equity from 9.8% to 9.2%, Staff’s recommended reduction in the common equity ratio
from 50% to 48%, and Staff’s recommended increase in the cost of long-term debt from 4.39%
to 4.46%.

In terms of revenue requirement, a 1% change in the common equity ratio is
worth approximately $1,982,000, and a 10-basis point change in ROE is worth approximately
$1,607,000. Staff’s recommended 6.74% is a fair rate of return, meaning that it will assure the
Company of continued support in the capital markets. In Staff’s view, this rate of return will be
commensurate with the risks that Central Hudson investors will bear.

Staff also recommends that the Commission update the rate of return and long-
term debt calculations, where applicable, to reflect the most current financial information
available at the time of its decision. The various inputs to rate of return and the methods of

determining them are discussed in more detail in the sections below.

A. Capital Structure
In the direct testimony of its Finance Panel, the Company proposed a 50.0%
common equity ratio.”*® The Company offered three arguments in support of its proposed capital
structure. First, the Company argued that this capital structure is needed to help mitigate the

impact of certain credit metrics, particularly those concerning cash flow.”*® Second, Central

37 Chapter 45 of the Laws of 2022 (effective March 22, 2022); see also Case 22-E-0222, Electric Utility
Climate Vulnerability Studies and Plans, Order Initiating Proceeding (issued June 16, 2022), p. 3.

38 Exhibit 160.
9 Tr. 969.
0 Tr, 959.

153



CASES 23-E-0418 and 23-G-0419

Hudson argued that it has implemented strong ring-fencing measures that have been recognized
by the major rating agencies. Third, the Company claimed that utility operating subsidiaries of
their proxy group have, between 2018 and 2021, maintained average common equity ratios of
more than 6.0 percentage points above the 48.0% equity ratio that the Commission approved for
Rate Year Three in the Company’s current Rate Plan.

Staff agreed that the rating agencies view Central Hudson as adequately ring-
fenced and thus rate the Company’s credit quality on a substantially stand-alone basis and apart
from its holding company, Fortis. Staff did not agree, however, with the Company’s use of the
operating subsidiaries’ historical equity ratios to support its proposed 50% common equity ratio.
It is Staff’s opinion that a subsidiary’s common equity balance is not always financed by
common equity at the holding company level. Rather, some of the subsidiary’s common equity
balance may instead be proceeds from debt issued at the holding company level that was then
classified on the utility subsidiary's books as common equity at the time they were invested in
the utility subsidiary.’* Therefore, the appropriate and relevant equity ratio analysis should be
based on the utility holding companies.’*?

In both its rebuttal testimony and in testimony elicited at the hearing, Central
Hudson suggested that the Company is facing unique risks that other New York and U.S. utilities
do not currently face. The Company further suggested that the nature of these risks justifies an
equity ratio that is generally higher than those allowed for other New York utilities because it
would help offset investors’ concerns and maintain Central Hudson’s ability to attract capital at
reasonable rates.

Staff disagrees. Although the Company may attempt to point to individual risk
elements that are higher for it than for other utilities in New York or within the proxy groups
used by Staff or Company witness Joshua Nowak, Central Hudson’s credit ratings reflect a
company that is viewed by the rating agencies as having an overall risk profile that is comparable
to other New York utilities and comparable to the companies in the parties’ respective proxy

groups.

1 Tr. 2365-2368.
2 Tr, 2361.
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Staff also rejects the Company’s argument that Staff fails to acknowledge that the
Company faces incremental risks associated with New York’s clean energy requirements and the
associated capital spending.”*® As Moody’s has observed, these risks have been noted and
incorporated into its analysis.”* There is accordingly no need to afford Central Hudson special
consideration on this basis as these risks have been reflected in Moody’s in its analysis.

Furthermore, Staff’s independent analysis using the holding company capital
structures indicates that, from 2019 to 2022, the holding companies in Company witness
Nowak’s Combined Proxy Group financed their asset base with an average common equity ratio
of 44.10%. The operating subsidiaries of his Combined Proxy Group, however, relied on an
average ratio of 54.13% between 2018 and 2021.7%° Additionally, Staff’s analysis of its Proxy
Group indicates that, from 2019 to 2022, its holding companies financed their asset base with an
average common equity ratio of 44.88%. Therefore, when measured at the holding company
level, Staff’s common equity ratio and Mr. Nowak’s ratio are very close in value. And neither
one is near either the 54.13% measured by Mr. Nowak at the operating company level or the
50% requested by Central Hudson. "4

Also, Mr. Nowak’s analysis is at odds with the practical financial practices of
corporate capitalization. Typically, investors require less equity capitalization for a utility
operating company than they would for a utility holding company. This is because a utility
operating company receives the vast majority of its revenue from regulated activities that are
perceived by investors as more predictable and therefore lower risk. On the other hand, a utility
holding company, while still likely receiving a majority of its revenue from its subsidiaries’
regulated activities, may also receive a substantial amount of less-predictable revenue from non-
regulated activities. Investors generally perceive that balance as riskier and thus require more
equity capitalization to compensate for the added risk. Therefore, it is expected that a proxy
group of utility holding companies would have a higher common equity ratio than the collective
utility operating companies within that group of holding companies. This is the opposite of what

43 Tr, 258.

44 Exhibit 266, p. 4.
5 Tr, 206-207.

76 Exhibit 271, p.2.
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a comparison of the average common equity ratios of the Company Proxy Group holding
companies and the Company Proxy Group operating companies appears to demonstrate.

For these reasons, Staff continues to support a 48% common equity ratio and
recommends that its recommended ROE of 9.2% be adopted by the Commission.

Credit Metrics

The Company also argued that a 50.0% common equity ratio is needed because a
higher equity ratio will improve the Company’s cash flow and therefore reduce the risk of
downgrades. Cash flow is a component in a number of credit metrics utilized by the rating
agencies to help ascertain the comparative financial risk of utility companies. While some of
the Company’s credit metrics tied to cash flow are below the agencies’ targets for “Baal”
(Moody’s) and “BBB+” (S&P) ratings, Staff projects that others will be above the agencies’
respective targets under Staff’s recommended 48% equity ratio and 9.2% ROE. These include
the Debt to Capital metric for Moody’s (“A3”), as well as the FFO to Debt and Debt to EBITDA
metrics (both “A-") for S&P. Based on the credit rating methodology guidelines from Moody’s
and Standard and Poor’s, Staff concludes that our 48% common equity ratio and 9.2% ROE,
when combined with other quantitative metrics and qualitative factors, produce credit metrics
that are generally consistent with the performance required by Moody’s and S&P to maintain the
Company’s current ratings of “Baal” and “BBB+” respectively.’*’

In addition to these financial metrics, Staff relied on the rating agencies’ business
risk profiles for Central Hudson. Standard and Poor’s assigns the Company a business risk
profile of “Excellent.” Moody’s business risk profile analysis, which accounts for 60% of its
overall indicative grid rating, incorporates such factors as: (1) Legislative and Judicial
Underpinnings of the Regulatory Framework; (2) Timeliness of Recovery of Operating and
Capital Costs; (3) Consistency and Predictability of Regulation; (4) Sufficiency of Rates and
Returns; (5) Market Position; and (6) Generation and Fuel Diversity. Each of the six business
risk factors are ranked as “Aaa”, “Aa”, “A”, “Baa”, “Ba”, “B”, and “Caa”. Given that the
Company is rated by Moody’s, Staff used Moody’s qualitative scores for the Company averaging

“Baal.”’® And since these qualitative scores account for 60% of Moody’s credit score for

77 Exhibit 272, p. 1.
78 Exhibit 266, p. 8.
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Central Hudson, their strength gives Moody’s the flexibility to maintain the Company’s current
rating even when some other components of the overall credit score are below Moody’s target
ranges.

The Company also argued that Staff's capital structure would leave it unable to
improve its CFO pre-WC/Debt metric, which puts the Company at greater risk of a
downgrade.”® Staff, however, reviewed Moody’s guidance on when to pursue a downgrade and
found that pursuing a downgrade based on the CFO pre-WC/Debt metric requires the metric to
fall below 14% for a sustained period.”® While Central Hudson’s underperformance on this
metric is of potential concern, Staff notes that Moody’s will often discount performance in the
short run, particularly if it is related to cash flow impacts that may not be durable. Central
Hudson’s most recent value for that metric, according to Moody’s was 7.8% as of March
2023.7°1

Notably, in recent credit reports for two other New York utilities, Moody’s
maintained the ratings and outlook of both New York State Electric & Gas Corporation
(NYSEG) and Rochester Gas & Electric Corporation (RG&E). These utilities, like Central
Hudson, are rated “Baal” with a Stable outlook. Moody’s maintained those ratings despite the
fact that the CFO pre-WC/Debt metric for both entities were significantly lower than the current
or forecasted level for Central Hudson. Specifically, as of September 2023, NYSEG’s CFO pre-
WC/Debt metric was -2.2%, while RG&E’s CFO pre-WC/Debt metric was 4.0%.%? Therefore,
Staff recommends that the Commission find the Company’s CFO pre-WC/Debt metric argument
unpersuasive.

Ultimately, the reason Central Hudson desires to at least maintain its current
credit ratings is to help the Company access capital at reasonable rates. But the Company has
demonstrated that debt investors maintain a favorable view of Central Hudson and its ability to
repay its debt obligations. In a December 12, 2023 compliance filing made in conjunction with
its most recent debt issuance, the Company reported that it achieved a spread of 130 basis points

9 Tr, 962.

750 Exhibit 266, p. 2.
751 Exhibit 266, p. 2..
52 Exhibits 496, 497.
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above the benchmark 5-year U.S. Treasury rate at the time. This result was consistent with other
comparable utilities with similar debt ratings who issued debt in that time frame.”* This 130-
basis-point spread shows that the Company, notwithstanding its recent issues and current credit

metrics, remains poised to continue accessing capital at reasonable rates.

B. Long-Term Debt

In its direct testimony, Central Hudson requested a Rate Year cost of debt of
4.39%.7>* Central Hudson’s 4.39% cost rate reflects the weighted average cost of its outstanding
long-term debt, as well as interest rates projected at 5.60% and 5.70%, for a planned total
issuance of $142 million of 20-year senior unsecured debt obligation near the end of the Rate
Year.”™®

Central Hudson determined the 5.60% and 5.70% interests rate for new debt
securities by adding an average 185 basis point spread associated forecasted 10-year and 30-year
U.S Treasury rates for the stub period and rate year.”® Staff disagrees with the Company’s use
of forward yield curves to estimate the interest rate associated with Central Hudson’s planned
debt issuance. Consistent with the Commission’s approach, Staff recommends using the most
recent (e.g., January 2024) average of the 10-year Treasury yield and 30-year Treasury yield, or
4.16%, in combination with the Company’s 130-basis-points spread, to estimate an interest rate
of 5.46% for Central Hudson’s proposed new debt issuance. This would result in an embedded
cost of debt of 4.39%, which is what the Company requested in its original testimony.”’ The
Company and Staff agree any chosen interest rate should be updated based on the most recent
interest rates and yield spreads available when the Commission ultimately issues its decision.”®

758 Case 21-M-0365, Petition of Central Hudson Gas & Electric Corporation for Authority to Enter into
Multi-Year Committed Credit Agreements in Amounts not to Exceed $250 million in the Aggregate
and Maturities not to Exceed Five Years, and Approval to Issue and Sell Long-Term Debt in an
Amount not to Exceed $475 Million in the Aggregate through December 31, 2024, Compliance Filing
with Affidavit and Comparables (filed December 12, 2023).

4 Tr, 973.

%5 Exhibit 40, Schedule A, p. 1.
6 Exhibit 40, Schedule B.

T Tr. 971.

58 Tr. 974, 2402.
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In its initial testimony, the Company had forecasted an interest rate on its “Series
B” variable rate issuance of 3.75% as a component of its embedded cost of debt. Staff’s initial
testimonial position was that, because the cost of variable rate debt was largely beyond the
Company’s control, Staff was agreeable to a reconciliation of the Company’s existing variable
rate debt issuance.”® The Company’s rebuttal testimony misstates Staff’s position, claiming
instead that Staff was not amenable to such a reconciliation. That is incorrect—Staff was and is
amenable to this reconciliation.

The Company also increased the forecasted rate of its variable rate debt
significantly, from 3.75% to 5.94%.%%7®1 This results in an embedded cost of debt for the
Company in its rebuttal testimony of 4.50%. Had the Company maintained its original forecast
on the variable rate debt, its embedded cost of debt in rebuttal would have been 4.44%.7%2 Staff
recommends that a reconciliation for this variable rate debt be continued, with a forecasted target

rate of 3.75% as shown in the Company Finance Panel’s original cost of debt exhibits.

C. Cost of Common Equity

While Staff and the Company applied similar discounted cash flow (DCF) and
capital asset pricing model (CAPM) financial models to estimate the Company’s cost of equity,
Staff disagrees with the Company on many critical details.”®® Specifically, Staff disagreed with
the Company on: (1) composition of appropriate proxy group; (2) appropriate growth rates in
DCF analyses; (3) key inputs employed in the CAPM analyses; (4) the relative weighting of the
CAPM and DCEF results; and (5) the appropriate version of the Microsoft internal rate of return
Excel function to use when discounting dividend cash flow in the DCF model.

In its rebuttal testimony, the Company contended that “Staff’s approach
mechanically develops the assumptions used in their ROE formula without considering the effect

of market conditions on the models, or the current financial profile of the Company.”"%*

9 Tr. 2403-2404.

60 Exhibit 40, Schedule A, p. 1.
61 Exhibit 203, Schedule A, p. 1.
762 Tr, 945.

63 The terms cost of equity and return on equity (ROE) are often used interchangeably. Staff applies the
same approach here.

64 Tr, 225.
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Consistent application of regulatory principles and practices, however, lends predictability to the
rate setting process and thereby reduces regulatory risk.”® Therefore, Staff urges the
Commission to continue applying its well-established approach for setting a utility’s return on

common equity.

1. ROE Methodology

The Company developed three multi-stage DCF models utilizing the low, mean,
and high earnings growth rate estimates published by Yahoo Finance, Zack’s, and Value Line
Investment Survey (Value Line).”®® Company witness Nowak’s DCF calculations results in a
low, mean, and high ROE estimate for each company in his proxy group. Mr. Nowak utilizes
both the traditional CAPM and the zero-beta’®” CAPM and applied both the Bloomberg and the
Value Line betas to his CAPM calculations. He also applied different DCF and CAPM
weightings which, resulted in a range of 12 ROE recommendations for his proxy group. Mr.
Nowak then concluded that an appropriate ROE for the Company ranges between 9.80% and
10.80%. In these proceedings, the Company proposed a 9.80% ROE for the Rate Year.’®®
Consistent with the Commission’s well-established practice, Staff applied the standard
weightings of two-thirds to its two-stage DCF results and one-third to its CAPM results, which
results in a ROE of 9.20%.%°

2. Proxy Group

The use of a proxy group analysis is a widely accepted standard that the
Commission has consistently applied to estimate the cost of equity for a utility. The use of a
proxy group is necessary because analysts’ estimates regarding an individual company are, by

their nature, inaccurate and sometimes biased.””°

85 Exhibit 264, p. 4.
766 Tr, 186.

57 In a CAPM analysis, beta is the standard measure of systematic risk. It gauges the tendency of a
security’s return to track that of the stock market as a whole.

68 Tr, 145.
69 Tr, 2342.
0 Tr, 2407.
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In general, a proxy group analysis begins by establishing selection criteria with
which to construct a sufficiently large group of companies whose risk characteristics align as
closely as possible to the specific utility or utilities being analyzed. By employing a proxy group
with a sufficiently large number of similarly situated companies, the effects of inaccurate
estimates may be reduced.”’

Once the proxy group is constructed, the average cost of equity for the group can
be estimated. Some of the differences between Staff’s and the Company’s cost of equity initially
stem from the difference in each other’s approach to determining the proxy group for Central

Hudson. As discussed below, Staff recommends that the Commission employ its proxy group.

a. Company Proxy Group

The Company’s proxy group consisted of 14 companies classified by Value Line
as “electric” companies and five companies classified by Value Line as “natural gas” companies.
Notably, many of the companies classified as “clectric” by Value Line do have significant
natural gas transmission and distribution operations as well. The five companies categorized as
“natural gas” do not have any electric transmission and distribution operations.’’?

To be included in Mr. Nowak’s proxy group, companies must satisfy six criteria:
(1) investment-grade credit ratings; (2) coverage by at least two utility industry equity analysts;
3) dividend payments or positive earnings growth projections; (3) at least 70% of total operating
income derived from regulated operations; (5) generation comprising less than 60% of the
candidate’s MWh sales; and (6) no involvement in mergers, acquisitions, or other
transformational transactions.””® For the natural gas-only companies, Mr. Nowak requires one
additional criterion: 50% of the candidate’s total operating income must be from regulated
natural gas operation.

Mr. Nowak applies these seven selection criteria to a universe of 10 companies
classified as natural gas distribution companies by Value Line to determine the set of companies

included the Company Proxy Group.”’* Staff raised concerns regarding the nature of Mr.

1 Tr, 2407.
12 Tr, 2447, 2454,
s Tr. 177.
" Tr. 178.
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Nowak’s proxy group, specifically the inclusion of the natural gas-only companies, the selection
criteria relating to net operating income, and generation MWH sales.””

Staff objects to Mr. Nowak’s inclusion of five companies that can be
characterized as “gas only.” As mentioned earlier, the majority of holding companies classified
as “electric” in the Value Line universe are combination utilities with both electric and gas
operations, just like Central Hudson. The inclusion of companies with “gas only” operations has
the potential to shift the proxy group’s overall risk profile since pure gas companies may not
have the same risk characteristics of Central Hudson. Moreover, Fortis, Inc., the ultimate parent
company through which equity investors can indirectly invest in Central Hudson, is classified by
Value Line as an “electric” utility holding company.’”® Therefore, any cost of equity analysis
should include companies considered electric holding companies.

Staff also points out flaws in the Company’s selection criteria for its proxy group.
Specifically, Staff disagrees with the criteria requiring that the holding companies have at least
70% of their total operating income come from regulated operations and that more than 50% of
the candidate’s total regulated operating income come from regulated natural gas distribution
operations.””” These two requirements are not appropriate and are the primary reasons why Mr.
Nowak’s proxy group is notably smaller than Staff’s larger group.’’8

These selection criteria eliminate multiple companies whose risk characteristics
are sufficiently comparable to the risks faced by the Company. Differences in accounting policy
choices, such as a difference in inventory valuation policy options and a difference in
depreciation choices across companies, could have a significant impact on reported operating
income versus reported revenues.’’® These policy differences may cause operating income to be
more volatile than revenues. Regulated revenues therefore remain a superior criterion for

ensuring that a utility proxy group properly reflects the risk profile of the utility being analyzed.

5 Tr. 2453-2454.
15 Tr, 2454-2455,
1T Tr. 2450-2452.
18 Tr. 2455,

19 Tr. 2450-2452.
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Additionally, limiting the proxy group to primarily transmission and distribution
utilities (T&D) by excluding those having owned generation compromising greater than 60% of
MWH sales to its customers, as Mr. Nowak has, is unreasonably restrictive. This restriction
resulted in the elimination of 13 companies, all comparable in risk and thus suitable surrogates
for the Companies. By significantly reducing the size of his proxy group, Mr. Nowak has further
undermined the reliability of his results.’8°

For these reasons, Staff recommends that the Commission reject the Companies’

proxy group and any analysis stemming therefrom.

b. Staff Proxy Group

Staff constructed a proxy group of 26 investment grade rated electric and electric
combination utility holding companies selected from a universe of 38 holding companies deemed
by Value Line to be “electric utilities.”’8!

Staff’s first and second criteria require that selected companies be tracked by
Value Line and must have investment grade credit ratings of at least BBB-/Baa3 from both S&P
and Moody’s. Staff’s remaining criteria require that the selected companies currently pay
dividends and derive at least 70% of their revenues from regulated utility operations per each
company’s 2022 annual report, otherwise known as its SEC 10-K report.’8?

Staff began constructing its proxy group by identifying 38 holding companies
deemed by Value Line to be “electric utilities” because electric and gas holding companies’
operating risk characteristics are fundamentally similar. From these 38 companies, Staff
eliminated two: DTE Energy and Otter Tail Corporation, because their regulated revenues
constituted less than 70% of total revenue. From the remaining 36 companies, Staff eliminated
Fortis Inc. because it is a Canadian-based company, which, although traded on both the Toronto
and New York stock exchanges, has its financial reports and Value Line projections based on
Canadian currency. Exchange rate variations could therefore possibly affect the DCF
calculation. Three additional companies, Avangrid, PNM Resources, and Dominion Energy

were eliminated because they were at that time involved in mergers or other transformative

80 Tr, 2453-2454.
81 Tr. 2406.
82 Tr, 2410-2411.

163



CASES 23-E-0418 and 23-G-0419

transactions. Three additional companies, FirstEnergy Corporation, Hawaiian Electric, and
PG&E Corporation were eliminated because their ratings did not meet the investment-grade
screening criteria. Finally, Staff eliminated Exelon Corporation and MGE Energy because they
lack beta and dividend information, respectively, from Value Line. Staff thus arrived at a proxy
group comprised of 26 electric utility holding companies that met all Staff’s selection criteria.’®®

Based on Staff’s assigned numerical scores for Moody’s and S&P’s credit ratings,
Staff determined that the proxy group’s average credit ratings were BBB+ and Baal for S&P and
Moody’s, respectively.’® On average, approximately 7% of Staff’s proxy group’s revenues are
from non-regulated businesses.”® The Company’s proxy group also has an average rating of
BBB+ and Baal for S&P and Moody’s, respectively.’®® And, on average, The Company’s proxy
group derives approximately 6.5% its revenues are from non-regulated businesses.’®” Thus,
Staff’s proxy group has very similar risk characteristics to the Company’s.

In response to Staff’s proposal, the Company argued that local gas distribution
companies and electric utilities have different business and operating risk characteristics.’®
Staff maintains, however, that the operating risks of pure-play local distribution companies and
electric transmission and distribution companies in New York are fundamentally similar because
both are regulated public utilities, subject to nearly identical ratemaking treatment. In addition,
both electric and combination gas and electric utilities invest primarily in capital-intensive
physical networks that connect the customer to the source of supply. They both also sell their
products and services at regulated rates to customers.”®® Therefore, Staff submits that the

members of its proxy group are sufficiently similar to Central Hudson.

83 Tr. 2413.

84 Exhibit 281, p. 1.
785 Exhibit 281, p. 1.
8 Exhibit 281, p. 2.
87 Exhibit 281, p. 2.
8 Tr, 226-227.

8 Tr, 2378-2379.
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For these reasons and because Staff’s selection criteria are based on Commission
precedent,”®® the Commission should adopt Staff’s proxy group and the ROE calculation that

logically follows from it.

3. Discounted Cash Flow (DCF)

a. Company’s DCF Methodologies

The Company used a multi-stage DCF analysis based on a three-month average
stock price and a range of near-term growth rate assumptions that produced a mean ROE of
9.77% for its proxy group. Specifically, the Company used a three-stage DCF analysis that relies
on equity analysts’ earnings growth forecasts as published by Value Line, Zacks, and Yahoo
Finance.”!

In testimony, Staff objected to the Company’s DCF approach. Most importantly,
Staff found the third stage growth rate to be excessive and contended that Mr. Nowak applied an
inappropriate internal rate of return (IRR) tool for calculating the ROE estimate. To a lesser
extent, Staff also found excessive growth rates used in the first stage of Mr. Nowak’s analysis.
Mr. Nowak’s use of an excessive third stage growth rate is the principal reason that the 9.77%
DCF-based ROE recommendation is flawed."®

Mr. Nowak’s DCF model uses earnings growth rates to determine short-term
dividend growth rates, ignoring available dividend growth rates or forecasts.”® This is in direct
contrast to the basic premise of the DCF methodology, which measures the present value of
future dividends. Utilizing earnings growth assumes that dividend growth will match earnings
growth, and Mr. Nowak’s testimony fails to present evidence to support such an expectation.’®*

Staff also objected to Mr. Nowak’s use of a historically derived Gross Domestic

Product rate in conjunction with a forecasted inflation rate as the long-term growth rate of his

70 Case 20-G-0101, Corning — Gas Rates, Order Establishing Rates and Rate Plan (issued May 19,
2021), pp. 40-42 (2021 Corning Rate Order).

1 Tr. 186.

92 Tr, 2464-2467.
93 Tr. 186-187.
94 Tr, 2459-2463.
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proxy group is flawed.”® Staff contended that a historical average of actual or real GDP growth
may not be reflective of the growth prospects of the proxy group holding companies. The use of
a historical GDP growth rate along with expected inflation as a long-term future growth rate for
utility stocks also ignores changes that might be occurring with each proxy group members’
common stock.”® Simply put, Staff did not consider Mr. Nowak’s use of the historically derived
actual or real GDP as the long-term growth rate to be appropriate because historical growth rates
measure time periods that encompass far different circumstances relative to current economic
conditions.

In contrast, Staff advocated the use of a 4.43% long-term growth rate, which is
closer to the forward-looking GDP estimate by the Blue Chip Economic Indicators (BCEI)
publication. The BCEI publication reflects the forward-looking consensus estimate of nearly 50
of the financial community’s prominent economists.’®” Mr. Nowak’s 5.45% long-term growth
rate, by contrast, is approximately 36% higher than the BCEI forecasted nominal GDP growth
rate.

The excessiveness of Mr. Nowaks’s long-term GDP growth estimate, and
specifically the use of the historically derived real GDP as the long-term growth rate, is
inappropriate because historical growth rates are necessarily measured over a subjective time
period. In this instance, that time period involves far different circumstances than exist today.
Historical average growth rates by their very nature ignore economic conditions today.”%

While Staff utilizes the IRR function in its DCF analysis, Mr. Nowak employed
the XIRR function. In his rebuttal, Mr. Nowak made three arguments to justify his use of the
XIRR. First, he argued that Staff’s DCF analysis inappropriately relies on the regular version of
Excel’s IRR formula, which “makes the simplifying assumption that cash flows are available at a
set time in each period. In contrast, the XIRR function allows additional inputs as to the timing

of cash flows.”’®® Staff rejects this argument, however, because Mr. Nowak ’s own DCF Excel

%5 Tr. 2465-2467.
7 Tr. 2466-2467.
97 Exhibit 282.
98 Tr. 2465-2466.
99 Tr. 247.
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worksheet calculations contradict this assertion.® Staff found that Mr. Nowak’s Excel
worksheet mismatched his DCF dividend cash flow projections, resulting in overstated DCF
results. Using ALLETE as an example, Mr. Nowak’s estimated annualized dividend per share as
of May 31, 2023 was $2.71; his estimated average annual growth rate for the first stage was
7.47%; and the forecasted dividend one year from May 31, 2023 is $2.91 (i.e.,
$2.71*(1+47.47%)).8%! Surprisingly, Mr. Nowak’s Excel worksheet shows that the timing for the
$2.91 dividend cash flow is dated November 30, 2023 which is approximately six months later
than May 31, 2023. This demonstrates a mismatch of cash flow and timing.

Staff believes that the correct date for the timing of the $2.91 dividend payment
should be May 31, 2024, not November 30, 2023. Were Mr. Nowak to properly account for the
timing of the dividend cash flows, his DCF results would have produced results more consistent
with the results of the regular IRR. Overall, Staff believes Mr. Nowak’s use of the XIRR
overstates his mean DCF result of 9.77% for his proxy group by approximately 19 BPs.

On cross-examination, the Company implied that the use of the XIRR was more
accurate by asking the Staff witness if all companies in the Staff and Company proxy groups
paid dividends on a quarterly basis.8? The implication would seem to be that XIRR would be a
more accurate indicator of investors’ expectations regarding when they receive and presumably
reinvest their dividend payments. However, a rational investor would be indifferent to this
because a company that pays dividends on a quarterly basis has less use of its earnings to create
growth, thereby reducing the company’s sustainable growth. This could. in turn, result in
reducing an investor’s required return.

This is not the first time that utility ROE witnesses have argued that Staff annual
dividend DCF model ignores time value of money and the Commission has rejected such
argument in the past. In Case 08-E-0539, a Con Edison electric rate case, the Commission
stated:

[t]he Company replies that insistence on use of an annual dividend

would have us improperly ignore the time value of money and bond
math... [w]e are not adopting the judges’ recommendation that our

800 Exhibit 134, p. 1.
801 Exhibit 134, p. 1.
802 Ty, 2506-2508.
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DCF estimates reflect the payment of dividends quarterly rather than
annually at the end of each year. Any extra return to be achieved on
account of quarterly dividend reinvestment will be achieved by
those who actually reinvest all their dividends in the Company’s
stock. Any additional allowance would be duplicative for those who
actually reinvest dividends and unnecessarily generous to those who
do not. Accordingly, the Company's proposed 20-basis point
upward adjustment to our DCF results is rejected.8%

Acknowledging that both Staff and the Commission have consistently relied on
the regular IRR in DCF-based ROE calculations in both litigated and negotiated cases, Staff
recommends that the Commission reject Mr. Nowak’s use of the irregular internal rate of return

and adopt Staff’s DCF methodology.

b. Staff’s DCF Methodologies

Staff’s DCF model, which has its roots in the Recommended Decision (RD) of the
Generic Finance Proceeding and Commission precedent, adopts a two-stage model. This model
explicitly recognizes that short-term growth expectations do not necessarily equal long-term
growth expectations.8®* The first stage of Staff’s model uses Value Line near-term dividend
estimates to derive a short-term dividend growth rate. The second stage is based on a sustainable
growth rate calculation. This calculation is derived from both internal and external growth rates
using Value Line three-to-five year estimates of earnings per share, dividend per share, book
value per share, and amount of common stock outstanding for each of the proxy group
companies. 8% This data is used to estimate the dividends that can be expected for each company
in the future. The results are then used to calculate the discount rate (return) required to turn the
stream of expected dividend payments into the current stock price.8% Given the prominence of
the DCF methodology in cost of equity determinations in general, the most critical element is the

assumed long-term dividend growth rate.

803 Case 08-E-0539, Con Edison — Electric Rates, Order Setting Electric Rates (issued April 24, 2009), p.
125 (2009 Con Edison Rate Order).

804 Case 91-M-0509, Proceeding on Motion of the Commission to Consider Financial and Requlatory
Policies for New York State Utilities.

805 Tr, 2420-2421.
806 Tr, 2420-2421.
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The Company argued that Staff’s DCF model has shortcomings. The Company
claimed that Staff’s sustainable growth rate is short-term in nature. The Company’s contention
that Staff’s sustainable growth rate is short-term in nature, however, is misguided. Staff’s
sustainable growth rate projects sustainable growth for 195 years.%

In these cases, Staff employs the same DCF analysis that the Commission has
accepted in all fully litigated rate proceedings over the past 25 years, including cases involving
Con Edison, National Fuel Gas Distribution Corporation, and Corning Natural Gas
Corporation.2® This analysis is predicated on the fundamentally sound and internally consistent
concept of sustainable growth, which has been favored by the Commission for decades. Staff’s
two-stage DCF methodology yielded a cost of equity estimate of 8.61%.8%°

Moreover, consistent with the Commission’s practice of ascertaining the
reasonableness of the sustainable growth rate, Staff compared its 4.43% sustainable growth rate
with the 4.0% long-range consensus growth rate in nominal GDP.81° While Staff’s sustainable
growth rate is somewhat optimistic, it is far closer to the nominal GDP than the 5.45% long-term
growth rate estimated by the Company.

In rebuttal, the Company argued that Staff’s sustainable growth rate is circular
because it relies on Value Line’s forecasted ROE to determine Staff’s long form DCF results.

To support this argument, Mr. Nowak stated that Staff’s average 11.00% expected ROE is
inconsistent with its 8.61% DCF average result.

Staff rejects Mr. Nowak’s argument because the retention growth component of
Staff’s sustainable growth calculation relies on a prediction of expected future earned rates of
return on common equity for a proxy group composed of mainly holding companies owning both
regulated and unregulated business. It is therefore expected that the holding companies in the

proxy group will gain additional earnings from these unregulated operations. Moreover, given

807 Tr. 2420-2421.

808 See 2021 Corning Rate Order, p. 43; 2009 Con Edison Rate Order, p. 121; Case 16-G-0257, NFG —
Gas Rates, Order Establishing Rates for Gas Service (issued April 20, 2017), p. 52-54 (2017 NFGD
Rate Order).

809 Tr, 2425.
810 Tr, 2421.
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that the market-to-book ratio of Staff’s proxy group is greater than one, it is likely that the
expected return on common equity will be greater than the allowed return on common equity.
Furthermore, the issue of rate of return on common equity circularity has been
raised by some company cost of equity analysts in a number of cases. In each of them, the
Commission has rejected the company argument. For instance, in Case 08-E-0539, the

Commission stated:
We remain unconvinced by the Company’s basic contention that,
endorsed by the judges that it is unreasonably circular to assume a
cost of equity to estimate retention growth to estimate the cost of
equity.... forecast of future earnings used to project growth will
consider the return that investors expect regulators to allow, those
earnings forecasts will also reflect investor expectations about a

wide variety of other factors unrelated to the cost of common
equity 811

Staff’s DCF methodology is consistent with the Commission’s precedent. The
Company’s arguments, by contrast, have repeatedly been rejected by the Commission.

Therefore, Staff recommends that the Commission adopt Staff’s DCF methodology and analysis.

4. Capital Assset Pricing Model (CAPM)

a. Company’s CAPM Methodologies

Mr. Nowak’s CAPM results range between 10.80% to 11.14%, with a mean of
10.97%. Mr. Nowak provided a total of 12 CAPM-derived ROE estimates for his proxy group
using the same CAPM methodologies that Staff employed. Mr. Nowak calculated 6 ROEs using
the traditional CAPM methodology and 6 ROEs using the zero-beta CAPM methodology. His
calculations used two different beta sources in combination with three different risk-free rate
estimates for each version of the CAPM.8? Staff has two principal concerns regarding Mr.
Nowak’s CAPM analysis: (1) his derivation of a 12.12% market return; and (2) his risk-free

rate.813

811 2009 Con Edison Rate Order, p. 126.
812 Tr, 144,
813 Tr. 2475-2476.
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Mr. Nowak averages two inputs, specifically the Merrill Lynch Quantitative
Profile (MLQP) and an expected return on the S&P 500, to calculate his market return estimate.
While Mr. Nowak’s MLQP input is slightly different from Staff’s MLQP input due to the
timeframe of the measurement, the resulting market returns were within 5 basis points of each
other. Staff found Mr. Nowak’s S&P 500 input, however, to be flawed. That derivation relied in
part upon a constant growth DCF analysis of the S&P 500. This resulted in a much higher
market return estimate of 13.46%.

Staff also contests the Company’s risk-free rate methodology, as it does not
adequately reflect investors’ investment horizon. Although in this instance the risk-free rate
calculated by the Company is lower than Staff’s due to a significant increase in interest rates
between when Mr. Nowak performed his analysis and when Staff performed its analysis, Staff
still believes its approach is more consistent with the CAPM’s intent.

Mr. Nowak calculated the risk-free rate using three different inputs. The firstis a
three-month average of the 30-year treasury yields for a recent three-month period. That figure
was 3.77%, based on the average of March 2023 to May 2023 yields. The second is a near-term
projected 30-year treasury yield for the five forward-looking quarters, namely the third quarter of
2023 through the third quarter of 2024. This average was 3.78%. The third is the long-term
projected 30-year treasury yield for the period of 2025 through 2029. That yield was 3.80%.84

The expectation that all utility equity investors have a 30-year investment time
horizon is inappropriate because it fails to recognize that investors have both intermediate and
long-term horizons. Thus, the Company’s claims are not aligned with the Commission’s
preference for an average of 10-year and 30-year treasury yields.8*> Moreover, one needs to look
no further than the Company’s debt portfolio, which is largely comprised of 10-year and 30-year
long-term debt obligations, for further evidence that investors have different time horizons.8
Therefore, Staff believes that averaging the 10-year and 30-year current treasury yields is

appropriate and consistent with the Commission’s preferred approach.

814 Tr, 199.
8152009 Con Edison Rate Order, pp. 127-129.
816 Exhibit 40, Schedule A, p. 1.
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b. Staff’s CAPM Methodologies

Staff employed both the “traditional” and “zero-beta” CAPM methods, albeit with
different inputs than the Company. Staff’s resulting risk-free rate is the average of 10-year and
30-year treasury bond yields. For the three months ended September 30, 2023, the average rate
was 4.19%.817

Staff utilized only Value Line betas, which are superior to those used by Mr.
Nowak. Value Line betas are based upon a reasonable estimation period of five years, as
compared to the 10-year estimation period used by Mr. Nowak for Bloomberg’s betas.?®
Although a 10-year estimation period contains more data points, Staff believes that a beta
estimated over a longer estimation period is more likely to be biased. A 10-year estimation
contains more, possibly irrelevant historical observations, including results related to dissimilar
circumstances. These may include events related to corporate restructuring or industry
transformation that may not represent the level of earnings volatility expected in the future.8°
Thus, a shorter estimation period is more reasonable. The average Value Line beta of the Staff
proxy group was 0.91.820

Staff uses the market return estimate provided by Merrill Lynch, as published in
its monthly Quantitative Profiles. This estimate is reliable, publicly available, and a highly
respected source.®?* The Merrill Lynch report uses a multi-stage dividend discount model
(“Implied market return”) and a CAPM (“Required market return”) to calculate an expected
return for the S&P 500 each month. The risk-free rate was then subtracted from the market
return estimate to arrive at the market risk premium (MRP).

The three-month average market return estimate as of September 2023 is 10.83%.
Subtracting our 4.19% risk-free rate results in a MRP of 6.64%.82? This method of calculating an

MRP has been used by the Commission in several litigated rate cases, most recently in Case 20-

817 Tr. 2430-2431.
818 Tr, 2472-2473.
819 Tr, 2472-2473.
820 Tr, 2432.
821 Tr, 2438.
822 Tr, 2437.
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G-0101 involving Corning Natural Gas Corporation.82 Using the inputs described, Staff
calculated a traditional CAPM of 10.24% and a zero-beta of 10.40%. The average of the
traditional CAPM and the zero-beta CAPM results is 10.33%.8%

Staff recommends the adoption of its CAPM methodology for determining the
ROE used to calculate the Company’s overall cost of capital. As discussed earlier, Staff’s inputs
for the MRP, the risk-free rate, and beta source are reasonable. Additionally, Staff’s
methodology has been upheld by the Commission in Case 16-G-0257, and the Commission’s
adoption of Staff’s methodology in that case was and is an explicit rejection of Mr. Nowak’s
CAPM approach.®?®> As stated in its Order in those proceedings:

[T]he Commission has repeatedly affirmed certain key elements of

the methodology we use in determining the appropriate cost of

equity to be included in rates. Those elements consist of the

application of Discounted Cash Flow (DCF) and Capital Asset

Pricing Model (CAPM) analyses to a representative proxy group of

utility companies; the use of a two-stage DCF computation with

inputs derived from Value Line; the basing of CAPM results on an

average of the outcome from standard and zero-beta models with a

risk-free rate based on Treasury bonds, market risk premium

provided by Merrill Lynch’s Quantitative Profiles, and betas taken
from Value Line....”82

Staff submits that the Commission should continue its policy of employed the

methodology that Staff has used here.

C. DCF/CAPM Weighting
Staff recommends that the Commission adopt its relative weighting of the CAPM
and DCF. The Company argued that “the Commission’s 25 years of experience with the CAPM
since [the Generic Finance RD] now provides a sound basis for altering the weighting of the two

ROE methodologies and raising the CAPM ‘to Parity with the DCF analysis’’%?’ The Company

823 2021 Corning Rate Order, pp. 43-45.
824 Tr, 2441.

825 2017 NFGD Rate Order, p. 53.

826 2017 NFGD Rate Order, pp. 52-53.
827 Tr, 203-204.
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argued that the DCF and CAPM methods should be equally weighted because of other utility
regulatory bodies’ recent responses to the alleged impact of current capital market conditions on
the DCF model and because of market expectations for higher interest rates. Mr. Nowak also
concluded that the DCF method is producing ROE results that are significantly lower than those
of the CAPM, and therefore, it is reasonable to place less reliance on the DCF results.82®

Mr. Nowak’s claim that other utility regulatory bodies like the Illinois Commerce
Commission, the Pennsylvania Public Utility Commission, and the Missouri Public Service
Commission have all recognized the understatement of the DCF model is not relevant.8?°
Another regulatory body’s opinion should not trump the Commission’s own long-standing
practices for New York State utilities. Staff recommends that the Commission adhere to its long-
standing approach.

Concerning Mr. Nowak’s point that interest rates are expected to further increase
to combat inflation, this assumption is simply not supported by facts. While the Federal Reserve
has certainly raised rates in the last 24 months in an effort to reduce inflation, indications are that
it is unlikely to increase interest rates in the near term and instead may begin reducing interest
rates as inflation fears subside. Therefore, it is unlikely based on the current economy that
interest rates will increase during the Rate Year.2% Also, Staff contends that the best estimate of
future long-term interest rates is a no-change forecast and that bond investors have incorporated
all relevant information when making their investment decisions.83!

Regarding Mr. Nowak’s contention that the DCF and the CAPM should be
accorded equal weight because the DCF method is currently producing ROE results that are
significantly lower than the results of the CAPM, Staff notes that it has demonstrated that Mr.
Nowak’s DCF results are not understated. Had Mr. Nowak employed more reasonable
assumptions in his CAPM analysis, its results would not have been artificially inflated. It is

therefore not surprising that a significant gap exists between his DCF analysis and his CAPM

828 Tr. 205-206.
829 Tr. 204-205.
830 Tr, 2470-2471.
81 Tr, 2398.
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analysis. But this is not because Mr. Nowak’s DCF results are understated. Rather, it is because
his CAPM results are overstated.

Most importantly, the Commission continued the proportionate weighting of the
DCF and the CAPM at a time when the utility stock valuations and dividend yields were similar
to current levels. In Case 16-G-0257, the Commission summarily rejected equal weighting of

the CAPM and DCEF results, instead accepting Staff’s position. The Commission stated:

“NFGD argues . . . that the DCF should be weighted no more than
the CAPM when determining an appropriate return on equity. We
have already affirmed our continued 1/3 CAPM and 2/3 DCF
weighting to arrive at our ROE results, based on the fact that we
view the DCF methodology as superior to the CAPM. We have
explained this preference repeatedly in past orders, and we see no
need to deviate from that viewpoint at this time.”83

Additionally, in its most recent litigated determination, Case 20-G-0101, the

Commission stated its preference for the larger weighting of the DCF:

“Relying on more observable and less subjective inputs, the DCF is
superior to the CAPM and our preferred weighting for determining
the ultimate ROE recognizes the superiority of the DCF.
[JCorning’s issues with the differences between the Company’s own
CAPM and DCF results are the products of questionable inputs that
we have rejected in this Order. Were the Company to run their
respective calculations using our adopted inputs, it is more than
likely that the two results would be more closely aligned. In any
event, we see nothing new raised that has not been considered and
rejected in past Commission orders on the question of weighting the
two methodologies and affirm its use herein.””8%

As in Case 20-G-0101, Staff submits that Mr. Nowak has not presented any new
evidence that would compel the Commission to reject its long-standing policy of a two-third and
one-third weighting of the DCF and CAPM. The Commission should reject Mr. Nowak’s

approach as it has done numerous times before.

832 2017 NFGD Order, p. 56.
833 2021 Corning Order, p. 45.
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5. ROE Recommendation

a. Company’s ROE Request

In these proceedings, the Company proposed a 9.8% ROE for the Rate Year. The
Company’s ROE request of 9.8% was selected from the low end of a range of six cost of equity
estimates that were generated from DCF and CAPM methodologies utilizing a combined utility
proxy group of companies classified as “electric” and “gas” by Value Line.8*

The principal flaws in Mr. Nowak’s methodologies have already been addressed
above. These include the inappropriate market risk premium used in his CAPM approach; the
selection criteria relating to net operating income, analyst coverage, and generation MWH sales;
the inappropriate use of the extended version of the Internal Rate of Return (XIRR) in his DCF
analyses; the use of an excessive growth rate in his long run growth rate; and the excessive
growth rates used in the first stage of his DCF analysis. Because of these flaws, Staff submits

that the Company’s request for a 9.8% ROE is not supported by the record.

b. Staff’s ROE Results

Staff instead recommends a 9.2% ROE based on a two-thirds weighting of its
DCEF result and a one-third weighting of its CAPM result. While Staff’s ROE of 9.2% is below
the national average return on equity authorizations, it is important to consider that, as described
by Mr. Nowak, the authorized ROE should afford the Company an opportunity to earn an ROE
commensurate with the return on equity for investments in enterprises having comparable
risks.8% To that end, Staff asserted that its methodology, which relies on a sound, time-tested
financial analysis of a proxy group of electric utility holding companies whose risks are
comparable to the Companies, produces just such a result.

First, Staff’s ROE is consistent with investor’s expectations of ROEs in New
York.8% Second, it is sufficient to balance the interests of both ratepayers and the Company’s

investors by having the lowest cost of capital for an acceptable level of risk without sacrificing

84 Tr. 175-176.
85 Tr. 148.
836 Tr. 2446.
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service quality.®” Finally, it provides the Company the ability to access the credit market at
reasonably priced interest rates.3%® These three points will be discussed in turn.

With respect to investor ROE expectations, it is reasonable to assume that equity
investors derive their expectations for utility stocks, in part, from the relevant state commission’s
customary approach to setting ROEs. Accordingly, a rational New York investor would not
expect the Commission to authorize an ROE of 9.80% for Central Hudson.®%® Rather, rational
investors, who are presumably aware of the Commission’s preference for a formulaic approach
to determining the cost of common equity would expect an ROE within a range between the
Company’s current authorized 9.0% ROE and the 9.20% to 9.25% ROEs authorized under recent
settlements involving Con Edison, NYSEG, and RG&E.?%°

In addition, the Commission’s policy for utility regulation incorporates many
critical elements that bolster a utility’s ability to achieve its authorized return on equity. For
instance, the Commission relies on a fully forecasted test year to determine revenue requirement,
which recognizes changes in revenues and expenses expected through the end of the rate year.
The Commission generally allows for a high level of expense reconciliation for material cost
items such as environmental remediation, pensions, and OPEB expenses. The Commission has
also implemented a purchase power adjustment clause that allows full and timely recovery of this
large and volatile cost element.

Many other jurisdictions do not incorporate these mechanisms into their utility
rate plans. For overall blanket-type protections, New York State, unlike most other states, allows
utilities to request deferral accounting for material items actually incurred, but not provided for,
in the base forecasts. In addition, New York State allows utilities to revise their rate filings

during the suspension period for known and material changes.®** Finally, New York utilities are

87 Tr. 2344.

838 Case 21-M-0365, supra, Compliance Filing with Affidavit and Comparables (filed December 12,
2023).

839 Tr. 2446.

840 See Case 22-S-0659, Con Edison — Steam Rates, Order Adopting Terms of a Joint Proposal (issued
November 16, 2023), pp. 9-10; see also Cases 22-E-0317 et al., NYSEG and RG&E — Electric and
Gas Rates, Order Adopting Joint Proposal (issued October 12, 2023), p. 31 (2023 NYSEG/RG&E
Rate Order), and 2023 Con Edison Rate Order, p. 80.

81 Exhibit 266, pp. 3-4.
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no longer exposed to the relatively high risks associated with generation.®*? There are, therefore,
ample protections in place to support a more modest return to meet the expectations of New
York utility investors.

In its rebuttal, the Company downplayed the risk-reducing mechanisms in New
York by stating that Staff “failed to acknowledge the incremental risks associated with the
CLPCA or offset the effect of the proposed negative revenue adjustments associated with
customer service quality, electric reliability, and gas safety measures.”®*® While Staff recognizes
that a number of the Company’s proxy group members have risk reducing mechanisms, only two
operating companies that are held by members of the Company’s proxy group enjoy all of the
protections that New York offers. While Staff has not attempted to quantify a specific
adjustment, Staff contends that it is appropriate for the Commission to take these risk-reducing
mechanisms into consideration in determining a reasonable ROE.

Regarding additional risks derived from holding the Company to certain
performance metrics, Mr. Nowak states that “while other utilities may be held to performance
standards, there is no evidence that there is a direct, downside-only penalty in other
jurisdictions.”®* This is a mischaracterization of the performance adjustments that Staff
recommends. They are not penalties. They are negative adjustments for missed metrics, just as
there are positive adjustments available to Central Hudson if it achieves certain goals with
positive metrics.

Staff’s ROE and capital structure recommendations balance the interests of both
ratepayers and the Company’s investors by having the lowest cost of capital for an acceptable
level of risk without jeopardizing service quality.8*® Adoption of Staff’s resulting overall cost of
capital recommendation will save Central Hudson ratepayers $13.6 million on a pre-tax basis.?4¢

For these reasons, Staff recommends the Commission determine an ROE of 9.2%.

82 Exhibit 264, p. 4.
83 Tr, 258,

84 Tr. 250,

85 Tr, 2344,

86 Tr, 2343-2344.
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D. Earnings Sharing Mechanism

Staff has reviewed PULP’s Earnings Sharing Mechanism (ESM)®’ and does not
support it. Initially, Staff notes that ESMs are typically a component of multi-year settlement
agreements. They are not generally incorporated into one-year litigated rate orders. Moreover,
this specific proposal is flawed. Although sharing begins right away once the authorized return
level has been reached, the sharing would be split “evenly” with the Company.*® Under such a
scenario, it is possible that the Company could receive more excess earnings than it would under
more typical earnings sharing plans that have been adopted by the Commission.

In a typical multi-year agreement, excess earnings are kept by the Company for a
range above the allowed ROE, known as the “deadband.” They are shared 50/50 between the
Company and ratepayers for a certain range, but the sharing is then reduced to 75/25 and
eventually 90/10 in favor of ratepayers as the amount of excess earnings above the allowed ROE
increases. Additionally, the inclusion of a “deadband” is beneficial to ratepayers because it
provides the Company with a financial incentive to control its costs while simultaneously
ensuring customers an opportunity to share in those efficiency gains in future rate proceedings.
PULP’s proposed elimination of the “deadband” would eliminate this financial incentive. For

these reasons, Staff recommends that the Commission reject PULP’s proposal.

VII. NEGATIVE REVENUE ADJUSTMENTS

A. Applicability in a One-Year Case
The Commission should adopt Staff’s recommended NRAs, notwithstanding that
this case is proceeding on a litigated track that is likely to result in a one-year rate plan. The
Commission possesses the authority to do so, having previously rejected arguments to the
contrary.8*® And although incentives like NRAs first “arose as useful regulatory practices at a
time when the many benefits of multi-year rate plans began to be recognized in the late 1980’s

and early 1990’s,”8 the Commission has nevertheless repeatedly employed them in one-year

87 Tr. 652-653.
88 Tr. 652-653.

89 2017 NFGD Order, p. 63; Case 07-E-0523, Con Edison — Electric Rates, Order Establishing Rates for
Electric Service (issued March 25, 2008), pp. 163-164.

80 2017 NFGD Order, p. 63.
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rate plans when it perceived a need to discourage a utility from attempting to increase its
earnings at the expense of reliability, safety, and customer service.®®* For the reasons discussed
in Sections IV.A-E, supra, VIILA, infra, and X.A, and X.B, infra, that need is present here.

Staff notes that the Commission’s 2017 NFGD Order is not to the contrary. That
order is instructive only in cases where the utility’s past performance “gives the Commission
sufficient comfort” that the utility will continue to achieve high levels of reliability, safety, and
customer service even in the absence of potential revenue adjustments.®%? Central Hudson’s
recent performance cannot not give the Commission that comfort. The widespread customer
dissatisfaction with the Company’s CIS transition is well documented. The Company has
incurred NRAs for missing multiple targets since its current rate plan went into effect. Against
this backdrop of dismal customer service performance, Staff found during the discovery phase of
this proceeding that Central Hudson has been miscalculating one of its customer service metrics
for at least the last five years—an error that significantly reduced the Company’s NRA
exposure. &3

Under these circumstances, there is ample reason to believe that Central Hudson’s
ratepayers would benefit from even stronger incentives for the Company to improve its
reliability, safety, and customer service performance. To the extent those incentives prove
effective, they can be promptly revisited given the projected short duration of its forthcoming

rate plan. NRAs are warranted notwithstanding that this is a litigated proceeding.

B. Carrying Charges on NRAs
The Company’s NRA balance should accrue interest at the pre-tax return rate
until the Commission rules on the balance’s disposition. In its initial testimony, Staff’s

Consumer Services Panel recommended that, once an NRA is recorded on the Company’s books,

81 See, e.g., 2021 Corning Rate Order, pp. 53-54; Case 10-E-0362, O&R - Electric Rates, Order
Establishing Rates for Electric Service (issued June 17, 2011), pp. 94-102; Case 07-E-0523, supra,
Order Establishing Rates for Electric Service (issued March 25, 2008), pp. 162-169; and Case 07-G-
0141, NFGD — Gas Rates, Order Establishing Rates for Gas Service (issued December 21, 2007).

82 2017 NFGD Rate Order, p. 63-65.

853 Section X.A.3, infra.
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it should accrue interest at the pre-tax return rate until the Commission ultimately rules on the
balance’s disposition.2%* According to Staff, this is the current practice at other utilities.8>

In the rebuttal testimony of its Accounting and Tax Panel, the Company opposed
this recommendation.8%® The Company testified that accruing interest on a balance is only
necessary to compensate for financing costs “that are associated with the outlay of cash when the
timing of recovery from or return of cash to customers is delayed.”®’ Since NRAs do not
involve cash outlays, the Company contended that Staff’s proposed carrying charges should not
be adopted.

Staff continues to recommend that any NRA balances should accrue interest. The
Company’s rebuttal testimony does not address Staff’s rationale, which is that subjecting NRA
balances to interest will promote uniform practices across New York utilities. The Company has
not proffered any reason for the Commission to treat it differently than its peer utilities. Staff’s

position should be adopted.

VIII. ELECTRIC RELIABILITY

A. CAIDI and SAIFI Targets and Associated NRA
Reliability Performance Mechanisms (RPMSs) are company-wide performance

targets established by the Commission in rate orders; companies are subjected to negative
revenue adjustments for failing to meet their reliability targets. The Commission relies on two
primary metrics to measure Central Hudson’s current reliability performance: the System
Average Interruption Frequency Index (SAIFI or frequency), and the Customer Average
Interruption Duration Index (CAIDI or duration). Each metric is used to monitor the Company’s
performance in a calendar year. By compiling the interruption data provided by the individual
utilities, the average frequency and duration of interruptions can be reviewed to assess the

overall reliability of electric service statewide. For 2023, Central Hudson is subject to a pre-tax,

84 Tr, 4377.
85 Tr. 4377.
86 Tr. 1549-1550.
87 Tr. 1550.
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30 BP potential electric NRA for failure to achieve an annual SAIFI target of 1.30, and a pre-tax,
30 BP potential electric NRA for failure to achieve an annual CAIDI of 2.50 hours.%

In its initial filings, Central Hudson proposed to modify the current SAIFI
negative revenue adjustment to a two-step structure, whereby measurement of annual
performance would include an NRA of 10 BPs for exceeding the minimum threshold of 1.30 and
an additional NRA of 20 BPs for exceeding a maximum threshold of 1.34, which maintains the
existing maximum NRA of 30 BPs.%%° According to the Company’s Policy Panel, this two-step
penalty level for SAIFI would provide the Company with a financial incentive to improve
reliability performance while maintaining aggressive target levels that are aligned with historical
results.%% The Company also stated that the tier one target of 1.30 is aggressive based on its
average SAIFI performance from 2018 through 2022, and that the tier two target of 1.34 aligns
with the Company’s average performance from 2018 through 2022, which the Company believes
is an appropriate maximum NRA 8!

Staff recommends that the Commission reject Central Hudson’s proposed two-tier
target for SAIFI, and instead maintain Central Hudson’s current SAIFI target of 1.30 for the Rate
Year. According to the Company’s response to DPS-313, Attachment 1, Central Hudson has
been able to meet its SAIFI metrics in all but one year out of the last three.2®? The Company
only missed the target in 2021 due to a greater number of minor storm events. In addition, the
Company has the potential to show consistent improvement in SAIFI, based on over fifteen years
of improved vegetation management practices and its targeted capital improvement projects.®%
Conversely, Central Hudson’s proposal to establish a two-tier SAIFI target, where the second-
tier threshold is significantly lower than the Company’s current metrics, would not encourage the

Company to continue to improve its performance related to outages.

88 Tr. 2611.

89 Tr. 3304-3305.

80 Tr, 2072-2074.

81 Tr, 2072.

82 Tr. 2613; see also Exhibit 317 (DPS-313).
83 Tr, 2613.
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Central Hudson did not propose any changes to the existing CAIDI target. Staff
recommends that the Commission continue the Company’s existing CAIDI target, which is
appropriate given that, excluding 2021 data, Central Hudson’s CAIDI performance has been
relatively stable over the last ten years, having achieved its CAIDI target in nine out of ten years.

Finally, Staff notes that, on January 16, 2024, the Company and Staff signed the
Electric Capital Stipulation, in which Central Hudson, inter alia, agreed to RPMs consistent with
Staff's recommendations, where Central Hudson would be subject to a 30 BP (electric, pre-tax)
potential NRA for failure to achieve an annual SAIFI target of 1.30 in 2025, and a 30 BP
(electric, pre-tax) potential NRA for failure to achieve an annual CAIDI target of 2.50 in 2025.8%
As noted above, both the SAIFI and CAIDI targets and potential NRAs are continuations of the
Company’s current SAIFI and CAIDI metrics as recommended by Staff, and will help encourage
the Company to continue to improve system reliability, to the benefit of customers. For all of the
reasons stated above, the Commission should adopt these RPMs for Central Hudson for the Rate

Year.

B. CAIDI and SAIFI Exclusions

Central Hudson currently is allowed to exclude major storm outages, incidents
resulting from a catastrophic event beyond the control of the Company, and any incident where
problems beyond the Company's control involving generation or the bulk transmission system is
the key factor in the outage, from SAIFI and CAIDI calculations.®%® The Company proposes to
expand the list of incidents that it deems are factors beyond its control that can be excluded from
SAIFI and CAIDI calculations. Central Hudson classifies these as “Non-Utility Control
Outages.” According to the page 75 of the ECOP’s testimony, Non-Utility Control Outages
would include, but are not limited to, outages due to vandalism; unexpected deforestation, for
example, due to the Emerald Ash Borer; foreign utility supply; motor vehicle accidents; weather;
strategic pole hits; and disruptions in neighboring utility systems. The Company cites to the

Commission’s November 19, 2020 Order in Cases 19-E-0378 et al., involving electric and gas

84 Exhibit 516.
85 Tr. 2070.
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rates for NYSEG and RG&E, as precedent for the type of exclusions that Central Hudson seeks
in these rate proceedings.®®

Preliminarily, the 2020 NYSEG/RG&E Rate Order approved a three-year rate
plan that resulted from a negotiated settlement, and the inclusion of certain provisions within that
negotiated rate plan does not otherwise demonstrate why Central Hudson’s proposed SAIFI and
CAIDI exclusions are reasonable in the context of these litigated rate proceedings, or why they
should be approved here. Regarding exclusions from the RPM calculations, Staff notes that a
waiver process is already available to the Company, where a utility may petition the Commission
directly if it believes extraordinary circumstances exist that warrant excluding an event from
being counted towards the utility’s reliability metrics.®’” The Commission explained this case-
by-case approach in its Order issued on October 12, 2004 in Case 02-E-1240. Moreover,
reliability performance targets are set at levels that provide a utility some flexibility in meeting
the targets while still maintaining adequate reliability standards, and it would not be appropriate
to maintain the Company’s current SAIFI and CAIDI targets if these exclusions were universally
granted without a case-by-case review. For all of those reasons, the Commission should reject
Central Hudson’s proposed expansion of the types of events that would be excluded from SAIFI

and CAIDI calculations.

V. GAS SAFETY

A. Leak Prone Pipe Removal
In its initial filing, the Company proposed to continue its existing LPP removal
target of 15 miles annually and associated NRA of 15 BPs if the Company fails to meet the
established removal target.8%® In testimony, Staff agreed with the Company’s proposal to
continue the existing LPP removal target and associated NRAs per calendar year.8° Based on

the 81.9 miles of LPP remaining on the Company’s system, removing 15 miles of LPP per year

86 Tr. 2605; see also Case 19-E-0378 et al., NYSEG and RG&E — Electric and Gas Rates, Order
Approving Electric and Gas Rate Plans in Accord with Joint Proposal, with Modifications (issued
November 19, 2020) (2020 NYSEG/RG&E Rate Order).

87 Tr. 2616.
88 Tr, 1118.
89 Exhibit 335.
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will result in all LPP being eliminated from the Company’s gas system before the end of 2028 .87
Currently, the Company does not have PRA basis points associated with this metric.

In its rebuttal testimony, the Company discussed a new risk related to the
Roadway Excavation Quality Assurance Act, which could increase the cost of LPP removal per
mile and place the Company at risk of failing to meet the LPP removal targets. As a solution to
this issue, the Company proposed a deferral mechanism for the increased capital cost associated

with the new prevailing wage law.8"* This issue is discussed in more detail in Section 111.G.10.

B. Leak Management
The Company is currently subject to a Leak Management target that tracks the

Company’s total leak backlog, including repairable leaks, at year-end, with current total leak
backlog targets and associated revenue adjustments (both positive and negative) demonstrated in

Table 1 below:8"?

Table 1.
Total Leak Backlog at Year-end
Number of leaks (NRA) / PRA (BP’s)

>90 (15)
>87 - <89 (6)
>66 - <86 0
>60 - <65 2
>55-<59 4

<54 6

In its initial filing, the Company proposed to continue its existing Leak
Management targets.8”® Staff disagrees with the Company’s proposal to continue the existing
Leak Management targets and associated revenue adjustments. Staff instead recommends a total
leak backlog target of 49 leaks at year-end 2025. Staff also recommend that the current NRA

870 Tr. 2668.
871 Tr. 1151.
872 Exhibit 335.
873 Tr. 1114.
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exposure of 15 BPs continue, for failure to meet a total leak backlog of 60 or fewer at year-end,
and 6 BPs for failure to maintain a total leak backlog target between 50 and 59.84 Staff further
recommends discontinuing the existing PRA for this metric.®”® In its response to DPS-152, the
Company reported leak backlogs of 47 and 62 leaks, respectively, at year-end 2021 and 2022,
which puts the Company’s performance at an average of approximately 55 leaks at year-end.8"
In its response to DPS-787, the Company reported a leak backlog of 41 leaks at year-end
2023.8"7 The information provided in DPS-787 brings down the Company’s three-year average
performance to approximately 48 leaks, which is below the 49 leak backlog recommended by
Staff. Additionally, Staff’s recommendation takes into consideration not only the leaks
discovered, the leaks repaired and the leaks that were backlogged at the end of the year, but also
the Company’s removal of LPP from its system, which should help further reduce the number of
leaks in the Company’s system. Based on Staff’s experience with other Local Distribution
Companies (LDCs) statewide, each mile of LPP removed usually means the elimination of 1.5 to
two leaks, without any additional cost incurred by the utility other than the cost of LPP removal
covered by the existing LPP main program funding.®"®
The Company argued that Staff’s recommended targets and associated revenue

adjustments fail to account for volatility in the leak backlog resulting from weather, and that
prolonged periods of colder temperatures could cause more leaks.8”® However, the opposite is
also true: in periods of warm weather, the Company could potentially benefit from fewer
leaks.8&0

The Company also took issue with Staff’s recommended target of 49 leaks,
despite the fact that other gas utilities in the state had higher numbers of leaks compared to

Central Hudson.%! However, different operating companies have different operating

874 Tr. 2660.

875 Tr. 2661.

¥ Exhibit 334 (DPS-152).

877 Exhibit 643.

878 Tr, 2746.

879 Tr. 1148.

80 Tr. 2741 (Central Hudson could “gain from better weather”).

881 Tr, 2737-2738.
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characteristics, and service territories vary from a region to another and from a system to
another.®8 Comparing the leak backlogs and targets of different operating companies, for
purposes of establishing a particular utility’s metrics, would therefore be an “apples to oranges”
comparison.® In any event, Staff’s recommendations herein were based specifically on Central
Hudson’s gas system and performance.

Regarding Staff’s recommendation to discontinue the existing PRA associated
with this metric, the Company argued that PRAs should continue because “[a]n appropriate level
of PRAs coupled with reasonable ‘reach’ targets motivate improved performance” and “PRAs
will drive increased levels of performance because attainment requires increased creativity,
effort, and resources.” Staff notes, however, that the purpose of a PRA is to incentivize the
Company to reduce its leak backlog to a level that is more manageable on annual basis and to
reduce methane emissions from leaks that would have otherwise gone unrepaired.® Given the
recent Company’s annual level leak backlogs, Staff is confident that providing an incentive to
reduce the backlog and methane emissions is no longer needed. Additionally, PRAs are intended
to reward superior performance, and the Company should not be rewarded for simply complying
with the requirements of 16 NYCRR Part 255 related to leak management.®% The Company
incurred no NRAs associated with this metric for the years 2019 through 2021. However, the
Company earned PRA BPs as follow: zero BPs in 2019, four BPs in 2020 valued at $117,200,
and four BPs in 2021 valued at $136,400.8%

Based on the foregoing, Staff’s recommended Leak Management targets and
associated revenue adjustments represent a reasonable and appropriate framework that provides
the Company with achievable targets, while ensuring that the Company continues to work to
maintain and improve safety on its gas system. For those reasons, the Commission should adopt

Staff’s recommended targets and revenue adjustments.

882 Tr, 2739.
83 Tr, 2739.
84 Tr. 2661.
885 Tr. 2661-2662, 2751.
886 Tr. 2662.
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C. Damage Prevention

Damage prevention refers to a programmatic action taken by the Company to
increase public and safety by minimizing damage to underground facilities or infrastructure
caused by mechanized excavation activities.®” According to the Company, for purposes of this
metric, it currently tracks the number of regular, emergency and refresh/retransmitted tickets
received for the municipalities where the Company has underground gas facilities, and
investigates each notification of damage to its below grade gas facilities to determine the root
cause for the excavation damage.®8 The Company proposed to continue the current damage
prevention safety metrics approved by the Commission as part of the 2021 Rate Order, as

follows:%8°
Table 2.
Total Damage Rate NRA (BPs) PRA (BPs)
<1.19 N/A 10
>1.20 -<1.25 N/A 6
>1.25-<1.35 N/A 4
>1.35-<1.65 0 0
>1.65-<1.85 5 N/A
>1.85-<2.00 10 N/A
>2.00 20 N/A

Staff disagrees with the Company’s proposal to continue the existing damage
prevention safety metrics and associated NRA and PRA basis points, and instead recommends

the targets and associated revenue adjustments in Table 3 below:8%

87 Tr. 1120.
88 Tr, 1121.
889 Tr, 1128.
890 Exhibit 335.
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Table 3.
Staff - Recommended targets
Total Damage per 1,000 NRA PRA
One-call Tickets (BPs) | (BPs)
>1.70 20 -
>1.55-<1.70 10 -
>140-<155 5 -
>1.25-<1.40 - -
>1.10-<1.25 - 4
>1.00-<1.10 - 6
<1.00 - 10

Staff’s recommended metrics and associated revenue adjustments are based on the
Company’s performance over the last five years, which demonstrate that such targets are
achievable.?®! Staff’s recommendations are also guided by the overarching critical need to
ensure public safety, by reducing to the extent possible the number of damages that may occur
associated with excavation work.

In its rebuttal testimony, the Company described Staff’s recommendations as
unreasonable and extreme when compared to other New York State gas utilities approved
targets.®%2 The Company also argued that Staff’s proposed damage rate level of 1.70 for the
Company to incur the maximum NRA target, is 32% lower than the State average that is 2.50,
the damage rate level of 1.00 proposed by Staff for the Company to earn the maximum PRA is
21% lower than the State average target damage rate of 1.26, and the dead band with zero
revenue adjustment impact of 0.15 recommended by Staff is 71% narrower than the State
average that is 0.52.8% Additionally, the Company stated that its damage rate at the year-end in
2022 was 1.28 which was 25% better than the State average of 1.70 for the same year.

81 Tr. 2685-2686.
892 Tr, 1154.
893 Tr, 1154.
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Based on information provided by the Company, Staff recognizes that the
Company’s 2022 performance at a rate of 1.28 per 1,000 one-call tickets is better than the
statewide average level.3%* Staff’s recommendation is based on the Company’s performance in
the past five years with an average of approximately 1.40 per 1,000 one-call tickets. Staff
believes that the Company can be a lead in the state based on its performance in both leak
management and damage prevention.?% Staff also took in consideration the fact that as the
Company replaces older LPP, damages due to mismarks should decrease because, generally, the
older the pipe, the greater the chance that the Company has incomplete records, including
inaccurate location information. When older pipes are replaced with a newer pipeline for which
the Company knows the exact locations, including direction of run and depth and GPS
coordinates, this allows the Company to use updated and accurate mapping during the mark-out
process, greatly reducing the chances for error.8%® Finally, Staff notes that the Company earned
10 BPs in 2019 valued at $257,500; 10 BPs in 2020 valued at $293,000; and 10 BPs in 2021
valued at $341,000.8%" This performance indicates that the Company is able to meet and exceed
its currently-established targets, and adjusting those targets will ensure that the Company
continues to improve its performance related to damage prevention.

Based on the foregoing, Staff’s recommended metrics and associated revenue
adjustments discussed herein represent reasonable and appropriate targets based on the
Company’s historical performance, and will help ensure that the Company continues to improve
its performance while maintaining its position as a leader in the state with respect to damage

prevention. For those reasons, the Commission should adopt Staff’s recommendations.

D. Emergency Response
The Company proposed to maintain its current emergency response targets as

established by the 2021 Rate Order and the associated revenue adjustments, as shown in Table
4:898

894 Tr, 2680.
895 Tr, 2758.
8% Tr. 2687.
87 Tr. 2687.
898 Tr, 1116.
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Table 4.
Emergency Response Time Percent Completed (NRA)/PRA (BPs)

30 Minute Response >92% 6
>89% - <92% 4
>85% - <89% 2
>75% - <85% 0

<75% (12)

45 Minute Response <90% (8)

60 Minute Response <92% (5)

Based on the Company’s actual performance for the past five years, Staff believes
that the current targets and associated revenue adjustments are producing adequate response
times, and therefore agrees that the current emergency response targets and associated revenue
adjustments should continue.®®® The Company has not incurred any NRA associated with this
metric for the years 2019 through 2021. Additionally, the Company earned PRA BPs associated
with this metric as follow: two BPs in 2019 valued at $51,500; two BPs in 2020 valued at
$58,600; and two BPs in 2021 valued at $68,200.

E. Gas Safety Regulations Violations

In regard to the Non-Compliance with Pipeline Safety Regulations Metric, the

Company’s current targets and associated negative revenue adjustments are as follows: %%

Table 5.
Category Record Violations Per NRA (BPs) per
Calendar Year Occurrence
High Risk
Records 1-5 0
Records 6-20 Y

89 Tr, 2674.
%0 Tr, 1132.
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Records 21+ 1
Field 1-20 Y2
Field 21+ 1

Other risk

Records 1-15 0

Records 16+ Ya
Field All Violations Ya

Under the current structure, the cumulative maximum exposure for record and
field violations is 75 BPs in each calendar year. Record violations are currently capped at ten
violations for each code requirement. If the Company incurs more than ten violations for a
single code section, the Company must submit a remediation plan.®°*

In its initial testimony, the Company proposed to continue the existing targets and
associated NRAs for this metric. However, the Company also proposed, for record audits, that
only documentation required to be performed during the calendar year prior to calendar year in
which the record audit is conducted may constitute a non-compliance under this measure. The
Company also argued that there is no benefit in being penalized for its continuous updating of its
records as part of the Company’s effort to accurately reflect what is installed in the field. As
such, the Company proposed that any violations associated with map corrections should not be
counted as violations for NRA purposes. The Company further proposed to continue the practice
of Staff only citing the Company for a single instance of non-compliance when there is a
violation of both 16 NYCRR Part 255.603(d) (violation of the Company’s O&M Procedures)
and another specific section of 16 NYCRR Part 255 or 261.%02

Staff disagrees with Company’s proposal, and instead recommends the following

changes for the compliance with pipeline safety regulations metric target:

%L Tr, 1132.
%02 Tr, 1133.
903 Exhibit 335.
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Table 6.
Staff - Recommended Targets
Category OCCUrTences Max. NRA Max. PRA BPs/
NRA BPs BPs/Year PRA BPs Year
High Risk
Records -5 0
Records 6-10 1/2
Records 1+ 1 N/A N/A
Field All 1
75
Other Risk
Records -10 0
Records 11+ 1/4 N/A N/A
Field All 1/4

Staff recommends more stringent targets to emphasize the importance of
compliance with pipeline safety regulations, and to incentivize the Company to improve its
performance year after year. The Company should strive to reduce its number of violations to
zero. Staff also does not recommend any associated PRAs for this performance measure because
these audits and investigations are focused on compliance with the minimum pipeline safety
requirements, and therefore the Company should not be compensated for satisfying the
obligation to comply with minimum pipeline safety requirements. Staff further recommends
capping, at ten, the violations for the total record audit of the code sections identified in
Exhibit__(SPSP-3) that may result in an NRA.%** Staff recommends no cap to field audit and
investigation violations, as these are typically discovered when Pipeline Safety Staff witnesses
the Company performing an action or a task. Notwithstanding Pipeline Safety Staff’s presence,

violations of the minimum pipeline safety regulations or of Company’s procedures still occur.

%04 Tr, 2696-2697; Exhibit 336.
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Therefore, any violation discovered during field audit or investigation could indicate a lack of
competency in performing the action or task or lack of safety culture within the company.®%®
Additionally, Staff considers more than 10 record audit violations of a single code section to be
gross non-compliance with regulatory requirements, which may necessitate additional action. If
the Company incurs more than 10 record audit violations of a single code section, Staff
recommends that the Commission require the Company to file with the Secretary to the
Commission in this proceeding, within 90 days of Pipeline Safety Staff’s audit letter, a
remediation plan explaining how it will address and resolve the compliance issues. This plan
would include dates by which all cited violations will be brought into compliance or, where
appropriate, when remedial actions will be taken to mitigate recurrence.®%

The Commission should reject the Company’s proposal that, for record audits,
only the documentation required to be performed during the calendar year prior to the calendar
year in which the record is conducted may constitute a non-compliance under the safety
regulations measure. Staff conducts High-risk records audits annually, and Other-risk record
audits at various intervals, which may exceed one year. Therefore, Staff’s record audit should
not be limited to the documentation from the prior calendar year. Staff also conducts records
audits of projects that extend over several years, and any non-compliance found is to be
considered as a violation. Any violation that is not captured under this measure remains subject
to a potential penalty action under PSL §25-a.9%

Central Hudson took issue with Staff’s proposed safety targets as “not in
alignment with other New York State gas utilities.”%® Staff notes, however, that the new targets
for this safety metric discussed above will be recommended by Staff in an any future rate case

for all gas utility companies.®®® Staff has already recommended the same stringent targets in the

%5 Tr, 2699.
%6 Tr. 2699.
%7 Tr, 2701.
%8 Tr, 1158, 2764-2766.
%9 Tr, 2765.
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current rate proceedings for The Brooklyn Union Gas Companies d/b/a National Grid NY
(KEDNY) and KeySpan Gas East Corporation d/b/a National Grid Long Island (KEDLI).%*°

For all the foregoing reasons, the Commission should adopt Staff’s targets,
associated revenue adjustments, and other recommendations related to the Non-Compliance with

Pipeline Safety Regulations Metric, as discussed herein.

F. Leak Prone Services Replacement Program Initiative

In its initial testimony, the Company proposes a new gas safety enhancement
program under its Leak Prone Service replacement (LPS) program. The program focuses on
services that are considered leak prone pipe but are not included within the LPP main program.
The Company proposed to proactively address the services located in close proximity to a house
before they create hazardous situations, based on the Company’s belief that these LPS’ are more
likely to leak, causing future problems and higher emission levels.®! Additionally, the Company
considers LPS to pose potentially higher risk than leak prone main as they are located near
buildings.®*? The Company proposed the following performance targets and associated PRAS to

the proposed LPS program:®*3

Table 7.
Number of Service Replaced PRA (BPs)
76 - 100 8
51-75 4
0-50 0

Staff agrees conceptually with the Company’s proposed LPS program, but
recommends different target tiers for the Company to earn PRAs. Specifically, Staff proposes

the following targets and associated revenue adjustments:®**

%10 Tr, 2766.
1 Tr, 1118.
%2 Tr, 1118.
%13 Tr, 1119.
914 Exhibit 335.
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Table 8.

New Program Targets of LPS PRA (PBs)
Leak Prone Services 185 - 245 8
Replacement Staff’s 124 - 184 4

Recommendation <123 0

In its response to DPS-564, the Company quantified the remaining LPS in its
system to be approximately 1,224 services.’®® Staff’s recommendation provides the Company
with incentives to remove all LPS in its system with five to approximately six years for an
annual PRA of 8 BPs, or within approximately seven to ten years for an annual PRA of 4 BPs.
Staff is confident that the Company can achieve these targets in parallel with the ongoing LPP
main program.6

The Company expressed concerns that Staff’s recommendation did not consider
the cost related to removing LPS,®!" and that the targets and PRAs recommended by Staff may
not provide the Company adequate incentive to pursue those rewards.*® Staff notes, however,
that such a program, and the associated PRA structure, was first proposed by the Company.®*® In
agreeing with the Company that it should have an opportunity to earn PRAs for this program,
Staff is actively encouraging the Company to remove the LPS from its system. In any event, the
Company’s primary focus should on improving safety on its gas system by replacing the
leak prone services, instead of only on the potential number of PRAs that it could achieve.®?

For all the foregoing reasons, Staff recommends that the Commission approve the
Company’s proposed LPS program modifications and associated targets and revenue

adjustments, as modified by Staff.

95 Exhibit 334 (DPS-564).
96 Ty, 2711.
a7 Ty, 2772.
98 Ty, 2773,
%9 Ty 2772.
920 Ty 2773,
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G. Residential Methane Detection Program

In its initial testimony, the Company stated that, as directed in the Order Adopting
Terms of Joint Proposal and Establishing Electric and Gas Rate Plan in Case 17-G-0460, the
Company developed an RMD program using NRA funds. The Company targeted two groups at
the beginning of this program: (1) residential natural gas customers through the Company’s
“CenHub” store, by receiving a one-time credit of 50% savings off the retail price of the
detector; and (2) natural gas customers who received Home Energy Assistance Program
(HEAP).92! The Company proposed to continue the existing program during the Rate Year,
while re-evaluating and researching enhancements to the program in accordance with newly
developed National Fire Prevention Association guidelines. The Company anticipates that an
enhanced program would be established and rolled out during a future Rate Year.%?? In its
response to DPS-574, the Company stated that it replaced 14 methane detector units in 2021,
nine units in 2022, and zero units in 2023.922 The Company also confirmed that the RMD
program is now restricted to providing replacement units to customers that have a methane
detector that has operated/alarmed or returned for a false positive. The Company further added
that it intends to review the program in 2024 and will have an approved plan in place by
December 31, 2024, with a planned execution targeted for 2025. In its response to DPS-729, the
Company confirmed that it did not purchase any new RMD units during years 2021, 2022, and
2023.924

Staff agrees that the Company should continue providing RMD units to its
customers. However, Staff recommends that part of the $100,000 currently funded through the
Company’s O&M approved by the 2021 Rate Order be applied towards researching and
developing an enhanced RMD program, with connected methane detector devices that make use

of Long-Range Wide Area Network technology with long device battery life, similar to RMD

921 Tr, 1134-1135.

922 T, 1135,

923 Exhibit 334 (DPS-574).
24 Tr, 2704,
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units used by Con Edison in its service territory, and to pursue the deployment of new RMD

devices to its customers.%?®

H. Pipeline Safety Management System

A Pipeline Safety Management System, or PSMS, is the American Petroleum
Institute’s recommended practice (API RP 1173) that establishes an end-to-end safety framework
for pipeline operators under jurisdiction of the US Department of Transportation.®?® The goal of
PSMS is to result in zero safety accidents or incidents. In its initial testimony, the Company
reported that, in the past three years, it has taken various steps towards implementing PSMS.%7
The Company stated that it is continuing to pursue PSMS as a focus by hiring a new employee
on May 30, 2023 dedicated to lead the Company’s PSMS implementation.®® The Company
further noted that it will continue to develop its PSMS program and anticipates a completed
Road Map in 2023, with findings and executing opportunities identified in the Road Map to
begin in 2024 and continue through subsequent rate years.®?® The Company also stated that it
will continue to participate in the Northeast Gas Association PSMS Committee to implement
technical and tactical guides, communicate what PSMS is and its benefits, and to enhance the
resource sharing on-line portal.

In the 2021 Rate Order, the Commission approved the Company’s plan to develop
a PSMS program and authorized $549,000 over a three-year plan for this effort.®° In these rate
proceedings, the Company proposed $250,000 in funding for the Rate Year and for two
additional rate years, totaling $765,605 of incremental expense, primarily for consultants, to
implement its PSMS program. To support its Rate Year request, the Company provided only a

one-page document with no meaningful descriptions of actual services to be performed, and no

925 Tr, 2705-2706.
6 Tr, 2706-2707.
%21 Tr, 1136-1137.
98 Tr, 1136.
929 Tr, 1136.
90 Tr, 4091.
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dollar amounts to support or justify the $250,000 forecast, only stating that “detailed [statements
of work] are not yet available for future work™ associated with the PSMS request. %!

While the PSMS is not a mandated program, Staff encourages, and supports the
continuation of funding, at reasonable levels informed by historical spending, as well as future
needs. However, based on its review of documentation provided, Staff found that the Company
had only spent about $202,000 of the three-year rate allowance, spending on average $67,000 per
year in 2020, 2022, and 2023 and less than $1,000 in 2021.%%2 As a result, Staff recommended a
$150,000 reduction to the Company’s Rate Year forecast, for an allowance of $100,000, in
support of the Company’s effort to implement a PSMS program.

In its rebuttal testimony, the Company argued that Staff’s recommendation of
$100,000 per year is insufficient to implement programs for each phase of the Road Map that is
required to reach a mature PSMS program.®*® The Company also introduced, for the first time, a
different half-page PSMS forecast of 2024 costs purportedly prepared by the Company’s
consultant, in support of the $250,000 request.®** The Company did not provide the full
consultant’s report until it responded to DPS-775 on January 16, 2024.9° When asked why it
had not previously provided this information in support of its $250,000 request, the Company
only asserted that it “had a verbal estimate from its consultant” and “[r]elated documentation was
not received until December 1, 2023.7%% At no point between receiving the consultant’s report
on December 1, 2023, and when the Company filed rebuttal testimony on December 19, 2023,
did the Company make an attempt to update its response to IR-609 to now include the report.®%’

Initially, Staff questions the timing of this consultant’s report and whether it

actually supports the Company’s initial request for $250,000 in the Rate Year, or whether it is an

%1 Exhibit 299 (DPS-609); see also Tr. 1167-1168 (“Q: When the company responded to this I.R. on
October 12", did it — it did not provide any written estimates or scopes of work from its P.S.M.S.
consultant, is that correct?” “A. That’s correct.”).

92 Tr, 4092.

933 Tr. 1159.

%4 Tr. 1160; Exhibit 226.

935 Exhibit 505, Attachment 1.
936 Exhibit 505.

%7 Tr. 1169.
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attempt by the Company to justify that request after-the-fact. The Company’s initial request for
$250,000 was not supported by any evidence on the record other than what the Company claims
to be a “verbal estimate,” and no supporting documentation was even prepared until at least
December 1, 2023, after Staff had already filed its initial testimony on November 21, 2023.
Moreover, the Company only included as part of its rebuttal testimony what appeared to be a
half-page forecast of 2024 costs, and the Company did not provide the full report until January
16, 2024 — well over four months after the Company initially filed its initial rate case seeking
$250,000 in the Rate Year for this project, and only one week prior to the commencement of
evidentiary hearings, leaving parties little time to fully review that document. In any event, the
report shows BEGIN CONFIDENTIAL INFORMATION <
|
I > E\D CONFIDENTIAL INFORMATION.%# Based on this
information, the Company’s Rate Year forecast of $250,000 appears to be greater than what the
Company could be able to physically accomplish in the Rate Year according to the consultant’s
timeline specified in the report. In addition, the Company acknowledges that available funds
from the 2021 Rate Plan’s rate year 3 allowance for PSMS could be applied towards the 2024
work forecasted in the Company’s Exhibit__(GSP-5).9°

Based on the foregoing, Staff’s recommendation to reduce the Company’s Rate
Year allowance to $100,000 for PSMS implementation remains reasonable and strikes an
appropriate balance between supporting the Company’s efforts in developing and implementing
a PSMS program while not overcharging ratepayers to achieve it. Accordingly, Staff
recommends that the Commission adopt Staft’s adjustment to the Company’s PSMS allowance

for the Rate Year.

. Community Gas Emergency Response Drill Program
The Company proposed to continue the existing program, which provides

simulated full-scale gas emergency exercises to test and enhance communication protocols and

98 Exhibit 505.
%9 Exhibit 505.
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logistics of all first responder organizations within a community.®*® The current program
operates as follows:
Table 9.

Other Gas Safety Initiatives/Programs PRA (BPs)

Conduct Municipal wide Gas Emergency Drills (4 BPs

per occurrence for up to two times per year)

Staff agrees that the Company should continue its current Community Emergency
Response Drill Program, while having an opportunity to earn a PRA of four BPs per drill with a
cap of two drills per year.®** The objective of the Community Gas Emergency Response Drill
Program is to conduct a municipality-wide gas emergency drill that evaluates the coordinated
response of the Company and municipal agencies to a gas event. Full-scale exercises were
conducted in June and 5 October 2022, on which the Company received positive feedback.®*2

J. Permalock Tapping Tee Assemblies
In its initial testimony, the Company discussed the uncertainty stemming from

pending Commission action in Case 23-G-0083, related to Permalock Tapping Tee
Assemblies.®® In light of those uncertainties, the Company did not propose any new gas safety
enhancements but reserved the right to pursue deferral authority to account for any future
inspection and/or remediation associated with Permalock Tapping Tees.®** Staff acknowledges
the regulatory uncertainty about the remediation work that the Commission may order in Case
23-G-0083. However, such issues are better suited to be addressed by the Commission in Case
23-G-0083.%4 Accordingly, Staff recommends that the Commission take no action in these rate

proceedings regarding Permalock Tapping Tee Assemblies.

%0 Tr, 1137.
%1 Tr, 2710.
%2 Tr, 2709-2710.
93 Tr, 1140-1141.
%4 Tr. 1141.
%5 Tr, 2717-2718.
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X. CUSTOMER SERVICE

As we noted at the outset of this Initial Brief, these rate proceedings have
unfolded against the backdrop of issues stemming from Central Hudson’s 2021 deployment of its
CIS and related management matters. The Company has erroneously blamed its poor customer
service record and increased arrears levels on high commodity costs,**® certain communications
from outside organizations and elected officials,®*” and the default of Columbia Utilities.%*
Central Hudson’s testimonies and discovery responses, however, indicate that the Company’s
own actions and lack of customer communication have led to customer “confusion, and
anxiety,”%* poor customer service, and high customer arrears. Those actions include, among
others, the failed launch of the Company’s customer billing system and its delayed

implementation of automated collections within SAP.

A Customer Service Performance Metrics

Customer service performance indicators, or CSPIs, are data points used by the
Department’s Office of Consumer Services (OCS) to measure the utilities’ levels of customer
service so that the Commission can determine whether the utilities are providing adequate
service to their customers. These CSPI mechanisms help align shareholder and ratepayer
interests by tying earnings consequences to a utility’s customer service record.**

Central Hudson currently has NRAs associated with the following three CSPI
metrics: PSC Complaint Rate, Customer Satisfaction Survey, and Percent of Calls Answered
Within 30 Seconds. Per the Commission’s 2017 Order in Case 15-M-0566, the Company also
reports on Estimated Bills and Appointments Kept on its monthly CSPI reports, but there are no

NRAs associated with these two metrics.%?

96 Tr. 2996.
947 Tr. 2994.
98 Tr. 2995.
%9 Tr, 2994,
%0 Tr, 4342-4343.

91 Case 15-M-0566, In the Matter of Revisions to Customer Service Performance Indicators Applicable
to Gas and Electric Corporations, Order Adopting Revisions to Customer Service Reporting Metrics
(issued August 4, 2017) (CSPI Order).
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The Company proposed no changes to its current CSPI metric targets and to the
associated negative revenue adjustments. The Company proposed altering the PSC Complaint
Rate methodology and making several changes to the Residential Customer Satisfaction Survey,
as outlined in the following sections.

As detailed in the following sections, the SCSP recommended that the
Commission continue the use of the three existing metrics: Call Answer Rate, Customer
Satisfaction Survey, and PSC Complaint Rate. The SCSP also recommended adding a fourth
metric for Estimated Bills. For the Call Answer Rate, the Panel recommended to maintain the
existing target range of 67% to 55.8% and to increase the maximum NRA from 15 to 18 basis
points. For the Customer Satisfaction Survey, the SCSP agreed with the Company’s proposal to
switch to the Statewide Pilot Survey format and to split the recipients into two categories based
on the interaction types. The SCSP proposed an increase in the total NRA for the Survey from
15 to 18 basis points, splitting it evenly between the High Priority Interactions and the General
Account and Billing Interactions. The SCSP proposed no change to the target of 89%. For the
PSC Complaint Rate, the SCSP proposed maintaining the existing target rate of one and to
increase the total NRA from 15 to 18 basis points at risk. For the Estimated Bills metric, the

SCSP proposed a target range of 1% to 10% and a total of 18 basis points at risk.

1. PSC Complaint Rate

On page 27 of its Customer Experience Panel’s initial testimony, the Company
proposed to exclude complaints related to commodity prices from the PSC Complaint Rate
metric while maintaining the existing target of 1.0. The Company asserted that these complaints

“are outside of the Company’s control,”>

and therefore “do not present a just cause for charging
a complaint against the Company and do not show or point to any deficiency in the Company’s
service to customers.”®> The Company also claimed that the exclusion would increase
alignment across the state since Con Edison has a similar exclusion.

On page 37 of the SCSP’s direct testimony, Staff recommended inclusion of

commaodity price-related complaints. In response to DPS-355, the Company provided a root

%2 Tr, 3012.
%3 Tr, 3012.
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cause analysis that it began implementing in the third quarter of 2023.%* That analysis did not
have a category for commodity price-related complaints. Staff thus concluded that the Company
had not demonstrated its ability to accurately categorize commodity price-related complaints.
The SCSP further testified that excluding commodity price-related complaints would not
“increase alignment across the state,”%> as argued by the Company, because only one major
utility in the state currently has a similar commodity price-related exclusion.%®

In his testimony, Gregg Collar of UIU briefly stated that UIU is not opposed to
the exclusion because commodity prices are beyond the Company’s control and because the
exclusion would supposedly increase alignment across the state, citing Con Edison’s similar
exclusion.®’

In its Customer Experience Panel’s rebuttal testimony, the Company claimed that
it uses a category entitled “PRICING-bill is correct” to identify complaints for which commodity
prices are the root cause.®® The Company further stated that it places complaints in that
category when it has verified that actual meter reads have been billed bi-monthly and there are
no other complaints regarding the handling of other account activity. The Company’s Customer
Experience Panel, however, acknowledged several issues with the Company’s use of the
“PRICING-bill is correct” category at the hearing. During cross examination, the Customer
Experience Panel confirmed that the Company uses the “PRICING-bill is correct” category for
high bill complaints when the customer’s usage is similar to the same billing period of the prior
year and actual meter reads have been performed consistently.®>® But the Company also
confirmed that an accurate classification of a complaint as "PRICING-bill is correct” depends on
accurate results from its SAP CIS system.®® The Customer Experience Panel further
acknowledged that “there may be some issues regarding a meter read that may affect our ability

to...definitively determine whether [a complaint] was related to billing” that “would not

%4 Exhibit 353 (DPS-355).
%5 Tr. 3012.

96 Ty, 4355-4356.

%7 Tr. 493,

%8 Tr. 3041.

%9 Ty, 3103.

%0 Ty, 3103,
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necessarily prohibit us from analyzing these cases to determine if it’s a price right, high bill
complaint.”%! Furthermore, if the customer’s complaint touched on several issues, the Company
would assign, at its discretion, only “the most relevant”? complaint category.®®

Staff disagrees with the proposed exclusion of commaodity price-related
complaints for several reasons. First, although commodity prices are beyond the Company’s
control, escalated complaints are not. Complaints are received by the Department call center
after a customer is unable to resolve their issue with the Company. The Quick Response System
(QRS) utilized by the Department gives the Company an additional chance to resolve the
customer’s issue before the complaint is escalated and reclassified as a Standard Resolution
System (SRS) complaint that is counted in the PSC Complaint Rate metric. Utilities also have
an opportunity, on a case-by-case basis, to request that an SRS case be downgraded back to a
QRS if they believe that a case was escalated without cause. The Company thus has more than
one opportunity to resolve a customer’s concern before it becomes an escalated complaint that is
included in the PSC Complaint Rate metric.

Second, Staff believes that excluding commodity price-related complaints would
eliminate an incentive that encourages the Company to perform important customer outreach.
The Company acknowledged as much when it stated that its requested “increase in Consumer
Outreach staff and their work is aimed not only at resolving PSC complaints, but also at
conducting important outreach activities in the communities we serve in order to answer
questions before they become complaints.”®®* Notably, Staff is recommending that the
Commission approve the Company’s proposed Consumer Outreach staffing increase.

The Company could also implement additional customer outreach measures when
commodity prices are expected to increase. These could include training Company
representatives who handle customer calls to explain how commodity prices affect bills, which

may reduce the number of initial QRS complaints, as well as the number of QRS complaints that

%1 Tr, 3103-3104.

%2 Tr, 3108.
%3 The Customer Experience Panel acknowledged that, despite its reliance on Con Edison’s supposedly
similar exclusion, it is not familiar with Con Edison’s methodology for categorizing commodity

price-related complaints. Tr. 3101-3102.
%4 Tr, 3008.
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are escalated to SRS complaints. In this way, PSC Complaints related to commaodity prices can
help the Commission assess the effectiveness of the Company’s communication to customers
about commaodity pricing. The level of escalated complaints also speaks to the Company’s
responsiveness to initial complaints and its ability to effectively resolve complaints with
customers. Thus, the Company has multiple levers to address customers’ concerns or questions
about commodity costs before they become PSC Complaints, and it cannot be said that such PSC
Complaints are entirely outside the Company’s control.

Further, the Company’s “PRICING-bill is correct” category is vague, as there are
numerous components that make up a utility bill, such as delivery charges and delivery-related
surcharges. The Company appears to be relying on only its perceived accuracy of the bill to
categorize a complaint related to commodity pricing into its “PRICING- bill is correct” category.
According to the statement made by the Company’s Customer Experience Panel at the hearing,
the Company is placing all other high bill-related complaints into its miscellaneous category,
which contradicts the information provided by the Company on page 2 of Exhibit_(CEP-4R).%
That exhibit clearly shows a second “PRICING” category. This discrepancy calls into question
the accuracy of Central Hudson’s information.

Staff is also concerned by the prospect of excluding complaints from the PSC
Complaint Rate metrics based only on the Company’s determinations as to which complaints fall
into the commodity price-related category. If the SAP CIS system is rendering inaccurate bills,
the Company cannot be completely sure that its categorizations are accurate. As the Customer
Experience Panel admitted, its consumer outreach representatives must make a judgement call
when determining the root cause of a complaint.%®® The panel then confirmed that the Company
does not conduct an audit to validate the categorizations, which is also concerning to Staff.%’
The PSC Complaint Rate is the only metric that is handled directly and verified by Department
Staff and does not include data provided by a utility. Allowing complaints to be excluded at the
Company’s discretion, especially without independent validation, could inappropriately, and thus

inaccurately, skew the PSC Complaint Rate metric. This is particularly true when one considers

%5 Tr. 3110-3111.
%6 Tr, 3108.
%7 Tr. 3124.
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that the Company can request that an escalated complaint be downgraded, which provides it with
an opportunity to exclude complaints that were unfairly escalated on a case-by-case basis.

The Company’s argument that the exclusion of commodity price-related
complaints would increase alignment across the state is inaccurate since only Con Edison has a
similar exclusion. Allowing a second utility to exclude these complaints would, in fact, decrease
alignment across the state. For all of these reasons, Staff does not recommend excluding
commodity-price related complaints from the PSC Complaint Rate metric.

In its rebuttal testimony, the Company’s Customer Experience Panel also
provided an analysis of the 114 comments received at the in-person public statement hearings
and claimed that only seven speakers at those public statement hearings had unresolved issues, as
shown in Exhibit__(CEP-3R).%%® Staff notes that this analysis is misleading in that the Panel
stated that only seven complaints, or 5%, of those comments had “unresolved issues.”%%® But per
the Company’s Exhibit (CEP-3R), over 61% of those speakers who provided comments were
“untraceable” due to “lack of specificity, unable to locate account, no issues reported.”®’® It is
therefore plausible that significantly more than 5% of speakers had unresolved billing issues.

Staff disagrees with the Company’s claims that PSC complaints are a “lagging
indicator.”®"* This claim is confusing and ambiguous. Utility customers will call OCS Staff
with a complaint only because the utility did not resolve the customer’s initial concern, and PSC
complaints generally provide a utility with another opportunity to interface with a customer and
resolve that customer’s concern. Staff believes that PSC complaints will return to baseline levels
when the Company resolves outstanding issues regarding its SAP CIS and communicates with its
customers via enhanced customer outreach and education that its billing is accurate.

In its rebuttal testimony, the Company stated the CSPI metrics are “strongly

correlated with one another””®’? and with commaodity price fluctuations that are beyond the

%8 Exhibit 181.
%9 Tr. 3039.
90 Exhibit 181.
1 Tr. 3038.
92 Tr, 3055.
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Company’s control.’”® Staff disagrees with the Company’s claim that the metrics are “strongly
correlated,” as evidenced by the Company’s performance on the Customer Satisfaction Survey
metric in 2021 or the Call Answer Rate metric in 2020, which did not affect other metrics.

Moreover, the Company’s Exhibit (CEP-6R),°’* which the Company claimed
shows the correlation between CSPI metrics and commodity prices,®” is unconvincing for
several reasons. First, the Company does not describe the methodology it used to develop the
exhibit. The Company also did not provide the underlying data or the sources for this data to
enable Staff or other parties to verify the exhibit’s contents. Finally, several data points are
denoted as “one-month lag,” namely “PSC Complaints Received,”®’® “Customer Sat.” and “Calls
requesting CSR,” which Staff notes is not the same as the Call Answer Rate metric addressed in
Section X.A.3. Accordingly, the percentage correlations provided in the Company’s rebuttal
testimony®’’ are skewed and unreliable. Staff also notes that, even if the Company believes there
is a correlation between these metrics, such a correlation would also make it easier for the
Company to improve its performance on all of its metrics.

Table 10 below shows a comparison between commodity prices and initial PSC
complaints against Central Hudson and Orange and Rockland Utilities, Inc. (O&R), whose
service territory is similarly situated to Central Hudson. This table shows that escalated
complaints do not necessarily increase with commodity prices. Prior to the SAP CIS cutover,
while commodity prices previously fluctuated, initial complaints at Central Hudson remained at
consistently low levels. The initial complaints for Central Hudson began to increase after the
SAP CIS cutover on September 1, 2021, and were possibly exacerbated due to customer
confusion as commaodity prices increased in the beginning of 2022 due to customer confusion.

Notably, O&R did not experience a similar spike in initial complaints. As seen in

Table 10, complaints for O&R remained consistent during the time that commodity prices

973 Tr. 3055.
974 Exhibit_ (CEP-R)
975 Exhibit 184.

976 Tt is unclear if the Company’s data for “PSC Complaints Received” is based on initial complaints or

escalated complaints, which are counted in the PSC Complaint Rate metric and associated negative
revenue adjustment.

97 Tr. 3055-3056.
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fluctuated, leading Staff to conclude that commodity prices were not the cause of the spike in
complaints:
Table 10.978.97

2. Residential Customer Satisfaction

The Company has proposed replacing its Residential Customer Satisfaction
Survey with the Pilot Statewide Survey,*° which is scored on a 5-point scale with only one
question. The Company also proposed to split the survey recipients into two target groups: High
Priority Interactions and General Account & Billing Interactions. High Priority Interactions
would include gas odor calls, electrical emergency calls, customer reported outages, and reports
of streetlights out. General Account & Billing Interactions would include payments made,
budget billing plan changes, ESCO changes, notification preference changes, installment plans
created, energy efficiency program enrollments, customer contact info updates, meter read
submissions, start or transfer service, bill cancellations, NYSERDA On-Bill Financing program,

Energy Affordability Program credit, HEAP commitment, debits/credits, Encoder Receiver

%78 Comparison of initial complaints received by OCS Staff for Central Hudson and Orange and
Rockland versus commodity pricing, with complaint data sourced from the monthly Consumer
Complaint Activity reports filed under Matter 19-00950 and provided in the Company’s response to
DPS-771. See Exhibit 561.

79 Commodity pricing was sourced from Central Hudson’s website:
https://www.cenhud.com/en/account-resources/rates/gas--electric-supply-prices/ See Exhibit 561.

%0 Tr, 3012-3014.
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Transmitters opt-out, permit/pressure test, meter changes, rate changes, field visits, and service
orders.

The Company proposed to use multiple survey channels including email, phone,
text, web and mobile application, and field visits. The Company stated that the Pilot Survey is a
better representation of customer satisfaction because it avoids the cumbersome paper survey of
its existing Customer Satisfaction Survey, it includes customers who interact with the Company
through multiple channels, it is a consistent measurement that all New York utilities utilize, and
it was recommended by the Department.®®! The Company proposed a target of 3.08 with basis
point NRAs of 2.5 to 7.5 on a sliding scale below the 3.08 target for each of the two survey
categories beginning in 2025.%?

In the Staff Consumer Services Panel’s initial testimony, Staff agreed with the
Company’s proposal to replace the existing Customer Satisfaction Survey with the Pilot
Statewide Survey established in the Customer Service Performance Indicator Proceeding, Case
15-M-0566. Staff recommended that the Company ensure that it surveys a consistent number of
customers throughout the year, rather than concentrating surveys in a particular quarter. SCSP
stated that the survey should be transaction based, meaning that a survey should be generated
upon a customer's interaction with the Company. The SCSP also agreed with dividing the
survey recipients into two groups based upon interaction types and recommended that every
transaction be included in one of the two groups. According to SCSP, the Company should track
and report the transaction or contact types that generate the surveys. The SCSP disagreed,
however, with the Company’s proposal to lower the target and recommended keeping the
existing target of 89% for each of the recipient groups, meaning that 89% of the responses must
be either a “4” for “Satisfied” or a “5” for “Very Satisfied.”%*

UIU opposed the Company’s proposal to split the Customer Satisfaction Survey
into two survey groups because this could allow the Company to shift its NRA exposure due to
the splitting of the transaction types.®®* UIU also stated that the Company’s lack of clarity on

%1 Tr. 3013.
%2 Tr. 3016.
%3 Tr. 4364-4366.
%4 Tr. 489.
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whether an equal number of transactions would be surveyed between the two categories could
lead to the Company gaming or manipulating the results.%?®

In rebuttal testimony, the Company disagreed with maintaining the existing
survey target of 89% because, according to the Company, the Pilot Statewide Survey has had
lower results, on average, than the existing Customer Satisfaction Survey. The Company
acknowledged, however, that it has not conducted any formal analysis of the difference in results
between the Pilot Statewide Survey and its existing Customer Satisfaction Survey.*®® Based on
these supposed differences, the Company initially proposed reducing the target from 89% to
72%. The Company also stated that the target should be further reduced by an additional 13% to
accommodate the likely lower ratings from the half of its 27% of customers who are in arrears.%’
In the Company’s estimation, half of the 27% of current customers who are in arrears would not
respond as either “Satisfied” or “Very Satisfied.” ®®8 The Company thus proposed a total target
reduction of 89% to 59% or, alternatively, a conversion to the five-point scale with a target of
3.08.%8¢°

The existing Customer Satisfaction Survey is a mailed, paper survey administered
by the Company. Staff agrees with changing from this cumbersome method to the Pilot
Statewide Survey with multiple survey channels including email, phone, text, web and mobile
application, and field visits. As the Company noted on page 28 of its Customer Experience
Panel’s initial testimony, the Pilot Statewide Survey “is a better representation of customer
satisfaction” and “is designed to align with current customer preferences to encourage
participation through ease of use...”%%

Staff finds the Company’s newest proposal in its rebuttal to reduce its Customer
Satisfaction Survey target to accommodate half of the customers who are in arrears, and thus

potentially unhappy, to be inappropriate and concerning. The Commission should reject the

%5 Tr. 489.
%6 Tr, 3128-3129.
%87 Tr. 3044-3045.
%8 Tr. 3044-3045.
%9 Tr, 3045-3046..
%0 Tr, 3013.
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Company’s argument that a target reduction is warranted because the Pilot Statewide Survey
results were typically lower because both surveys have been in use since 2019 and the Company
did not provide any analysis to determine the reason for the difference in results.®%

Additionally, in response to the question of whether it expects to be at or above baseline (i.e., the
period prior to the SAP CIS launch) performance levels for these metrics by July 1, 2024, the
Company stated that it “expects to return to or exceed baseline performance levels for each if
these metrics” by that time.®®? This expectation negates any reason to lower the existing metrics
targets.

Staff recommends maintaining the current target of 89% rather than decreasing
the minimum target to 59%, or 3.08 on the five-point scale, as proposed by the Company. The
Company’s proposed target is inappropriately low and would create the potential for the
Company to significantly backslide on its customer service performance in relation to this
metric. Notably, no other major utilities have targets below 82%. Additionally, converting to a
5-point scale as proposed by the Company would create confusion and difficulty in comparing
993

Central Hudson with the other major investor-owned utilities, which, aside from Con Edison,

use a percentage for this metric.

3. Call Answer Rate

The Company stated in its initial testimony that it had met the target for Percent
of Calls Answered by a Representative within 30 Seconds in 2021 and 2022.%% It further stated
that it was not proposing any changes to the Percent of Calls Answered by a Representative
within 30 Seconds metric in these rate cases.*®®

Staff subsequently found that the Company had miscalculated its Percent of Calls
Answered by a Representative within 30 Seconds, or Call Answer Rate, for at least the past five
years. On page 5 of the Appendix to the CSPI Order, the Commission defines “[t]he percent of

calls answered by a representative” as “the percentage of total incoming calls requesting a

%1 Tr. 3128-3129.

992 Tr, 2996.

93 Con Edison’s minimum target for this metric, which is an index value, is 3.85 on a five-point scale.
994 Tr, 2997.

95 Tr. 3011.
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representative that were answered by a representative within 30 seconds.” The CSPI Order
stipulates that the response rate is calculated by dividing the number of total calls answered
within 30 seconds by the number of calls requesting a representative, less all calls abandoned
within 30 seconds, and then multiplying by 100. Page 60 of the Joint Proposal adopted by the
Commission in the Company’s 2021 Rate Order defines the Call Answer Rate as the “percentage
of calls answered by a Company representative within 30 seconds of the customer’s request to
speak to a representative between the hours of 8:00 p.m. and 4:30 p.m. Monday through Friday
(excluding holidays).” The Joint Proposal also states that the “performance rate is the sum of the
system-wide number of calls answered by a representative within 30 seconds divided by the sum
of the system-wide number of calls where a customer requests to speak with a representative.”
Furthermore, as stated by the SCSP, the Company’s Metrics Manual, which provides the

calculations for each metric and the associated processes, aligns with these definitions: BEGIN

CONFIDENTIAL INFORMATION<< |
-

...
.|
.|
I > >EN\D CONFIDENTIAL INFORMATION.%®

The Call Answer Rate reported by Central Hudson over the last five years,
however, was calculated using a method that is inconsistent with the CSPI Order, the 2021 Rate
Order, and even the Company’s own metrics instruction manual.*®” Specifically, the Company’s
response to DPS-718 explained that the Company’s callback queues have a targeted time frame
of two hours for the customer to receive a call back, and “adherence to the two hour target [was]
counted as if the call was answered within 30 seconds and included within the Percent of Calls
Answered by a Representative Within 30 Seconds metric.”%%® Also in its response to DPS-718,

the Company disclosed that customers who are placed on virtual hold, which is the option to

hang up, reserve a spot in the queue, and receive a call as soon as the next rep is available, are

9 Tr, 4350,
97 Tr, 4359,
%8 Exhibit 353 ( DPS-718).
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considered answered once the option is accepted by the customer.®®® But neither calls placed on
virtual hold, nor return calls from a callback queue within two hours, constitute calls answered
within 30 seconds in the Call Answer Rate metric per the parameters provided in the CSPI Order
and the 2021 Rate Order.

Based on the corrected Call Answer Rate calculations performed by Staff, %% the
Company should have incurred an NRA of 10 basis points, or approximately $1.27 million for
2022, $600,000 for 2021, and $150,000 for 2020. Staff recommended in its SCSP initial
testimony that the Commission require the Company to recalculate its Call Answer Rate metric
results for each month of 2020 through 2023 utilizing the correct formula and re-file the monthly
results with the Secretary to the Commission under Case 15-M-0566.%0

The Company has maintained that customer callbacks should be included within
the numerator and denominator of the calculation and that this inclusion aligns with the intent
and purpose of the Call Answer Rate metric.1®2 The Company has further proposed a reduced
target range of 63% to 52%, which is based on its performance during calendar years 2015
through 2019 with callbacks included.'®® The Company confirmed that calls on virtual hold that
are successfully reconnected with the customer who accepted the virtual hold transfer are part of
the Company’s “service level”1%% or Call Answer Rate.

Staff disagrees that the inclusion of callbacks within a two-hour time frame aligns
with the intent and purpose of the Call Answer Rate metric and recommends that the
Commission deny the Company’s request as inconsistent with the plain language in the CSPI
Order and the 2021 Joint Proposal. Staff’s position is that the intent and purpose of the Call
Answer Rate metric is to measure the percentage of calls requesting to speak with representative
that actually reach a live representative who is ready to address the customer’s concern when the

call is answered.

% Exhibit 353 (DPS-718).
1000 Ty, 4361-4362.

1001 Ty, 4362-4363.

1002 Tr, 3047,

1003 Tr, 3048-3049

1004 Tr, 3113,
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The Company stated that offering “a callback option can reduce the number of
abandoned calls, as customers who might otherwise hang up due to long wait times can opt for a
call back instead.”*%® But Staff considers this option as simply another type of hold in which the
customer will have to wait for assistance. Including callbacks and virtual hold interactions as
answered within 30 seconds serves no purpose other than to allow the Company to artificially
manipulate the metric as it does not increase the number of customers who are actually assisted
by a representative within 30 seconds.

Also, the Company refers to the percent of calls answered by a representative
within 30 seconds metric as its “Call Service Level.”%%® The Company confirmed that the calls
on virtual hold have been part of the Service Level, %" which Staff argues also conflicts with the
CSPI Order.

Staff maintains its recommendation that the Commission require the Company to
recalculate its Call Answer Rate metric results for each month of 2020 through 2023 utilizing the
correct formula as defined in the CSPI Order and to re-file the monthly results with the Secretary
to the Commission under Case 15-M-0566. Staff also recommends that the Commission deny
the Company’s proposal in its rebuttal testimony to reduce the target range from 67% through
55.8%, to 63% through 52%, to align with the Company’s performance in 2015-2019 with
callbacks included. This reduction would enable the Company to backslide without incurring an

associated NRA, which is inconsistent with the purpose of NRAs.

4. Estimated Bills

In the SCSP’s initial testimony, Staff recommended that the Commission impose
an Estimated Bill metric with an associated NRA that would begin at the start of the Rate Year to
further incentivize the Company to provide actual meter reads as soon as possible. Staff’s
proposal included a four-tiered target structure with an associated basis point NRA for each tier.
The first tier would apply if the Company rendered an average of 1% or less of its bills with an
estimated meter read. The second tier would apply if the Company has issued greater than 1% to

less than or equal to 4.5% of its bills with an estimated meter read. The third tier would apply if

1005 Ty, 3048.
1006 Ty, 2996.
1007 Ty, 3113.
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the Company has issued more than 4.5% of estimated bill up to 10%. Finally, the fourth tier
would apply if 10% or greater of bills are issued with an estimated meter read. Staff’s method
for determining these tiers is described in detail in its response to CH-028.19% The total risk
would be 18 BPs for the highest tier, and this metric would be applicable only to scheduled meter
reads in a given month,0%

UIU proposed that Percent of Estimated Bills be added to the Company’s current
list of CSPIs. UIU proposed the following targets and NRAs. If the percentage of estimated
bills exceeds 12.3%, then the Company would be subject to an NRA of 5 basis points. If the
percentage exceeds 13.3%, then the associated NRA would be 10 basis points. And if the
percentage exceeds 14.3%, then the NRA would equal 15 basis points. UIU states that the
addition of this metric with an associated NRA “will provide a safeguard for Central Hudson
customers who experienced delayed and inaccurate invoices, confusion, and anxiety during the
launch of the SAP CIS and who are now being asked to bear the costs for the Company to roll
out monthly meter reading.””10%

In its Customer Experience Panel’s rebuttal testimony, Central Hudson did not
disagree with Staff’s proposal to add an Estimated Bill metric with an associated NRA. The
Company disagreed, however, with the targets and NRAs proposed by Staff. The Company
proposed a higher set of target tiers and recommended that its existing NRA exposure of 42 basis
points be spread equally among the four metrics. The Company proposed applying two standard
deviations to its 2015-2019 to set the targets, which yields tiers of 3.5%, 4.9%, and 6.3%.%0!
The Company also proposed three exclusions to the Estimated Bill metric: (1) a regularly
scheduled estimated meter reading; (2) instances where the Company must rely on estimated
usage because the customer and/or other person who controls access to the meter refuses to
provide access; and (3) estimated meter reads due to abnormal operating conditions that are
outside of the Company’s control. The Company stated that abnormal operating conditions are
deemed to occur during any period of emergency, catastrophe, strike, natural disaster, major

1008 Exhibit 642.

1009 Tr, 4368-4369.

1010 Tr, 497-499 (internal quotations omitted).
1011 Ty, 3050-3051.
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storm, or other unusual event not in the Company’s control affecting more than 10% of the
customers in an operating area during any month.1012

Staff continues to recommend that the Commission require Central Hudson to
adopt a fourth metric for Estimated Bills with the tiered target and NRA structure outlined in the
SCSP’s testimony.'%*® Notably, the Company did not object to the addition of this metric, has
acknowledged that customers are dissatisfied with bimonthly billing,2°* and has committed to
switching to monthly meter reads. The Company stated that its monthly meter reading plan will
allow it to eliminate alternate month billing estimates.'®*® Staff maintains that its proposed
targets of 1.0%, 4.5%, and 10.0% are appropriate.01®

Staff also recommends that the metric and NRA be applicable starting at the
beginning of the Rate Year; therefore, the Company would calculate the metric based on results
from July through December 2024. After that, the metric would be calculated on a calendar-year
basis until modified by the Commission. Staff recommends this metric as a further incentive for
the Company to provide customers with actual meter reads and to deter any backsliding of the
Company’s meter reading goals. Staff is concerned that the Company is willing to reduce the
quality of customer service and incur an NRA rather than incur the higher cost of maintaining
appropriate customer service levels, as it demonstrated with the Call Answer Rate in 2022. For
this reason, Staff believes the NRA levels must be high enough to act as a deterrent for that type
of financial decision. Additionally, the Company has committed to monthly meter reads in
calendar year 2024, which would negate the need for a reduction in the NRA 107

Staff did not propose exclusions for the Estimated Bill metric, aside from the
exclusions already provided in the CSPI Order.*® Aside from a regularly scheduled meter

reading, Staff recommends that the Commission deny the additional exclusions proposed by the

1012 Tr, 3053-3054.

1013 Ty, 4368-4369.

1014 T, 3207.

1015 Tr, 3026-3207.

1016 Exhibit 642.

1017 Case 22-M-0645, supra, Order Adopting Interim Agreement (issued August 18, 2023).

1018 The CSPI Order states, “Estimated Bills exclude regularly scheduled off-month estimated readings
and customer readings.” CSPI Order, Appendix p. 6.
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Company because the CSPI Order states that “Estimated bills due to no access will be
counted”%® and the Company’s second proposed exclusion directly conflicts with this. The
Company’s third proposed exclusion for estimated meter reads due to abnormal operating
conditions that are outside of the Company’s control should also be rejected because it is overly

vague.

B. Negative Revenue Adjustments

In the initial testimony of its Customer Experience Panel, the Company proposed
no changes to the negative revenue adjustments associated with the Company’s current CSPI
Incentive Mechanism, which includes three metrics. The current maximum total is 42 basis
points, which was set forth in the 2021 Rate Order.0%

The Staff Consumer Services Panel proposed in initial testimony to increase the
maximum total NRAs in the Rate Year to 72 basis points, an increase of 30 basis points,°?!
across four metrics. Staff proposed this increase to “effectively deter poor customer service
going forward”1%?? as the current NRA level has not motivated the Company to improve on its
current customer service metrics. This is evidenced by the fact that the Company has missed all
of its metric targets for two consecutive years, namely calendar years 2022 and 2023,10231024.1025

UIU proposed that each metric have tiered amounts of 5, 10, and a maximum of
15 basis points at risk, yielding a maximum total of 60 BPs the four metrics, collectively.1%?

The Company stated in rebuttal that “any new or modified CSPIs adopted in these
proceedings should not start until January 1, 2025, because any start date earlier than then may

1019 |d

1020 2021 Rate Order, Appendix T.
1021 Ty, 4371-4374.

1022 Ty, 4373.

1023 Tr. 4360-4362; Exhibit 356.

1024 Case 20-E-0428, et al., supra, 2022 Annual Customer Service Quality Performance Mechanism
Report (filed February 14, 2023).

1025 Case 20-E-0428, et al., supra, 2023 Annual Customer Service Quality Performance Mechanism
Report (filed February 14, 2024).

1026 Exhibit 465.
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not allow “for the Company to have knowledge of the available resources and the target that it is
trying to achieve.”19?’

Staff rejects this argument because the Company is aware of its existing targets
and should strive to meet them, and indeed, should strive to continuously improve its customer
service performance, even if the Company seeks to relax those targets in these proceedings.

Staff also maintains its recommendation to begin the Estimated Bill metric at the start of the Rate
Year for the reasons outlined above.

On page 64 of the 2017 NFGD Rate Order, the Commission stated, “In the
Commission’s experience, appropriate incentives or rewards for effective performance have
proven to be sound regulatory practices for which both utility companies and consumers are
well-served.”%2 The Commission further stated, “The best performance incentives financially
affect utilities in response to specific actions they take or do not take, or in response to the
achievement or non-achievement of specific goals.”*%?® For National Fuel Gas Distribution
Corporation in the specific context of the 2017 Rate Order, the Commission found that the
Company had demonstrated throughout the case that its customer service incentive mechanism
and associated NRAs were not necessary, at that time, due to sustained high levels of customer
service demonstrated by that utility’s performance on its applicable customer service metrics.

Staff contends the opposite is true for Central Hudson, and, therefore, Staff
strongly recommends the Commission establish Staff’s proposal for increased NRAs. The
current NRA levels do not appear to be motivating the Company to improve on the current
customer service metrics, as the Company has missed all of its metric targets for two consecutive
years, calendar years 2022 and 2023. As illustrated in Table 11, it was less expensive for the
Company to incur the maximum NRA for missing the Call Answer Rate than it would have been
to maintain a level of contractor resources to properly answer customer calls. Furthermore,
negative revenue adjustments in this one-year case are appropriate given Central Hudson’s
inability to meet its current metrics due to its customer billing system transition and poor

resource planning.

1027 Ty, 2030.

1028 2017 NFGD Rate Order, p. 64.
1029 m
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Additionally, to expeditiously address the Company’s performance, Staff
recommends the Commission begin the increased NRAs for all of calendar year 2024 instead of
2025. This is a departure from Staff’s common recommendations in prior rate cases to begin the
NRA in the following full calendar year. In this case, Staff considers the Company’s current
customer service situation, as described in previous sections, to be dire. Applying sufficient
leverage to incent the Company to improve its customer service should be a high priority for the

Commission.

1. Maximum BP Per Metric

Currently, the maximum basis point value for the Company’s customer service
performance indicator metrics are between 12 and 15 basis points depending on the metric. The
Company proposed no changes to the current maximum in its initial testimony.'%% It also
proposed dividing its recommended 42 basis points evenly across the four metrics, meaning that
each metric would have a total of 10.5 basis points at risk.

The Staff Consumer Services Panel proposed a maximum of 18 basis points for
each of the four metrics.1%! The maximum of 18 basis points for the Survey recipient categories
would be split evenly to a maximum of 9 basis points for each survey group.

The Company stated in the Customer Experience Panel’s rebuttal testimony that it
has significant concerns with the SCSP’s proposal regarding negative revenue adjustments for
several reasons. The Company stated it believes the proposed maximum NRA level is
“excessive and overly punitive;”%*2 could result in financial uncertainty for the Company and its
debt and equity investors; the metrics are “strongly correlated with one another;”%® and the
metrics are “strongly correlated with commodity price fluctuations.”293

Staff remains concerned that the Company’s recent performance has
demonstrated that the current maximum basis point for the Company’s metrics is not an effective

incentive to the Company to meet its current minimum targets for customer service. This is

100 Ty, 3011-3017.
1031 Ty, 4373-4375.
1032 Ty, 3055.
1033 Ty, 3055.
1034 Ty, 3055.
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evidenced in particular by the Company’s performance in 2022 and 2023, in which the Company
missed all of its metrics and incurred negative revenue adjustments in two consecutive years. In
Staff’s opinion, it appears to be less costly to the Company to incur the negative revenue
adjustment than it would be to remedy its performance on the applicable metric. For example, in
2022, there is a clear delineation between the Company’s performance on the Call Answer Rate
metric and the number of contracted resources, as shown in Table 12, Contractor Headcount and
Call Answer Rate, below.

Staff reviewed the Company’s Contractor Call Volume Reports filed in Cases 20-
E-0428 and 20-G-0429, which are shown in the tables below, for 2022 and found that the
number of contracted agents and their associated cost significantly declined in the second half of
2022. For the first six months of 2022, the Company hired an average of about 180 contracted
resources per month at a cost of $4.45 million total. For the second half of 2022, the Company
hired an average of about 46 contracted resources per month at a cost of $1.14 million.
Decreasing the contracted resources resulted in savings of about $3.31 million, which is much
greater than the maximum NRA of $1.25 million that the Company could incur for missing its
Call Answer Rate target of 67% for 2022. The Company’s performance on that metric
plummeted from an average of 76.22% for the first half of 2022, to 29.09% for the second half of
2022.19%% This indicates that the Company placed more value on the cost of the contracted agents
over the level of customer service it aimed to provide to its customers and opted to incur an NRA

instead.

1035 Based on Staff’s calculations in accordance with the CSPI Order.

221



CASES 23-E-0418 and 23-G-0419

Table 11.

Contractor Costs and Call Answer Rate
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Table 12.

Contractor Headcount and Call Answer Rate
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2. Tripling / Quadrupling Provisions

The Staff Consumer Services Panel proposed that the Commission enact a tripling
and quadrupling provision in the Rate Year in the event the Company misses more than one
metric.!93¢ The SCSP refers to the tripling and quadrupling provision previously adopted by the
Commission in Case 12-M-0192.1%7 This provision would have tripled the maximum NRA if
performance targets were missed during a period of dividend restriction or quadrupled if a target

was missed three times in any five-year period. However, given that this is a one-year case and

1036 Tr. 4378-4379.

1037 Case 12-M-0192. Joint Petition of Fortis Inc. et al. and CH Energy Group. Inc. et al. for Approval of

the Acquisition of CH Energy Group. Inc. by Fortis Inc. and Related Transactions, Order Authorizing
Acquisition Subject to Conditions (issued June 26, 2013), p. 25.
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that the Company has missed several of its targets for its customer service metrics, the SCSP
proposed the Commission modify the provision further to be applicable in the Rate Year and
until modified or discontinued by the Commission. The SCSP’s proposal would triple the NRA
if the targets for two metrics were missed in one year, then quadruple if one or more metric
targets are missed the following year.19%®

The Company stated in the Customer Experience Panel’s rebuttal testimony that it
has significant concerns with the SCSP’s proposal for several reasons. The Company stated it
believes the proposed maximum NRA level is “excessive and overly punitive,” could result in
financial uncertainty for the Company and its debt and equity investors; and the metrics are
strongly correlated with one another and with commodity prices.1%%°

Staff remains concerned with the Company’s customer service performance and
the Company’s seemingly anemic effort toward improving on its current metrics, all of which the
Company missed in calendar year 2022 and again in 2023. The Company argues the increased
NRAs could increase financial uncertainty for the Company; however, under Staff’s proposal,
the tripling provision would not occur unless the Company missed two or more of its metrics for
calendar year 2024, and the quadrupling provision would not be in effect until calendar year
2025.

The Company’s PSC complaints remain elevated above pre-billing system
transition period levels when compared to similarly situated utilities like O&R, as shown in
Table 10. Staff recommends the Commission adopt the SCSP’s proposal for the tripling and
quadrupling provisions to provide the Company with a strong financial incentive to improve its
customer service performance and its communications with customers as soon as possible.
Additionally, if the Company achieves acceptable performance levels by missing no metric
targets for two consecutive years, Staff recommends that the Commission discontinue the
proposed tripling and quadrupling provisions. Staff’s proposal is reasonable because it would

effectively deter poor customer service at the Company in the Rate Year and thereafter.

1038 Ty, 4379.
1039 Ty, 3055.
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C. Customer Bill Credits
In response to an influx in customer complaints following the Company’s
customer information system transition, the Staff Consumer Services Panel proposed several
customer bill credits, at shareholders’ expense, as detailed below. Staff recommended these
credits as a means of improving the Company’s customer service performance and showing good

will toward customers while the Company rebuilds customer trust.

1. Estimated Bill Credit

The Staff Consumer Services Panel recommended to the Commission that the
Company provide a bill credit of $20 to each customer that received an estimated bill beginning
in the Rate Year.'%° The SCSP stated these credits should be borne by shareholders. However,
Staff recommends that until monthly meter reading is implemented, the Company would not be
required to provide the estimated bill credit for a bill based on a regularly scheduled estimated
meter reading, or if the Company must rely on estimated usage because the customer and/or
other person who controls access to the meter refuses to provide access.

The Company objected to the proposal of Estimated Bill Credits and Adjusted
Bill Credits, asserting: (1) some level of estimated bills and adjusted bills are normal, required,
and expected within every billing system, and the practice of issuing an estimated or adjusted bill
is contemplated and allowed under the PSL and the Company’s tariffs; establishment of a bill
credit for every single estimated and adjusted bill will result in an inappropriate financial impact
to the Company for routine billing estimates and corrections; (2) the establishment of an
estimated bill credit is redundant to the Estimated Bill CSPI proposed by SCSP and results in an
overly punitive mechanism especially during periods when the Company meets the Estimated
Bill CSPI performance target; (3) establishment of an adjusted bill credit and a CDG adjusted
bill credit is by definition redundant and overly punitive; (4) the amount of $20 was arbitrarily
based on the existing Missed Appointment bill credit; and (5) the development of a fixed dollar

amount bill credit is inappropriate and unfairly penalizes smaller utilities relative to larger

1040 Ty, 4370-4371.
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utilities.’®*! The Company argued that “adjusted bills and estimated bills are driven by a large
number of factors many of which are not within the control of the Company.”1%42

Staff rejects the Company’s argument that the Estimated Bill Credit would result
in an inappropriate financial impact. The financial impact is appropriate if the Company fails to
provide actual and accurate bills. Moreover, while the Company protests about the financial
impact, the Company has stated that the metrics should all return to baseline levels and the credit
would be further incentive for the Company to avoid the financial impact by providing customers
with accurate bills based on actual meter reads. Customers have been unhappy with estimated
and adjusted bills, so granting this credit for each customer who is inconvenienced could help the
Company restore customers’ faith in the Company. Staff disagrees with the Company’s claim
that “adjusted bills and estimated bills are driven by a large number of factors many of which are
not within the control of the Company.” In fact, the accuracy of bills rendered by the SAP CIS
system and those requiring manual intervention is within the Company’s control, as is providing

monthly meter readings.

2. Adjusted Bill Credit

The SCSP recommended to the Commission that the Company provide a bill
credit of $20 to each customer that received an adjusted bill beginning in the Rate Year.1%*® The
adjusted bill credit is necessary due to the ongoing issues with the Company's customer
information system billing transition. As shown in Table 13 below, this led to an increase in

adjusted bills starting in 2021 and continuing through 2023:1044

1041 Tr, 3058-3059.

1042 Tr, 3061.

1043 Tr, 4380-4381.

1044 Based on the Company’s filed monthly CSPI reports in Case 15-M-0566. See also Exhibit 641.
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Table 13.

Adjusted Bills
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For the Adjusted Bills Credit, the Company repeated the same objections as made
for the Estimated Bill Credit. For the same reasons above, Staff disagrees with the Company’s
argument regarding the Adjusted Bill Credit and Staff maintains the Commission should accept

Staff’s recommendations to implement these customer bill credits.

3. Adjusted CDG Bill Credit

In its Customer Experience Panel’s initial testimony, the Company stated that
personnel within the Customer Billing Department, in addition to two other billing duties,
facilitate the “accurate and timely billing of complex billing accounts.” 1*4> These complex
accounts include CDG customer accounts, remote net metering accounts, and net metering
accounts, as well as several other complex billing options.'®*® The Company started this
department in August 2022,'%7 and as of March 31. 2023, it was staffed with 20 permanent
employees.'®*® The Company also has a semi-automated process that still requires some billing
personnel to provide CDG credits on customer bills.!**® This system applies to 6,500 of its

16,000 CDG-billed customers.!?°

1045 Tr. 3021.

1046 Tr. 3021.

1047 T, 3021.

1048 Exhibit 111.

1049 Exhibit 353 (DPS-302).
1050 Exhibit 353 (DPS-302).
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In its response to DPS-302, the Company stated that it was working to implement
fully automated solutions for net crediting customers and semi-automated solutions for CDG-
billed customers by December 31, 2023. Per the Company’s report submitted under Cases 19-
M-0463, et al., the Company is in the final testing phase for fully automating CDG billing and
targeting full automation by the end of January 2024.1%! Full automation has the potential to
reduce the workload for billing personnel, as Company personnel will no longer need to
manually apply CDG credits to its currently semi-automated 6,500 customers. The Company,
however, has a history of delays with the automation of CDG billing.1?

In the SCSP’s initial testimony, Staff recommended the adoption of a $20 per
instance credit to customers when an adjusted CDG bill is issued to CDG customers, to be borne
by shareholders.1%® There have been several months where participation in Central Hudson’s
CDG program has declined, as shown in Exhibit__ (SCSP-6).1%* Staff identified a correlation
between months with high levels of adjusted or unissued bills and months in which the Company
experienced declines in CDG customer participation.!®° And while customers are generally
being billed in a timely manner, it has also been shown that thousands, if not tens of thousands,
of adjusted bills were sent to customers throughout 2023.0%

During the discovery phase, the Company provided the number of CDG accounts
that had received multiple adjusted bills in one month over a two-year period.1%’ Between
October 2021 and September 2023, a total of 13,689 CDG customer accounts received multiple
adjusted bills in a single month. More than 3,500 of those customer accounts received between
three and five adjusted bills in the same month, and 1,752 customers received six or more
adjusted bills in a one-month period in that timeframe. While some billing delays may be

attributed to the CDG host and therefore, to an extent, be outside of the Company’s control, the

1051 Cases 19-M-0463, et al., In the Matter of Consolidated Billing for Distributed Energy Resources,
CHGE CDG Automation Plan Update Q4 2023, (filed January 2, 2024), p. 1.

1052 Ty, 4413-4414, 4422-4423..
1053 Ty, 4427.

1054 Exhibit 353 (DPS-304).

1055 Tr. 4419-4420; Exhibit 358.
1056 Exhibit 353 (DPS-303).

1057 Exhibit 560, Attachment 1.
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number and frequency of adjusted bills issued to customers is within its control. Staff therefore
recommended the credit as a means of incentivizing the Company to reduce the volume of
adjusted bills. 18

In the initial testimony of UIU, witness Collar detailed that customers
participating in CDG programs pay a CDG Sponsor “a monthly subscription fee, which may be
fixed or variable, but that is generally designed to be some amount less than the value of the
credits the customer receives.”'%° UIU further stated that this subscription fee is included on a
customer’s utility bill so that the customer receives one bill, rather than two.1%° UIU
recommended that the Company file annual reports detailing the costs for its manual billing and
automation related to CDG.%!

In its rebuttal, the Company opposed the $20 Adjusted CDG Bill Credit because
“estimated and adjusted bills are normal, required, and expected within every billing system.”1%?
The Company’s rebuttal testimony further claimed that “new CDG-related billing changes
cannot always be anticipated or pre-programmed and therefore are generally performed
manually. Manual billing processes are subject to human error and may result in adjusted
bills.”1063

Staff continues to recommend the $20 Adjusted CDG Billing Credit. While
issuing adjusted bills is permitted under the Company’s tariff, the volume of adjusted bills
Central Hudson is issuing to its CDG customers is beyond what can be considered normal and
expected business operations. Customers should not have to expect that receiving multiple
adjusted bills within a single month or dozens of adjusted CDG bills within a single year is a
standard part of doing business with Central Hudson. Issuing multiple adjusted bills, especially
to CDG customers who already have additional billing lines and more complex billing issues,

causes customer confusion, potential increases call volumes to the Company’s call center, and

1058 Tr, 4427,
1059 Ty, 508.
1060 Ty, 509,
1061 Ty, 509.
1062 Ty, 3058.
1063 Ty, 3060.

228



CASES 23-E-0418 and 23-G-0419

potential arrears as customers may pay the wrong bill, leaving unpaid amounts from an adjusted
bill.

Furthermore, as discussed earlier and stated in the Company’s fourth quarter 2023
report, the Company is developing a CDG automated billing system.1%4 This system promises to
reduce the level of bills being manually adjusted, which should in turn limit the Company’s use
of adjusted bills.

Other New York utilities already offer similar credits. As mentioned in the
Company’s rebuttal, NYSEG and RG&E each offer a $10 CDG bill credit,'°®® which was
established in their most recent rate proceedings.’?® NYSEG and RG&E customers receive this
credit when their utility fails to issue an accurate revised or corrected bill with the correct value
stack credit amounts applied within 45 days of the bill issue date. NYSEG and RG&E customers
will receive a $10 credit each month until their utility issues an accurate bill. Customers also
received this credit if they had not received accurate CDG credits on their bills for at least four
months prior to the issuance of the Commission’s order establishing the rate plans for NYSEG
and RG&E. Those costs are to be borne by NYSEG’s and RG&E’s shareholders.

Con Edison also provides customers with a $10 credit, which the Commission
established in its most recent rate order for that utility.}°” Con Edison issues a monthly $10
credit to customers who did not receive their CDG and non-CDG VDER bill credits within 60
days of the initial bill issuance date. The customer then receives the credit each month until their
CDG credits are applied completely. Additionally, the Con Edison rate order established a series
of reporting requirements providing details of the various CDG programs within Con Edison’s
service territory, including details on the established credit.%®

Staff’s recommendation to assess a $20 customer bill credit is reasonable because
it appropriately balances customer concerns with Central Hudson’s CDG program with

prospective costs to the Company and encourages customer good will. Full CDG billing

1064 Cases 19-M-0463, et al., supra, CHGE CDG Automation Plan Update Q4 2023, (filed January 2,
2024), p. 1.

10685 Ty, 3061.

1066 See 2023 NYSEG/RG&E Rate Order.
1067 2023 Con Edison Rate Order, pp. 48-49.
1068 2023 Con Edison Rate Order, pp. 49.
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automation will reduce the level of bills adjusted due to human error, and a credit provides
incentive for the utility to limits its use of adjusted bills. Similar credits for CDG customers with
Company-specific billing concerns have already been established at NYSEG, R&GE, and Con

Edison. For all these reasons, Staff recommends that the Commission adopt this credit.

4. Discretionary Customer Credits

Neither the Customer Experience Panel initial testimony, nor the SCSP’s initial
testimony provided recommendations on the Company’s use of discretionary customer credits.

The Company confirmed that it has guidelines for its customer-facing employees
for offering discretionary credits and it has no plans to make changes to that policy in the rate
year.1%° The Company also confirmed that it “is not aware of any specific reporting
requirements associated with discretionary credits.”*”® The Company also stated that the
discretionary credits show up on a customer’s bill as a miscellaneous adjustment, and the
customer would be aware of the reason for the credit from their phone or email interaction with
the Company.1”* The Company confirmed that discretionary credits have “historically been
included in revenue requirements and are treated as such.”1%7

Staff is concerned with the Company’s recovery of these credits in rates and
recommends that the Commission require that these costs not be borne by ratepayers.
Furthermore, the Company could not provide historical data for these expenses beyond April
2022,%973 which is concerning as Staff could not evaluate trends regarding this expense, nor could
Staff review the difference on this expense prior to the Company’s SAP CIS transition in

September 2021.

D. Monthly Meter Reading
In its Customer Experience Panel’s initial testimony, the Company stated it

launched its new SAP-based customer information system, or CIS, on September 1, 2021.197

1069 Ty, 3169.

1070 Ty, 3170.

1071 Ty, 3171-3172.
1072 Ty, 3173.

1073 Exhibit 495.
1074 Ty, 2994,
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The Company stated there were issues after the launch that impacted a portion of customers with
inaccurate invoices, and the Company experienced “a rise in customer complaint levels, harsh
criticism from politicians, and questions from the Commission and others seeking to understand
the problems with the SAP CIS.”1"> To track the post-launch service levels, the Company stated
that it developed a dashboard with several metrics to outline the Company’s progress, including
actual bills replaced with estimates, percent of calls abandoned, and actual wait time. The
Company claims that it has returned to pre-launch performance levels for each of these
metrics.2%® The Company also proposed several initiatives, including transitioning to monthly
meter reading and increasing staffing.

The Company filed its monthly meter reading proposal in Case 22-M-0645 on
January 17, 2023, which as the Company stated in its initial testimony, “fully lays out the
timeline and the incremental costs and resources required for the transition.”*%’” Under this
January 2023 proposal, the Company would not have fully implemented monthly meter reading
until 2025.198 On June 27, 2023, however, DPS Staff and the Company reached an interim
agreement to accelerate the proposed timeline.

In its initial filing, the Company proposed $4.4 million in O&M expense and $1.8
million in capital expenditures associated with the transition to monthly meter reading. These
amounts, however, reflected the original implementation timeline. In October, the Company
updated its filing reflect the accelerated timeline called for under the July 27 interim
agreement.’®”® This updated filing required an additional $2.1 million%? to “reflect the
advanced timing of hiring incremental contracted meter readers and supervisors in support of the
accelerated plan for monthly meter reading implementation, as per the Company's Interim
Agreement in Case 22-M-0645.”1081

1075 Ty, 2994,

1076 Ty, 2994-2995.

1077 Tr, 2994-2995..

1078 Case 22-M-0645, supra, Plan to Implement Monthly Meter Reading (filed Jan. 17, 2023), p. 3.
1079 Ty, 2999-3000.

1080 Exhibit 158.

1081 Exhibit 157.
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In the initial testimony of the SCSP, Staff described the escalated level of
customer complaints to OCS that appeared to be directly related to the SAP CIS transition. 1082
The SCSP makes several recommendations regarding the Company’s billing practices, including
revised customer service performance indicator metrics and additional residential collections
reporting.

The SCSP also recommended the Commission deny the costs associated with the
transition to monthly meter reading at the time of its initial testimony for several reasons.%®
First, the interim agreement stated that an independent monitor would issue a report on the
Company’s plan for monthly meter reading. The SCSP contended that this report could
materially affect the Company’s proposal.l%* Second, the SCSP expressed concern with the
labor costs associated with Company’s planned roll-out for monthly meter reading due to
insufficient details regarding its timeline and the lack of a thorough analysis of any meter reading
efficiencies or technological improvements, such as expanded automated meter reading,
conducted by the Company.1%8

Several other parties also provided initial testimony on the Company’s billing
system transition and associated costs, including AD103 and PULP. PULP stated it had
concerns with “...the accuracy of the underlining data used to establish the rate filing due to
widespread billing issues involving the Company’s customer information system upgrade...” 08
AD103 stated, “Since the Company went live with a new CIS system on September 1, 2021,
customers have experienced a large number of billing errors.”1%’ AD103 also stated that in
regard to the Company’s monthly meter reading proposal, “It is not appropriate to consider this
expenditure in this rate case, recognizing the need to do monthly meter readings emerged from

the issue of the CIS errors, for which there is a pending investigation and a request to do a

1082 Ty, 3005-3008.
1083 T, 3005-3008.
108 Tt 4394,

1085 Tr, 4394-4395.
1085 Tt 605.

1087 T, 59,
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prudence proceeding, and that even actual meter readings are being disputed by some of our
constituents.”1088
As of the date of this brief, March 1, 2024, Staff has not reviewed the independent

monitor report that is contemplated by the interim agreement. It therefore remains unclear how
that report’s findings may affect this rate proceeding. But this report is also just one step in the
Commission’s ongoing investigation proceeding in Case 22-M-0645. The transition to monthly
meter reading is inextricably enmeshed in Case 22-M-0645, a proceeding that involves “potential
enforcement and prudence claims presented by the DPS Office of Investigations and
Enforcement.”1%8° Staff accordingly recommends that the Commission not act on the proposed
monthly meter reading costs until after the investigation proceeding concludes.

In its rebuttal testimony, the Company’s Customer Experience Panel stated the
SCSP’s proposed disallowance of the costs associated with monthly meter reading is “flawed
and lacks factual and evidentiary support.”%®® But the Company still failed to support its request
for additional resources with any reasonably thorough analysis of its current FTEs’ ability to
conduct meter reading, potential meter route efficiencies, or the expansion of automated meter
reading. Rather, as the Company itself stated, it merely “assumed a doubling of the amount of
meter readers needed.”'! The Company also stated that “mechanisms can be developed to
protect customers from any changes to the final cost of the monthly meter reading plan and the
potential impact of any changes associated with the final independent monitor’s report.”10%2

The Company also took issue with the SCSP’s position regarding use of electric
vehicles for meter reading and the associated investment in EV chargers.1%%® The Company
stated it was “puzzled”%®* by Staff’s concern for costs associated with the proposal. Staff

nevertheless remains concerned that the Company is using the accelerated plan for monthly

meter reading implementation as an opportunity to unnecessarily spend additional ratepayer

1088 Tr, 63.

1089 Case 22-M-0645, supra, Order Adopting Terms of Interim Agreement (issued August 18, 2023), p. 6.
1090 Tr, 3069.

1081 Exhibit 353 (DPS-545).

1092 Tr, 3065-3066.

1093 Tr, 3069.

1094 Tr. 3069.
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funds. Moreover, the Company’s proposal for monthly meter reading was in direct response to
the issues caused by its own customer information system implementation.

The Company also took issue with the SCSP’s usage of the Company’s response
to DPS-546 (Exhibit__ (SCSP-1)), which is titled “Monthly Meter Reading Workpaper.” The
Company asserts “the question asked, and the response provided in DPS-546 does not relate to
customer education associated with the monthly meter reading plan.”'%% However, the question
directly references Appendix G of the Company’s monthly meter reading workpaper, titled
“Monthly Meter Reading — Cost Estimate CONFIDENTIAL UPDATE 09.2023,” which Staff
understood to be used to support the Company’s proposed costs for its Monthly Meter Reading
initiative. Staff’s question requests the draft outreach materials associated with each
communication listed in the Monthly Meter Reading workpaper and the costs associated with
each, to which the Company responded, “See DPS-546 Attachment 1 for a sample email
communication. Other communication material will be developed as the Company proceeds
through the implementation process and are not currently available.” The Company did not
provided an updated response indicating that it had developed additional communications related
to the Monthly Meter Reading initiative, but the Company did provide a vague communications
timeline in Exhibit__(CEP-11R). Staff notes that this timeline does not include any definitive
dates, despite the Company’s assertions that the initiative is “well underway.”'%% Based on the
Company’s rebuttal testimony, it is unclear how the information provided by the Company in
Appendix G of the Monthly Meter Reading workpaper would not be applicable to the customer
outreach and education associated with the monthly meter reading initiative.

The Company also disputes the SCSP’s concerns regarding the Company’s
supporting analysis for operational efficiencies, incremental FTEs and contracted resources. The
Company states it “filed its monthly meter reading plan in Case 22-M-0645 which fully lays out
the timeline and the incremental costs and resources required for the transition to monthly
billing.”1%%” However, Staff notes the referenced case is a separate proceeding from this rate case

and certain documents are filed as confidential and therefore may not be available to all parties in

1095 Exhibit 353 (DPS-546).
109 T, 3064,
1097 T, 3067,
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this rate proceeding. That proceeding involves “potential enforcement and prudence claims
presented by the DPS Office of Investigations and Enforcement,”2%%® which, as of the date of this
brief, have not yet been resolved. The Commission’s Order Adopting Terms of Interim
Agreement in Case 22-M-0645 does not explicitly direct the Company to include these costs

within this rate proceeding.

E. Collections Activities

The Customer Experience Panel’s initial testimony states “the Company has
begun a very measured approached to restarting collection activities”1% and further proposes
additional collectors, contact center personnel, and billing department personnel to carry out
collections activities.**® These positions are discussed in Section I11.A.4.A.v.

In its initial testimony, the SCSP recommended the Commission reject the
Company’s proposal for incremental FTEs and call volume overflow due to the Company’s
inability to produce a detailed plan and firm timeline for resuming normal collections activities
and service terminations.!% The SCSP also stated the Company delayed its collections in order
to “increase customer confidence in billing timing and accuracy before implementing collection
activities.”11921103 The SCSP further described its analysis of the Company’s residential and
non-residential customers in arrears, which shows that over 67,000 residential customers and
11,000 non-residential customers were behind on their bill as of September 30, 2023.11% The
SCSP stated it is concerned with this level of arrears and the Company’s lack of detail in its
resumption of collections activity and residential service terminations. The SCSP also found the
Company did not yet implement an automated collections process within its SAP CIS so

collections functions, including the issuance of final termination notices, must be done

109% Case 22-M-0645, supra, Order Adopting Terms of Interim Agreement (issued August 18, 2023), p. 6.
1099 Ty, 3017.

1100 Tr, 3020.

101 Ty, 4405.

1102 Ty, 4398-4400.

1103 Exhibit 353 (DPS-518).

1104 Case 91-M-0744, Utility Collections, Central Hudson’s Monthly Collections Reports.
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manually.!® Full implementation of this automated process is not scheduled to be complete
until October 2024.11% The SCSP further recommended the Commission require the Company
(1) to provide enhanced reporting of collections-related outreach directly to OCS Staff; (2) track
and report customer inquiries regarding collections made directly to Central Hudson; (3) develop
an easy-to-understand visual reporting for its website and social media to show customers its
timeline for beginning residential service terminations; (4) evaluate the feasibility and costs for a
simple bill calculator so customers can verify their bill; and (5) provide an attestation from the
Company’s president that no service termination will occur if a residential account has not
received an actual meter reading prior to the issuance of a final termination notice.*'%’

In the initial testimony, PULP stated that without a publicly available findings
from a prudence proceeding, PULP cannot “ascertain whether all of the historical or anticipated
future costs of additional resources discussed by the Customer Experience Panel to deal with
additional collections needs were, or will be, incurred prudently; or whether they include
consequential expenses related to the Company’s post ‘go-live’ remediation efforts that were and
are necessary to address defects and shortcomings in the system and address negative impacts to
customers.”*1%

The Company continues to use the pandemic moratoria on service terminations as
a crutch for its delayed return to normal, automated collections activity, while simultaneously
stating it wanted to “increase customer confidence in billing timing and accuracy before
implementing collections activities.”*1%® However, no other major electric and/or gas utility in
New York has continued an extensive pause in collections activity and service terminations after

the terminations moratorium and the Commission’s actions to issue the Utility Arrears Relief

105 Tr, 4405,

1108 Ty, 4405; Exhibit 353 (DPS-409).
1107 Ty, 4407-4408.

1108 Tr, 608.

1109 Exhibit 353 (DPS-518).
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Program, Phase 1'*° and Phase 2.1*! As a result, no other major electric and/or gas utility in
New York continues to have the sustained level of customers in arrears as Central Hudson, as
shown in Tables 14 and 15 below, and the only differentiating factor is the Company’s customer
information system transition.

Moreover, the Company attempts to lay the blame for its increased level of arrears
on stakeholders and public officials’ communications to customers regarding the Company’s

billing issues and the impacts of those communications on customer payment behavior.

Table 14.1112
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1110 Cases 14-M-0565, et al., Energy Affordability Policy Proceeding, Order Authorizing Phase 1 Arrears
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111 Cases 14-M-0565, et al., supra, Order Authorizing Phase 2 Arrears Reduction Program (issued and
effective January 16, 2023).

112 visual represents customer service terminations reported by Central Hudson in Case 91-M-0744.
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Table 15.1113

Residential Arrears » 40 Days (# Customers) Residential Arrears » 40 Days ($)

®Report Month @24 Month Average ®Report Month @24 Month Average
SBOM

LS $100M

S50

SB0M

o
2
=

540M

Dollars ($)

S60M

Customers {#
I8
g2

24 Month Average

5400

S20M
30K

$20M

20K = [ | ,_..|----l|-||l|l||||||--..Il““l“"“““l“l | oM

2018 2019 2020 2021 2022 2023 2024 2018 2020 2022 2024
Repert Month Report Month

Residential Customers with Arrears > 60 Days Residential Arrears > 60 Days (%) Select Utility

0.06M $0.12bn

CH W

NEW
YORK
STATE

Department
of Public Service

Latest Reported Month Jan 2024

Page 1

Staff agrees with the Company’s sentiment that it needs to “increase customer
confidence in billing timing and accuracy before implementing collection activities.”*!** As
previously described, customer complaints against the Company have not yet returned to pre-
SAP CIS transition baseline and the Company’s collections processes have not yet been fully
automated, so Staff is concerned the Company may be prematurely ramping up its collections
activities. Staff continues to recommend the Commission disallow these costs at this time and
until the Company can demonstrate a high confidence level in its internal procedures and a firm
timeline for the resumption of residential service terminations before terminations fully resume.

In the Billing Reporting Stipulation, the Company agreed to (1) provide the
proposed enhanced reporting regarding its collections efforts; (2) pause the Residential Service
Terminations and Uncollectibles mechanism through the end of calendar year 2025; (3) track and

report customer inquiries made to the Company regarding collections; and, (4) provide a

113 Visual represents residential customer arrears greater than 60 days reported by Central Hudson in
Case 91-M-0744.

1114 Exhibit 353 (DPS-518).
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commitment and attestation from a Company executive that a process is in place and has been
validated to prevent final termination notice being issued without an actual meter read.!'®> Staff
recommends the Commission adopt the terms of this stipulation, as it will address some of the
Staff Consumer Services Panel’s concerns regarding the Company’s collections processes and

reassure customers that the Company’s processes are working properly.

F. Extreme Heat Protections

Neither the Customer Experience Panel’s initial testimony, nor the SCSP’s initial
testimony provided recommendations on extreme cold or extreme heat protections.

PULP provided a detailed description of the cold weather and extreme heat
protections instituted at Central Hudson.''® Although PULP recommended that the Company
maintain its current cold weather policies,!*!” PULP also proposed adjustments to the Company’s
current hot weather policies. Specifically, PULP recommended that the Commission lower the
threshold for halting customer terminations for non-payment during extreme heat events. In
areas not classified as “Heat Islands,” PULP recommended lowering the threshold from a
forecasted temperature and heat index of 93 degrees to a forecasted temperature and heat index
of 90 degrees. In areas classified as “Heat Islands,” PULP recommended establishing a new
threshold of 85.1118

Additionally, PULP recommended broadening the dates that terminations for non-
payment would be halted during extreme heat events to encompass one calendar day before, the
day of the extreme heat event, and two calendar days after the heat event.!*® Noting that
vulnerable customers rely on electricity to run their home air conditioners,**2° PULP contended
that 90 degrees is the “threshold used to identify extreme heat conditions by federal government

agencies,”™?!and is also “the threshold temperature beyond which NOAA’s National Weather

115 Exhibit 514.
1116 Ty, 655.
17 Ty, 656.
1118 Ty, 656.
1119 Ty, 656.
1120 Ty, 656.
121 Ty, 657,
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Service Heat Index indicates extreme caution should be taken to avoid heat disorders due to
prolonged exposure and strenuous activity.”122

Central Hudson stated in the Customer Experience Panel’s rebuttal testimony that
it does not agree that there are scientific grounds for reducing the Company’s threshold for
protection from terminations provided in PULP’s proposal.}?® The Company stated, “[e]xisting
protections represent a balanced approach to collection which protects vulnerable customers but
mitigates uncollectible expense burdens for all customers.” 1124

Staff agrees with the intent of PULP’s recommendations to increase the number
of days of ceasing terminations during extreme heat, however, given the levels of arrears seen in
Section X.E, above, Staff recommends the Commission consider postponing adopting the

changes until a future rate case proceeding.

G. Consumer Outreach

The Company proposed an outreach and education budget of $1.09 million in the
Rate Year for various outreach functions, such as printed material including bill inserts, right of
way notifications, and other printed items; branded items for community events; media
communication expenses; and expenses associated with outreach events.!'?® The Company also
proposed additional outreach FTEs, which is discussed in Section I111.A.4.A.v.

In the initial testimony of the SCSP, Staff recommended a reduction of BEGIN
CONFIDENTIAL INFORMATION <> END CONFIDENTIAL INFORMATION
for the BEGIN CONFIDENTIAL INFORMATION <, > END
CONFIDENTIAL INFORMATION provided in DPS-490, Attachment 1, as we do not
consider this type of outreach, in consideration of the cost, to be an effective form of customer
education. Although these costs are charitable and provide social and community benefit, they

should not be allowed for recovery in rates. Donations for charitable, social and community

U2 Ty, 657,

123 T, 3082.

1124 Tr, 3082.

1125 Exhibit 353 (DPS-512).
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welfare purposes are non-operating in nature and should be excluded from utility revenue
requirements for ratemaking purposes.!?®

Staff agrees with the Company’s proposed outreach budget aside from the
disallowance of the continued expenditure provided above. Staff considers customer outreach
and education to be an integral part of a utility’s functions, especially with Central Hudson’s
proposed resumption of residential service terminations and the implementation of monthly
meter reading. Effective customer outreach reduces customer confusion and anxiety about their
utility. When customers are informed enough to fully understand what they are being billed for,
they may be less likely to complain or call with questions. Additionally, increasing customer
awareness about a utility’s efforts on various initiatives could have a positive impact on customer
sentiment and help reduce the levels of customer dissatisfaction potentially caused by the SAP

CIS transition.

H. Economic Development

The Company briefly described each of its economic development programs in its
initial testimony but did not propose any modifications.*?”

In the SCSP’s initial testimony, Staff proposed the following modifications to the
Company’s economic development programs: (1) remove $0.2 million in natural gas funding for
economic development programs, which would reduce natural gas funding to $0 in the Rate
Year; (2) modify the existing programs to remove any component relating to grant funding that
would offset the cost of any natural gas infrastructure or equipment upgrades or installation; (3)
enhance the Annual Economic Development report to include additional information which
would result in a more comprehensive and transparent report on annual economic development
activities; and (4) provide the Company with the ability to make minor adjustments to its
economic development programs on an annual basis by proposing those minor adjustments in its
Annual Economic Development Report.}12® No intervening parties provided any testimony on

economic development.

126 Tr, 4457-4458.
W21 Ty, 710-711.
1128 Ty, 4466-4468.
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In the Company’s Customer Experience Panel rebuttal testimony, the Company
disagreed with Staff’s recommendation to remove the $0.2 million budget for natural gas
economic development grants because “these costs are spread based on the common allocation
since the benefits of economic development accrue to all Central Hudson customers.”**?° Staff
maintains its initial testimonial position that it does not support economic development grant
funding to incentivize new natural gas projects or expansion of existing gas facilities.!*° By
ending incentives provided for natural gas-related projects, the remaining electric economic
development grant program will better align with the Climate Leadership and Community
Protection Act.

The Company also disagreed with two of Staff’s recommended enhancements to
the Annual Economic Development Report.*'*! The Company stated Staff’s proposal to enhance
the current method of tracking created and retained jobs associated with the recipient of a grant
would increase time and labor without any significant benefit.**2 The Company also stated that
outreach efforts associated with the Geothermal Heat Pump Pilot Program should not be
included in the Annual Economic Development report because they are already reported on in
Case 18-M-0084, in response to the Commission’s January 16, 2020 Order Authorizing Utility
Energy Efficiency and Building Electrification Portfolios Through 2025 and would therefore be
redundant.1133

Staff continues to recommend the Commission discontinue the Company’s gas
economic development funding, as proposed by the Staff Consumer Services Panel, and require
the Company to modify its existing economic development programs to remove any grant
funding for natural gas equipment. Staff its proposed enhancements to the Annual Economic
Development Report with one exception. Staff believes that reporting on jobs created and
retained will highlight the successes and impacts of these programs in Central Hudson’s service

territory, as well as provide a valuable tool for Staff to more easily evaluate, on a year-to-year

1129 Ty, 3091.
1130 Tr, 4463.
1131 Ty, 3092-3094.
1132 Ty, 3092.
1133 Ty, 3092-3093.
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basis, how many jobs have been created and retained. Staff considers this information important
when reviewing the activities of these programs. Staff does agree with the Company, however,
that if the Company currently reports on the Geothermal Heat Pump Program on an annual basis,

it is not necessary to include this program in the Annual Economic Development report.

l. Credit Card Fees

In the Central Hudson Customer Experience Panel’s initial testimony, the
Company proposed to maintain the rate allowance and symmetrical deferral included in the 2021
Rate Plan.1** The SCSP’s initial testimony essentially agreed to continue the previous rate
allowance and symmetric deferral.!3> The SCSP also proposed to continue the reporting
established in the 2021 Rate Order with certain modifications to provide more information and
transparency, including labeling the differences between “Vendor A” and “Vendor B” on the
current quarterly reports.}*¢ PULP recommended the continuation of this socialization and
stressed the importance of the no-fee model for low-income customers in particular, who should
“continue to be afforded the ability to make payments by debit or credit cards without incurring
transaction fees.”**%’

Staff recommends the Commission continue the current rate allowance and the
symmetrical deferral mechanism and also adopts Staff’s proposed clarifications to the
Company’s quarterly credit card reporting be adopted in order to increase transparency of these

costs.

J. Reporting Requirements
The SCSP proposed a number of reporting requirements, including enhancements

to the Company’s current monthly CSPI reports, such as additional data related to customer calls

1134 Tr, 3023.

L35 Tr, 4453-4454.
1136 Ty, 4454,

137 Ty, 653,
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and estimated bills;***® collections activity;**®* CDG credit reporting;***° and economic
development.

Staff recommended that the Company enhance its “monthly CSPI reports under
Case 15-M-0566 with the data we have proposed for call abandonment rate; call hold times; call
handling time; call answer rate; and consecutive months of estimated billing, until modified by
the Commission. For the reporting previously required under Case 21-M-0045, we recommend
this reporting be filed quarterly under both Case 15-M-0566 and these rate proceedings until
modified by the Commission.”*'4!

For Estimated Bills, the SCSP recommended the Commission require the
Company to “enhance its reporting on these types of bills, within its monthly CSPI report, to
include: (1) the number of bills based on an estimated meter read for each month, separated by
residential and non-residential customers and further stratified by electric and gas; (2) the
number of customers who received an estimated meter read for two consecutive billing periods;
(3) the number of customers who received estimated meter reads for three consecutive billing
periods; (4) the number of customers who received estimated meter reads for four consecutive
billing periods; and (5) the number of customers who received an estimated meter reading for
five or more consecutive billing periods.”1!42

In addition to the data presently being reported for the Call Answer Rate metric,
the SCSP recommended that the Company “report the number of calls answered by a
representative and the number of calls answered by a representative within 30 seconds.”!43

Staff proposed that the Commission require the Company to provide the
following Call Abandonment data in its “monthly CSPI report: (1) the number calls abandoned
within 30 seconds; (2) the number of calls abandoned in 31-60 seconds; (3) the number of calls

abandoned between 1 and 2 minutes; (4) the number of calls abandoned between 2 and 5

1138 Ty, 4384-4390.
1139 Ty, 4406-4407.
1140 Tr, 4431.
1141 Ty, 4390.
1142 Ty, 4387.
1143 Ty, 4386.
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minutes; (5) the number of calls abandoned between 5 and 30 minutes; (6) the number of calls
abandoned between 30 and 60 minutes; and (7) the number of calls abandoned after one
hour.”1144

Furthermore, the SCSP stated, “Because the Company states in its response to
DPS-671 that it does not currently track or maintain call hold time data, we recommend that the
Commission require the Company to begin to track and report call hold times for the following
time frames: a) 1 minute or less; b) between 1 and 5 minutes; ¢) between 5 and 15 minutes; d)
between 15 and 30 minutes; ¢) between 30 and 60 minutes; and, f) over one hour.”*4 Staff also
recommended that the Commission require the Company to begin tracking and reporting the
average and maximum call handling times each month.14¢ Staff also recommended that the
Company track and report the transaction contact types that generate customer satisfaction
surveys. 4’

In the Billing Reporting Stipulation, the Company agreed to the reporting
recommendations for call abandonment, call hold times, call handling times, and estimated bills,
provided its proposed IVR modernization project is approved.!48

The enhanced reporting requirements are appropriate in this case because they
will allow Staff, as well as the Company, to monitor more closely the Company’s customer
service performance in light of its extensive recent failures. The data associated with estimated
bills will provide the necessary information to gauge the implementation of monthly meter
reading and determine whether the SAP CIS system is performing as intended. The data
associated with the Call Answer Rate and Call Abandonment will help the Company ensure
accurate calculations of the Call Answer Rate. The data associated with call hold times and call
handling times will provide insight into the amount of time customers spend on the phone with

the Company and would address any concerns about excessive hold times. And the data

1144 Ty, 4385.
1145 Ty, 4384.
1146 Ty, 4386.
1147 Ty, 4366.
1148 Exhibit 514.
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associated with the survey recipients will aid Staff, as well as the Company monitor the
efficiency and effectiveness of the new survey methodology.

Staff recommends that the Commission adopt the reporting requirements in the
stipulation as well as the additional reporting of Call Answer Rate data and survey transaction
data recommended by the SCSP.

CDG Credit Reporting

As stated in the CDG Credit section of this brief and detailed within the SCSP

Panel’s initial testimony, Central Hudson had high levels of CDG customer bills that were
delayed!*® or adjusted** frequently within a month. Staff recommended two CDG-focused
reporting requirements that would improve the monitoring of accurate CDG bills at Central
Hudson. The SCSP recommended that the Company file quarterly reports with the Secretary to
the Commission that would detail the total number and percentage of CDG customer bills that
were issued within specified timeframes, such as: (1) 30 days or less; (2) greater than 30 days,
but less than or equal to 60 days; (3) greater than 60 days, but less than or equal to 90 days; (4)
greater than 90 days, but less than or equal to 120 days; and (5) greater than 120 days, but less
than or equal to 150 days.'**! The Company could not provide Staff with three years’ worth of
granular data on the monthly number of CDG customers who were receiving three, four, five,
six, or more than six adjusted bills within monthly timeframes. However, the Company did
provide the number of CDG customer accounts that were receiving multiple CDG adjusted
bills'*®? and the total of CDG adjusted bills'*>® that were distributed to these accounts. The
second reporting requirement from the Panel recommended the Company begin to track the
number of residential CDG customer bills that are adjusted within a billing cycle on a granular
level, such as: (1) CDG customers who received one CDG bill; (2) CDG customers who received
one CDG bill and one CDG adjusted bill; (3) CDG customers who received one CDG bill and
two CDG adjusted bills; (4) CDG customers who received one CDG bill and three CDG adjusted

149 Ty, 4420,

1150 Ty, 4419-4420.

151 Ty, 4431.

1152 Exhibit 560.

1153 Exhibit 353 (DPS-303), Attachment 1 (Tab: Adjusted Bills).
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bills; and (5) CDG customers who received one CDG bill and four or more CDG adjusted
bills. 1154

In the Company’s rebuttal, Central Hudson agreed with Staff’s proposed reporting
requirements but stated that additional personnel would be needed, as the reports would involve
a manual process.!**® The Company did not, however, elaborate on the number of additional
personnel needed for the CDG-specific reporting requirements. It simply reiterated the duties of
personnel in the Customer Billing Department and restated how there will continue to be manual
processes, even with CDG billing automation. %

In their most recent rate proceedings, NYSEG and RG&E agreed to file a series
of reports related to CDG, including an automation update report,**>” which discusses timing,
costs, and details on manual exceptions and a detailed report on the monthly credits assessed to
customers.!®® NYSEG and R&GE were to inform customers who met the criteria and would
receive the credit through a message on the customers’ bills. Additionally, if the utilities could
demonstrate that the delays or incorrect bills were due to the CDG Host, the utilities would not
be required to provide the monthly bill credit.

The Company, in the Billing Reporting Stipulation, agreed to provide the
quarterly report Staff recommended detailing the total and percentage of CDG customer bills that
have been issued within the specified timeframes. The Company will also track and provide
monthly reports on the number of times a CDG customer bill is adjusted within on billing period.
The Company will report on the incremental costs to bill CDG customers on an annual basis.
Staff accordingly recommends that the Commission incorporate these provisions into the rate
order.

Staff disagrees that this proposed reporting will require additional personnel. The
Company has stated that one of the duties of Customer Service Representatives within the

Customer Billing Department is to “handle all aspects of CDG billing, including host statements,

1154 Ty, 4431-4432.

1155 Tr. 3064.

11%6 Tr. 3083-3084.

1157 2023 NYSEG/RG&E Rate Order Appendix, p. 34.
1158 2023 NYSEG/RG&E Rate Order Appendix, p. 32.
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payments, and reports.”*!* Staff’s recommended CDG Credit Reporting Requirements,
therefore, would fall under the existing duties for personnel within the Customer Billing

Department.

XI. MANAGEMENT AUDIT

Public Service Law §66(19)(c) requires that “upon the application of a gas or
electric corporation for a major change in rates...the Commission shall review that corporation’s
Compliance with the directions and recommendations made previously by the Commission, as a
result of the most recently completed management and operations audit.” Since Central
Hudson’s rates were last reset in the 2021 Rate Order, the Company has participated in the
implementation of recommendations from two audits. Accordingly, Staff addressed Central
Hudson’s status in relation to two recently completed management audits, Case 16-M-0001
(2016 Management Audit) and Case 21-M-0541 (2021 Management Audit). Staff also
addressed one operations audit completed during the time period covered by the 2021 Rate
Order, Case 13-M-0449 (2013 Staffing Audit).

A. 2013 Staffing Audit

On April 22, 2019, the Director of the Office of Accounting, Audits and Finance
issued a letter to Central Hudson confirming that the Company had satisfactorily implemented all
recommendations from Case 13-M-0449.1160

Central Hudson indicated it had included approximately $2.4 million in the Rate
Year related to the implementation of recommendations from the 2013 Staffing Audit.%!

In testimony, Staff recommended removing these costs because the amounts did
not align with the Company’s approved implementation plan in Case 13-M-0449. In addition,
Staff noted these costs were incurred well outside the implementation completion dates specified

in the Company’s approved implementation plan. Further, Staff noted that the Company did not

1159 Exhibit 552.

1160 Case 13-M-0449, supra, Letter to Mr. Colbert Confirming the Completion of Implementation
Oversight of Central Hudson (filed April 22, 2019).

1161 Exhibit 331 (DPS-256).
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file a material change request to update the implementation costs or timelines, as required by the
Commission’s Order Approving Implementation Plans in Case 13-M-0449,1162

In the rebuttal testimony of its Management Audit Panel, Central Hudson
disagreed with Staff’s recommendation to remove these costs. The Company clarified that its
response to DPS-256 was incorrect. Central Hudson stated that these follow-on costs were not
tied to the initial implementation of the 2013 Staffing Audit recommendations and, as such,
should not be removed.''®® The Company’s Management Audit Panel further clarified that its
implementation of the 2013 Staffing Audit is deemed to be complete. 164

Staff acknowledges the Company’s error in its response to DPS-256. With
Central Hudson’s latest clarification, Staff now agrees to forgo adjustments to the Rate Year
revenue requirement related to the 2013 Staffing Audit. However, after further review, Staff
notes that its originally recommended adjustment for this item was already inadvertently omitted
from its revenue requirement models for the Rate Year. Accordingly, no further adjustments to

revenue requirement are needed.

B. 2016 Management Audit
On September 20, 2021, the Director of the Office of Accounting, Audits and
Finance issued a letter to Central Hudson confirming the completion of the implementation of all
audit recommendations from Case 16-M-0001.1*%° The Company did not include costs for

recovery associated with the 2016 Management in its revenue requirement for the Rate Year.

C. 2021 Management Audit
On March 16, 2022, the Commission selected Overland Consulting to perform a
comprehensive management and operations audit of Central Hudson. Overland conducted audit
fieldwork from May through September 2022, which included extensive discovery and
interviews of Company personnel to develop a draft audit report. Overland provided its draft
audit report to Central Hudson for fact verification and confidentiality review, and met with Staff

and the Company to address any concerns identified during the Company’s review. On April 20,

1162 Ty, 870-871.
1163 Ty, 832-833.
1164 Tr, 849-850.
1185 Case 16-M-0001, supra, CHG Close out Letter (filed September 20, 2021).
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2023, the Commission ordered the release of Overland final audit report, which included 37
recommendations for improvement.*1® Central Hudson filed its initial implementation plan on
May 22, 2023, which accepted 31 recommendations and proposed modifications to six
recommendations.

During its review of the initial implementation plan, the Department’s
Management and Operations Audit (MOA) staff found that many of the planned steps to address
certain recommendations were insufficient. Additionally, many of the benefit/cost analyses
(BCAs) contained markedly higher cost projections and fewer defined benefits than were
described in Overland’s final report. As a result, the Department reengaged Overland to review
the proposed modifications contained in the initial implementation plan and provide an analysis
of the discrepancies between the BCAs in the Company’s plan and Overland’s final report.1¢
On November 15, 2023, Overland provided its review of Central Hudson’s Implementation Plan
to the Department.1168

On January 31, 2024, Central Hudson filed an updated implementation plan,
which addressed Overland’s assessment and MOA staff feedback. The updated implementation
plan is currently under review and pending consideration by the Commission in Case 21-M-
0541.

1. Implementation Plan Costs

Central Hudson requested recovery of $250,000 in non-labor costs in the Rate
Year to hire a third-party contractor to update its BCA for Advanced Metering Infrastructure
(AMI) related to the proposed efforts specified in its initial implementation plan.**® The
Company later revised its forecast for this expense to $200,000.117°

In its initial testimony, Staff recommended removing the $200,000 expense for

two reasons. First, Staff noted that Overland’s review of the Company’s initial implementation

1166 Case 21-M-0541, supra, Order Releasing Audit Report (issued April 20, 2023).
1167 Tr, 873-874.

1188 Case 21-M-0541, supra, Overland Consulting Review of Central Hudson Implementation Plan (filed
November 15, 2023).

1169 Exhibit 146.
1170 Exhibit 331 (DPS-573).
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plan indicated the Company had performed such analyses internally in the past. In addition,
Staff stated that the timing of this expense is uncertain and noted that Central Hudson did not
provide documentation to support these costs because the Company had not yet issued a Request
for Proposals to engage an outside consultant.*!’*

In rebuttal, Central Hudson stated it had used a third-party consultant to develop
its AMI BCA for its 2016 Distributed System Implementation Plan and included such costs in its
workpapers. Regarding the timing uncertainty, the Company stated that disallowing a cost
because an activity that would clarify the actual cost has yet to occur is “wholly inconsistent with
the application and use of forward-looking test years.”*172

Staff maintains its testimonial position to remove these costs. The Company has
not provided adequate documentation to confirm the timing or amount of this forecasted

expense.

2. Assessment of Savings

In its initial testimony, Central Hudson indicated that incremental savings related
to its implementation efforts to address most of the management audit recommendations were
possible but not quantifiable when the Company developed its initial implementation plan.t1”
Central Hudson indicated that a portion of the savings related to the implementation of one
recommendation were reflected in the Rate Year, totaling $30,000.1174

In its initial testimony, Staff noted that both Overland and Staff had reviewed the
Company’s workpapers and documentation supporting the estimated costs and benefits in the
Company’s initial implementation plan, and identified differences in the expected savings for the
implementation of several recommendations.!'”®> Based on this review, Staff recommended

Central Hudson’s revenue requirement be reduced by $1.645 million to reflect the net benefits

U7l Tr, 4116-4117.

172 T, 834,

173 Exhibit 146.

1174 Exhibit 331 (DPS-255).
175 Tr, 888.
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anticipated from the implementation of these recommendations.*’® This included $800,000 of
capital-related savings and $845,000 in O&M-related savings.

In rebuttal, Central Hudson disagreed with Staff’s recommended revenue
requirement reduction. The Company pointed to its own subject matter knowledge and expertise
in developing potential savings estimates and expressed that it did not believe Overland’s
analysis could adequately address savings without additional information from Central
Hudson.!’" In addition, the Company stated that it included any known implementation savings
in the development of its revenue requirement. Further, Central Hudson contended that it is not
an accurate conclusion to assume that the potential savings will be realized to any extent.18

Staff maintains its position that the net savings anticipated from the
implementation of these recommendations should be reflected in the revenue requirement for
these proceedings. As discussed above, the Department identified significant deficiencies in the
Company’s initial implementation plan and reengaged Overland to assess the Company’s
implementation steps, level of effort, and BCASs contained in the plan. Further, Management
Audits are a collaborative process between the selected consultant, the Department, and the
utility under review. Overland based its BCAs on information that Central Hudson provided
during the audit. Overland then provided its draft audit report and the accompanying BCAs to
Central Hudson for fact verification and comment prior to the report’s finalization. Central
Hudson did not dispute Overland’s BCAs during its review of the draft report.

Staff has since determined that the savings described herein were inadvertently
not reflected in Staff’s revenue requirements. Staff is agreeing to forgo the imputation of capital-

related savings, but will reflect the O&M-related savings in its next revenue requirement update.

3. Deferral of Future Implementation Costs

Central Hudson requested deferral treatment for any incremental costs included in
the 2021 Management Audit implementation plan once approved by the Commission. The
Company noted that its initial implementation plan would be subject to revisions based on

comments received from Department staff and/or other stakeholders, as well as during a State

1176 Ty, 889.
W77 Tr. 842.
1178 Tr. 843.
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Administrative Procedure Act process, which may impact the identified and incremental costs
contained in the plan.}1"®

In its initial testimony, Staff recommended that the Commission deny deferral
authority for any incremental costs in the Company’s implementation plan that have yet to be
determined. Staff noted that Central Hudson’s implementation plan was under review, and any
costs the Company listed as “to be determined” were expected to be updated when the Company
files a revised implementation plan for potential approval by the Commission.*8

In rebuttal, Central Hudson noted that the Company is still evaluating its proposed
implementation costs and stated that any future costs required to implement the audit
recommendations are valid costs of doing business, as well as necessary to comply with the audit
findings.*8!  The Company asserted that it should be authorized to recover such costs.

Staff maintains its recommendation that the Commission should not grant deferral
authority for implementation costs that are currently unknown by the Company. In light of the
Department’s and Overland’s assessment of Central Hudson’s initial implementation plan,
Central Hudson filed an updated implementation plan which is currently under review by the
Department in Case 21-M-0541. That updated implementation plan did not update the costs the
Company listed as “to be determined.” In any event, the Commission has not yet taken action on
Central Hudson’s updated plan. The Company should update its implementation costs in these
proceedings to reflect the updated implementation plan, which would obviate its need for

deferral treatment.

XII. EARNINGS ADJUSTMENT MECHANISMS

In the initial testimony of its EAMSs Panel, the Company proposed several EAMs,
including Distributed Energy Resources (DER) Utilization; Electric Peak Reduction; EV
Adoption; EV Supply, Equipment, and Infrastructure (EVSE&I); Direct Current (DC) Fast
Charger; EVSE&I Level 2 Charger; Gas Peak Reduction; Load Factor for Residential Energy
Intensity; Commercial Energy Intensity; and Load Factor.

179 Tr, 1514-1515.
1180 Tr, 890-891.
1L Tt 843,
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In its initial testimony, Dutchess County expressed concern about increasing costs
and testified that both the Company’s CLCPA proposals and its EAM proposals will only drive
costs up further.!'82 Dutchess County stated that, in order for EAMs to be successful, they must
reduce direct out-of-pocket customer costs in Dutchess County. They should not be concerned
with worldwide macroeconomic costs, and any Company policy should state first and foremost
that it is the Company’s policy to provide the highest quality and most cost-effective customer

service possible. 83

A. Disadvantaged Communities Energy Efficiency Benefits

The Company proposed eliminating its four existing EE and/or BE Earnings
Adjustment Mechanisms. These include the Electric Share the Savings EAM, Gas Share the
Savings EAM, Heat Pump Share the Savings EAM, and a Combined Gas and Electric Energy
Efficiency Low-to-Moderate Income EAM.!8* Staff supported the proposed elimination of
these EAMs in the Staff EAM Panel’s initial testimony,!®° citing a recent Order in which the
Commission observed that EE programs have become a standard practice for the large investor-
owned utilities and then directed a pause to the development and institution of new EAMs tied to
these programs.'® As there is no dispute regarding the elimination of these EAMSs, Staff
submits that the Commission should approve the Company’s proposal on this issue.

The Company further proposed two new EE EAMSs: an electric Disadvantaged
Community Energy Efficiency Benefits EAM and a gas Disadvantaged Community Energy
Efficiency Benefits EAM, both of which would provide a financial incentive based on the
percentage of spending by the Company’s electric and gas energy efficiency portfolios on
efficiency projects located in disadvantaged communities as defined by the Climate Justice

Working Group.'®” Staff opposed the proposal in testimony, citing the aforementioned pause to

1182 Tr, 450,
183 Tr, 472.
1184 Ty, 1414.
18 Tr, 17109.

1186 Case 18-M-0084, supra, Order Directing Energy Efficiency and Building Electrification Proposals
(issued July 20, 2023), p. 86.

1187 Ty, 1418.
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the development and institution of new EAMs tied to energy efficiency programs.t'® In its
rebuttal testimony, the Company asserted that the electric and gas Disadvantaged Community
Energy Efficiency Benefits EAMs are distinguishable from the EAMs for which development
and institution have been paused because the former are not focused on achieving specific
performance metrics or unit cost savings for EE programs.'®® Staff recommends rejecting the
Company’s proposals for these EE EAMs in accordance with the aforementioned Order, in
which the Commission indicated that it would not consider EE EAMSs proposed or included as
part of any new rate case filing or joint proposal until such time as the Commission determines
an appropriate path forward.!'*® The Company’s proposed distinction between EAMs that
focused on achieving specific performance metrics or unit cost savings, and those that are not, is

an artificial one that is not supported by the Order’s text.

B. Electric and Gas Peak Reduction

For the Electric Peak Reduction EAM, the Company stated that the EAM
incentivizes the Company to reduce its New York Independent System Operator, Inc. (NYISO)
Zone G-J Locality Peak, which in turn reduces capacity costs that are passed onto customers.!9?
The Company proposed a corrective modification to this EAM that included “[a]dditional text in
the performance and measurement sections clarifying that the G-J coincident load should be
weather normalized to be consistent with the existing description of the EAM, as well as adding
additional clarity on which years’ forecast should be used for each part of the calculation.”!19
The Company did not propose any changes to its Gas Peak Reduction EAM, 193

The testimony of the Staff EAMSs Panel stated that the Gas Peak Reduction metric

is measured based on: (a) the firm customer!®* peak demand day, in dekatherms (DTH) less the

188 Tr, 1721,
189 Tr, 1434,

1190 Case 18-M-0084, supra, Order Directing Energy Efficiency and Building Electrification Proposals
(issued July 20, 2023), p. 85.

191 Ty, 1422.
1192 Ty, 1423..
193 77, 1723.

1194 A firm customer is a customer that receives uninterruptible electricity and natural gas supplies that are
intended to be available at all times during a period covered by an agreement between the customer
and utility.
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firm customer peak demand on the maximum summer peak demand day, in DTH, i.e., the firm
customer peak heating load in DTH; (b) divided by the number of HDD, which is the measure of
how cold the temperature was on a winter peak demand day. 1%

The Staff EAMSs Panel recommended the discontinuation of the Electric and Gas
Peak Load Reductions EAMs.11% The panel found that the attributes of the Gas and Electric
Peak Reduction metrics can result in financial gains, not due to any of the Company’s actions,
but rather because of unexpected downturns in the economy or other negative macroeconomic
impacts.'" This trend has been observed by Staff with respect to several other utilities with
similar Electric or Gas Peak Reduction metrics, specifically Con Edison, but also KEDNY,
KEDLI, NYSEG, and O&R.1%

In its rebuttal testimony, the Company’s Earnings Adjustment Mechanisms Panel
disagreed with Staff’s recommendation to eliminate the Electric and Gas Peak Reduction EAMs,
observing that the REV Order states, “as a general matter, we reject the arguments of parties that
would confine EAMs to items under direct control or strong influence of the utility, to the extent
that ‘influence’ is interpreted as the implementation of specific approved program.”!1%® The
Company also stated that the Peak Reduction EAMSs should not be discontinued because the
achievement of these EAMs would result in significant benefits to customers.'?®® Additionally,
the Company testified that the demand response programs it implements, such as the
Commercial System Relief Program (CSRP) and the Residential EV Managed Charging
Program, can influence its peak demand by incentivizing customers to reduce their usage during
peak times. 1201

At the evidentiary hearing, the Staff EAMSs panel acknowledged that the CSRP is

an electric demand response program run by Central Hudson which, if enough customer

195 Ty, 1722-1723.
119 Ty, 1725.
197 Ty, 1725.
1198 Ty, 1725.

119 Case 14-M-0101, Reforming the Energy Vision, Order Adopting a Ratemaking and Utility Revenue
Model Policy Framework (issued May 19, 2016).

1200 Ty, 1437.
1201 Ty, 1437.
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participation were generated and if it were managed properly, could theoretically result in
reduced peak load.?°2 However, acknowledged at cross-examination by the Company’s
Earnings Adjustment Mechanism Panel, the Company reports its operationally available load
CSRP metric annually to the Department under Case 14-E-0423, and Central Hudson’s
consistent decline in operationally available load demonstrates the steady decrease in the
influence of the CSRP on peak demand.?%® Staff’s EAMs panel also acknowledged during
cross-examination that, despite concerns regarding external macroeconomic factors, Staff
approved an electric demand response EAM for Consolidated Edison and NYSEG and RG&E in
their most recent rate cases.!?** However, Staff also noted, these other two companies had
demonstrated measured success in their own demand response programs.t2%

Staff continues to recommend the elimination of the Electric and Gas Peak
Reduction EAMs, due to the potential disproportionate financial gains for utilities that may result
from external macroeconomic impacts, rather than the Company’s own actions.!?%® This type of
disproportionate financial gain was realized by several utilities with similar Electric or Gas Peak
Reductions metrics, including Con Edison, KEDNY, KEDLI, NYSEG, and O&R.*%7

Finally, the CSRP, specifically put forth by the Company in the rebuttal testimony
of the Earnings Adjustment Mechanisms Panel as an opportunity to influence its peak demand, is
demonstrably unsuccessful.1?® As noted above, the Company reports its operationally available
CSRP load metric annually to the Department in Case 14-E-0423, and Central Hudson’s
consistent decline in operationally available load demonstrates the diminishing influence of the
CSR program on peak demand.*?%®

For all of these reasons, Staff continues to recommend the elimination of the
Electric and Gas Peak Reduction EAMs.

1202 Ty, 1756-1758.
1203 Ty, 1419 1421,
1204 T, 1760.
1205 Ty, 1761.
1206 T, 1728.
1207 Ty, 1725.
1208 Ty, 1437.
1209 Ty, 1419-1421.
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C. DER Photovoltaic

In the initial testimony of its EAMSs Panel, the Company stated the DER
Utilization EAM “incentivizes the Company to collaborate with third parties to advance the use
of DER resources in [its] service territory.”?!® The Company further stated that the DER
Utilization EAM “provides incentives for increased DER penetration which will play a key role
in helping New York State reach its clean energy goals as set forth in the CLCPA.”*?!! The
Company proposed updated targets for calendar years 2025, 2026, and 2027.1212

The Staff EAMSs Panel recommended restructuring the DER Utilization EAM by
separating it into two separate EAMs: one for solar PV and one for Battery Energy Storage
Systems (BESS).'?'* The Staff EAM Panel developed the baseline for the Solar DER Utilization
metric and the BESS DER Utilization metric on adjusted linear growth and utilized the
Company’s share of the statewide solar PV and battery storage targets.'?!* The Staff EAM Panel
set minimum targets at 10% above the baseline level, midpoint targets at 25% above the
baseline, and maximum targets at 50% above the baseline.'?*

In its rebuttal testimony, the Company agreed with Staff’s recommendation to
separate the DER Utilization EAM into two separate EAMSs: one for Solar DER Utilization and
one for BESS DER utilization.!?® However, concerning the Solar DER Utilization EAM targets,
the Company argued that all NY-Sun qualifying solar interconnected within its territory should
count towards the Solar DER Utilization EAM target, and the EAM should not exclude those
projects that exceed 5 MWs.127 The Company argued, incorrectly, NYSERDA sets the solar PV
cap for commercial and industrial NY-Sun qualifying projects at 7.5 MW.!28 In fact, the

NYSERDA document cited by the Company in its rebuttal testimony sets the system size cap for

1210 Tr, 1420,
1211 Tr, 1420-1421.
1212 Ty, 1421,
1213 Tr, 1731,
1214 Tr, 1736
1215 Ty, 1737,
1216 Ty, 1438,
1217 Tr, 1439,
1218 Ty, 1440,
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NY-Sun qualifying commercial and industrial projects at 7.5 MW DC, which converts to 5 MW
AC.lZlg

For the BESS Utilization EAM, the Company recommended eliminating the
26.8% factor from the target calculation and accordingly proposed including all grid-
interconnected storage located within its electric service territory towards the Storage DER
Utilization metric.1?2

Staff’s proposal to separate the DER Utilization EAM into two separate EAMS,
one for Solar PV and one for BESS, is a better reflection and will lead to more accurate
measurement of the Company’s contribution to Commission and State policy goals, as the DER
Utilization EAM addresses two separate initiatives. The Commission established the goal of
achieving 10 GW of solar production statewide by 2030 in Case 22-E-0629,'??! and Governor
Hochul announced a 6 GW energy storage goal on December 28, 2022.1%?? The testimony of
Staff EAM Panel states that, as these are two separate policy goals, one for solar PV and one for
BESS, it is more appropriate to have two separate EAM metrics to encourage the attainment of
both, rather than combining them.'??® Furthermore, Staff’s proposal for the DER EAMs metrics
ensures the proposed qualifying projects for both PV and BESS are capped at SMW AC, which
aligns with N'Y-Sun and the recent caps used for other utilities.'?** Staff therefore recommends
that the Commission adopt Staff’s testimonial position regarding DER Utilization EAMs.

D. DER Battery Storage
Refer to Section XI1.C.

1219 NYSERDA’s NY-Sun Upstate and Long Island Program Manual, Version 17 (October 2023), p. 16,
available at https://www.nyserda.ny.gov/-/media/Project/Nyserda/Files/Programs/NY -
Sun/Contractor-Resources/upstate-program-manual.pdf.

1220 Tr, 1441.

1221 Case 21-E-0629, Advancement of Distributed Solar, Order Expanding the NY-Sun Program (issued
April 14, 2022).

1222 T 1732.
1223 Ty 1735.
1224 NYSERDA’s NY-Sun Upstate and Long Island Program Manual, Version 17, p. 16.
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E. EV Adoption

In its initial testimony, the Company stated that the EV Adoption EAM
incentivizes it to reduce GHG emissions by facilitating greater penetration of EVs.'?% The
Company did not propose any changes to the structure of this EAM but did propose updated
2025, 2026, and 2027 EV Adoption targets and assumptions about emissions reductions per
vehicle. 1?2

In the testimony of the Staff EAMs Panel, Staff proposed modifications to the
Company’s development of the EV Adoption EAM.'?2” The first proposed modification
includes an additional 10% to the Company’s proposed minimum incremental battery electric
EV (BEV) and plug-in hybrid EV (PHEV) targets.'??® Second, the Staff EAM Panel proposed
new minimum and maximum EV adoption targets by using the New York State Climate Action
Council Scoping Plan, Appendix G: Integration Analysis Technical Supplement to determine the
Company’s share of new BEV and PHEV registrations in its territory.1?2° Third, the Staff EAM
Panel proposed lower basis points than previously recommended for the attainment of this EAM.
Specifically, Staff recommended an EAM of 2 BPs if the Company obtains the minimum target;
4 BPs if the midpoint target is met; and 8 BPs if the maximum target is achieved.?*

The rebuttal testimony of the Company’s Earnings Adjustment Panel did not
agree with Staff’s recommendations, stating the proposed targets are unrealistic.?** The
Earnings Adjustment Panel testified that the adoption rates within the Appendix G forecast are
based on the state’s 2030 Zero Emission Vehicle Memorandum of Understanding targets, which
are aspirational and do not necessarily account for actual market conditions.'?*? Furthermore, the
Panel stated that the targets for the EV Adoption EAM far exceed what Staff considers superior

performance and exceptional achievement and that the proposed EV Adoption EAMs targets are

1225 Tr, 1423,
1226 Tr, 1424,
1227 Tr, 1742,
1228 Ty, 1742,
1229 Ty, 1744,
1230 Ty, 1749,
1251 Tr, 1442,
1252 Tr, 1442,
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therefore inappropriate.'*® The Panel thus recommended using the targets that they developed
in the Company’s Distributed System Implementation Plan Forecasts.!?%*

In addition, the rebuttal testimony of the Earnings Adjustment Panel testified that
the Panel disagreed with lowering the number of basis points associated with the EV Adoption
EAM from ten to eight, stating that Staff’s testimony does not provide support for its proposed
reduction and that it is inappropriate for Staff to lower the number of basis points while
proposing to significantly increase the EV Adoption EAM target.%®

Staff’s proposal to adjust the EV adoption EAM is appropriate and a better option
specifically because the development of the EAM is derived from the New York State Climate
Action Council Scoping Plan that was adopted in December 2022 and outlines actions needed for
New York to achieve 70% renewable energy by 2030; 100% zero-emission electricity by 2040; a
40% reduction in statewide GHG emissions from 1990 levels by 2030; an 85% reduction from
1990 level by 2050; and net-zero emissions statewide by 2050.12%¢ Specifically, Appendix G to
the Scoping Plan provides the framework, assumptions, details, and pathways required to
achieve GHG mitigation to meet the goals set out by the Scoping Plan.*?%

The Staff EAM Panel moreover set targets using the principle that EAMs are
something to be earned, not something that is owed to the Company. EAMSs should be a stretch
target and should motivate the Company with rewards if they achieve certain outputs that support
state policy. They are not to reward a business-as-usual scenario.'?3®

For these reasons, Staff recommends that the Commission adopt its testimonial

position concerning the EV Adoption EAM.

1233 Tr, 1443.
1234 Ty, 1443.
1235 Tr, 1443-1444.
1236 Tr, 1745.
1237 Ty, 1745.
1238 Ty, 1743.
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F. EVSE&I DC Fast Charger and Level 2 Installations
The EVSE&I DCFC and Level 2 EAMs were developed in another

proceeding,!?*°

and the Company did not propose any changes to the EVSE&I structure in its
initial testimony. The Company further stated that any subsequent modifications adopted within
that generic proceeding would supersede any pre-existing EAM structure established within this
proceeding.?*? Staff agrees that modifications to these EAMs should be established in the EV
Proceeding, Case 18-E-0138.

The Company provided an update to the EVSE&I EAMs in the rebuttal testimony
of its Earning Adjustment Panel, in which it testified that the Order Approving Midpoint Review
Whitepaper’s Recommendations with Modifications'?*! modified the EVSE&I DC Fast Charger
and the EVSE&I Level 2 Charger EAM. The Company will update to be consistent with that
Order.1242

Both Staff and the Company agree that there is no need for changes to the
Company’s current EVSE&I DCFC and Level 2 EAMs in this proceeding. Staff therefore

recommends that the Commission maintain the current EAMs.

G. Total EAM Basis Points
The Company proposed EAM incentives in terms of basis points.'?4® Staff
proposed that EAM incentives ultimately be expressed in terms of absolute dollars once the
capital structure and rate base are determined in these proceedings.??** In its rebuttal testimony,
the Company agreed that EAM incentives ultimately should be expressed in terms of absolute
dollars.*?*> As there is no dispute regarding expression of basis points, Staff recommends that

the Commission approve this proposal.

1239 Case 18-E-0138, Electric Vehicle Supply Equipment and Infrastructure.
1240 Tr. 1426.

1241 Case 18-E-0138, supra, Order Approving Midpoint Review Whitepaper’s Recommendations with
Modification (issued November 16, 2023).

1242 Ty, 1444,
1243 Tr, 1416,
1264 T, 1717,
1245 Tr, 1446,
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The Company proposed a maximum incentive of 60 BPs for its proposed electric
EAMs and a maximum incentive of 25 BPs points for its gas EAMs.124¢ As a cumulative result
of Staff’s adjustments to individual portions of the Company’s EAMs proposals, as detailed
above in this section, Staff recommends a maximum incentive of 39 BPs for the electric EAMs
and no basis point incentive for gas EAMs.?#” For the reasons stated in each of the above
sections, the Commission should approve Staff’s recommended cumulative and combined

maximum incentive of 39 BPs for the electric EAMSs and no basis point incentive for gas EAMs.

H. Other EAM Issues
The Company proposed to maintain the current structure of the Residential and
Commercial Energy Intensity and Load Factor EAMs.1?*® The Staff EAM Panel agrees with the
Company that no changes to the scorecard metrics should be made and that the Company should
continue to report these metrics in the Company’s EAM annual reports.}?*® Staff is accordingly

recommending no changes to the Company’s current scorecard metrics.

XII1. ENERGY AFFORDABILITY PROGRAM

The Company has an established Energy Affordability Program (EAP),*?® which
provides monthly bill discounts!?? 1252 to Jow-income customers with the intention of limiting
their energy burden to at or below 6%.125% 1254 The Commission has directed utilities, including
Central Hudson, to modify their EAPs within Case 14-M-0565.12%

1246 Ty, 1416.
1247 Exhibit 316.
1248 Tr, 1414.
1249 Ty, 1738.
1250 Ty, 18486.
1231 Ty, 18486.

1252 Case 14-M-0565, supra, Order Adopting Low Income Program Modifications and Directing Utility
Filings, (issued May 20, 2016), Appendix B.

1253 Tr, 1846.

1254 Case 14-M-0565, supra, Order Adopting Low Income Program Modifications and Directing Utility
Filings, (issued May 20, 2016), pp. 8.

1255 Ty, 4444-4445,
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In Staff’s understanding, the Company does not maintain historical information
identifying electric heat, electric non-heat, gas heat, and gas non-heat EAP customers. Under the
current EAP structure, however, the size of the discounts that are issued on EAP customers’
monthly bills is contingent on whether a customer is an electric heating, electric non-heating, gas
heating, or gas non-heating customer.'?®® The Company’s failure to track this information
undermines Staff’s confidence in the veracity of the participation levels from the provided
workbooks.

Additionally, the Company could not provide standard operating procedures
(SOPs) for calculating EAP bill discounts or for compiling the EAP workbook.1?” The SCSP
therefore recommended in testimony that the Company establish hard copies of all documents,
materials, and manuals related to the EAP.1?® The Company’s Customer Experience Panel did
not address Staff’s recommendation to maintain these hard copies in its rebuttal testimony.

Staff recommends the Commission direct the Company to establish and maintain
physical or hard copies of all documents, materials, and manuals related to the EAP. In the event
of an issue with the SAP CIS, the hard copies would assist with training and support of Customer
Service Representatives and allow the Company to make necessary changes to procedures

instituted by the Commission.*?*®

A. EAP Budget, Expenditures and Reconciliation
In the testimony of Central Hudson’s Forecasting and Rates Panel, the Company
projected participation levels for the EAP in the Rate Year. Based on these projections, the
Company proposed raising the electric heating and electric non-heating discounts,'%° reducing

the gas heating discounts,*?®* and maintaining the current gas non-heating discounts.'252

12% Case 14-M-0565, supra, Order Adopting Low Income Program Modifications and Directing Utility
Filings, (issued May 20, 2016), pp. 17 (2016 Low Income Order).

1257 Exhibit 353 (DPS-485 and DPS-585).
1258 Ty, 4451.
1259 Tr, 4451.
1260 Ty, 1853.
1261 Ty, 1853.
1262 Ty, 1853.
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Otherwise, the Company stated that it would exceed the program budget.*?®® The Company also
stated that the discounts were “calculated using the same methodology utilized in the Company’s
annual low income discount filing in Case 14-M-0565.2%* The Company’s calculated projected
rate allowances equated to $20.2 million for electric and $5.3 million for gas.'?%®> The Company
did not propose any changes to the symmetrical deferral mechanism for the EAP.126¢ The
Commission established and directed utilities to apply the symmetrical deferral mechanism to
EAPs in an earlier proceeding.!?’

The SCSP identified areas of concern with the Company’s initially filed EAP
workpaper.1?%® Staff discussed the Company’s November 1, 2023 EAP workbook in its
testimony and identified that there are updates to the monthly bill discounts for the program year
and reflected increases to the electric heating and electric non-heating discounts, while gas
heating and non-heating discounts would remain the same or decrease.'?%® Additionally, Staff
identified that the budget within the Company’s initial testimony?’® and workbook!?"* differed
from the workbook provided in Case 14-M-0565.1"2 The Company’s updated workbook filed in
Case 14-M-0565 provided a program budget for electric of $12.7 million and for gas of $3.5
million.127

Staff also identified that, in addition to forecasting participation, the Company
increased the customer charge to what the Company proposed within these proceedings before

1263 Tr, 1854,

1264 Tr, 1853.

1265 Tr, 3004-3005.

1266 T, 3005.

1267 2016 Low Income Order, p. 32.
1268 Ty, 4448.

1269 Tt 4449,

1270 T, 3004-3005.

1271 Exhibit 353 (DPS-585).

1212 Case 14-M-0565, supra, Central Hudson EAP Workpapers 2023, (filed November 1, 2023), Tab:
Central Hudson.

1273 Ty, 4450.
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calculating the average bills used in the workbook based on 2024-2025 forecasts.'?’* Staff
reiterated that the Commission has already established a process for updating EAP discounts and
budgets and recommended that the Company adhere to the Commission’s established
methodology.?”® Further, Staff recommended that the Commission approve the rate allowance
from the Company’s November 1, 2023 workbook, which was filed within Case 14-M-0565.1276

In rebuttal, the Company disagreed with employing the methodology for discount
calculations established by the Commission in Case 14-M-0565.12"" The Company stated that it
should not use historical participation levels, but rather projected estimated bill impacts,
projected customer participation, and program funding for the Rate Year.?’® The Company
conceded that the differing workbooks Staff identified were due to using the typical bill, known
delivery rate, current participation levels, and historical commodity prices,*?’® which Staff notes
is the Commission approved methodology. The workbook provided with the Company’s initial
testimony, by contrast, was a forecast of the potential Rate Year EAP program.'?® The
Company stated that it would update the bill discounts used in these proceedings to be consistent
with the Commission’s established methodology.*?8!

The Company further stated in rebuttal that any under-collection would be
deferred for future collection from customers, and estimated the potential under-collection
“could be $7.5 million for electric and $1.8 million for gas” if the SCSP’s recommended EAP
electric and gas rate allowances of $12.7 million and $3.5 million, respectively, were adopted by
the Commission.'?82 However, as stated earlier in this section, the Commission approved the
reconciliation of deferred costs for the EAP within Case 14-M-0565.1283

1274 Tr, 4448.

1275 Tr, 4449-4450.

1276 Tr, 4450-4451.

1277 Tr, 1913-1914.

1278 Tr, 1913-1914.

1279 Tr, 1915.

1280 Ty, 1915.

1281 Ty, 1915.

1282 Tr, 1916.

1283 2016 Low Income Order, p. 32.
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Staff recommends that the Commission adopts the SCSP’s proposed rate
allowance for the EAP, which was based on the Company’s November 1, 2023, workbook filed
within Case 14-M-0565, and is consistent with Commission directives. This may result in
adjusted bill discounts for low-income customers that are consistent with the Commission’s
Energy Affordability Policy and EAP Orders.

B. PULP’s EAP Proposal

In its initial testimony, PULP recommended that the Commission raise its
established 2% budget limit by utilizing funds from the New York State Budget 2023-2024,
which had a $200 million appropriation to provide utility bill relief to EAP programs*?®* and that
the statewide EAP Working Group in Case 14-M-0565 consider using a similar approach for
discount reduction at other utilities.?®> PULP also recommended a targeted outreach campaign
to increase enrollment within the EAP*?%® and reporting requirements on the tracking of EAP
self-certification and manual enrollment.1287

In the Company’s rebuttal testimony, it stated that it would create a team that
would establish metrics to monitor EAP and HEAP enrollment targets. 28 In the rebuttal
testimony for the Forecasting and Rates Panel, the Company did not agree with PULP’s proposal
to raise the 2% cap for the EAP at that time.128°

Staff recommends the Commission reject PULP’s proposal to raise the 2% budget
cap for the EAP budget in this rate proceeding, as that discussion should take place within the
Energy Affordability Policy Working Group so such a proposal can be put forth for Commission
consideration on a generic basis within Case 14-M-0565. Additionally, Staff recommends the
Commission adopt PULP’s proposal to track and monitor the number of customers who enroll in
the Company’s EAP through the self-identification and manual enroliment option rather than

through the automatic HEAP enrollment process.

1284 Tr. 622.

1285 Ty, 622.

1286 Ty, 632-634.
1287 Tr. 636.

1288 Ty, 3077.
1289 Ty, 1917.
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XIV. REVENUE ALLOCATION AND RATE DESIGN

A ECOS Studies

The Company filed three Embedded Cost of Service (ECOS) studies for each of
its electric and gas businesses. The three studies consist of: (1) a historical study based on the
calendar year 2021 (Historical Study), (2) a proforma study based on its Rate Year forecasts
(Proforma Study), and (3) a hypothetical study based on 2021, that excludes commodity and
surcharge related expenses (Hypothetical Study). The Company used the results of both the
Historical Study and Proforma Study as the basis for their revenue allocation. According to the
Company, the use of both studies “allow[s] for a comparison of estimated realized to estimated
expected rates of return” based on both current and previously authorized rates.'?®® While the
Company did not use the Hypothetical Study for its revenue allocation purposes, the Company
stated that it does provide a valuable connection between the bundled commodity and delivery
historical study and its delivery only pro forma study.?%

For each study, the Company allocated its rate base, expenses, and revenues by
performing the basic steps of functionalization, classification, and allocation.*?%> The ECOS
studies calculated service class specific rates of return (ROR) which were compared to the
system average ROR. The measured deviation from the system ROR was then used to inform
revenue allocation and rate design, which is discussed in more detail in Section XIV.E (Electric
Revenue Allocation).'?%

The Company also filed an Allocated Cost of Service (ACOS) for its electric
business, in compliance with the Commission’s March 16, 2022 Order issued in Case 15-E-0751,
which directed the Company to produce ACOS studies on a Federal Energy Regulatory

Commission Account Basis.}?®* Additionally, pursuant to the Commission’s October 13, 2023

1290 Ty, 1596.
1291 Ty, 1613.
1292 Ty, 1597-1600.
1293 Ty, 1601.

1294 Tr, 1595; see Case 15-E-0751, supra, Order Establishing an Allocated Cost of Service Methodology
for Standby and Buyback Service Rates and Energy Storage Contract Demand Charge Exceptions
(issued March 16, 2022) (ACOS Order).
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Order in Case 15-E-0751,12% the Company filed new standby service rates on December 15,
2023 in that proceeding. The ACOS is an extension of the ECOS, so modifications to the ECOS
would result in modifications to the rates derived from ACOS studies. To ensure that the
standby rates accurately reflect the updated models, Staff recommends that the Company be
required to submit a compliance filing with updated standby rates that reflect the final
determinations of these rate proceedings.

1. Test Year and Forecasting Assumptions

For purposes of revenue allocation, the Company proposed using two ECOS
studies, the Historical Study and the Proforma Study, to provide RORs for each service class.'?%
MI recommended disregarding the Historical Study and instead utilizing only the Proforma
Study.*®®” Ml argued that the Historical Study reflects the rates in effect during the Historic Test
Year and not current rates, and that the Company’s requested revenue requirement is based on
Rate Year circumstances.!?%® MI further argued that “any direct comparisons of the class RORs
between the Historical Study and the Proforma Study may be unduly influenced by the
circumstances specific to each test year and the degree to which current delivery rates deviate
from costs on a going-forward basis.”*?%

Staff agrees with the methodology that the Company used in its ECOS studies.
Staff found the studies to be a reasonable presentation, and performed in a similar manner as in
the Company’s previous rate proceedings.’*° Staff also agrees with the use of both studies in
these proceedings, as proposed by the Company. Historical and proforma ECOS studies each
have different advantages, and each provide different valuable insights. In Staff’s initial
testimony, Staff agreed with the Company’s methodology to use both Historical and Proforma

Studies as the bases of its electric and gas revenue allocation.3°* While costs, revenues, and

12% See Standby Rates Order.
129 Tr, 1832.
1297 Tr, 4216.
1298 Tr, 4216.
1299 Ty, 4216.
1300 Tr, 4252.
1801 Ty, 4249,
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allocators may have changed since the historic period, the Proforma Study is based on forecast
costs, revenues, and allocators, which account for forecasted changes to historic data that may
prove to be inaccurate. Using the results of both studies balances those shortcomings.**%? For
those reasons, Staff recommends that the Commission adopt the Company’s use of both the

Historical Study and the Proforma Study for revenue allocation and rate design purposes.

2. Property Taxes

Central Hudson functionalized electric property tax expense in the same
proportion as land and land rights in its electric ECOS studies, and gas property tax expense on
net plant in service in its gas ECOS studies. MI proposed functionalizing electric property tax
using net plant, in place of the Company’s functionalization approach of using the accounts for
land and land rights.3%® Additionally, MI noted that the Company used net plant for its
functionalization of property taxes in its gas ECOS studies.*** Staff agrees that the treatment of
property taxes should be functionalized in the same manner for both the electric and gas ECOS
studies.®® Since property tax obligations are determined by the Reproduction Cost New less
Depreciation plus Land, and net plant in service serves as a reasonable proxy for Reproduction
Cost New less Depreciation plus Land, using net plant to functionalize property taxes within the
electric and gas ECOS studies is a reasonable and appropriate approach.*®  Accordingly, the

Commission should adopt Staff’s recommendation.

3. Electric System Control/Load Dispatching

Central Hudson proposed to functionalize system control, load dispatching, and
other power supply, which are included in Federal Energy Regulatory Commission (FERC)
Account Nos. 556 and 557, as follows: 30% to the Merchant Supply Function and 70% to the
production function. All of the production function costs were then classified entirely to energy.

1302 Ty, 4280.
1303 Ty, 4204-4205.
1304 Tr, 4205.
1305 Ty, 4287-4288.
1306 Ty, 4288.
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MI proposed that Accounts 556 and 557 should instead be classified based on the production
labor expense. 3%’

Staff disagrees with MI’s proposal, and instead recommends the costs in these
accounts should be classified as energy-related, as proposed by the Company. While the
National Association of Regulatory Utility Commissioners’ (NARUC) Electric Utility Cost
Allocation Manual (NARUC Manual), recommends these production accounts be allocated on
demand, the NARUC Manual was published prior to the utilities’ divesture of generation assets
in New York.*%® Additionally, as noted by the NYISO in its 2023 Load & Capacity Data
Report, the Company’s two gas turbine units have indicated they will be out of service, and the
NYISO’s generator status report dated December 13, 2023 indicates that the two gas turbine
units are slated to retire in 2024, leaving only the Company’s hydro units.’**® Because the
remaining production assets owned by Central Hudson would be mostly hydro-related facilities,
which produce mostly energy benefits, it is appropriate to keep the allocation of these accounts
based on energy. Based on the foregoing, Staff recommends that the Commission reject MI’s

proposal, and adopt Staff’s position.

4. Legacy Generation Fleet

The Company’s current level of legacy hydro base rate imputation is
approximately $2.1 million, which was established in the Company’s most recent rate case. The
Company proposed to increase its legacy hydro imputation to $3.9 million based on the three-
year average of total benefits produced by its hydro facilities from 2020 through 2022.1310 |n
testimony, Staff recommended updating the Company’s legacy hydro imputation to include the
updated months of 2023 into its three-year average.'*** The Company provided updated legacy
benefits through November 2023 in its rebuttal testimony, which increased the three-year

average of actual total legacy hydro benefits from $3.9 million to $4.4 million.*®!2 However, the

1307 Tr, 4202.
1308 Ty, 4286.
1309 Tr, 4287.
1310 Ty, 1861.
1311 Ty, 4284-4285.
1312 Ty, 1889.
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Company did not propose to increase its legacy hydro imputation beyond $3.9 million due to
uncertainties of market energy prices maintaining their elevated level in the near future.’®* With
the Company’s concerns regarding future market energy prices, and based on the fact that the
total legacy hydro benefits for the twelve months ending November 2023 was just over $4.0
million, Staff agrees with the Company to maintain the $3.9 million level of legacy hydro
imputation as was originally proposed. Additionally, should the actual legacy hydro benefits
exceed the $3.9 million imputation level in the Rate Year, any excess revenues would be passed
back to customers through the Miscellaneous Charge.

MI argued that legacy hydro generation costs unduly influence the results of the
electric ECOS and should not be included in determining cost-based delivery rates.!34
Alternatively, if legacy hydro generation costs were to be included in the ECOS, MI proposed
including legacy hydro generation Rate Year revenues of $18.6 million (the legacy generation
revenue requirement) in the ECOS studies, in place of the $3.9 million assumed by the Company
for its Rate Year revenues related to its legacy hydro generation facilities.’*> MI further
proposed to either exclude both the legacy hydro facility costs and associated revenues from the
electric ECOS, or to “neutralize” the cost impact by imputing $18.6 million of market revenues
in the Proforma Study and allocating the imputed revenues based on Rate-Year loss-adjusted
energy sales.'31®

The Company argued that the assumed $18.6 million (corrected to $21.6 million)
related to the legacy generation revenues is flawed, and that many of the accounts MI assumed in
its legacy hydro revenue total are not related to revenues from the Company’s legacy hydro
production units.**}” The Company asserted that the more appropriate basis for its legacy hydro
related revenues as presented in the Proforma Study would be the level of legacy hydro

imputation expected in the Rate Year.'®'® However, the Company did agree with Ml on

1313 Ty, 1889.
1314 Tr, 4195.
1315 Tr, 4208.
1316 Tr, 4208.
1817 Ty, 1642-1643.
1318 Ty, 1643.
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allocating the imputed level of legacy hydro revenues in the Proforma Study based on Rate-Year
loss-adjusted energy sales. 3!

Regarding the legacy hydro facilities being presented in the ECOS, Staff’s
position is that the costs related to the Company’s legacy hydro facilities should be represented
in both ECOS studies. As long as the costs related to the legacy hydro facilities are in rate base,
and recovered through base rates, removal of these costs in the ECOS could result in revenue
responsibility being allocated to the wrong classes.**?° Additionally, the revenues associated
with the legacy hydro facilities for the historical study should be based on the level of imputed
revenues during the historical period, and the level of revenues for the proforma ECOS should be
based on the level of revenues projected to be imputed during the Rate Year, 32!

5. Gas Peak-Day Sendout

MI noted that the Company’s gas ECOS studies only used 70 heating degree days
(HDD) when deriving its Peak-Day Sendout, but the Company previously agreed in its last rate
case that using 73 HDD was the appropriate metric for measuring Peak-Day Sendout, and the
Company currently designs its gas delivery facilities based on 73 HDD.*3?2 The Company
agreed with MI’s recommendation to use 73 HDD, stating that it had updated its historic gas
ECOS studies to use 73 HDD but it had inadvertently failed to update its gas proforma ECOS
study.'32® DPS Staff takes no position on this issue at this time, but reserves the right to address

any party arguments in Reply Briefs.

6. Net Operating Loss Carryforward
MI proposed functionalizing out of period deferred income taxes and net
operating losses, not related to specific rate base, to be allocated on rate base in place of the

Company’s allocation method of using Rate Year pre-tax operating income and taxable

1319 Tr, 1644,
1320 Tr, 4281,
1321 Tt 4284,
1322 Tr, 4211-4212.
1323 Tr, 1644,
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income.132* Staff recommends a different approach for the allocation of deferred income taxes.
Income taxes are not proportional to rate base, as Ml stated in its testimony, but rather to the
return on rate base less interest.13?> Additionally, as the Company noted in its rebuttal testimony,
it “lacks the link to the specific items necessary for more granular functionalization.”*3%® As
such, in lieu of a more proper functionalization approach, Staff recommends allocating these
non-current expenses in proportion to projected base delivery revenues, such that the revenue

requirement impacts are spread evenly amongst the classes.!3?

B. MCOS Studies
The marginal cost of service study as it relates to the Excelsior Jobs Program rates
is addressed in Section XIV.J.

C. Electric Loss Factor

The electric loss factor is determined by the percentage of difference between the
total electricity received in the system and total metered electricity, divided by total electricity
received. From this percentage, the Company will derive a factor of adjustment (FOA).*?® The
electric system FOA is determined based on the electric loss factor calculated as the most recent
36-month average. The current system FOA, based on the 36-months ending September 2021, is
1.0112. As of the Company’s testimony, using the 36-months ending May 2023 would produce
a system FOA of 1.0458.1%2° The Company proposed to update its FOA to reflect more recent
data as it becomes available prior to its time of compliance. Staff agrees with the Company’s
proposal to use the most updated data for its calculation of the FOA and it should be adopted by

the Commission.

1324 Tr. 4203.
1325 Tr, 4288.
1326 Tr, 1633.
1327 Tr. 4289.
1328 The formula for calculating electric FOA is as follows: FOA = 1/(1-loss factor%).
1329 Tt 1620.
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D. Lost and Unaccounted For Gas
Lost and unaccounted for gas (LAUF) is measured as the difference between total
gas received into the system and total metered gas, divided by the total gas received.’**° The
Company’s current methodology consists of determining an FOA,**3! which is calculated based
on a five-year average and updated annually every twelve months ending August 31. This

methodology has been in place since Central Hudson’s 2017 gas rate case, Case 17-G-0460.13%

Additionally, the Company measures its performance against the FOA by using dead bands, 3%
which were established in Case 14-G-0319 and will remain fixed until modified by the
Commission.’*** The Company did not propose any modifications or revisions to how it
accounts for its LAUF.1%  Staff agrees with continuing the Company’s LAUF methodology

and FOA calculations in these proceedings.
E. Electric Revenue Allocation and Rate Design

1. Revenue Allocation

Revenue allocation is the process of apportioning a revenue increase to service
classes. The Company’s intent behind its proposed revenue allocation is to move each service
class within 15% of the system average rate of return.**¥ In these proceedings, the Company
proposed utilizing the same constraints presented in its prior rate case,3*” which limit the
allocation to classes with RORs that are 15% below or above the system average ROR, to plus or
minus 25% of the otherwise proscribed increase.®**® Also consistent with prior proceedings, the

allocation to a service class would be modified only if both the Historical and Proforma Studies

1330 Ty, 1621.
1331 The formula for calculating gas FOA is as follows: FOA = 1/(1-LAUF%).
1332 77, 1621.

1333 Dead bands consist of two standard deviations, limited to +0.5%, with the bottom dead band set to
1.0000.

1334 Tr, 1622.
1335 Tr, 1622.
133 Tr, 1830.
1337 Ty, 1830.
1338 Tr, 1830.
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produced RORs outside of the 15% dead band.'®*® The results of the Company’s ECOS studies
produced revenue allocation factors of 100% for all electric service classes, with the exception of
Service Class No. 13 Substation which received a 75% revenue allocation factor. 34

MI recommended changes to revenue allocation, such that classes earning an
ROR that is 300 basis points above the proposed ROR receive no rate increase.’3*! However, not
allocating any of the proposed revenue requirement to classes earning a rate of return 300 basis
points above the system ROR would inequitably distribute the revenue requirement among the
other classes. The proposed constraints, which set a lower limit of 75% to revenue allocation
factors for those classes performing above the system ROR, sufficiently move classes with
above-average RORs towards the system average. Similarly, constraints are in place to allocate
a higher portion of the revenue requirement to those classes that have been under-earning.
Conversely, allocating zero revenues to any class would be inequitable and would shift the
revenue requirement burden to other classes. For the foregoing reasons, Staff recommends that

the Company reject MI’s proposed changes to electric revenue allocation.

2. Rate Design

The Company proposed changes to the customer charges for all service
classes.’®*?  The ECOS studies provide a framework for determining the costs associated with
providing service to individual customer classes, as well as an understanding of how costs break
down on a customer-related, energy-related, and demand-related basis. Staff also recommends
moving customer charges towards the customer costs indicated in the ECOS.3** However, Staff
recommends smaller customer charge increases than the Company for Service Classification
Nos. 1 and 2 Non-Demand, to reduce impacts on low volume and low-income customers.t344
Specifically, Staff recommends increasing the customer charges to electric Service Classification

Nos. 1 and 2 Non-Demand by $0.50, as compared to the Company’s proposed increase of

1339 T, 1830.

1340 Exhibit 126, Schedule A.
1841 Ty, 4217.

1342 See Exhibit 129.

1343 Tr, 4262.

1344 Tr. 4262.
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$2.00.13% The customer charges recommended by Staff move sufficiently towards ECOS
customer costs while mitigating bill impacts on low-income and low volume customers.

In its rebuttal testimony, the Company argued that the benefits provided by Staff’s
proposal have “minimal impact.”*3*® To the contrary, based on Staff’s proposal, customers could
see material positive bill impacts ranging from 0.24%,"**' to 4.42%,*® based on usage.
According to the Company’s response to DPS-788, the majority of Service Classification No. 1
customers are below the average usage threshold over the majority of the year; in fact, 68% were
below 600 kWh in 2023 which had an average monthly usage of 644 Kwh per Customer.'34°
Such customers would realize an average of 1.32% lower bills under Staff’s recommended
customer charges. In the aggregate, Staff’s recommended customer charge results in lower bills
for average users, and substantial benefits to below average users.

MI recommended: (1) increasing the customer charge for electric customers in
Service Classification No. 3 Primary by 1.25 times the same percentage as the corresponding
delivery revenue increase; and (2) similarly increasing Service Classification No. 13
Transmission by two times the class delivery revenue increase.®° The proposed increases
would result in 37% and 48% increases, respectively, to the existing customer charges under the
Company’s proposed revenue requirement, and MI contended that they should remain at those
increased levels regardless of the final authorized revenue requirement.3! MI’s proposed
customer charges, however, would rapidly alter the proportions between fixed and volumetric
charges for the entirety of those classes. Such rapid changes would result in rate instability and
saddle low-volume users with the majority of the class revenue requirement. Under Staff’s

recommended revenue requirement in these proceedings, MI’s proposed customer charge for

1345 Tr, 4262.
1346 Tr, 1898.

1387 The analysis in the Forecasting and Rates Panel Rebuttal Testimony utilizes a 530 kWh figure which
is not included in Staff bill impacts. 550 kWh is the closest analog, utilizing 530 would produce a
slightly higher benefit.

1348 Exhibit 345, Schedule A.
1349 Exhibit 644.

1350 Ty, 4196.

1351 Tr. 4220.
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Service Classification No. 13 Transmission would increase 48%, while volumetric rates would
receive an increase of less than 2%. Similarly, MI’s proposed customer charge for Service
Classification No. 3 Primary would significantly increase by 37%, while the volumetric rate
would increase by less than 9%. Changing the proportion between customer charge and
volumetric charge can alter customer usage behavior. Changing such proportions too quickly
and/or at too great a magnitude, such as with MI’s proposal, could alter system conditions and
consequently the cost to serve other customers. Conversely, implementing a more gradual
change to balance between customer charges and volumetric rates provides customers time to
understand how such changes impact customer behavior. Staff’s recommended customer charge
adjustments strikes a reasonable balance between properly reflecting the costs for Central
Hudson to serve individual electric customers, and mitigating against significant bill impacts.
Accordingly, Staff recommends that the Commission adopt its customer charge adjustments.
The Company also proposed a new Low Power Attachment Program rate option
under Service Classification No. 2, which would offer customers the option to attach low power
consumption devices (300 watts or less) to a Company distribution, lighting, or rental pole.**%2
The proposed rate option is structured similarly to Service Classification No. 2 Non Demand,
including a customer charge and a volumetric charge, and was derived from the Company’s
ECOS studies by excluding non-applicable costs related to low power attachment devices such
as costs related to meters and primary line infrastructure.'®® The Company explained that,
while there is customer interest in participating in this new rate offering, the Company did not
include any forecasted revenues associated with this rate structure.!®>* Based on its review, Staff
believes the new rate structure was designed appropriately for this new offering, and should be
implemented in the Rate Year. Additionally, as revenues related to this rate offering were not
forecasted, any revenues produced by customers taking service under this low power attachment
offering would contribute to the Rate Year RDM targets for Service Classification No. 2 Non-
Demand. For those reasons, Staff supports the Low Power Attachment Program rate option

proposed by the Company.

1352 Tr, 1841.
1353 Ty, 1842-1843.
1354 Ty, 1843-1844.
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F. Gas Revenue Allocation and Rate Design

1. Revenue Allocation

For gas revenue allocation, both the Historical and Proforma Studies determined
Service Classification No. 11 Transmission exceeded the system average ROR by 15%, and as
such, that customer class received an allocation factor of 75%.1° All other service classes
received unmodified allocations of 100%, plus the distributed remainder of the Service
Classification No. 11 Transmission allocation.**® Additionally, pursuant to the 2021 Rate
Order, Central Hudson’s current base delivery rates include a profit imputation of $3.2 million
estimated to be received from interruptible sales.**>’ The Company proposed to continue its
existing $3.2 million interruptible imputation based on the most recent two year average ending
March 2023 historic profit levels.®**® This interruptible imputation gets offset in rate design.3*°

Staff recommends a slight modification to the interruptible imputation. Bundling
the imputation and revenue requirement together results in an allocation of a portion of the
imputation to electric generation facility customers taking gas service under Service
Classification No. 11 who does not receive an offset in rate design.*° As such, it is appropriate
to allocate the interruptible imputation separately from the revenue allocation, and exclude these
electric generation customers from both the imputation allocation and reduction in rate
design.’! In its rebuttal testimony, the Company’s Forecasting and Rates Panel modified its
treatment of interruptible imputations in concurrence with Staff’s position.!3? The Commission

should adopt this adjustment to the interruptible imputation as both reasonable and appropriate.

1355 Exhibit 126, Schedule B.
1356 Exhibit 126, Schedule B.
1357 Tr. 1826.

13%8 Tr, 1827.

1359 Tr, 1831-1832.

1360 Ty, 4254.

1361 Ty, 4254-4255.

1362 Ty, 1877.
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Additionally, Staff’s recommended gas revenue allocation includes the
continuation of the $1.5 million Danskammer imputation as was authorized in the Company’s

current rate plan.t®? The Danskammer imputation is discussed in more detail in Section XIV.G.

2. Rate Design

Gas rates are generally comprised of a minimum monthly charge that includes the
first few therms consumed, and then a block or multiple blocks with different rates depending on
usage. These usage blocks can include a tail block for higher usage with the lowest per therm
rate. In its most recent rate case, the Company began the process of flattening its block rate
structure, with the goal to achieve uniform volumetric rates within five years.'* The
Company’s gas Service Classification No. 6 currently offers a high-volume discount rate for
customers whose annual usage is 50,000 ccf or more. This is a singular volumetric rate that does
not utilize a block structure, and was excluded from the Company’s original block rate flattening
plan. 1365

In these proceedings, the Company proposed changes to the customer charges for
all customers taking service under Service Classifications Nos. 1, 2, 6, 11, 12 and 13. The
Company’s proposed customer charge adjustments all move towards the customer costs
indicated in the gas ECOS, except for Service Classifications Nos. 11 Transmission and 11
Distribution, which move directly to the customer costs indicated in the ECOS studies.**® The
Company also proposed continuing its five-year block rate phase out plan as initially proposed in
the Company’s past rate case, with the Rate Year serving as year four out of five.13¢7
Additionally, the Company proposed to incorporate the Service Classification No. 6 high
volume discount rate, which is applicable to customers whose annual use is 50,000 ccf or more,
into its flattening plan, and proposing to phase out the discounted high volume use rate over two

years.13%8

1363 Tr, 4258.

1364 Tr, 1836.

1365 Tr. 1836; see 2021 Rate Order.
1366 Exhibit 130, Schedule B.

1367 Tr. 1836.

1368 Ty, 1837.
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While Staff agrees in part with the Company's proposals regarding gas rate
design, Staff recommends adjustments to customer charges as set forth in Exhibit__(SRP-4).1%%°
Specifically, for gas customers in Service Classification Nos. 1 and 12, Staff recommends
increasing the customer charge by $1.00, as compared to the Company’s proposed increase of
$2.00, in order to limit the bill impact for these customers while still moving towards the
customer costs indicated in the Company’s ECOS studies.*3’® For gas customers in Service
Classification No. 11 served by transmission pipelines and large distribution mains, Staff
recommends: (1) decreasing the Service Class No. 11 Transmission customer charge by $800
(from $4,800 to $4,000), as compared to the Company’s proposed $1,700 reduction, and (2)
decreasing the Service Classification No. 11 Distribution customer charge by $500 (from $7,600
to $7,100), as compared to the Company’s proposed $1,000 reduction.’®’! Staff’s
recommendations regarding Service Class No. 11 is a more gradual decrease than the Company’s
proposal to move the customer charges for these customers to what is in the ECOS studies, and is
more consistent with Staff’s preferred approach of adjusting customer charges towards (and not
directly to) the customer costs as indicated in the ESCO studies.*3"? Staff agrees with continuing
to year four of the Company’s five-year block rate flattening plan, but disagrees with the two-
year phase out of the Service Classification No. 6 high volume discount rate. Instead, Staff
recommends a more gradual five-year phase out period, which would mitigate the bill impacts to
these high-volume customers.373

The Company’s proposal to move some customer charges towards the ECOS
costs, but others directly to the ECOS costs would inappropriately and inequitably apply
different treatment to certain service classes. As noted above, Staff also recommends moving
customer charges towards the customer costs indicated in the ECOS studies.**”* However,

moving certain customer charges directly to the indicated values in those studies would be

1369 Exhibit 344, Schedule B.
1370 Tr. 4266-4267.

1371 Tr, 4265-4266.

1872 Tr, 4267.

1373 Tr. 4268.

1374 Tr. 4266.
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problematic and would maximize the probability and severity of rate instability, as future ECOS
studies may indicate moving in the opposite direction. Conversely, Staff’s recommendations to
reduce the magnitude of some of the Company’s proposed changes would also reduce the
likelihood and magnitude of rate instability, an overarching goal shared by Staff and
Company.3"® Additionally, as discussed above, Staff’s recommendations have more gradual
impacts than the Company’s proposals, and would allow customers the opportunity to gauge the
impact that such changes have on their own bills and behavior. As the Company’s Forecasting
and Rates Panel acknowledged, “While the panel agrees that full alignment between costs and
rates is ideal, other factors must be considered in rate design.”*3"

In rebuttal testimony, the Company disagreed with Staff’s utilization of customer
usage distributions when examining bill impacts for gas customers in Service Classification No.
1 and 12, instead favoring a mathematically constructed “average annual customer” approach.®"
However, the Company relies upon Staff’s preferred methodology in support of its own
proposals.t3’® The customer usage distributions datasets utilized by Staff are actual data, and not
an abstractions or simplifications of that data. According to the Company’s response to DPS-
269, most customers fall below 60 CCF on average.**”® Further, low-income customers, which
according to the Company have lower usage, are represented disproportionally in the lower
usage bands, with 69% below 60 CCF on average during the year.13° These data-driven insights
are lost when using simplified derivatives of the data-sets preferred by the Company such as the
average yearly customer metric. Staff further notes that even if the average yearly customer
metric was considered when comparing bill impacts, Staff’s recommended customer charges
would increase the average annual customer bill by only 0.06%,%8! far lower than the 0.24% the

Company deemed a “minimal impact.”1%82

1375 Ty, 1879.
1376 Tr. 1901.
1377 Tr. 1899.
1378 Tr, 1903.
1379 Tr. 4266.
1380 See, e.g., Exhibit 341 (DPS-269); Exhibit 132, Schedule C.
1381 Ty, 1899.
1382 Ty, 1898.
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In addition, the customer charges for gas Service Classifications Nos. 1 and 12
proposed by Staff reduce bill impacts on customers in the lowest usage bands.*3#2 The lowest
usage brackets would receive the largest benefit, with 3.8% lower bills when compared to the
Company’s proposed customer charge levels, with an average benefit of 1.68% below 60
CCF.13% The usage above 60 CCF only has a nominally higher bill impact, at less than 0.78%
for the highest users.3° A substantial percentage of customers are below 60 CCF even in the
coldest months, and of those with monthly usages above 60 CCF, an overwhelming majority are
below the 150 CCF bracket, and even that usage bracket would receive only a 0.5% higher bill
under the customer charges proposed by Staff. Importantly, these numbers only consider heating
customers, and would be further skewed towards lower usage bands when including non-heating
customers, a customer class the Company anticipates to increase due to the forecasted use of heat
pumps.t3® Thus, Staff’s recommended customer charges substantially reduce the impacts on
low use customers, as well as on low-income customers.

Based on the foregoing, Staff’s recommended adjustments to customer charges
represent a reasonable and appropriate approach to rate design, that balances the movement of
customer charges towards what is presented in the Company’s ECOS studies with the mitigation
of customer bill impacts. For those reasons, Staff recommends that the Commission adopt
Staff’s customer charge adjustments.

In addition, in its initial testimony, UIU proposed extending the block rate
flattening period based on the Company’s proposed revenue requirement levels, but noted that
the flattening period could be reconsidered if a lower revenue requirement was approved. 3
UIU also proposed a longer flattening period by proposing a Rate Year block rate flattening
slope of .715 (in place of the Company’s 0.82 block rate flattening slope) for Service

Classification No. 1 and 12, and also recommended a longer flattening for Service Classification

1383 Exhibit 345, Schedule B.

1384 See. e.q., Exhibit 341 (DPS-269); Exhibit 345, Schedule B.
1385 Exhibit 345, Schedule B.

1386 Exhibit 119, Schedule F.

1387 Tr. 516.
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No. 2, 6, and 13.1388 As noted above, Staff’s recommendations consistently move customer
charges towards the costs indicated in the ECOS studies, and equitably distributes the revenue
increase between customer charges and volumetric rates with appropriate consideration of bill
impacts and rate stability. Conversely, the flattening period recommended by UIU would result
in higher bill impacts to low volume customers, which as described above, includes the majority
of customers and low-income users. This would result in a less equitable distribution of the
revenue requirement. Additionally, extending the block rate flattening period unnecessarily
slows progress towards state policy goals. The longer the declining block rates remain effective,
the longer the rates will be promoting higher gas usage by offering a lower volumetric tail block
rate. For those reasons, Staff recommends that the Commission reject UIU’s rate design
proposals.

With respect to the Company’s proposal to phase out the Service Classification
No. 6 high volume discount rate in two years, that proposal could produce rate shock and rate
instability. A five-year phase out, which has been applied to all other customers billed under the
block rate structure, produces more gradual increases to the volumetric rate than under a two-
year phase out. As the Service Classification No. 6 high volume customers were purposefully
excluded from the original flattening plan, the slope between the flattening block rates and the
discounted rate has a larger gap to close. That gap (i.e., the initial difference between the
volumetric rates) is the total flattening required to produce a singular unified rate for all
customers under Service Classification Nos. 2, 6, and 13. Attempting to close that gap in a
shorter period than was applied to other block rates would result in a rapid, and inequitable,
increase in rates. Further, Staff is concerned that a more abrupt and less gradual change to the
Service Classification No. 6 discounted rate could result in decreased usage by affected
customers, or possibly result in customers switching from firm service to interruptible service.
As the usage and revenues associated with these high-volume customers are forecasted in the
Rate Year, and are included in the class RDM, it is in the best interest of all other commercial
customers in Service Classification Nos. 2, 6, and 13 to retain these customers on firm service.

For all the foregoing reasons, Staff recommends that the Commission reject the Company’s

1388 Ty, 524,
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proposal with respect to the Service Classification No. 6 high volume discount rate, and instead

adopt Staff’s positions.

G. Danskammer Revenues

The Company proposed in its initial testimony to include a credit related to
Danskammer revenues that would be passed back to customers at the end of the Rate Year or
beginning on July 1, 2025.1%° Based on the concern that completely removing the existing $1.5
million Danskammer imputation would result in an increase to the revenue requirement, in its
initial testimony, Staff recommended keeping the $1.5 million imputation of Danskammer
revenues, as was established in the Company’s 2021 Rate Plan.*®® The Company, in its rebuttal
testimony, stated that if the Commission were to adopt the continuation of the Danskammer
imputation, as well as the continuation of its current deferral mechanism, the imputation level
should be updated to reflect more current levels of Danakmmer revenues, which is around $1.0
million.?3¥! The Company’s provided updated Danskammer revenues which reflected a little
over $900,000 for the 2023 calendar year.**%? Staff agrees that the level of Danskammer
imputation should be updated, and agrees that lowering the imputation to $1.0 million would
better reflect the expectations of Danskammer related revenue in the Rate Year. As such, the
Commission should adopt a continuation of the Danskammer imputation as recommended by

Staff, subject to adjusting the imputation level to $1.0 million.

H. Bill Impacts
The bill impacts associated with Staff’s specific electric and gas revenue
requirement and rate design proposals are discussed in more detail in their respective sections.
The bill impacts that reflect Staff’s revenue requirement as of the evidentiary hearings are
contained in Staff’s Updated Exhibit__ (SRP-5).1*®3 Any changes in revenue requirement,
revenue allocation, or rate design adopted by the Commission would require revised bill impacts.

1389 Tr, 1825.

1390 Ty, 4258.

1391 Ty, 1825.

1392 Exhibit 644 (response to DPS-788).
1393 Exhibit 345.
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. Battery Storage Rates

It its direct testimony, KCE voiced its concerns for bulk storage facilities taking
service within Central Hudson service territory and expressed confusion on which rates would be
applicable to such facilities.'** KCE noted a discrepancy between Niagara Mohawk and the
much higher Central Hudson rates, which assume the applicable standby rates based on each
Company’s most recently filed ACOS studies and applied to a 200 MW stand-alone bulk storage
facility.*® Central Hudson contends that the specific stand-alone storage facility KCE
references, which is greater than 5 MW and whose intent is to provide wholesale service to the
NYISO, would be subject to the rates defined in the Company’s Wholesale Distribution Service
(WDS) tariff which has yet to be filed with FERC.*3%

In Staff’s understanding, FERC Order No. 841 precludes the application of the
Commission-jurisdictional tariff delivery rates upon standalone bulk energy storage projects
buying and selling into the wholesale market.1*®" At the present time, Central Hudson has not
yet filed its WDS tariff with FERC. As such, there is no rate that could be applied to the stand-
alone storage facility as described by KCE. For large stand-alone storage facilities that take part
in the wholesale market, the applicable rates applied to these customers would be defined in the
WDS tariff and such customers would not be subject to delivery rates that fall under the

Commission-jurisdictional tariff.

J. Tariff Modifications
Rate Change Timing

In its initial testimony, the Company proposed a recovery or refund related to

“rate change timing,” where for ratemaking purposes rate design assumes that all kwh or Ccf

1394 Ty, 3742.
1395 Ty, 3762.
139 Ty, 1822.

1897 «[T]his Final Rule applies to electric storage resources that are capable of receiving electric energy
from the grid and storing it for later injection of electric energy back to the grid, irrespective of where
the resource is interconnected. The sale of charging energy to an electric storage resource that the
resource then resells into the RTO/ISO markets is a sale for resale in interstate commerce and thus
subject to the Commission’s jurisdiction.” Elec. Storage Participation in Markets Operated by Reg'l
Transmission Organizations & Indep. Sys. Operators, 162 FERC 61,127 (2018) (available at
https://www.ferc.gov/media/order-no-841, p. 193).
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billed in a month in which a rate change occurs are billed at the newly effective base delivery
rates, but in practice, such sales are billed at a blended rate, which reflects both old and new
rates.'3%® Based on its response to DPS-590, the Company included in its revenue requirements a
gross up factor that equated to approximately $5.48 million for electric and $596,000 for gas.t3%°
Based on its belief that this issue was related to the Company’s RDM, Staff recommended
removing specific tariff language requiring the Company to reverse prorating any actual delivery
revenues it received in the month a base rate change occurred. The removal of this tariff
language would ensure the Company recovers its Rate Year revenue requirement, and would not
require the associated revenue requirement increases as proposed by the Company.4% In its
rebuttal, the Company agreed with Staff that this adjustment to the RDM tariff language is a
more straightforward solution and eliminates the need for assumed gross factors initially
proposed by the Company.24% Based on the foregoing, the Commission should adopt Staff’s
tariff recommendation.

RDMs

The Company proposed modifications to its electric and gas RDMs, by (1)
updating its electric RDM to include S.C. No. 10 Buyback customers, and (2) modifying the gas
RDM recovery period from six months to one year. The Company stated in testimony that
including S.C. No. 10 Buyback customers is in compliance with the Commission’s March 16,
2022 Order in Case 15-E-0751, which directed the Company to include a proposal in its next rate
filing for the inclusion of Standby and Buyback customers in its RDM.4%2 As the Company
already has Standby customers included in its RDM classes, Staff believes the inclusion of
Buyback customers is also reasonable and consistent with the directives of the Standby/Buyback
Order. The Company further stated that it modified the gas RDM recovery period due to recent

fluctuations of RDM credits and surcharges over the past 3.5 years under the semi-annual

1398 Tr, 737.

1399 Ty, 4272.

1400 Ty, 4272-4273.

1401 Tr, 1911.

1402 Tr, 1869; see ACOS Order, supra, pp. 89-90.
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recovery period.}4% Staff finds this change to be reasonable, as the Company’s modification to
its gas RDM period from semi-annual to annual would mitigate the swing from credit to
surcharge that it has historically experienced and should be adopted for the Rate Year.
Accordingly, Staff recommends that the Commission adopt the Company’s proposed electric and
gas RDMs.

EJP Rates

The Company further proposed to update its rates for electric and gas Excelsior
Jobs Program (EJP) participants. The rates would reflect the marginal cost of providing service,
for which the Company used its results of its filed marginal cost of service (MCQOS) study to
inform the EJP rates.}4®* In its direct testimony, the Staff Forecasting Panel stated the Company
should not update its EJP rates to correspond with the Company’s MCOS study in light of the
ongoing proceeding in Case 19-E-0283, which the Commission instituted for purposes of
developing a consistent MCOS study methodology for all New York utilities. Instead, the Staff
Forecasting Panel recommended the Company continue to rely on the $14.55 per kW/year
estimate for marginal costing purposes pursuant to the Commission’s April 18, 2019 Order
Regarding Value Stack Compensation in Case 15-E-0751, until the Commission adopts a
consistent MCOS methodology in Case 19-E-0283.14% In rebuttal, the Company disagreed with
Staff, stating that while they shared concerns regarding the ongoing proceeding in Case 19-E-
0283, and Commission action in that proceeding could result in a potential change to the MCOS
and resulting EJP rates, the Company still supported its use of the MCOS as the basis for
developing its EJP rates, which was the accepted method approved in its current rate plan.14%
Given that the Company’s proposed EJP rates, based on the relatively higher MCOS study
estimates, are still lower than current rates, Staff deems it reasonable to utilize the Company’s
proposed rates in the context of a one-year rate case absent any alternative directive from the
Commission, since MCOS estimates are used to set the price floor, and the proposed EJP rate

increase still represents a discount relative to current rates. However, should the Commission act

1403 Tr, 1870.
1404 Ty, 1852.
1405 Ty, 3632-3633.
1496 Ty, 1906-1907.
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in Case 19-E-0283 prior to the start of the Company’s Rate Year, the Company’s EJP rates
should remain unchanged until its next rate filing where it should file an updated MCOS study
consistent with any methodology changes that are approved in Case 19-E-0283.

Customer Billing

In its initial filing, the Company proposed several changes to its tariffs regarding
billing. These changes included redlined tariff amendments to electric tariff leaves 54 and 55 and
gas tariff leaf 25 that replaced references to customer meter reading submissions through a post
card to the Company, with language that a customer can submit the reading on its website. The
proposed tariff amendments also state, “By December 31, 2024, meters of customers will
ordinarily be read by the Company on a monthly basis.”*4%

In addition to agreeing with the Company’s proposed tariff modifications, the
Staff Policy Panel recommended additional tariff language related to estimated bills and adjusted
bills.}4% The Staff Policy Panel stated that the issues experienced after the Company’s SAP CIS
transition in September 2021 had demonstrated that the estimated billing procedures previously
approved by the Commission, in Case 21-M-0045,4% were ultimately too vague. The Staff
Policy Panel then proposed various clarifications to the Company’s electric and gas tariff leaves,
which are provided in Exhibit__(SPP-3).141° These changes included (1) setting a cadence for
actual meter reading and estimated meter readings, aside from certain exceptions; (2) requiring
the rendering of bills for each regular cycle billing period; (3) adding the SCSP’s proposed
Estimated Bill Credit of $20 to the customer for each estimated meter read, aside from reads
where the customer prevents access; (4) including definitions and parameters for adjusted bills;
(5) adding a provision stating the Company would accept a meter reading electronically
submitted by the customer; and, (6) adding the SCSP’s proposed Adjusted Bill Credit of $20 for
each adjusted bill.

1407 Ty, 3997,
1408 Ty, 3999-4003.

1409 Case 21-M-0045, In the Matter of the Petition of Central Hudson Gas and Electric Corporation to
Revise the Heating and Non-Heating Procedures Used to Calculate Bill Estimates, Order Approving
Revised Bill Estimation Methods (issued and effective August 16, 2021).

1410 Exhibit 399.
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As noted in the Staff Policy Panel’s testimony, PSL 839 provides that a utility
may render an estimated bill to residential customers if the utility’s procedure has been approved
by the Commission and the bill clearly indicates it is based on an estimated reading. The Staff
Policy Panel also stated “Sections 11.13(a)(1) and (h) of the Commission’s regulations, Title 16
of the New York Codes, Rules and Regulations, which are applicable to residential customers,
allow a utility to ‘render an estimated bill for any billing period if: the estimated bill is calculated
in accordance with a procedure approved by the commission and clearly states that it is based on
an estimated reading’ and ‘may establish other reasonable procedures designed to reduce the
number of estimated bills.””**!! While the Commission did approve the Company’s estimated
billing procedures, the Commission noted several concerns: “(1) lack of studies and analysis; (2)
a reduction in the number of estimating methods; (3) using estimated bills to create future bill
estimates; and, (4) lack of a set date in the petition noting when the new CIS will go-live and
require the procedures to change.”!#!? Staff maintains that the Commission’s initial concerns
may not have been unfounded due to the report issued by the Department’s Office of
Investigations and Enforcement in Case 22-M-0645 on the Company’s billing following its SAP
CIS transition. Staff proposed the tariff modifications as a first step in remedying these
estimation issues; however, the Staff Policy Panel recommended the Commission require the
Company to submit tariff amendments that incorporate the conversion to monthly meter reading
“if and when a resolution is reached” in Case 22-M-0645.413

The Company stated in the rebuttal testimony of the Forecasting and Rates Panel
that the “practice of issuing an estimated or adjusted bill is contemplated and allowed under New
York State Public Service Law.”**!* The Company also argued that the Staff Policy Panel’s
proposed tariff modification regarding “staffing failures” is “overly broad” and does not account
for storms or other abnormal operating conditions that would require meter readers to perform

other roles.’*!> The Company addressed the proposed tariff amendments regarding the Estimated

1411 Ty, 3997,
1412 Ty, 3998.
1413 Ty, 4001.
1414 Tr, 1912,
1415 Ty, 1912,

290



CASES 23-E-0418 and 23-G-0419

Bill Credits and Adjusted Bill Credits as a whole with the SCSP’s proposals, and those are
addressed under those respective sections of this brief.

Staff recommends the Commission adopt Staff’s proposed tariff amendments, as
these changes would clarify the Company’s tariff and increase transparency through written
definitions and clear language. Staff’s initial intent behind explicitly stating that “computer
billing system or staffing failure(s)”” were not circumstances outside of the Company’s
control,**1® was to safeguard customers against detrimental impacts should the Company
experience future issues regarding the Company’s billing system, or from potential poor
resource planning on behalf of the Company (e.qg., attrition, poorly timed training), as these are
circumstances within the Company’s control. For example, while a sudden, extreme weather
event would not be within the Company’s control, the Company’s planning of resources before,
during, and after an event is within its control. In the event the Company needs to divert meter
reading resources during a weather event, for example, the Company should plan to make up for
any necessary actual meter readings before or after said event, or increase customer outreach to
encourage customers to submit meter readings electronically. Additionally, the Staff Policy
Panel’s recommended changes do include the following language “unless the existence of
circumstances beyond the control of the utility made an actual reading of the meter extremely
difficult consistent with PSL §39.714%7

For those reasons, the Commission should adopt Staff’s proposed tariff

amendments.

1416 Exhibit 339, p. 4.
1417 Exhibit 339, p. 4.
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XV. CONCLUSION
For the reasons stated herein, Staff’s recommendations and adjustments should be

adopted.

Respectfully submitted,

Justin Fung
Ryan Coyne
Steven Kramer
Staff Counsel

Dated: Albany, New York
March 1, 2024
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