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CASE 00-E-1273

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

CASE 00-G-1274

- Proceeding on Motion of the Commission as to
the Rates, Charges, Rules, and Regulations of
Central Hudson Gas & Electric Corporation for
Gas Service.
ORDER ESTABLISHING RATES

(Issued and Effective October 25, 2001)
BY THE COMMISSION:
The following order generally adopts terms set forth in
a Joint Proposal submitted by Central Hudson Gas & Electric
Corporation (Central Hudson, the company); staff of the
Department of Public Service (Staff); the Consumer Protection
Board (CPB); Multiple Intervenors (MI); and Strategic Power
Management, Inc., an energy services company (ESCO). We thereby
establish a rate and regulatory plan intended to take effect as
of July 1, 2001 and to continue for at least three years from
that date.
Today's order determines the rates Central Hudson will
charge for delivery of electricity and gas to customers that
purchase those commodities from Central Hudson, and to customers
that purchase the commodities elsewhere and rely on Central
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Hudson for delivery only. (The commodity portion of the bill is
determined by energy prices in markets outside our regulatory
jurisdiction.) The order will freeze electric and gas delivery
rates for three years, after initially reducing electric delivery
rates by 1.2% overall.
In addition to rate levels, a major issue in this case
has been the disposition of a "benefit fund" that will have
accumulated as a result of Central Hudson's operations pursuant
to the Rate and Restructuring Plan instituted in February 1998.1
The fund includes, most significantly, the proceeds from the
company's sale of its Danskammer and Roseton generating plants
and its interest in the Nine Mile Point No. 2 (NMP2) generating
plant. For purposes of the joint proposal, the parties have
estimated the benefit fund as $164 million. Under a proposal
pending in another proceeding,2 the fund might be augmented by
additional amounts related to the NMP2 sale.
Under today's order, $42.5 million of the benefit fund
will be used to offset rate base and thereby achieve the threeyear rate freeze noted above. Another $45 million will be used
as refunds to customers over the three years of the rate plan.
As the $45 million is a net-of-tax amount, the refunds actually
received by customers will total about $72 million. The
remainder will be applied toward other customer benefits which
may include additional refunds, reliability improvements, bill
mitigation in the event of commodity price volatility, and
economic development programs. To the extent that portions of
the fund are held in reserve rather than used immediately, they
will accrue interest on the customers' behalf.
We also are adopting more stringent service quality
criteria, and expanded programs to help residential customers
that have difficulty paying their utility bills. And, to enhance
2

Case 96-E-0909, Central Hudson Gas & Electric Corp. - Electric
Rates and Restructuring, Opinion No. 98-14 (issued June 30,
1998).

2

Case 01-E-0011, Niagara Mohawk Power Corp. et al., Petition
under Public Service Law §70.
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customers' ability to obtain energy supplies from providers
competing with Central Hudson, we are prescribing backout credits
which will determine what portion of the Central Hudson bill a
customer may avoid by shopping elsewhere for the electric or gas
commodity. We also will require that Central Hudson reimburse
ESCOs for ancillary service charges imposed on them by the
Independent System Operator, a cost element whose volatility has
deterred market entry by ESCOs.
BACKGROUND AND PROCEDURAL HISTORY
Central Hudson serves about 260,000 customers in eight
mid-Hudson counties. In the February 1998 Rate and Restructuring
Plan, we set rates intended to continue through June 2001 and
directed the company to divest its electric generating plants,
unbundle its rates, and institute full retail access. The
current proceedings were instituted to consider new tariffs for
unbundled delivery service only, proposed in August 2000 and
amended in October 2000 after sale of the Roseton and Danskammer
plants. The company designed the proposed tariffs to increase
its annual electric and gas delivery revenues by about $14.1
million (8.8%) and $3.6 million (4.7%) respectively for the year
ending June 30, 2002.
After full evidentiary hearings and numerous public
statement hearings, a recommended decision (RD) issued April 24,
2001 called for electric and gas revenue decreases of $1.7
million and $2.1 million respectively. The RD provisionally
addressed the disposition of the benefit fund, but it recommended
further negotiations on that issue and others. Settlement
discussions had been conducted intermittently throughout the
proceedings, on notice to potentially interested parties (in
compliance with 16 NYCRR 3.9). After two rounds of briefs on or
opposing exceptions to the RD, negotiations resumed, and
culminated in the joint proposal under review here. To allow for
negotiations and Commission review of any resulting proposal, the
company has waived the expiration of the statutory suspension
period through October 31, 2001.
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The joint proposal was filed August 21, 2001 and was
followed by two rounds of written statements in support or in
opposition. Supporting statements and replies have been filed by
Central Hudson, Staff, CPB, and MI. Statements opposing at least
some elements of the joint proposal have been filed by the Office
of the Attorney General (OAG); Small Customer Marketer Coalition
(SCMC), representing certain ESCOs; and John J. Mavretich,
pro se.
TERMS SUBMITTED PURSUANT TO THE JOINT PROPOSAL
Should we adopt the terms proposed by the parties,
significant results would include the following:3
Revenue Requirement
Delivery rates would be frozen for three years through
June 2004,4 at levels designed to produce (over the
three years) a $2 million decrease in annual electric
delivery revenues and no change in gas delivery
revenues. Within certain limits, the company could use
deferral accounting as a means of extending the freeze
beyond three years.
The implicit return on common equity would be 10.3%,
assuming that the 47% equity ratio declines to a target
of 45% by the third year. To the extent that the
equity return for the electric or gas department
exceeded 11.3%, the excess would be shared 50:50
between shareholders and customers. Excesses over 14%
would be allocated entirely to customers. The rate
plan would be subject to reopening if either
department's equity return fell below 8.5%.
3

For a complete statement of the joint proposal's terms, one
must rely on the text of the proposal itself (Attachment B of
this order).

4

Under orders in these proceedings extending the suspension
period (issued June 25, August 29, and September 28, 2001),
rates are to be set as if the new revenue allowance had taken
effect July 1, 2001.
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The benefit fund would be applied for the following
purposes (in amounts that remain to be quantified
through further negotiations, if not specified here):
a.

$45 million (about $74 million, stated on a netof-tax basis), for three annual refunds of about
$24 million each year, to customers on a per-kWh
basis;

b.

$42.5 million as a permanent offset to electric
rate base;

c.

$13 million over three years for distribution
system reinforcement and increased tree trimming;

d.

$10 million for site remediation at a former gas
manufacturing site in Newburgh;

e.

recovery of stranded costs caused by competitive
electric rate restructuring, if consistent with
Commission policy to be established in other
proceedings;

f.

economic development initiatives (other than the
present Revitalization Rate Program), to be
formulated through collaboration among the parties
starting November 1, 2001; and

g.

other items to be proposed through collaboration
starting in mid-January 2002, which might include
additional refunds, delivery rate mitigation after
the three-year plan expires, and commodity price
spike mitigation.

Cost Allocation and Rate Design
In lieu of the present fuel adjustment clause, a
purchased power recovery (PPR) charge would recover
energy and capacity costs that Central Hudson incurs to
serve its remaining electric sales ("full service")
customers. The PPR charge would be calculated
separately for each class, rather than on a uniform
per-kWh basis as the company had advocated.5 A
5

In addition to the PPR, a variable cost recovery (VCR) charge
would recover non-avoidable variable energy costs, including
purchases from qualifying facilities and fuel for the
company's remaining generators.
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variable cost recovery (VCR) charge for all customers
would reflect the costs and benefits associated with
Central Hudson's remaining generating plants and
independent power producer contracts.
Central Hudson will have access to relatively low-cost
power supplied by Dynegy, from the Roseton and
Danskammer plants (under a Transition Power Agreement
or TPA); and by Constellation, from NMP2 (under a
Purchase Power Agreement or PPA), if NMP2 is
transferred as proposed in Case 01-E-0111, supra.
Under the terms submitted in the joint proposal,
TPA/PPA power would be allocated to both full service
and delivery customers, based on each class's kWh as a
percentage of total system kWh sales, and among
customers within classes based on each customer's usage
characteristics.
Class electric rate decreases would range from 0.5 to
1.25 times the overall electric revenue decrease, as
needed to reduce variances between class and system
rates of return.
For residential electric service,
a.

the $7.15 monthly customer charge would increase
to $12.00 in three steps between now and June 2004
(moving it closer toward the estimated marginal
per-customer cost that the charge is intended to
recover), with offsetting decreases in other
residential charges;

b.

the space heating discount would be eliminated;
and

c.

time of use metering would continue to be offered.

Restoration of disconnected residential electric or gas
service, now billed at $10 for restoration during
workdays and $25 after hours, would increase to $20
workdays and $40 after hours or, if a work crew is
needed, $100 workdays and $140 after hours.
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Customer Service
Bills could be paid by credit card.
The service quality incentive formulas would continue
to provide potential penalties only, without
affirmative rewards for good service. The maximum
annual disallowance would be 25 basis points (bp) of
common equity return for customer service, 25 bp for
electric reliability, 6 bp for gas reliability, and
3 bp for non-emergency gas leak repair.
The low-income customer program would limit the monthly
gas and electric minimum charge to $5.00 for eligible
customers, and require that participating customers pay
at least $5.00 per month toward arrears if a local
community action agency certifies their ability to pay.
Competitive Initiatives
To encourage retail access, Central Hudson would:
a.

offer a single-bill format;

b.

bill customers for Independent System Operator
(ISO) ancillary services, and reimburse ESCOs for
ancillary charges that the ESCO pays the ISO;

c.

develop metrics to be used in an ESCO/marketer
satisfaction incentive mechanism, including
potentially an award of 10 bp on common equity,
and designate an ESCO/marketer ombudsman; and

d.

improve the company's outreach program to enhance
public understanding of competitive options, with
a potential award of up to 10 bp of common equity
return for a successful program.

Pending the outcome of the generic rate unbundling
proceeding,6 electric backout credits would be set at
$.0005 (0.5 mills) per kWh (S.C. 13), $.002/kWh
(S.C. 3), $.003/kWh (S.C. 2 demand), or $.004/kWh
6

Case 00-M-0504, Competitive Energy Markets and Retail
Competitive Opportunities, Order Directing Expedited
Consideration of Rate Unbundling (issued March 29, 2001).
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(S.C. 1, S.C. 2 non-demand, and S.C. 6).
backout credit would be $.15/mcf.

The gas

UNRESOLVED ISSUES
The following matters require discussion here because
the joint proposal does not expressly address them or because the
parties disagree.
Metering Programs
As noted above, the joint proposal calls for
collaborative efforts to consider disposition of benefit fund
amounts not immediately addressed in today's order. According to
the joint proposal, potential future uses of the fund could
include competition-related initiatives that we might designate.
As one such initiative which we are prepared to
designate now, the company and parties should explore the
development of advanced pricing and metering offerings for a
broader range of its customers, including approaches that would
better enable customers to respond optimally to improved price
signals. Properly implemented, this initiative could result in
multiple benefits, including lower customer bills; reduced
wholesale market prices due to improved demand responsiveness;
and reduced costs, to the utility and other load-serving
entities, of recording and transmitting customer usage and
billing data. In particular, the company and parties should
consider:
the potential benefits resulting from enhanced pricing
offerings for a broad range of customers beyond those
now eligible for the company’s existing real-time
pricing tariffs;
appropriate methods for providing customers access to
the education and control technologies that may be
necessary to adjust their usage in response to actual
market prices; and
-8-
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appropriate sources of funding for enhanced metering
and meter reading technologies, ideally through
competitive means, to effectively record and transmit
usage and billing data among customers, the utility,
and competitive load-serving entities.
Credit Cards
The joint proposal includes an uncontested provision
that the company would be allowed to collect bill payments by
credit card. In adopting this element of the proposal, we note
that it leaves unresolved several matters of implementation.
First, we seek assurances that Central Hudson will not use the
availability of the credit card option as leverage to extract
payments from financially troubled customers for whom the payment
and interest charges are not truly affordable. Second, future
determinations of the company's revenue requirement will require
recognition of cost offsets, such as reductions in working
capital and uncollectibles, resulting from credit card usage
subsequent to the three-year rate plan. Third, the joint
proposal is silent regarding a significant disagreement that
arose during the litigation of this issue: whether costs
associated with the credit card option should be allocated to all
customers, or to some classes exclusively, or only as a service
fee to those customers who actually make a credit card payment.
To address these concerns, Central Hudson should provide our
staff the details of any proposed credit card payment program
before implementing it.
Service Quality and Marketer Satisfaction Incentives
Regarding the proposed service quality program and the
program to gauge marketer satisfaction, we assume the parties
recognize that we need to review the progress and results of the
company's efforts periodically. Therefore, in adopting the
proposed terms, we do so with the understanding that compliance
with today's order will require an annual report concerning these
programs. The company should consult with the Director of our
-9-
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Office of Consumer Education and Advocacy as to specific details
of this requirement.
Refunds vs. Rate Base Reductions
OAG advocates that we reject the joint proposal's terms
insofar as they would limit the rate base reduction to $42.5
million. OAG says we should enlarge this amount by reallocating,
into additional rate base offsets, the $45 million that would be
used for direct customer refunds under the joint proposal. OAG
notes that a rate base offset is permanent, while a refund is
transitory. Therefore, OAG argues, rate base offsets would be
preferable, because they would not culminate in a bill increase
upon exhaustion of the benefit fund and because their permanence
assures customers a larger dollar benefit over time than any
finite amount of refunds. OAG adds that any benefit fund balance
not specifically allocated to other purposes should be applied
toward immediate rate base reductions, instead of being held in
reserve pending collaborative discussions as contemplated in the
joint proposal.
OAG misstates the comparison between rate base
reductions and refunds, and (as MI observes) misreads the RD's
comments about the relative advantages of rate base offsets and
refunds. The RD regarded refunds as preferable from the
customer's standpoint, in view of tax considerations which nearly
double the effective short-term benefit to customers from refunds
as compared with rate base offsets.7 And the customer benefit
from a refund may be just as permanent as the benefit of a rate
base offset, because any refund is a potential earnings source
for the customer. For these reasons, an immediate refund may
well provide a customer greater long-term economic benefits than
a rate base offset of the same dollar amount, even if (as OAG
emphasizes) the rate base offset may provide a larger long-term
7

MI's analysis, uncontradicted on the record, estimates that
each dollar allocated to refunds engenders approximately a
$0.40 tax savings. This benefit is unavailable in connection
with amounts allocated to rate base reduction.
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reduction in the customer's utility bill. Finally, as Staff
observes, the possible consequences of the massive rate base
reduction implicit in OAG's position have not been examined on
the record or addressed by the parties.8
The proposed allocation from the benefit fund provides
a rate base reduction designed to stabilize rates at a slightly
reduced level, provides a similar amount in refunds, and creates
the possibility of additional allocations in the future to bill
mitigation and additional refunds. Notwithstanding OAG's
comments, we find that the proposal strikes an entirely
reasonable balance among those objectives. Moreover, OAG has not
shown that additional rate base reductions are preferable to
using the benefit fund for competitive initiatives, bill
mitigation, or other possible purposes besides refunds. The
joint proposal aptly calls for further collaboration to explore
such options in the future, in light of evolving circumstances
which may not be clearly foreseeable now. Meanwhile, any portion
of the benefit fund not used immediately will accrue interest at
a rate equal to the company's pre-tax rate of return, thus
providing customers the same benefit as if the amount thus
reserved were a rate base offset.

8

Staff, the company, and MI object to OAG's arguments,
regarding this and other issues, on the ground that OAG raised
them initially in the second round of statements instead of
the first. OAG responds that its statement legitimately
addressed the initial round of other parties' statements; the
objections to OAG's statement constitute unauthorized
surreplies; and OAG's statement cannot have come as a surprise
to other parties, as it reflected positions advocated by OAG
throughout the proceeding. The parties objecting are correct
that OAG's submittal was inconsistent with the procedural
schedule, which specified that the initial round would be the
occasion for both supporting and opposing statements.
Cases 00-E-1273 and 00-G-1274, Procedural Ruling (issued
August 22, 2001). In any event, we find OAG's points
unpersuasive for reasons discussed in the accompanying text.
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Backout Credits
Pending the redetermination of unbundled rates in the
unbundling proceeding,9 the joint proposal calls for backout
credits of $.004 (four mills) per kWh for S.C. 1 residential and
S.C. 2 general non-demand customers. SCMC advocates, instead, a
credit of $.007/kWh for these classes. SCMC says the larger
credit is necessary because Central Hudson, with almost no retail
access penetration several years after the initial order
directing its restructuring, is in a position analogous to that
of other utilities years ago when we adopted more robust stimuli
to "jump-start" competition simultaneously with restructuring.
SCMC argues that, in allowing other utilities to offer nonvolumetric, lump-sum incentive payments to retail access
customers or ESCOs, our primary objective has been to stimulate
competition rather than calibrate rates to reflect avoided costs.
SCMC adds that Central Hudson has an equitable obligation to
promote competition more vigorously, because the company has
benefited from generation divestiture whose purpose was to create
competition.
However, we agree with Staff that the $.004/kWh
provision in the joint proposal is a reasonable measure at this
time, given that it will be adjusted if necessary on the basis of
the record in the unbundling proceeding. Staff notes that
$.004/kWh is the same temporary proxy that we also have adopted
for other companies. Conversely (as Central Hudson observes),
there is no evidence in this case either to rebut a $.004/kWh
approximation of avoided costs or to support a $.007/kWh credit
as SCMC advocates. In these circumstances, SCMC's asserted
dichotomy between encouraging competition and gauging costs is
overstated; at this moment, our most effective means of promoting
competition is to establish cost-based rates on the basis of a
full record in the unbundling proceeding.
OAG objects in principle to any backout credits as
proposed, on the ground that such credits would subsidize retail
access customers at other customers' expense. We agree with
9

Case 00-M-0504, supra.
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Staff that OAG's argument errs in two respects. First, to the
extent that the benefit fund can be used to promote competitive
initiatives through measures such as backout rates, it serves the
interests of customers in general and therefore cannot properly
be deemed an unfair burden on full-service customers. Second,
unless we adopt backout rates here (at least as an interim proxy
for Central Hudson's avoided costs while awaiting more accurate
cost determinations in the unbundling proceeding), it is retail
access customers that will be burdened with a subsidy, insofar as
they must continue to pay delivery rates that include costs
related to the merchant function. Thus, rather than create
subsidies as OAG alleges, the backout credit will offset them.
PPR Volatility
OAG says the proposed purchased power recovery (PPR)
mechanism should be modified so that the risk of commodity price
volatility would rest "primarily with the company" rather than
with low-usage customers. OAG argues that Central Hudson, as
compared with its customers, can better avoid the consequences of
supply shortages during a transition to competition.
OAG's criticism of the PPR is inappropriate in several
respects. First, the joint proposal already incorporates the
results of efforts by Central Hudson to mitigate volatility, by
providing customers an allocation of TPA power. Second, OAG
presents no specific mechanism for carrying out its proposed risk
reallocation. Third, the joint proposal already addresses OAG's
concern by calling for further exploration of how the benefit
fund might be used to mitigate price volatility.
Return on Equity and NMP2 Issues
Mr. Mavretich contends that there is only a superficial
resemblance between the joint proposal's 10.3% implicit return on
equity and the 10.28% return allowance recommended in the RD,
because the joint proposal's 100 basis point deadband would allow
Central Hudson to retain any earnings up to 11.3%.
Mr. Mavretich, opposed by Central Hudson and Staff, argues that
-13-
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the deadband should be eliminated so that 50:50 sharing between
shareholders and customers would be applicable to any excess over
10.3%.
This criticism of the joint proposal is a non sequitur.
The proposal's various provisions are designed to create a
reasonable opportunity for the company to earn a return of 10.3%,
corresponding to the cost of equity as indicated by the record on
which the RD relied and which Mr. Mavretich seems to invoke now.
Absent any showing that adoption of the proposed terms would
produce a return greater than 10.3%, we are adopting them so as
to establish rates that reflect the cost of equity. The joint
proposal's earnings sharing provisions are not an indication that
the earned return is expected to exceed 10.3%, as Mr. Mavretich
suggests, but only a mechanism to reasonably balance investor and
shareholder if it does.
As a more general matter, Mr. Mavretich supports this
and his other criticisms of the joint proposal (noted below) by
arguing that we should take into consideration Central Hudson's
continuing failure to answer interrogatories regarding the longterm costs of its alleged managerial errors in connection with
the NMP2 generating unit. The company responds by asserting a
record of managerial success. While we would not condone the
company's disregard of a discovery ruling if the issue were
directly presented, here the issue is moot in two respects.
First, Central Hudson is not pursuing any challenge to the
Judge's discovery rulings, or to the RD's finding that the lack
of interrogatory responses should be construed against the
company pursuant to 16 NYCRR 5.10(1) when estimating NMP2's
costs. Second, the company has abandoned its request for an
allocation from the benefit fund as a reward for exemplary
performance. It was that request which, in Mr. Mavretich's view,
established the relevance of the history surrounding NMP2 for
purposes of these proceedings. Thus, the NMP2 discovery issue
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does not affect our assessment of the balancing of interests in
the joint proposal.10
Stock Symbol
Central Hudson received $2.5 million from the sale of
its stock trading symbol, after its shares ceased to be publicly
traded because it became a subsidiary wholly owned by a new
parent company. Staff's litigating position, accepted in the RD,
was that the sale proceeds should be viewed as an offset to
corporate reorganization costs and that $1.0 million of the
proceeds therefore should be used to reduce rate base. Under the
joint proposal, we are asked to reject that approach and
disregard the sale proceeds for ratemaking purposes.
Mr. Mavretich opposes this resolution of the issue.
Staff and the company correctly respond that
Mr. Mavretich has not accurately characterized the asset in
question. Contrary to his assertions, the sale of the stock
symbol did not occur pursuant to provisions resembling those that
governed the auction of the company's generating plants. Nor is
it true that the stock symbol was a rate base item like other
assets "supported through customers['] rates," as Mr. Mavretich
says; and, even if it were, we have broad discretion over the
ratemaking treatment of sale proceeds regardless of whether the
asset has been held in rate base. In this instance, there is
nothing unreasonable about the proposed allocation of the
proceeds to shareholders.
Reliability Improvement Program
Mr. Mavretich notes that the RD, in approving an
infrastructure program similar in some respects to the
Reliability Improvement Program described in the joint proposal,
called for a progress report after the initial expenditures. He
10

We need not decide here whether, as Staff suggests, Mr.
Mavretich's arguments about Central Hudson's NMP2
participation "are best addressed in Case 01-E-0011" (the
proceeding to consider ownership transfer of NMP2).
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criticizes the lack of a comparable reporting requirement in the
joint proposal. Central Hudson responds that the program's
efficacy would be reflected in the proposed incentive provisions
related to system reliability, while Staff points out that the
joint proposal expressly provides for an annual plan subject to
Staff review. Thus, Mr. Mavretich's concern about the company's
accountability is unfounded.11
DISCUSSION
Subject to our determinations described above, we find
that the joint proposal's sponsors have satisfied their burden of
showing that adoption of the proposed terms would satisfy the
Public Service Law's requirement of safe and adequate service at
just and reasonable rates. They also have shown that
implementation of their proposals would achieve a fair balance of
interests among the parties and customers, and would produce
constructive results that may not have been achievable except
through a negotiated agreement.
In particular, the rates we are establishing reasonably
reflect Central Hudson's cost of service and protect the
company's financial integrity, thus striking a fair balance
between customer and investor interests; and the proposed terms
ensure rate stability for at least three years beyond the end of
the current rate plan. The economic benefits the company will
have secured, in negotiating the prices it will pay for electric
output from its former generating plants, will be allocated among
customer classes in a fair and competitively neutral fashion. To
encourage progress toward retail competition among energy
suppliers in Central Hudson's service territory, the proposed
terms specify reasonable backout credits, incentives and other
mechanisms to promote cooperation between Central Hudson and

11

OAG raises concerns similar to Mr. Mavretich's, regarding both
the Reliability Improvement Program and the Newburgh gas
manufacturing site remediation project. In both instances,
however, we expect that the company's activities will be
subject to ongoing Commission review.
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ESCOs, and enhanced efforts to inform customers about their
supply options.
The disposition of the benefit fund serves a diverse
array of customer interests, including rate stabilization and an
equitable distribution of refunds among customer classes; bill
mitigation; measures to attract and retain jobs; environmental
remediation; backout credits and other competitive initiatives;
and infrastructure reinforcement to improve service reliability.
Reliability, as well as safety and service quality, also will be
enhanced as a result of new performance measures and incentive
mechanisms. Low-income customers in particular will benefit from
new programs addressing their needs.
Finally, adoption of the proposed terms will accomplish
these goals within the context of a rate allowance consistent
with an extensive record in the litigated phase, concerning the
company's revenue requirement and cost of capital. Moreover, the
proposals reflect the parties' best efforts to find a reasonable
resolution of issues that the RD identified as potentially
productive areas for further negotiation, particularly the uses
of the benefit fund and the design of cost recovery mechanisms
and backout credits.
CONCLUSION
For the reasons stated, we find that our adoption of
the joint proposal's provisions subject to the discussion above
will serve the public interest and satisfy our statutory
obligation to ensure safe and adequate service at just and
reasonable rates pursuant to Public Service Law §66. We
therefore will direct the company to file tariff revisions
consistent with this finding. To comply with the orders issued
in these proceedings June 25, August 29, and September 28, 2001,
the filing should be designed to implement the tariff revisions
as if they had taken effect July 1, 2001, notwithstanding the
November 1, 2001 effective date specified in Order Clause 3
(below).
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The Commission orders:
1. Subject to the foregoing discussion and the
determinations and understandings set forth therein, the terms of
the Joint Proposal filed in these proceedings August 21, 2001 are
adopted in their entirety and are incorporated as part of this
order.
2. Central Hudson Gas & Electric Corporation (the
company) shall submit a written statement of unconditional
acceptance of this order, within five days following the order's
issuance date, signed and acknowledged by a duly authorized
officer of the company. If an acceptance statement is not so
filed, the adoption of the joint proposal's terms may be revoked.
The acceptance statement should be filed with the Secretary of
the Commission and served on the parties to these proceedings.
3. The company is directed to cancel, no later than
October 31, 2001, the tariff amendments and supplements listed in
Attachment A of this order. The company is directed to file on
not less than one day's notice, to take effect no later than
November 1, 2001 on a temporary basis, such further tariff
changes as are necessary to effectuate the provisions adopted in
this order. The company shall serve copies of its filing upon
all parties to these proceedings. Any comments on the compliance
filings must be received at the Commission's offices within ten
days of service of the company's proposed amendments. The
amendments specified in the compliance filing shall not become
effective on a permanent basis until approved by the Commission
and will be subject to refund if any showing is made that the
revisions are not in compliance with this order. The requirement
of §66(12)(b) of the Public Service Law that newspaper
publication be completed prior to the effective date of the
proposed amendments is waived, provided that the company shall
file with the Commission, not later than six weeks following the
amendments' effective date, proof that a notice to the public of
the changes proposed by the amendments and their effective date
has been published once a week for four successive weeks in
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newspapers having general circulation in the areas affected by
the amendments.
4. These proceedings are continued.
By the Commission,

(SIGNED)

JANET HAND DEIXLER
Secretary
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- Proceeding on Motion of the Commission as to
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- Proceeding on Motion of the Commission as to
the Rates, Charges, Rules, and Regulations of
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Gas Service.
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JOINT PROPOSAL
I.

Introduction
This is a Joint Proposal, dated as of August 15, 2001, for

the resolution of the above-captioned cases by and among the
following parties and participants ("Signatories"): Central
Hudson Gas & Electric Corporation ("Central Hudson" or the
"Company");

the Consumer Protection Board; Multiple Intervenors;

the Staff of the Department of Public Service ("Staff") and
Strategic Power Management, Inc.
This Joint Proposal is the product of negotiations among
parties to the proceeding on due notice in accord with the
Commission's Settlement Guidelines and of compromises among the
Signatories.

It has been made on the basis of the Conditions of

the Joint Proposal described below and is intended to resolve all
issues in these proceedings.
In general, both electric and gas rates are frozen at
specified delivery rate revenue levels until June 30, 2004 and

I

specifically identified amounts of delivery rate revenues are
deferred from July 1, 2001 through June 30, 2002 ("Rate Year One"
or "RYl") to July 1, 2003 through June 30, 2004 ("Rate Year
Three" or "RY3").'

Additional provisions address enhancements of

competition in gas and electric services and establish uses and
procedures for reviewing additional uses of the "Benefit Fund."'
II.

Joint Proposal
A.

Electric Rate Freeze:

Electric delivery rates will be

designed to recover $153 million in delivery revenues
annually and will be frozen through June 30, 2004.
B.

Gas Rate Freeze:

Gas delivery rates will be designed

to recover $36.6 million in delivery revenues annually
and will be frozen through June 30, 2004.
C.

Term of Electric and Gas Delivery Rate Freezes: The
electric and gas delivery rate freezes are effective
through June 30, 2004 and are further subject to the
understandings that:
1.

Nothing in this Joint Proposal or the Commission's
adoption of it is intended to prevent Central

1

The twelve month period ending June 30, 2003 is "Rate
Year Two" or "RY2."
-^ The Benefit Fund results from Central Hudson's prior rate
proceeding, Case 96-E-0909. See, Opinion No. 98-14, issued June
30, 1998 and Order Adopting Terms of Settlement Subject to
Modifications and Conditions, issued February 19, 1998.
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Hudson from filing with the Commission requests
for changes in rates to be effective (after any
applicable suspension) as of July 1, 2004;
2.

Rate mechanisms for the pass-through of the
purchase price of electricity or gas are an
integral part of this Joint Proposal.

Nothing in

the rate freeze provisions of this Joint Proposal
is intended to preclude those mechanisms from
passing through the purchase prices of electricity
or gas.
3.

Central Hudson is authorized to reopen this Joint
Proposal if its achieved regulatory return on
actual common equity in either its electric or gas
department (or both) falls below 8.5%.

D.

Treatment of Litigated Issues:
1.

The Signatories have agreed to levels of delivery
rate revenues, which agreements are for settlement
purposes only, and not necessarily on the
disposition of any particular issue raised during
the litigation, other than as described in this
Joint Proposal.

2.

The terms and provisions of this Joint Proposal
apply solely to, and are binding only in the
context of, the purposes and results of the mutual
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agreements reflected in the Signatories'
settlement.

None of the terms and provisions of

this Joint Proposal and none of the positions
taken herein by any party may be cited or relied
upon by any other party in any fashion as
precedent in any proceeding before the Commission,
or before any other regulatory agency or any court
of law for any purpose except in furtherance of
the purposes and results of the Signatories'
settlement.
E.

Income Statements
1.

The Income Statements for Electric (Attachment A)
and Gas (Attachment B) services that have been
attached to this Joint Proposal are intended to
show that the Joint Proposal is reasonable and do
not necessarily represent the views of any
Signatory.

2.

The Income Statements attached hereto have
incorporated the following items:
a.

Return on Common Equity: An assumed return on
common equity of 10.3% has been agreed to as
a fall out from the agreed-to revenue
requirements shown in the Income Statements.
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b.

Equity Ratio:

47% first year, 46% second

year and 45% third year.
C.

Cost of Long-Term Debt and Redemption
Premiums:

As shown in Attachment C, updated

costs and amounts of long term debt
issuances, including the costs of redemption,
and the costs of preferred stock redemption
premiums and unamortized expenses, have been
employed in determining the revenue
requirements shown in the attached Income
Statements.

Central Hudson is authorized to

recover the debt redemption premiums and
unamortized debt expense over the remaining
life of the redeemed debt and to recover the
preferred stock redemption premiums and
unamortized expenses ratably over the period
ending 2028.
d.

Rate base details have been reflected on
Attachment H.

e.

Electric Loss Factor:

The electric loss

factor will be 1.0437.
f.

Lost & Unaccounted For Gas: The factor for
lost and unaccounted for gas will be 1.025.
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F.

Agreed-to Dispositions of Specific Items and Other
Conditions
1.

Required Deferrals and Restorations of Electric
Delivery Revenues: As shown on the attached
Electric Income Statement, electric delivery
revenues of $3.1 million in RYl will be deferred
for restoration in RY3 without regard for the
amount of electric delivery revenues actually
received in any of the RYs.

The deferrals and

restorations of revenues will be recognized for
purposes of determining regulatory earnings and
regulatory return on common equity (i.e., revenues
in RYl will be reduced by the deferred amount and
RY3 revenues will be increased by the restored
amount).
2.

Required Utilization of Benefit Fund:
a.

An amount of $42.5 Million will be removed
from the Benefit Fund and will be included as
a credit to electric rate base for the three
Rate Years.

b.

The credit will be applied to electric plant
transmission and distribution book
depreciation reserves in proportion to the
relative book cost of plant in service at
-6-

August 31, 2001 for such plant categories,
subject to the provisions of item 13.b of
this Part 1I.F. of this Joint Proposal.
C.

The $42.5 Million amount xi11 be maintained
as a rate base credit after the end of RY3,
subject to other potential treatment by order
of the Commission in a subsequent Central
Hudson electric rate case.

d.

This $42.5 Million rate base credit amount
will be recognized in calculation of the
achieved regulatory rate of return on common
equity for the electric department.

3.

Required Deferrals and Restorations of Gas
Delivery Revenues:

Gas delivery revenues of $0.9

million will be deferred in RYl for restoration in
RY3 without regard for the amount of gas delivery
revenues actually received in any cf the three
RYs.

The deferral and restoration of revenues

will be recognized for purposes of determining
regulatory earnings and regulatory rate of return
on common equity (i.e., revenues in RYl will be
reduced by the deferred amount and RY3 revenues
will be increased by the restored amount).
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4.

Earnings Sharing:
a.

There is a regulatory rate of return on
common equity deadband by department between
8.5% and 11.3%.

b.

In the event that Central Hudson achieves a
regulatory rate of return on common equity
above 11.3% in either the electric or gas
department, the earnings above 11.3% and up
to 14.00% in such department(s) will be
shared 50/50 between the Company and
ratepayers.

The ratepayers' portion of such

earnings in the electric department will be
added to the Benefit Fund and in the gas
department, deferred subject to further order
of the Commission.
C.

In the event that Central Hudson achieves a
regulatory rate of return on common equity
above 14.00% in either the electric or gas
department,

the earnings above 14.00% in the

electric department will be added to the
Benefit Fund and in the gas department,
deferred subject to further order of the
Commission.

The 14.00% value is subject to

adjustment pursuant to Parts IX. F and H.
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5.

Measurement of Achieved Regulatory Rate of Return
on Common Equity for Earnings Sharing Purposes:
a.

Separate determinations of the achieved
regulatory rate of return on common equity
for gas and electric operations will be made
annually, on a rate year basis.

b.

The achieved regulatory return on common
equity will be measured by department on the
basis of Central Hudson's actual
capitalization for the period being measured;
provided, however, that if the actual equity
ratio in a given RY exceeds the applicable
rate year target equity ratio (RYl: 47%; RY2:
46%; and RY3: 45%), then the target ratio for
that RY will be used.

C.

The financial consequences of the Part VII
Service Quality Mechanisms, the Part V.A.2.
Gas Interruptible Sharing incentive and the
Parts IX. F. and H. incentives will be
excluded in determinations of regulatory rate
of return on common equity.

d.

Within 90 days following the end of RYl, RY2
and RY3, Central Hudson shall provide Staff
with a computation of achieved regulatory
-9-

rate of return on common equity by department
for the preceding RY period.
6.

Reopener:

Central Hudson is authorized to file

for increased rates for either the gas or electric
department anytime that the respective regulatory
rate of return on common equity for a trailing 12month period, measured in the fashion used for the
annual RY determination, falls below 8.5%.
7.

Deferrals:
a.

The Company is authorized to defer the
following kinds of items for recovery in the
next electric or gas, as appropriate, base
rate change or other Commission-ordered
disposition:
(1) The Company is authorized to continue
its use of deferral accounting with
respect to the following expenses and
costs and all other expenses and costs
for which Commission authorization for
deferral accounting is currently
effective whether by reason of
Commission order or policy of general
applicability or by reason of a
Commission determination with specific
reference to the Company:
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(a)

Pension Expense under Statement of
Financial Accounting Standards No.
87;

(b)

Post Employment Benefits Other than
Pensions under Statement of
Financial Accounting Standards No.
106;

(cl

Interest Costs on Variable Rate
Debt;

id)

Incremental costs of litigation
regarding claims of exposure to
asbestos at Company facilities;

W

Research and Development costs
under the Commission's Technical
Release No. 17.

(2)

Changes in accounting standards, subject
to the understanding that this specific
authority to defer is subject to such
orders as the Commission may issue that
provide for generic treatment of
accounting practices;

(3) Changes in federal or state regulations;
(4)

Force Majeure; and

(5)

Others addressed herein.
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b.

All previously authorized uses of deferral
accounting continue and shall not terminate
because of the end of the term of this Joint
Proposal.

C.

Central Hudson retains the right to petition
the Commission for authorization to defer
extraordinary expenditures not otherwise
addressed by this Joint Proposal.

d.

Additional Deferral Provisions Related to
Changes in Federal, State or Other Tax Laws:
(1) The Signatories agree that the attached
Income Statements do not reflect
implementation of the tax law changes
resulting from the 2000 Legislative
Session.

Accordingly, tax differences

between the prior State Tax Laws and the
2000 Legislative enactments will be
deferred, in accordance with the
Commission's Order of June 28, 2001 in
Case 00-M-1556 for disposition as
determined subsequently by the
Commission.

The deferral of state

income taxes on earnings shall be
permitted up to the sharing trigger
level of 11.3%.
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The calculation of

regulatory earnings and achieved rate of
return on common equity for purposes of
Parts II.F.4 and 5 shall recognize the
calculation of state income tax on
earnings.
(2)

In addition, the company is authorized
to defer increases or decreases in costs
related to changes in federal, state and
local tax law or regulations for the
period through RY 3.

8.

Net deferred debit and credit balances for the
electric department items shown on Attachment D-2
have been reflected in the determination of the
Benefit Fund.

Deferred debit and credit offsets

for the gas department, using actual deferred
balances at June 30, 2001 for the deferred items
listed on Attachment E, will be subject to balance
sheet offset accounting to the extent necessary to
achieve a net of tax offset of zero.
9.

Central Hudson is authorized to record electric or
gas revenue amounts post-June 30, 2804 subject to
the following:
a.

The annual amount recorded by department may
not exceed the lesser of the revenue
requirement deficiency for RY3 shown on
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Attachment A or B, as appropriate, or the
amount of revenues needed by department to
provide a regulatory rate of return on common
equity of 10.5% for the 12-month ‘RY" periods
subsequent to June 30, 2004.
b.

Estimated amounts of revenue will be recorded
on a monthly basis and adjusted to the final
amount within the above constraints in the
last month of the appropriate ‘RY" period.

C.

The amount of revenues that are recorded may
be based on the measurement of earnings for
periods of time that are less than a twelve
month RY period.

Earnings for partial

periods will be calculated by determining the
level of earnings for the twelve month period
ending on the date new rates are established
and comparing it to the level of earnings
required to provide a 10.5% equity return.
If a deficiency in earnings results, the

1

amount of revenues recorded for the partial
period will be determined by the ratio of
sales for the partial period to the sales for
the twelve month period ending as of the date
new rates are established.
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d.

Central Hudson will submit reports showing
any revenues recorded under this provision,
and the measurement of earnings used in the
calculation of the revenues recorded, for
each annual period beyond June 30, 2004 or
period of time ending on the date new rates
take effect.

These reports will be submitted

no later than 90 days from the end each
annual period or the date when new rates take
effect.
e.

Central Hudson may charge the electric
department amounts accrued hereunder each
month against the Benefit Fund, subject to a
subsequent final Order by the Commission
directing otherwise, in which event Central
Hudson shall be deemed to have fully reserved
its rights and nothing in this Joint Proposal
or Central Hudson's participation in it shall
be deemed to prejudice Central Hudson's
position.

f.

Central Hudson may record a regulatory asset
for the gas department amounts accrued
hereunder each month.

9.

This authority continues until the earlier of
June 30, 2006 or, with respect to electric
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department revenue deferrals, the effective
date of new base electric rates as a result
of a general electric rate filing by Central
Hudson and, with respect to gas department
revenue deferrals, the effective date of new
base gas rates as a result of a general gas
rate filing by Central Hudson.
10.

Common Cost Allocation Factor:

85% electric, 15%

gas.
11.

Payment By Credit Card:

The Company is

authorized, but not required, to accept payments
for service by credit card from residential and
small commercial customers.
12.

The Company's accounting for the sale of its stock
symbol is affirmed.

13.

Depreciation:
a.

The Company's electric, gas and common
depreciation studies and methods as presented
in its initial filing are accepted, except
for depreciation of Gas Distribution Mains,
which will be based on an Average Service
Life of 85 years and a net salvage factor of
negative 60% (actual negative net salvage in
excess of negative 60% will be charged to
maintenance expense).
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b.

A method

will be developed for reducing, in

the next rate case after the end of the term
hereof, the electric book depreciation
reserve so that it exceeds the theoretical
depreciation reserve by no more than 10
percent.

Any Benefit Fund amounts

transferred to the book depreciation reserve
will be excluded from the measurement of the
book to theoretical reserve ratio.
14.

The amounts shown on Attachment A, B and H will be
used as the rate allowances for purposes of
revenue matching accounting or other deferral
purposes as appropriate.

III. Electric Issues
A.

The Company will implement a Reliability Improvement
Program, subject to the following conditions:
1.

The Program will be funded up to a total of $20
Million (pre-tax) over the period ending June 30,
2004.

2.

Funding will be from the Benefit Fund.

3.

Capital amounts funded will be removed from rate
base and treated as Contributions in Aid of
Construction, and as a result will carry a book
balance of zero.
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4.

Expense amounts related to the capital projects
are included in the $20 Million allowance and will
also be funded from the Benefit Fund.

5.

Outside contractors and labor will be used for the
Program, and none of the Benefit Fund-will be
allocated to Company labor expense.

6.

Plans:
a.

An Annual Plan will be developed and reviewed
with Staff before the start of RY2 for the
remaining two years of the program.

b.

Central Hudson will review RYl projects with
Staff on an expedited basis following
approval of this Joint Proposal.

B.

The outcomes of generic Commission proceedings such as
the Unbundling, Competitive Markets or Stand-by Rates
Proceedings, and any others during the term of this
Joint Proposal that may affect implementation of
electric competition will be reflected prospectively,
subject to the understanding that any stranded or
similar costs resulting from any such proceedings, as
determined by the Commission, may be recovered out of
the Benefit Fund to the extent not inconsistent with
any applicable Commission Order or, if recovery out of
the Benefit Fund is inconsistent with the applicable
Commission Order, Central Hudson shall be deemed to
-18-

have fully reserved its rights and nothing in this
Joint Proposal or Central Hudson's participation in it
shall be deemed to prejudice Central Hudson's position.
Nothing in this Joint Proposal shall be interpreted to
preclude Central Hudson from participating in any
Commission proceeding in any manner it may deem
advisable.
IV.

Electric Rate Desian
A.

Unbundling:

The revenue allocation, as shown in

Attachment F will be utilized to design rates, as
amplified below.
8.

Purchased Power Recovery ("PPR"):
1.

Mechanism will vary by class;

2.

Recover all commodity related costs using market
prices;

3.

Use bimonthly averaging for bimonthly billed
customers;

4.

Include uncollectibles & working capital costs;
and

5.
C.

Be determined and reconciled monthly.

Variable Cost Recovery ("VCR"):

This mechanism will be

reconciled monthly and will recover the costs of
ancillary services and the variable costs and benefits
of the Company's remaining generating facilities.
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D.

Central Hudson has entered into a Transition Power
Agreement ("TPA") with Dynegy that provides for the
purchase and sale of specified amounts of power to
Central Hudson.

The TPA was approved by the Commission

in an Order issued December 20, 2000 in Case 96-E-0909.
In addition, Central Hudson has entered into a Purchase
Power Agreement ("PPA") with Constellation that
provides for the purchase and sale of specified
portions of the output of Nine Mile Point 2 ("NMP2").
The PPA has been filed with the Commission in Case OlE-0011 and that Case is currently pending before the
Commission.

The prices in the TPA and PPA will not

necessarily equal the market prices and the differences
are referred to herein as "TPA and PPA Benefits."

The

TPA and PPA Benefits will be apportioned to full
service and delivery customers as follows:
1.

TPA and PPA Benefits will be apportioned among
service classes on the basis of each class' sales
(kWh) as a portion of the total system sales (kWh)
in a given month;

2.

Within a given class, TPA and PPA Benefits will be
apportioned among customers on the basis of
relative usage in a month as a portion of the
total class usage;
-2o-
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3.

Central Hudson shall have no obligation, other
than as specifically provided for herein, to track
the amount of any TPA and PPA Benefits by
individual customer.

In Service Classifications 3

and 13, the TPA and PPA Benefits will be subject
to the constraints that:
(1) The total TPA and PPA Benefits credited
to a customer will not exceed the total
Central Hudson delivery charges for that
customer in a billing period; and
(2) Any TPA and PPA Benefits not received by
a customer due to operation of the above
constraint will be reallocated to that
customer in the subsequent billing
period.

In any such reallocation, the

constraint that the total TPA and PPA
Benefits not exceed the total Central
Hudson delivery charges in the billing
period will continue to be applicable
and may entail reallocation to
subsequent billing periods.
E.

Billing Format:

Separate line items will be provided

for the following items:
1.

PPR;

2.

PPR under/over recovery;
-21-

F.

3.

VCR;

4.

TPA/PPA Benefits; and

5.

System Benefit Charge ("SBC").

Cost of Service Study & Revenue Allocation
1.

The rate changes will be allocated as follows:
a.

Service classifications which have a rate of
return below the lower tolerance level of 85%
of the system average would receive a minimum
decrease of 0.5 times the average overall
decrease.

b.

Service classifications which have a rate of
return exceeding the upper tolerance of 115%
of the system average would receive a maximum
decrease of 1.25 times the average overall
decrease.

C.

Application of these maximum and minimum
decreases results in revenues different from
the rate decrease revenue.

This difference

is allocated to the unconstrained decreases
for S.C. 1, S.C. 2, S.C. 5 and S.C. 13 Transmission.
2.

Peaker & Hydro Costs:

The investment in

combustion turbine production plant is classified
as demand-related.
-22-

The investment in

hydroelectric production plant is classified as
energy-related.
3.

The marginal customer cost for S.C. 1 is $23.67
per month and for S.C. 2 is $32.79 per month.

4.

Rate design for S.C. 13 will include flat energy
charges, a single basic monthly demand charge and
a $500/month customer charge.

G.

Customer Charges
1.

S.C.l residential customer charges will increase
from the current $7.15 to $9.75 for RYl and RY2
and to $11.50 after RY2 until June 29, 2004. On
June 30, 2004 the customer charge will be
increased to $12.00.

2.

S.C.2 small commercial (non-demand) customer
charge will increase from the current $6.25 to $12
for RYl to $13 for RY2 and to $14 for RY3.

3.

The above changes will be made on a revenue
neutral basis within the affected customer
classes.

4.

The remaining monthly customer charges are as
follows:

S.C. 2 Secondary Demand: $20.00; S.C. 2

Primary Demand: $80.00; S.C. 3: $250 and S.C. 6:
$12.00.
5.

All customer charges agreed to herein are without
prejudice to the filing by the Company of
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superseding rate change filings, effective after
June 30, 2004.
H.

I.

Time of Use ("TOU") & Space Heating Rates
1.

Continue offering S.C. 6 residential TOU.

2.

Elimination of S.C. 12 commercial TOU.

3.

Elimination of S.C. 2 heating discount.

Charges for restoration of service to the same customer
at the same meter location within twelve months of
discontinuation of service will be as shown below.
During Normal Work Hours:
Without Line or Gas Crew

$ 20.00

With Line or Gas Crew

$100.00

Outside Normal Work Hours:

J.

Without Line or Gas Crew

$ 40.00

With Line or Gas Crew

$140.00

Treatment of Central Hudson's NMP2 Costs:
1.

The existing ratemaking for Central Hudson's NMP2
costs, approved by the Commission effective
February 1, 2001 includes two components: a
Competitive Transition Charge ("CTC") (reflecting
property taxes and certain O&M costs), and
variable cost recovery through the existing ESC.

2.

Upon the effectiveness of the rates produced by
this Joint Proposal, Central Hudson's NMP2 costs
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will be recovered through three components: a CTC,
the PPR and the VCR.
a.

Until such time as the Commission approves
the pending PSL §70 asset transfer and the
closing for Central Hudson's NMP2 interests
takes place:
(1) the CTC will recover NMP2 property tax
and fixed O&M elements (hydro and GT
costs will be recovered through base
rates);
(2) The PPR will recover the market price of
Central Hudson's share of the power
produced at NMP2; and
(3) The VCR will recover transmission costs,
IS0 charges, and recover/pass back the
difference between the market price and
the variable production costs of Central
Hudson's share of NMP2 output.

b.

After the Commission approves the pending PSL
§70 asset transfer and the closing for
Central Hudson's NMP2 interests takes place:
(1) The CTC will cease.
(2)

The PPR will reflect the Market Price of
Central Hudson's share of the power
produced at NMP2 under the NMP2 PPA.
-25-

(3)

The VCR will recover transmission costs
and IS0 charges.

(4)

The TPA/PPA Benefits will recover/pass
back the difference between the market
price and the costs of the PPA for
Central Hudson's share of NMP2 output.

V.

Gas Rate Issues
A.

Revenue Sharing
1.

The imputation for interruptible and electric
generation sales is set at $1,900,000.

2.

Accounting:
a.

Each August, the Company will reconcile the
annual IT profit received in the prior RY.
Profit realized by the Company pursuant to
this mechanism will be excluded from any
determination of achieved regulatory rate of
return on common equity.
(1)

If the Company's IT profits exceed the
annual imputation of $1,900,000, the
sharing mechanism will be as follows:
(a)

From $1,9OC!,OOO up to $2,299,999:
Profit will be shared in an 85%
customer/l5% shareholder ratio;
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(b)

Profit above $2,300,000 will be
shared in an 80% customer/20%
shareholder ratio.

(2)

If the Company's IT profits are less
than the annual imputation of
$1,900,000, the sharing mechanism will
be as follows:
(a)

From $0 up to $1,499,999 in IT
revenue,

the short-fall below

$1,900,000 will be borne by the
Company;
(b) From $1,500,000 up to $1,899,999
the short-fall below $1,900,000
will be shared in an 15%
shareholder/85% customer ratio.
b.

In addition, the Company shall be permitted
to attempt to minimize potential monthly
short-falls or over collections through the
Gas Supply Charge ("GSC") :
(1)

Each month the Company will compare the
profit received from customers taking
service under Service Class Nos. 8, 9
and 14 ("IT Profit": to $158,333 i1/12
of the annual imputation of $1,900,000),
and
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(2)

If the IT Profit differs significantly
from the monthly imputation, the Company
may refund or surcharge, as appropriate,
through the GSC in a subsequent month.

B.

Agreed-to Dispositions of Specific Gas Items:
1.

Gas Manufacturing Site Remediation
a.

Write off Newburgh site costs from Benefit
Fund.

b.

Case 95-M-0874 requirements remain in force
for Newburgh site.

2.

The prudence of the Company's gas purchasing
policies and load management practices prior to
the date of this Joint proposal have been reviewed
and have not been challenged in these proceedings.

VI.

Gas Rate Desiun
A.

Unbundling and GSC
1.

The GSC mechanism will recover all commodity
related and upstream pipeline demand costs.

2.

The GSC will be determined monthly and reconciled
annually.

3.

The GSC will include uncollectibles, working
capital and carrying costs on cash working capital
requirements and materials and supplies.

B.

S.C. 9 Customers Eligible for S.C. 11:

The Company's

current rate design methodology, which uses the load
-28-

factors of existing customers to establish the price
caps, will remain in effect.
C.

Minimum Charge and Tail Blocks:

The minimum charges in

firm Service Classification Nos. 1,2,6,12 and 13 are
increased to $7.20.

To offset the increase in the

minium charge, the second block of S.C. 1 and 12 has
been reduced and the third block of S.C. 2, 6 and 13
has been reduced.

No rate changes are made to current

tail block prices.
VII. Service Oualitv Mechanisms
A.

Customer Service Quality Program:
1.

Twenty-five basis point total potential penalty on
combined Company basis, per calendar year
commencing January 1, 2002.
a.

Of the twenty-five basis point total, twelve
and one-half basis points are for the PSC
Complaint Rate (12.5 basis points) and

b.

twelve and one-half basis points (12.5 basis
points) are for the Customer Satisfaction
Index ("CSI").

2.

PSC Complaint Rate:
a.

Targets and penalties for the PSC Complaint
Rate (chargeable complaints per 100,000
customers, based on a 12-month rolling
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average at the end of each performance
period) follow:

Penalty Basis Points

From a PSC Complaint To a PSC Complaint
Rate

of

-

Rate of

None

0

~6.0

2.5

~6.0

c6.5

5.0

~6.5

c7.0

7.5

27.0

c7.5

10.0

27.5

~8.0

12.5
b.

28.0
The PSC Complaint Rates set forth above are
predicated upon existing PSC practices and
procedures for chargeable complaints per
100,000 customers.

In the event of a change

to those practices and procedures, the
Signatories will discuss in good faith
whether alteration of the above target and
penalty levels are appropriate to maintain
the incentive to the Company at levels
comparable to those above.

Any disputes will

be referred to the Commission.
3.

CSI:
a.

The CSI will be based on the calculations
performed by Central Hudson consistent with
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the procedures adopted as a result of Case
96-E-0909.
b.

Targets and penalties for the CSI follow:

Basis Point Penalty

CHGE CSI From

To

None

'283

NA

3.125

282

<83

6.25

281

~82

9.375

280

~81

12.5
4.

Below 80
For purposes of this Joint Proposal, the
performance periods are the calendar years ending
December 31, 2002 and 2003 and the six months
ending June 30, 2004 (for which the basis point
penalties will be halved).

5.

The "Appointments Kept" incentive remains at $20
per missed appointment.

B.

Electric Reliability
1.

Twenty-five (25) basis point total potential
penalty on electric operations, per calendar year
commencing January 1, 2002.
a.

Of the twenty-five basis point total, twelve
and one-half basis points (12.5 basis points)
are for SAIFI and

b.

twelve and one-half basis points (12.5 basis
points) are for CAIDI.
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2.

SAIFI indices and penalties, as shown below:

>l.lO

6.25 basis point penalty

>1.20

12.5 basis point penalty
3.

CAIDI indices and penalties, as shown below:

>2.10

6.25 basis point penalty

>2.20

12.5 basis point penalty
4.

~1

1

The SAIFI and CAIDI indices are based on electric
service interruptions that are not related to
major storms.
a.

The initial SAIFI index levels will be
reduced by 2% from 2002 to 2003 and by 4%
from 2003 to 2004.

b.

The Company may petition for appropriate
adjustment to the final CAIDI and SAIFI
indi~ces for each performance period to
recognize the effects, if any, of Outage
Management System ("OMS") implementation or
interventions by the IS0 or similar authority
causing service interruptions.

5.

For purposes of this Joint Proposal, the
performance periods are the calendar years ending
December 31, 2002 and 2003 and the six months
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ending June 30, 2004 (for which the basis point
penalties will be halved).
6.

Penalties will be calculated with respect to
electric operations.

c . Gas Reliability
1.

Number of One-Call Ticket Mis-marks per Thousand
One Call Tickets.

Basis Point Penalty

From Mis-marks/1000

To Mis-marks/1000 of

of
Zero

0

1.25

2

1.26

1.45

3

1.46

1.65

6
2.

1.66 or higher
Penalties will be calculated with respect to gas
operations.

Mis-marks will be determined based on

Central Hudson's current procedures, including
recognition of the Tolerance Zone as defined in 16
NYCRR Part 753-1.2(t).
3.

The measurement periods will be the calendar years
ending December 31, 2002 and 2003 and the six
months ending June 30, 2004.

The basis point

penalty applicable to the six month period ending
June 30, 2004 will be one-half of that set forth
in the above table.
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I
D.

Gas Leak Management:
1.

Applicable to Type 3 leaks only;

2.

Penalty-only plan over the three year term. No
penalty for Type 3 leak inventory levels at cr
below 362 at December 31, 2002, 337 at December
31, 2003 or 325 at June 30, 2004 or in any
calendar year in which 140 or more Type 3 leak
repairs are completed.

In addition, no penalty

will be applicable to the six months ending June
30, 2004 if 70 or more Type 3 leak repairs are
completed in that time period.
3.

A penalty of 3 basis points is applicable to gas
operations in any calendar year in which 140 Type
3 leak repairs are not completed and the specified
Type 3 inventory level is not achieved (362 at
Y.E. 2002 or 337 at Y.E. 2003).

A penalty of 1.5

basis points is applicable to gas operations in
the six months ending June 30, 2004 if 70 Type 3
leak repairs are not completed and the specified
Type 3 inventory level (325) is not achieved.
4.

If, in any year during the term of this Join=
Proposal the target level for Type 3 leak
inventory is not met, but a penalty is not due
because 140 Type 3 leak repairs were completed,
the leak inventory target level for the subsequent
-34-

year shall be 25 less than the actual ending
inventory level for that prior period.
E.

Central Hudson will, by March 31, 2003 and 2004 and by
September 30, 2004, file a report or reports on its
performance under each of the above incentive programs
during the prior performance period, with the format
and contents to be developed in collaboration, commencing on or about November 1, 2001, between the Company
and Staff.

F.

The Service Quality Incentive Plan of Case 96-E-0909 is
extended from July 1, 2001 to and including December
31, 2001.
Low Income Proaram

VIII.
A.

The Company will implement a Low Income Program
consistent with Attachment G.

B.

The costs of the program, funded out of the revenue
requirements, will be limited to the expense allowances
shown on Attachments A and B.

In the event that the

costs of the program differ from those levels, the
difference will be deferred and, after review,
1.

Any electric shortfall will be added to the
Benefit Fund and any gas shortfall will be
returned to customers through the GSC and;
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2.

Any electric excess will be recovered from the

Benefit Fund and any gas excess will be recovered
through the GSC.
C.

Commencing on or about November 1, 2001, the Company
and Staff shall collaborate in the development of any
program reporting requirements, with the Commission
resolving any disputes over those requirements.

IX.

Competitive Issues
A.

Consolidated Bills will be made available per the May
18, 2001 Billing Proceeding Order.

B.

Single Bill:

Central Hudson will pursue offering a

Single Bill using the Rate Ready format.

In order to

utilize this option, each ESCO or marketer must provide
Central Hudson monthly with the Central Hudson customer
account number and a billing rate per kWh or CCF for
each customer in sufficient time in advance (minimum
period to

be established)

of the billing dates set

forth on Central Hudson's web site.

Central Hudson

will comply with the criteria established in the
Billing Proceeding Order and ED1 Proceeding related to
single bills.
C.

Ancillary Services:

The Company will bill all delivery

customers for ancillary services commencing three
months after Commission approval of this Joint
Proposal.

This non-by-passable charge will be
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collected from customers through the Variable Cost
Recovery factor.

Central Hudson will reimburse ESCOs

for ancillary service charges incurred to serve Central
Hudson load.
1.

Each ESCO serving load in Central Hudson's retail
access program must provide the Company with a
copy of its NYISO bill which identifies the
ancillary services for the ESCO's Central Hudson
load served (PTID) within a day of billing by the
NYISO.

The invoice provided by the ESCO must

detail the load (kWh), rate for each service and
total amount requested for reimbursement.
2.

Bills and credits issued by the NYISO to the ESCO
for prior periods must also be provided to Central
Hudson in the month received by the ESCO.

Central

Hudson will be authorized to collect all such
amounts through its VCR.

Reimbursement to ESCOs

by Central Hudson for ancillary service charges
will be made prior to the date ZSCOs are required
to pay the NYISO for such charges.
3.

The Company reserves the right to file a petition
with the Commission to modify this process,
including potentially terminating billing or
reimbursing ESCOs for NYISO ancillary services.
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D.

Electric Back Out Credits:

Credit levels would be set

at 0.5 mills per kWh for S.C. 13 customers; 2.0 mills
per kWh for S.C. 3 customers; 3.0 mills per kWh for
S.C. 2 demand customers; and 4 mills per kWh for S.C. 2
non-demand, S.C. 6 and S.C. 1 customers pending the
outcome of the Unbundling Proceeding and are subject to
being superseded by the Unbundling Proceeding as
provided for in Part 1II.B. hereof.

Prior to that

time, the cost of the credits will be recovered from
the Benefit Fund, subject to a penetration limit of 20%
of electric customers.

If it appears likely that the

20% penetration level will be exceeded, the penetration
level and recovery mechanism will be reviewed.
E.

Gas Merchant Back Out Credit:

The gas merchant

function back-out credit will be set at $.15 per mCf
pending the outcome of the Unbundling Proceeding, and
is subject to being superceded by the Unbundling
Proceeding as provided for in Part 1II.B hereof.

Prior

to that time, the cost of the credit will be recovered
through the GSC, subject to a penetration limit of 20%
of gas customers.

If it appears likely that the 20%

penetration level will be exceeded, the penetration
level and recovery mechanism will be reviewed.
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F.

ESCO & Marketer Satisfaction Mechanism
1.

ESCO/Marketer Satisfaction Survey:

After

consultation between Staff and the Company, a
survey will be developed as a baseline for an
incentive mechanism.
2.

The survey metrics would include the performance
of the Company in satisfying the terms of the UBP
and other operational arrangements (e.g., GTOP)
between it and ESCOs (electric) and marketers
(gas).

The survey should include relevant

questions for both ESCOs and gas marketers.
3.

The survey would be implemented on an annual basis
by an objective third party selected after
consultation commencing on or about November 1,
2001 between Staff and the Company.

4.

Prior to implementation of the survey, Staff and
the Company will agree to a threshold number of
participating marketers as a basis for
implementation of an incentive mechanism.

If the

threshold number of marketers participate, an
incentive allowing the Company to receive up to 10
basis points of earnings in excess of 11.3% on a
combined Company basis will be implemented after
the baseline results are available.
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In this

event, the overall earnings cap will also be
increased by ten basis points.
5.

Once the results of the satisfaction survey are
available, the company will have 60 days to report
to Staff and interested parties on how it plans to
address marketer concerns, if any, that were
expressed in the survey.

G.

The Company will consult with Staff concerning the
suitability of potential aggregation initiatives within
the Central Hudson service territory, subject to the
funding provisions of Part X.G.

H.

Electric and Gas Outreach and Education Mechanisms
1.

Improvements in outreach and education (O&E), to
increase customer awareness and understanding of
energy competition, will be measured by using
Central Hudson's existing residential survey.

2.

The survey will be enhanced for better measurement
of awareness and understanding, according to a
list of criteria that will be established after
consultation commencing on or about November 1,
2001 between the Company and Staff.

A method to

evaluate the awareness and understanding of energy
competition among small commercial customers will
be established.
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3.

An incentive allowing the Company to receive up to
10

basis points of earnings in excess of 11.3% on

a combined company basis will be implemented,
based on criteria, developed through consultation
commencing on or about November 1, 2001 between
the Company and Staff, for measuring improvements
in customer awareness.

In this event, the overall

earnings cap will be increased by 10 basis points.
I.

Small Customer Aggregation:

The potential funding of

aggregation initiatives will be considered in the
Benefit Fund Review process.
J.

ESCO/marketer Ombudsman:

The company will designate a

vice-president level ombudsman to address
ESCO/marketers' unresolved concerns and serve as a
liaison with marketers.
X.

Benefit Fund
A.

The total amount of the Benefit Fund is currently
estimated at $164 million, including an assumed $36.5
million in net gain from a sale of NMP2, or $127.5
Million excluding the estimated NMP2 gain.

The

components have been shown in Attachment D-l.
B.

The Signatories have agreed upon the following general
approach:

Allocate a portion of the fund to

"Identified Uses" and reserve the remainder, future
NMP2 gain and any unutilized portion of the Identified
-41-

Uses to annual collaborations.

The Identified Uses are

further defined as "Quantified Identified Uses" and
"Non-Quantified Identified Uses."
C.

The "Quantified Identified Uses" of the Benefit Fund
are lnet of tax):

D.

1.

Rate base offset - $42.5 Million;

2.

Gas site remediation - $10 Million;

3.

Reliability Improvement Program - $13 Million; and

4.

Refunds: $15 Million per RY.

The Non-Quantified Identified Uses of the Benefit Fund
are:
1.

Other items provided for in this Joint Proposal,
including possible additional customer refunds,
offset to potential post-June 30, 2004 electric
rate increases, back out credits and future
stranded or similar costs subject to the
provisions of Part 1II.B hereof; and

2.

Economic Development - to be developed and
dispensed in accordance with below discussion.

E.

Refunds: The total net of tax amounts for the three RYs
of $45 Million, as shown on Attachment D-l, will be
refunded to customers through a per kWh credit,
commencing in the month following the Commission's
approval of this Joint Proposal.

The credit will be

developed from the total RY billing units, prorated for
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the total number of months until June 30, 2004
following the Commission's approval of this Joint
Proposal.

Central Hudson will track and reconcile the

amounts credited.

In the event that the entire $45

Million is not credited prior to June 30, 2004, the undispensed credit will be carried forward subject to
further order of the Commission.
F.

A carrying charge at an annual rate equal to the pretax rate of return set forth on Attachment C will be
applied monthly to the net remaining balance in the
Benefit Fund.

G.

Other Potential Uses of Net Benefit Fund
1.

Potential uses include possible future use for
price spike mitigation; for small customer
aggregation efforts; and to fund such other
competitive-related initiatives as the Commission
may approve.

2.

These uses would be addressed in the Benefit Fund
Review discussed below.

3.

Benefit Fund Review Process:

On or about January

15, 2002, and 2003 a collaborative effort will
commence on the use of the remaining Benefit Pool
amounts not otherwise allocated to specific
purposes.

The collaborative will be completed and

reported to the Commission by April 1, 2002 and
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2003.

The Commission will expedite its review of

the Collaborative Report (and any dissents).
H.

Economic Development
1.

An Economic Development Program will be
established and funded from the Benefit Pool in
accordance with the procedure set forth below.
The program's purposes would be to encourage the
relocation, growth, expansion, and retention of
business customers in the Company's service
territory and include consideration of any
situations in which reductions in employers'
substation costs will lead to employee retention.

2.

The administration of the program would be
facilitated by Staff, through consultation
commencing on or about November 1, 2001 among the
Company, the Empire State Development Authority,
local government officials and interested parties.
Tariff provisions, guidelines and procedures would
be developed as appropriate in that consultation
and would be submitted to the Commission for
approval.

3.

Existing electric programs will be terminated with
the exception of the Revitalization Rate.
-44-

4.

Revitalization Rate:
a.

Current electric customers will receive their
existing discounts until the time set for
expiration in their existing agreements.

b.

For new'customers, a rate discount would be
offered on the delivery rate for those who
meet the existing program's criteria.

C.

The discounts would be set at percentage
levels comparable to those in the existing
program, but applied to the delivery prices.

d.

The discounts will be funded from the Benefit
Fund.

e.

Customers receiving the rate would be
contacted in writing 6 months prior to the
end of their Revitalization Rate term
informing them of the expiration and
_.
providing them with a contact at the Company
to answer any questions or concerns.

XI.

Conditions of Joint Proposal
A.

This Joint Proposal is intended by the Signatories to
be a complete resolution of all issues in Cases OO-E1273 and 00-G-1274.

Each Signatory is obliged to

support the Joint Proposal before the Commission.
Signatories to the Joint Proposal agree that the
-45-

The

provisions of the Joint Proposal are, in aggregate, a
reasonable resolution of each of the proceedings.
B.

It is understood that each provision hereof is in
consideration and support of all the other provisions,
and each Signatory has expressly conditioned its
support upon the acceptance of this Joint Proposal in
its entirety by the Commission.

In the event that the

Commission proposes to alter any provision of the Joint
Proposal, no Signatory has any further obligation
relative to the Joint Proposal other than the
obligation to discuss in good faith with the other
Signatories whether any such alteration is acceptable
to it.

In addition, Staff will make its best efforts

to present to the Commission by September 25, 2001, the
Company's Petition of May, 2001, as updated, in Case
01-M-0323.
C.

In the event that the Commission alters any provision
of the Joint Proposal, each Signatory will be deemed to
have fully reserved its rights to contest the altered
Joint Proposal, and any such alteration.

In the event

that the Commission fails to adopt this Joint Proposal
according to its terms, then each Signatory shall be
free to pursue its respective positions in this
proceeding, without prejudice, upon reasonable notice
to the other Signatories.
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This Joint Proposal is an

integrated whole, with each provision in consideration
for, in support of, and dependent on the others.

Thus,

if the Commission does not approve this Joint Proposal
in its entirety without modification, each of the
Signatories reserves the right to withdraw its
participation and support by serving written notice on
the Commission and the other Signatories and, if
necessary, to litigate, without prejudice, any or all
issues as to which such signatory agreed in this Joint
Proposal; in such event, any such Signatory shall not
be bound by the provisions of this Proposal, as
executed or as modified.
D.

In the event of any disagreement over the interpretation of this Proposal or the implementation of any of
the provisions hereof, which cannot be resolved
informally among the Signatories, such disagreement
shall be resolved in the following manner:

The

Signatories shall promptly convene a conference and in
good faith shall attempt to resolve such disagreement.
If any such disagreement cannot be resolved by the
Signatories,

a Signatory may petition the Commission

for relief on a disputed matter.
E.

This Joint Proposal represents a negotiated agreement
and settlement and, except as otherwise expressly
stated herein, none of the Signatories shall be deemed
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to have approved, agreed to, or consented to any
principle, methodology, or interpretation of law
underlying or supposed to underlie any provision
hereof, and this Joint Proposal shall not be cited or
relied upon with respect to any matters other than
those specifically addressed herein.
F.

The Signatories recognize that certain provisions
hereof require that actions be taken in the future to
effectuate fully the agreements and compromises set
forth in this Joint Proposal.

Accordingly, each

Signatory agrees to cooperate with each other Signatory
in good faith in taking such actions.
G.

Survival of Conditions: All reservations of rights of
any Signatory (including, but not limited to, Parts
X1.A. through XI.F., inclusive), the continuation of
deferral accounting authority, the post-June 30, 2004
revenue deferral provisions, the provision concerning
development of a method for reducing the book to
theoretical depreciation reserve, and the Benefit Fund
provisions shall survive the June 30, 2004 term of this
Joint Proposal.

H.

The Supplemental Environmental Assessment Form attached
hereto as Appendix I accurately describes the potential
environmental impacts, if any, that could result from
implementation of the terms of this Joint Proposal, and
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the Commissions' determination of significance
regarding this Joint Proposal should be the adoption of
a negative declaration.
I.

All titles, subject headings, section titles and
similar items are provided for the purpose of reference
and convenience only and are not intended to affect the
meaning, content or interpretation of this Joint
Proposal.

J.

The Commission reserves the authority to act on the
level of the company's base electric and gas rates in
the event of unforeseen circumstances that, in the
Commission's opinion, have such a substantial impact on
the range of earnings levels or equity costs envisioned
by this Joint Proposal as to render the company's
return unreasonable or insufficient for the provision
of safe and adequate service at just and reasonable

rates and in the event that the Commission exercises
such authority as it possesses in that regard, each
Signatory reserves its rights and no Signatory shall be
bound or prejudiced by its entry into, or performance
under, this Joint Proposal.
K.

Submission of Settlement: This Joir?t Proposal is being
executed in counterpart originals and shall be binding
on each Signatory.

Each person executing this Joint

Proposal represents by his or her signature that he or
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she has full authority to bind his or her principal.
The Signatories hereto agree to submit this Joint
Proposal to the Commission and individually to support
and request adoption by the Commission of their mutual
settlement as set forth herein.
WHEREFORE, this Joint Proposal has been agreed to by and
among each of the following, who, by its signature, each
represents that it is fully authorized to execute this Joint
Proposal and, if executing this Joint Proposal in a
representative capacity, that it is fully authorized to execute
it on behalf of its principals.
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