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JUDGE PHILLIPS: | would like to call matter nunmber 15-0262
in the matter of the three-year rate proposal for electric rates
and charges submtted by the Long Island Power Authority and
service provider PSEG that's capital P-S-E-G Long Island LLC
We are conducting a procedural conference that will be foll owed
by a technical conference. This is on the record, and this is
pursuant to a notice we issued on February 10, 2015, announci ng
this is the date and place of this procedure.

VWhat | would like to start with is the taking of
appearances just for the parties that are present. Just for
ease, Wth respect to getting this down for the record, we'll
start with the table in front of us. W have little cards that
indicate that LIPAis sitting closest to us, and then we'll go
to the first row of the auditorium and again, we'll go around
the sem-circle, please. So, starting with the LIPA card.

MR. BROCKS: Yes, your Honor, on behalf of the Long Island
Power Authority, the Firmof Read and Lani ado by Kevin Brocks,
Howar d Read, and Sam Lani ado.

MR. KLI MBERG. On behalf of Caithness Energy, Stanley
Kl i nberg, Firmof Ruskin, Mscou, and Faltischeck.

MR. VEEI SSMAN:  On behal f of PSEG Long Island, your Honor,
Mat t hew Wei ssman and Bruce MIler, Firmof Cullen and Dykman.

JUDGE PHI LLIPS: The next row, first row of the auditorium

MR. LARCE: Good afternoon, |ndependent Power Producers of

New York. | am Chri stopher LaRoe.
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JUDGE PHILLIPS: |Is there anyone else who's sitting in the
audi ence wi thout a m crophone who's representing a party? Ckay.

Let's go to the sem-circle and start with Staff.

MR. MAZZA: Good norning, your Honor, on behalf of the
Departnent of Public Staff, GQuy Mazza and N chol as Forst.

MR. GOCDVAN:  Good norning, your Honor, on behalf of New
York City, Jay Goodman of Couch White, LLP, and |I'mjoi ned by
Andrew Fiori (phonetic) who is with the Ofice of State, City of
New Yor k.

M5. HOGAN: On behalf of the Departnent of the State
Uility Intervention Unit, | am Erin Hogan joined by M chael
Zi mrer man.

JUDGE PHILLIPS: [Is there anyone el se here that's
representing a party who w shes to nake an appearance? kay.
Thank you.

As we indicated in both, | believe the notice and the
ruling of this matter, we had several things that we had on our
agenda for the procedural conference.

Basically, we would like to start with the identification
of parties, which we have pretty nuch done. W would like to
maybe hear a little bit about the interests of the parties that
are present. W will entertain any objections to requests for
party status. That's the first step, then we want to discuss
the schedule, and relating to that, any discovery issues that

you may have, and then we'll turn to the scope of this nmatter.
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| s there anything that anyone knows at this tine that they would
like to add to this agenda? Ckay.

So, | don't know if LIPA, PSEG would like to say sonething
quickly. I nmean it's basically your filing. W kind of know
you're seeking a rate request. |Is there anything you would w sh
to add to your interest for the record?

MR. WVEI SSMAN: Not with respect to the procedural issues.

JUDGE PHILLIPS: GCkay. So, | would like to next give |PPNY
the opportunity to be heard.

MR. LARCE: | PPNY has already been nonitoring and
comrenting on the Uility 2.0 Plan to date. W would like to
see how the issues that arise in there, particularly as they
relate to the utility ownership in relation with REV, demand
energy resources, and the large scale utility renewabl es that
are involved in this case.

JUDGE VAN ORT: Can the folks in the back hear this
i ndi vi dual ?

JUDGE PHILLIPS: W're actually going to switch the order a
little bit. W would |ike to hear fromU U and identify your
i nterest.

M5. HOGAN: CQur interests are for the residential rates,
and small commercial rates, and the increases that are being
pr oposed.

JUDGE VAN ORT: Just note that M. Fogel cane in. |[If you

woul d take a card, and if you nove up to one of these tables --
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actually, nove up to the front here, grace us with your
presence, and give your card to the reporter.

JUDGE PHILLIPS: So, we'll continue with the City of New
York, and can you identify the interests of your party?

MR. GOCDMVAN:  Your Honor, the City of New York have two
interests in this proceeding. The City, itself, has facilities
where LIPA serves territory. The City also has interest
representing in the capacity on behalf of its residents and
busi nesses for custoners of LIPA.

JUDGE PHILLIPS: W'Ill go to Caithness, | believe, the
Cai t hness representati ve.

MR. KLI MBERG. Caithness is interested in the baseline
power supplies that underlie the three-year rate plan, the costs
t hat have been assuned in connection wth those baseline power
supplies, how those costs m ght be adjusted or revised in the
event that there are changes in the supply plan over the
three-year rate plan, and as well as the forecasts of |oad, and
energy over the rate plan.

JUDGE PHILLIPS: WM. Fogel, please, and if you could just
pl ease state the nane of your party, and your interest proposal

MR. FOCGEL: Thank you, your Honor.

On behal f of the Retail Energy Supply Association, Usher
Fogel .

The issues that are outlined in the plan of ours that we

previously sent in is the Long Island Choice Program and the
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Uility 2.0 Programthat's been submtted by PSEG and LI PA
previously.

JUDGE PHILLIPS: And | believe that | eaves Departnent
Staff.

MR. MAZZA: Thank you, your Honor.

In accordance with the LI PA Reform Act, LIPA and PSEG have
provided a three-year rate plan to the Departnent for its
review, and to ensure safe and adequate service, and reasonable
rates for the custonmers of Long Island, DPS will be review ng
all aspects of the rate proceeding.

JUDGE PHILLIPS: |'moperating on the assunption that the
parti es have had an opportunity to |look at the party list as it
currently stands. You're aware at a m nimum of those parties in
the room who are seeking party status. Are there any objections
to any requests that have been made for party status thus far?

MR. MLLER  Yes, your Honor, for PSEG Long Island, we have
two areas of concern.

The first involves the energy service conpanies, the ESCGCs,
and the Long Island Choice Program | think you' ve heard
M. Fogel say that's what he's interested in. You mght have
seen two docunents. You m ght not have seen the petition that
RESA filed with LIPA. | believe it was in January asking for a
forum and then Staff filed their scoping statenment in which DPS
staff agreed that Long Island Choice issues should be on a

separate track, and DPS staff offered to facilitate that track
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in fact, torunit, |I believe. It's alittle bit -- | think we
have to tal k about the paranmeters of that, but they have offered
that. 1It's PSEG Long Island, and | believe LIPA agrees that
this is appropriate. W welcone Staff's offer.

| think given the very conpressed tine table we have in
this case that if there is a better forumfor the consideration
of Long Island Choice issues, those issues ought to be heard in
that forum So, we would recommend the issues involving Long
| sl and Choi ce be severed fromthis case, and be heard in the
forumthat the Staff is willing to facilitate and run

JUDGE VAN ORT: M. Mller, can | ask, are you referring
to, | believe the matter nunber is 14-01299, is that ny
understanding to what you're referring to? There's currently a
pendi ng nmatter before the Departnent of Public Service with
respect to the LI Choice? That's a question.

MR. MLLER | don't know that, your Honor.

JUDGE VAN ORT: M. Muzza

MR. MAZZA: |1'msorry, your Honor, I'mnot famliar with
t hat .

JUDGE VAN ORT: You're not famliar, okay. Thank you.
JUDGE PHILLIPS: | just have a clarification, are you
objecting to the individuals who identified LI Choice as issues
that they are concerned in having party status, or are you just
objecting to that issue of Long Island Choice being included as

part of this matter?
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MR. MLLER | think we can do it either way, your Honor, |
don't think there's any magic to it. [It's clear to nme that the
energy service conpanies are interested in Long |Island Choice.

I f that issue was renpved fromthe case, | suppose they m ght
have other issues in the case. They don't necessarily need to
be renoved fromthe case or denied party status, but | don't
know i f they would have further interest in what we're doing
her e.

| also noticed that -- | believe it was M. Fogel who al so
referred to UWility 2.0, and that was al so on a separate track
in a proceeding that DPS Staff is also facilitating, so those
issues are really not appropriate for this case. There's not
really any 2.0 in this case.

JUDGE PHILLIPS: M. Fogel?

MR, FOGEL: First of all, | would disagree about providing
party status. | think our interest under the Public Service Law
are clear, and there's no reason to deny us public status. |
think it would be contrary to our forty-five years of history,
so | don't think we want to start a proceeding on that note.

In terms of the proposal for Staff -- well, let nme take a
step back. The conpany in its file testinony, if ny
recollection is correct, with respect to Long Island Choice
Program had recommended that it collaboratively established. |
believe Staff in their scoping coments that cane in, and said

that given the inportance of the issue, they felt it would be
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better handl ed either as a separate proceeding, | believe that
was the | anguage they used, not necessarily as a separate phase.
We don't necessarily have -- speaking on behalf of the RESA we
do not necessarily have a problemw th taking that procedura
approach. However, before | agree to severance, | want to have
a specific tinme table and schedule put in place, so | knowthis
is going to be addressed, hopefully, before ny grandchil dren get
married. So, with that caveat, | think mybe we can have sone
di scussi ons and negoti ati ons about that, but until such tinme
sonething specific is on the table with set dates, schedul e,
etcetera, then | would maintain, it should be continued as part
of this proceedi ng because the Conpany did raise it in their
filing. So, that's really where our position is.

| recognize that sonme were prelimnary because these
proposals first came on the table in the scoping comments, but
we're wlling to talk about it, but until that time happens,
we're in here.

MR. M LLER: Your Honor, | don't necessarily disagree with
what M. Fogel said, you know, right now we have an offer to
your Honors fromparties in DPS. If that offer were to be
accepted, if the Departnent were to accept Staff's offer, and go
down that track, | think down that track in that process, we
coul d get scheduling going forward, and you could hold the
notion in conveyance until we reach that point.

JUDGE PHI LLIPS: W were just discussing your notion, and |
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think wwth respect to the extent to which it was a notion that
we deny party status to RESA or other energy service conpanies,
we don't think that it's necessary to grant that notion. W
woul d not deny them party status because they' ve raised issues
that may properly belong to other parties or not. | don't know
that, that determ nation has been made, but | don't think it
establishes sufficient basis for denying them party status.

What it does possibly go to though, is the scope of issues,
which is another thing that we're going to discuss here today.
So, based on what you've argued, we are denying the request not
to grant themparty status, and they'll remain in the case for
now. | don't know if there are any other objections to the
request for party status at this point.

MR. MLLER  There is, your Honor, and this will not be
dissimlar fromthe ESCO notion.

Cai t hness Energi es asked for party status. Caithness has
made the point that there is a power supply plan that underlies
our case. The power supply plan that underlies our case is that
there's no generation needed during the termof the rate plan,
which is from2016 to 2018. That's a nmatter that was presented
to the LI PA Board. LIPA Board did not object. So, our case was
filed wthout any new generation resources.

Qur case al so says in our power supply testinony that there
wll be an integrated resource plan developed in 2015. That

plan will then be presented to LIPA and LIPA will have a process




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

13

at which intervention wll occur and parties will have a chance
to make their case to the LI PA Board based on the
recommendati ons that PSEG Long |sland nmakes after the conclusion
of the integrated resource plan, but as of now, there is no
generation. Caithness is |ooking to build a 700-odd negawatt
facility. They have a comrercial interest, and I don't think
that this case is the appropriate place to pursue that

comrercial interest.

JUDGE PHILLIPS: Again, does your objection go to the issue
that they raised, or to themhaving party status at all?

MR. M LLER: Your Honor, | don't want to push the renoval
of parties fromthe case, but | do think if we take out issues,
and find that they're inappropriate for the case, that
acconpli shes the purpose of what | would |like to pursue.

MR. KLI MBERG. Caithness would |ike to respond.

JUDGE PHILLIPS: Yes, | was going to give you the
opportunity to respond. |If you would pl ease speak through the
m cr ophone.

MR. KLI MBERG. PSEG Long Island has submtted testinony, a
power supply POWthat |ays out their assunptions regarding their
basel i ne power supply plan, and based on that, a three-year rate
plan. |If there are changes in that assunption, then there are
obvi ously cost inplications to the ratepayers from changes in
their baseline power supply plan. 1t's correct that PSEG Long

| sl and has underway an integrated resource plan, but results of
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that plan, which are being conducted outside this rate
proceedi ng may well have significant effects of the rates over a
t hree-year peri od.

M. MIller states that the assunption that there is no
generati on needed, but that hasn't been tested, and indeed, if
there are changes that arise as a result of the integrated
resource plan, then there will have to be adjustnents in the
rates. | think it's fair to explore that issue in this rate
pr oceedi ng.

They have al so proposed a delivery adjustnent, which wll
automatically adjust the rates based upon changes in their power
supply plan. The reasonabl eness of that delivery service
adjustnent is a proper subject to this rate proceeding.

MR. MLLER If | may be heard, your Honor, the facts are
in this case that there's not sonething lurking in the rate plan
that the IRP will sonehow reveal. The presentation that was
made to the LIPA Board, | believe | ast sumer, showed that no
new resources wll be needed until 2022, that has been pushed
out further to 2024. Wsat that integrated resource plan wll do
will affect the future, it won't affect anything in this case,
that's why this case doesn't have any new generation resources
init. That's what was presented to the LIPA Board.

What may be needed in the future after the expiration of
the rate plan, which will be determ ned as part of the IRP

process will be for the future beyond the term nation of this
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rate plan follow ng the expiration of 2018. That's why there is
no generation here. Because of that, we were able to avoid
spendi ng several billions of dollars that otherw se woul d have
been spent. So, the plan itself assunmes no generation, that was
presented to the LIPA Board. The LIPA Board is responsible for
this. The LIPA Board will have a process down the road when the
IRP is finished for parties to weigh in at public foruns.

MR. KLI MBERG. What M. MIler has stated is not correct.
The LI PA Board has not approved the proposal that PSEG Long
| sl and has made in connection with its resource pl anning
recommendati ons. PSEG Long |Island has nade those
recommendations, it has submtted reports, and it has nade
assunptions in the rate case regarding Long Island s need for
future resources. The board has nmade no decision with respect
to the reconmmendati ons that have been nmade. |It's clear that
there are assunptions that have been nmade in the rate plan
regarding the need for additional resources. PSEG Long Island
has said that there is no need during the three-year rate plan,
but it has noted that there is an I RP, integrated resource
pl anni ng process, under way, which will |ook into what the
future needs are, and it may well arise as a result of that
proceeding, that it will be determned that there is a need for
addi ti onal resources, which will require the costs be incurred
during the three-year rate period that wll need to be reflected

in the rates, and i ndeed PSEG Long |Island has proposed a
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delivery service adjustnent nmechanismthat will allow for the
reflection of those additional costs.

Further, there is authority under an anended and restated
power supply agreenent that Long |sland Power Authority has with
National Gid generation, which allows for the ranp down of
generation under that contract. The costs associated with the
non-fuel portion of those contact arrangenents are reflected in
the delivery rates, so if, as LIPAis authorized to do, there is
a ranp down of facilities during the three-year rate plan, then
there will be costs that will need to be addressed through
rates, or through a delivery service nmechanism or outside this
process. So, as a result, we believe that this is an
appropriate area for examnation in the rate plan

JUDGE PHILLIPS: Can | just ask a clarifying question
t hough, do you concur or not with what | thought | heard, that
there is a separate proceeding with respect to determning this
i ssue of generation need, the | RP proceedi ng?

MR. KLIMBERG. There is an integrated resource plan in
process that PSEG has initiated. 1t has schedul ed, or projected
that it wll be conpleted by the end of this year

JUDGE PHILLIPS: Let ne stop you, |ike Decenber of this
year?

MR. KLI MBERG. | n Decenber.

PSEG Long Island has established this process. The nature

of the process is quite different than this rate proceedi ng.
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According to PSEG Long Island, there will be informational
nmeetings, and they wll obtain input fromthe public relating to
t he devel opnent of that plan. Wat cones of that plan may well
be a determ nation that there is a need for additional
generation in this decade, which will require the cost to be
incurred in order to support that additional generation.

What PSEG Long Island has stated in this rate plan is that
any costs that m ght be incurred in the nature of it, that wll
be reflected in the delivery rates, wll be reflected through
the delivery service adjustnents. |f they are not costs that
woul d be reflected in delivery service that would not be
delivery rated, then these are costs that woul d be outside that
mechani sm and it's not clear how those costs would be recovered
fromrate payers. So, through that I RP process, which is being
conducted parallel to this rate case, that could well be costs
that are incurred, and we're interested in knowi ng how that is
going to be done, what is the relationship between the
i ntegrated resource planning process and this rate case.

JUDGE PHI LLIPS: Another clarifying question, just to test
your understanding to see whether or not it is the sane, the
LI PA Board though, is responsible for approving or disapproving
your | RP plan, is that your understandi ng?

MR. KLIMBERG. |'mnot sure how the LIPA Board will address
the integrated resource plan. LIPAis ultimtely responsible

for decisions regarding generation. PSEG Long |Island has a
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responsibility for making the recommendati ons and perform ng
anal yses in connection to rate planning. It is ny understanding
that LIPA Board is openly responsible for making those
deci si ons, but has not nade any decision yet with respect to
future generation.

JUDGE PHILLIPS: One nore question before | turn to
M. MIller, is it your understanding that you can intervene as a
party as part of that process?

MR. KLIMBERG. Cearly, it would be better directed to PSEG
Long Island as to what that integrated resource plan will be.

We have only seen sone limted information on how that will be
conducted, but it would not be as a formal process such as being
conducted here today in the rate case.

JUDGE PHILLIPS: M. Mller?

MR. MLLER: | had discussions with LIPA yesterday on j ust
that topic. M. Klinbergis -- he's correct in that the process
t hat happened, that was | ast summer, PSEG did an analysis of the
need for power based on the NYI SO criteria, and concluded there
was not a need at that tinme until 2022, that was subsequently
pushed out to 2024.

There is an integrated resource plan that is being pursued
now that will be done at the end of this year. LIPA s
procedures wll be -- what will happen is, PSEG as a result of
that integrated resource plan, will make recomendations to LIPA

as to resources that will be needed in the future beyond this
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rate plan period. LIPAw Il then have a public process to
investigate PSEG s recomendati ons. So, any idea that we know
wi |l eventuate fromthat integrated resource plan, which won't
even be done until this case is al nost conplete, is specul ation
What we do know is there is no new generation resources needed
during the period of this rate plan, and as to what m ght
happen, and how that m ght be effectuated beyond this rate plan
just does not affect the period of this rate plan. Anything we
woul d do woul d be specul ative as to what m ght conme out of that
i ntegrated resource planning process, which will only begin when
t he recommendati ons are made by PSEG Long Island to LIPA Board
at the end of 2018.

JUDGE VAN ORT: Let nme ask you a question, aml
under standi ng you correctly that there would be no inpact, that
there would be no possibility of inpact fromthe IRP for the
three years 2016 to 20187

MR. MLLER: That is my understandi ng because there is no
generation needed into the next decade, 2024, now within the
NYI SO pl anning criteri a.

MR, KLIMBERG M. MIller is making a concl usion based on
an anal ysis performed by PSEG Long |sland, which assunes that
all of the generation that's currently operating on Long Island
will continue to operate, and based on its analysis, and
assunptions, based on its criteria for determ ning need.

LIPA, as | nentioned, has a right to ranp down nuch of the
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current National Gid generation under contract to LIPAin
operation prior to 1998. |If any of that generation were to be
ranped down, in other words, retire, potentially, then that
woul d not be avail able, so the cal cul ati on of need woul d change
as a result of that decision. So, LIPA has the authority nowto
ranp down generation, which would change the need picture during
this 2016 to 2018 rate plan peri od.

In addition, in the testinony, PSEG has assuned that all of
t he generation under contract to LIPA that is expiring during
the rate plan period will continue to operate even if the
contracts, the expiring contracts, were not extended. That's an
assunption and hasn't been tested, so what |'m suggesting is
that when M. MIller, on behalf of PSEG Long Island, states
there is no need based upon their analysis, that is based on
their assunption that all of this generation will continue to
operate as it is now, and | don't think that we can sinply
assune that for purposes of this rate plan

JUDGE PHI LLIPS: W have conferred briefly, and again, we
believe that we tend to err on the side of nore inclusion wth
respect to party status. W recognize the issues that have been
articul ated by Caithness dated February 25th, | believe, in
response to our request for identification of scope of issues
that they are interested in, may or may not be issues that are
addressed in this case. They may be resolved as a separate RFP

there may or nmay not be changes made in the generation plans.
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We don't know that at this point, but our inclination right now

is to allow Caithness to remain as a party, but recognizing the
i ssues you articulated in your |letter about which you expressed
interest today, may or may not end up being a part of the scope
of this case.

Qur decision to allow you to remain in as a party is not
reflective of anything with respect to the scope of issues that
we have not fully addressed in this proceeding yet or is part o
thi s conference.

Are there any other party status issues or parties that we
need to address? Thank you.

JUDGE VAN ORT: Are any of the other parties having any
objections to other parties or prospective parties remaining?

MR. FOGEL: No, your Honor.

MR. MAZZA: No, your Honor.

MR. GOCDVAN:  No, your Honor.

M5. HOGAN: No, your Honor.

MR. LAROCE: No, your Honor.

JUDGE VAN ORT: Thank you

JUDGE PHI LLIPS: Thank you.

So, one of the second of two issues that we identified as
part of our agenda in our ruling that was issued February 3rd,
we proposed a schedule for intervener and staff testinony,
rebuttal testinony, and evidentiary hearing dates. The staff

i ntervener testinony date that we proposed was April 30th,

f
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rebuttal testinony proposed for May 13th, evidentiary hearing
proposed for May 27th, but we said that we would be willing to
hear argunments or concerns as to why this schedul e should not be
adopted, so we would like to open that up now for the parties to
address that as they w sh.

MR. MAZZA: Your Honor, this is Guy Mazza for Staff.

| would like to address the schedule if I may. As you've
i ndi cated, the date was established April 30th for the staff and
intervener testinony. There are two significant reasons for
which we would like to request that that date be extended by two
weeks.

First of all, LIPA and PSEG are two conpanies with which
staff have not had extensive experience until this point in this
rate case context. That being the case, it is taking nore tine
than it would normally be expected of an investor-owned utility
in which the departnent had extensive experience in the past to
undertake and to review. W feel that two nore weeks is
necessary for that to occur effectively.

Secondly, the rate nodel, which is filed by the Authority
and the Conpany is one with which Staff has not had extensive
experience, and this requires, again, a higher |evel of review
than it would be as ordinarily in this case. For those two
reasons, we woul d request that that be extended by two weeks.

In view of the possibility of a concern wwth respect to the

timeframe within which the Judges and the Departnent have to
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fulfill its responsibilities after the hearing and the briefing,
Staff will propose that the brief proposing sections, which may
well be anticipated in this proceeding, be elimnated or

ti meframe produced, that's nornmally two to three weeks provided
for that, and Staff feels that there be on exceptions is

i nportant, but the briefing proposal exceptions could well be
utilized to nmake up unnecessary tine. Thank you

JUDGE PHILLIPS: | just want to clarify, the two weeks that
you proposed though, it would carry through to the ot her dates
as well, so would each of those dates be extended be two weeks
as well?

MR. MAZZA:. That woul d be our expectation.

JUDGE VAN ORT: | guess this is nore of a theoretical
gquestion, but what assurance do we have that if we shift this by
two weeks, being the difficulties we have experienced, that
we're not going to be in the same situation two weeks down the
road. | hate to use the term"kicking the can down the road,"”
but sonetinmes we get into that circunstance, and | don't want
that to happen here.

MR. M LLER: Your Honor, can we be heard on this?

A couple of points, | think there's roughly an eight nonth
schedul e under the LIPA Reform Act, so we've schedul ed accounts
for about four nonths for that, the other four nonths are not
identified here, so we really don't know what we're worKking

with, and how nuch tinme we're working wth.
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What M. Mazza is saying here about Staff's difficulties is
absolutely correct. | think we have to recogni ze that they
haven't had experience with LI PA and PSEG before, and we're
dealing with a new nodel, rate making nodel, in which Staff is
not famliar. W've probably net with DPS staff seven, eight,
nine times to try to help themfamliarize thensel ves.

Al'l of the parties are doing the best they can, but | take
what M. Mazza is saying seriously. W're all struggling with
this requirenent that was i nposed by the LI PA ReformAct. |
think M. Mazza's suggestion that we di spense with one of the
briefs on exceptions is probably one way that we can buy anot her
two or three weeks. | think we would go along with that.

Al t hough, we don't know what those exceptions are bei ng proposed
and to whom t hose exceptions would be made. We think we m ght
guess as to the recomendati on deci sion process not being the

| ast word on this, but we just don't know, nmaybe, your Honors,
could fill us in on the process we are |ooking at.

We also think two weeks for rebuttal is extrenely short.
It's usually nore than three in a DPS case, and we woul d be
| ooking for a little bit nore tine there too.

JUDGE PHILLIPS: [I'msorry, when you're saying you're
| ooking for alittle bit nore tine, are you |ooking for nore
than two weeks?

MR. M LLER:  Yes.

JUDGE PHILLIPS: Do you have concrete dates then that
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you're prepared to give us on this proposal that you' re nmaking?

MR MLLER: | think if we nove the Staff testinony out two
weeks -- do you have a date for that?

MR. MAZZA: That would be May 14t h.

MR. MLLER May 14th, okay. | would just like to check
t he dat es.

MR. GOCDVAN:  While M. MIler is checking, the City of New
York would like to be heard on this issue.

JUDGE PHILLIPS: Yes, | just wanted to get the dates, and
then | wanted to ask if this was a consensus proposal, and if
ot her parties had any concerns they wanted to address.

MR. MLLER: My 14th | ooks |ike a Thursday.

JUDGE PHILLIPS: Wat would be the proposed date for
rebuttal testinony date under your offer?

MR. MLLER It |ooks |like June 4th.

JUDGE PHILLIPS: And then evidentiary hearing date,
comencenent date?

MR. MLLER. W have been tal king about June 23rd, your
Honor, June 4th, the Thursday for rebuttal, does that make sense
to Staff?

MR. MAZZA: Yes, it does.

JUDGE PHILLIPS: | would like to hear from other parties.
s this a consensus proposal, are there any concerns that any of
the other parties have about this proposal? W'Ill start with

New York, and then kind of just nove down the I|ine.
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MR. GOCDMVAN:  Thank you, your Honor.

New York City fully supports Staff's and PSEG s request for
an extension to our tinely schedul e.

We al so note that discovery is an iterative process, often
the first round of discovery is needed to get the information
needed to get that subsequent sector or nore rounds, including
detailed information. The response to which really is essentia
for the devel opnent for conplete testinony. So, the City also
bel i eves that a nodest extension of testinmony wll be very
useful to further develop the testinony already submtted. New
York City has no objections for the proposed extensions here for
the two weeks for the subm ssion Staff intervener testinony and
the initial dates that were suggested by M. Ml ler.

The Gty has no comment about M. Mazza's recommendati on
regarding RESA. The City prefers that, all else equal, there is
an opportunity for opposing exceptions, if those additional
rounds of briefing are going to be included to the extent that
scheduling is concerned as M. Mazza noted about the tine
provi ded between the 5/03 spot exceptions and the opposing
exceptions can be shortened. The City would also be willing to
accept page |limt on the final briefing of those exceptions.

Wth that said, the City, | believe it has a preference for
additional tinme at the forefront end for the proceedi ng here,
and will be willing to forego the three proposi ng exceptions if

that is what is necessary to secure the issue tine on these
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deadl i nes that we're discussing.

JUDGE PHI LLIPS: U U?

M5. HOGAN: U U certainly does not have an objection to the
t wo- week extension here for testinony, rebuttal, and the
evidentiary hearings. |I'mjust reluctant at this point to put
in a position on whether or not there should be dispensing with
one of the briefs to the exceptions, so |l think I"mgoing to
refer to your Honors to the determnation if that is
appropri ate.

JUDGE PHI LLI PS: | PPNY?

MR, LARCE: | think we're on the sane page as U U, no
objections with the schedul e being on tine.

JUDGE PHI LLIPS: RESA?

MR. FOCEL: Yes, your Honor, we have no objections to the
proposed revisions of the schedul e.

MR. MAZZA: Your Honor, if |I may reiterate. | wouldn't
have an objection to if, your Honor, your judgnent, if it was
nmore appropriate to nodify the tinmes to the proposed exceptions
rather than elimnate them

JUDGE PHILLIPS: W note that in stating its position of
New York City to other than its discovery, are there any other
i ssues with respect to discovery that m ght inpact or sway us
With respect to this request of an extension that any party
W shes to raise?

MR. GOODMAN:  Your Honor, the Gty currently has no concern
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or dispute with respect to the schedule. It appears that PSEG
and the Authority have been diligent in terns of response to --
there's a large volune of fairly detailed information on a
tinmely basis, however, on the condensed schedule that we're
operating here, the typical timeframe for discovery response
under the Commi ssion's relations is ten days. The parties have
asked for expedited scheduling, whatever that timng is, whether
it's five, or ten days, or |longer, a reasonable anount of tine,
again it's a standard of the process that you usually need
foll owup questions after discovery issues. So, it wouldn't be
uncommon for nme for a nonth at | east to get the base information
before testinony. So, even in the absence of the dispute of
di scovery, just the timng it takes for questions or responses,
anal yzing all possible information to get the questions out,
it's extrenely hel pful to have additional tinme in advance of
testinmony to get through that process, getting that efficient.

MR, MAZZA:. Your Honor, there is one nore discovery issue
that | was expecting to bring up later.

The Comm ssion's regulations call for ten days for
di scovery. W have at the beginning of this process requested
five days, and in view of the need to develop its
recommendati ons or conduct this reviewin the tinmeframe to
provide the opportunity for Staff to develop its
recommendations, | would request it would be five days rather

than ten days.
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JUDGE PHILLIPS: Do the applicants want to be heard on
t hat ?

MR. M LLER:  Yes.

We're doing the best we can, your Honor, but five days is
just not possible. | think what we would end up with is a
process where we would take up nore tinme in our inability to
answer in five days, and either asking for nore tine in trying
to resolve objections, now, we'll be w thdraw ng objections, and
trying to give sone answers.

Again, | think a lot of this is a result of how different
this case is fromany other case that has been heard before the
Departnment of Public Service Conm ssion. The nodel is
conpletely different. Five days, | think, you know, from your
time in the normal PSEG rate cases that ten days often i s not
met, and in this regard, there's really no difference. If you
rule five days, we'll be making nore expl anati ons of why we
can't do it in five days, and that woul d be counterproductive.
We're doing it as quickly as we can.

JUDGE VAN ORT: One of the things that concerns ne about
this, as we know being involved in rate cases in the past, as
time goes on, the discovery nunbers increase and tends to pick
up speed. It's like arolling ball. If we're having
difficulties at this point intime, it's ny concern that it's
only going to get worse if sonmething doesn't take place to get

it to snooth out.




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

30

| think one of the things that will be hel pful, and | have
spoken to the Judge about this, is to have the parties indicate
to us where they are in the context of discovery, how many
guestions they have asked, you know, what percentage they think
they may have conpleted at this point. | think this gives us a
consensus when we evaluate this as to whether we have a | evel of
confort. Qur concern is that you barely cracked the book open
and we have a | ong ways to go.

MR. MAZZA: M ght | suggest a request, your Honor, that
t hat be conducted by way of dedi cated conference call for that
i ssue, sooner rather than later, of course, but perhaps this
week?

JUDGE PHILLIPS: Yes, we are definitely open to that, but I
think in the neantinme | would strongly encourage all of the
parties to talk to each other, and maybe try to explore other
ways to conduct discovery. Anything that can expedite this
process woul d be hel pful because you guys are not the only ones
who are under a tinme press here. W all have to conply with the
requi renents of the Reform Act, and we all have less tinme than
we woul d ot herwi se have for a regular rate case not under the
LI PA Reform Act. So, we're all subject to a shorter period of
time. So, to the extent we can find ways to expeditiously
conduct di scovery, expeditiously nove along, | think that woul d
hel p everyone, and woul d hel p everyone on both sides of the

i ssue.
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So, we strongly encourage that and we'll hope that you'll
t hi nk about that, and we'll try to schedule a conference call as
soon as possible with all of the parties to touch base with you
as to what ideas you' ve cone up with to try to facilitate that
goal .

MR. M LLER  Your Honor, if | may be heard, | agree with
you. This technical conference will also be helpful with that,
but I think -- we have already nmet with DPS informally for
hours, February 5, February 10, February 12, February 17, so we
have had ongoing attenpts to use an alternative nethod to
bringing the parties together, help DPS understand what's in the
case, where it is, get themadditional information, we'll
continue to do that.

It's the informal interrogatory process, especially a five
day process, that is just not going to work, and as | said,
we're commtted to getting answers as qui ckly as possible, and
use these alternative methods. Every tine that soneone suggests
that a neeting is appropriate, we round up our technical people,
and we neet, and we'll continue to do that.

JUDGE VAN ORT: Can | just ask a clarifying question,
you're not engaging in sinply formal discovery, correct?

MR. MLLER  Correct.

MR. MAZZA. That is correct, your Honor.

MR. GOOCDMAN: | would lIike to say sonething, your Honor, if

| may?
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JUDGE VAN ORT: Go ahead.

MR. GOODMVAN: First, we hear the concerns about potentially
ki cking the can down the road here, and we acknow edge that,
yes, this is a conpressed tinefranme, and the pace and scope of
di scovery by all parties may increase, and the challenge is just
going to get greater. Wth that said, | think there is
recognition that additional tinme in the front-end would be
useful, and we al so recognize that we're working within a tine
constraint, and have to live within that. |[If the extension that
was di scussed was granted, | can only speak for the Cty, but we
woul d assune that's the end of it. So, at that point, so to
speak, we wouldn't ask for another week here, and anot her week
t here.

To the suggestion that we explore alternative nethods of
di scovery, the City is certainly opento it. | know we have
just heard, and it's typical for a rate case that utility and
Staff are having very informal discussions, to the extent of
that process, it would actually be increased here to facilitate
di scovery. We have sone slight concern potentially about
under st andi ng what information that's being devel oped in those
i nformal discussions that haven't been reflected in discovery.
It's really just noting concern.

We're al so suggesting that all informal discovery should be
summari zed or otherw se reported. However, at a m ninmum |

think we would strongly encourage the conpany and Staff, instead




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

33

if they were willing to rely on information obtained in those
meetings, that's either filed in formal discovery, so that all
parties can see what the response is, or detailed in testinony.
As long as it's produced by one of those two nethods, it at

| east provides an opportunity to understand what information was
exchanged.

JUDGE PHILLIPS: Right, to clarify, |I believe this is what
normal | y does happen, and it was ny expectation that was going
to happen here as wel|.

So, | guess just echoing or follow ng up on the concern
that was raised by Judge Van Ort, as far as getting it to a
vol ume of questions that are focussed on what the parties want
for their testinony purposes, and want to present, | think it
woul d be, perhaps, hel pful to continue the infornmal discussions
because a | ot of times, you know, just going back to when we
both worked as Staff Counsels, if you sit down and tal ked to
soneone first, you can actually get to the question you really
want to ask, and get to the information you really want, quicker
t han asking a question, having the person cone back and either
say they don't understand and they give you sonething that is
not really what you wanted. Sonetines just having that
face-to-face dial ogue hel ps you get to that point a | ot quicker
i nstead of going through, you know, asking a question, waiting
ten days, it's not the right answer, you ask another question

because we don't have the luxury of tinme here.
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So, that's all we wanted, and we hoped that it would be
inclusive of all of the parties who think they would want to
file testinony in this case to sit down and talk to one anot her
to try to resolve those m sunderstandi ngs or potenti al
m sunder standi ngs right up front, and then you can nenorialize
what you really want in terns of discovery in nore form
fashi on, whether that's in your testinony, whether it's in a
formal IR, or other formal docunent. W |eave that to the
parties to determ ne, but we are very much open to, and
encour agi ng of any nethods that you can use to help facilitate
the ultimate goal here of getting testinony that is inforned,
that is accurate, and that contributes to the record, so, that
we can all conply with the obligations that we have under the
LI PA Ref orm Act.

MR. MAZZA:. Your Honors, if | may, we have been, as
M. MIller indicated, we frequent with LI PA and PSEG and to New
York City's concerns, we do follow up with formal IRs that were
appropriate, and I would also |ike to address Judge Van Ot's
concern with kicking the can down the road, and try to assure
himto the best of our ability -- expectation, that would not be
the case here because as understandi ngs are devel oped of the
conpany, and the new nodel, it facilitates a nore rapid
under st andi ng going forward, and | don't see this as anything as
ki cki ng the can down the road.

JUDGE PHI LLIPS: Absent any other clarifying questions or
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opportunities to be heard on this issue, what we would like to
indicate is we'll take this under advisenent, and we plan to
issue a ruling on it as quickly as possible.

Wth that, | guess we would like to nove to scope of
issues. W also indicated that there would be an opportunity in
the procedural conference to discuss that a little further.

Wth respect to party status, | can already guess that we have
sonme desire to be heard by different people as to their concerns
about proposed scope of issues.

MR. MAZZA: Yes, your Honors, if | may speak. |In our
scopi ng docunent that we've submtted on February 13th in
response to your Honors' request, we have four different areas
that we would | ook to see the scope expanded to, and I'Il | just
address that briefly, or nore at length if necessary.

The first was respect to retail access. As we have
di scussed earlier today, the conpany proposed that this be
handled in this proceeding as a coll aborative. Staff nade a
proposal that this be instead handled as a nore formalized
review that would be undertaken by Staff involving the parties
as appropriate in a nore formalized process going forward. W
don't have a specific tinmefranme at this point, but we certainly
don't expect it to involve M. Fogel's grandchildren, and that's
sonet hi ng we woul d undertake as expeditiously as soon as
possible in the context of our other responsibilities of the

rate case, etcetera.
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We had spoken about | oad pocket mtigations, discussed what
is in conpany and the Authority, and we have sone assurances
that that is not necessary to ingest in any nore detail at this
poi nt .

JUDGE PHILLIPS: Wait, clarification in that, | believe in
your docunment you said, | thought you were proposing the
strategies for 2.0, are you now wi thdraw ng that suggestion?

MR, MAZZA: Well, we have never suggested, your Honor, that
2.0 be included in this rate proceeding.

What we' re concerned about is that | oad pockets be
addressed either in conventional infrastructure inprovenent, or
wWith the expectation of Utility 2.0, but we saw that there were
various areas that was inportant to address, and it's been
explained to us that they have been addressed in the proceeding,
not with respect to 2.0 at this point, but we do have an
expectation and the hope that as that devel ops, those sol utions
be i nplenented. However, we're not proposing that will be
included in the rate case at this point.

JUDGE PHILLIPS: So, let ne try to rephrase again, are you
saying then you agree that nothing relating to 2.0 should be in
this rate matter addressed here?

MR. MAZZA: It's inportant that this be an expectation that
this be a viable nethod going forward of addressing the needs on
Long Island, but 2.0 is being evaluated in a separate review.

So, I'mnot saying necessarily that the rate case be conducted
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in a vacuumw th respect to 2.0, but that to the extent that the
2.0 sol utions have not been, perhaps, devel oped at this point,
that they be | ooked into the future to be inplenented as
solutions to Long Island.

JUDGE PHILLIPS: But as part of the Utility 2.0 proceedi ng?

MR. MAZZA: Yes, Uility 2.0 subsequent to review.

JUDGE PHI LLIPS: Thank you.

JUDGE VAN ORT: M. Mazza, can | ask you a question about
t hat because that's one of the issues that's confusing for nme?
You have the Uility 2.0 docket, and | assune at sonme point that
some determ nations will be nmade in that case, and various
options will be put on the table, and again further, soon there
will be a revenue inpact associated with those, the question
that canme to ny mind in a normal rate making process, the rate
case in many times will be near the rate inpact side that wll
be addressed, how they'll be recovered, and in what manner, is
t hat what we envision here because then it would seemto ne even
if Uility 2.0 goes on its way in that separate docket, if there
are revenue inplications fromdamage, |'massumng there wll
be, if it's not here, where will it be handl ed?

MR MLLER: It would be handled in the Utility 2.0 docket
because in the Uility 2.0 docket, you would be | ooking at each
program the nerits of the program the cost benefits of the
program and how the cost related to that program should be

covered. W don't know what the LIPA Board will determne in
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that process, and there are nmechani sns already in place that can
be used. For exanple, the energy efficiency clause that LIPA
al ready has that we can use.

W just don't know, and we don't want to presuppose how
LI PA woul d want to finance sonme of these Uility 2.0 projects.
We don't even know the ones, if they're going to be approved,
so, the case we filed doesn't have it in it. The case solves
for conventional solutions in the absence of the 2.0 solutions
that, frankly, are preferred.

JUDGE PHI LLIPS: So, are you saying that LIPAin the
context that it's LIPA's authority, once it determ nes which
projects it wants to approve, will then choose how that recovery
is going to be done, regardl ess of what happens in the rate case
in which we will be setting rates?

MR MLLER: | believe that's the way it's going to cone
out, and I think those projects wll be approved, sort of series
as they conme up

MR, LARCE: |I'mnot sure if it's accurate to say regardl ess
of what happens with the rate case, it's consistent with what
happens in this rate case.

MR, FOGEL: | guess | don't know how that really happens
unl ess sonme provision is nade. For exanple, let's say we cone
up with sone sort of rate design, how we want rates to be
started for a variety of reasons. It seens to be potentially,

subsequently, a recovery, which would be significant to have an
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i npact on how that rate design is constructed, so | don't know
necessarily how you thoroughly defuse one issue out of the
other, or create this very bright line, and it sort of has been
like an issue that it seened to ne like it fluttered a | ot about
a lot of other issues between this context of this rate case
because it is different fromits other comm ssion proceedi ngs,
and | don't know how you nmake that separate line all the tine.

JUDGE VAN ORT: M. Mazza, before you speak, could soneone
tell me what the status of that is, is there ongoing neetings or
anything with respect to the Utility 2.07?

MR. MAZZA: There are, your Honor, the Departnent has been
meeting, working with the governing party on 2.0.

JUDGE VAN ORT: Can you tell us when this is expected to
conclude? | don't want to hear from M. Fogel again indicating
about hi s grandchil dren.

MR, MAZZA: Your Honor, it's expected to be concl uded
probably wthin the next two weeks.

If I may add sonething nyself, | want to di ssuade anybody
of the opinion that 2.0 is sonething separate out there.
Uility 2.0 is a nethod for neeting the electric needs of
custonmers. Those needs are currently being met with respect to
custonmers by conventional infrastructure, so the noney for that
isinthis rate case right nowto the extent that that's
nmodi fied going forward to utilize Uility 2.0 or other REV |i ke

solutions. It's not a separate set of noney. |It's funds that
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are already in the rate case being used in a different way, but
is expected to be used as 2.0 and REV devel oped. There is
actually -- | advise there's sone Utility 2.0 capital funding in
the rate case right now.

MR. LANI ADO.  Your Honors, I'mnot sure that is correct
that there's UWility 2.0 funding in the rate case, but | also
think that sone of the issues are prepared in the technica
conference of this proceeding today to address issues regarding
the place of Uility 2.0 in the case, and we have our technical
experts here to discuss that in that portion of the technical
pr oceedi ng.

JUDGE PHILLIPS: So, | think we have heard from Staff on
t hese issues, do you want to continue with respect to your
scopi ng issues?

MR. MAZZA. Yes, your Honor, just two nbre points.

There's a revenue decoupling nmechani smthat has been
proposed by Conpany, and the Authority, this, however, is not
specifically included in the rate case. The usual process for a
comm ssion i npl enented revenue decoupling mechanismw th respect
to an investor-owned utility, is that it be done in the context
of a rate case, so that the specific deciding details can be
eval uated by the parties, and that being the case for the rates
after January 1, 2016, we would like to see the RDV included in
the rate case.

Lastly, in 2014, the Conpany and Authority proposed a
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tariff amendnent. The Departnent at that point issued a
positive recomendation on that tariff anmendment with the
expectation that, although it did neet the intent of the LIPA
Reform Act, we would review it nore thoroughly in the context of
the rate case, and in the delivery rate nodification, we would
just like to ensure that that's going to be included in the

ri ght proceeding.

JUDGE VAN ORT: Let nme just ask for clarification, are you
referring to tariff anmendnent regardi ng RDW?

MR. MAZZA: No, this is sonmething different. This is a
tariff amendnent that's proposed in a nunber of respects in
2014. Al though we made positive recommendati ons because it did
conport with the LIPA ReformAct, we did indicate to that
recommendation that we consider it nore formally in the rate
pr oceedi ng.

MR. M LLER: Your Honor, LIPAwIIl be considering a RDV for
i npl ementation in April under its set in rate-nmaking authority.
DPS is concerned that, sonehow that would stop them from
addressing the RDMin the rate case. W proposed the RDMin the
rate case, and there is no effort on our part to say that Staff
woul d be stopped from di scussing that subject along with any
other rate design or proposal in the case.

JUDGE VAN ORT: Thank you

JUDGE PHILLIPS: So, | know that several other parties,

RESA, New York City, and Caithness also submtted a proposed
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scope of issues. | think we have already discussed the issues
that are set forth by Caithness. W have discussed LI Choice
Uility 2.0 as set fourth by RESA. New York City, however, had
sonme additional issues that it had identified, mainly the storm
hardening and resiliency. Does Conpany have objection to that
being within the scope of issues, or do other parties have any
objection to that being within the scope of issues here?

MR. LANI ADO.  Agai n, your Honor, we have included -- we do
have testinony in the case regarding our stormresponse. | know
New York City requested we discuss, | believe at this technica
conference, the storm hardening efforts that are underway, and
we prepared those in the technical conference today. W don't
believe there are significant issues that refers to the rate
case itself, but we have no objection to answering questions in
our presentation regarding what we're doing wwth that in this
case at this technical conference.

JUDGE PHILLIPS: | believe, and | don't want to cut anyone
off, so correct me if I'"'mwong, but I think we've pretty nuch
touched on the scope of issues that were identified by parties
t hat have provided us with such a list. |[If anyone feels that
t hey haven't been heard, please speak now.

MR, GOCDVAN:  Your Honor, the New York City would like to
be heard for a nonent.

JUDGE PHILLIPS: Ckay.

MR, GOCDVAN:  Thank you
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As noted, we would like to see storm hardening included in
the scope of issues. It sounds like there's no objections to
t hat .

Some of the other issues that interest the Cty, | think
calls for rate filing notes that need to be detailed, for
i nstance, revenue requirenents is not assuned to be discussed.

We do have further comment on Utility 2.0. The Cty of New
York believes that is sonething that should be included wthin
the scope issues of the rate review

Wth that said, as we heard this norning that the Uility
2.0 Plan may be conpleted within approximately two weeks. 1'm
not sure if that neans that that's when it woul d be adopted and
formalized, or if there is sone earlier procedural mlestone
that will occur in two weeks.

However, we note that specifically what is in the current
pl an that may be approved within two weeks or so, it appears the
Utility 2.0 can generally have an inpact on operations,
certainly on costs. Those issues are, | think should be going
into this rate review, which is all the cost elenents of the
conpany and their capital investnent program It would, as
M. Mazza said, would not nmake sense, and | don't nmean to put
words in your nouth, but | don't think it would nmake sense to
have the rate review proceeding in a vacuum w t hout
under st andi ng cost expenditures, capital investnent plans, that

may be nodified potentially significantly by the 2.0 Pl an.
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We do believe that the 2.0 Plan are in sone respects in the
rate filing. M understanding is that the 2015 operating budget
does reflect tens of mllions of dollars on the 2.0 rel ated
project. W assune that that amount will continue, if not
i ncrease, potentially materially in the future. W share
M. Fogel's concern w thout understanding those costs during the
time of what the rate plan mght be, that we're at risk of
considering a rate increase that's significantly understated
what custoners may actually realize in 2015. The 2.0 Plan
i ssues are not considered in depth here and are not conpl et ed.

JUDGE PHI LLIPS: Thank you.

Does anyone el se want to be heard with regard to scope of
i ssues?

MR. MAZZA: If | could address that for one nonent.
think in ny view, there may have been a bit of a
m sunder standing to expect that 2.0 is going to increase costs,
rather it's expected to have a beneficial effect by relieving
the need for nore conditional infrastructure needs that are
necessary for a reliable system

MR. GOOCDVAN: | appreciate the clarification. |[If the
Conpany wanted to stipulate the 2.0 review to reduce costs
W thout incurring nore costs, certainly, we're okay with that.

MR. LANIADO. Also, with the Uility 2.0 proposals having
been submitted under a separate proceedi ng, then the proposals

and the entire program has been submitted in a manner that each
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project would be subject to its own cost benefit analysis of it.
Qobvi ously, over the long termof each of those projects, the
cost -- the project would only be approved if beneficial to
customers, and how that inpacts rates in the immediate term
woul d have to be subject to a case-by-case analysis, so, | think
we'll have to infer in that situation.

One last issue that | want to point out is we did file the
request yesterday with your Honors, for protective order in
order to nove forward nore quickly in producing confidenti al
docunents. Many of the materials requested in the discovery in
this case are sensitive, obviously, both comercially and with
respect to sonme critical infrastructure information as well as
certain other grounds of confidentiality. So, we request, your
Honors, | think it would be fair that we request for protective
order on all parties on the case as well as your Honors, and
forward it to an entry of protective order in the nature that we
have subm tted.

JUDGE VAN ORT: Just one thing, who requested the
i nformati on, who requested the information that you're claimng
protected status of ?

MR. LANI ADO. Generally, these are requests that have been
made by DPS at this point.

JUDGE VAN ORT: And you're providing it to Staff despite
the fact that there's no ruling on the protective order,

correct?
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MR. LANIADO Currently, we are noving forward to produce
that information to the record's officer under the procedures
t hat we have di scussed with DPS.

JUDGE VAN ORT: One of the things that | should point out
is that the information being requested, if it's requested by
Staff, obviously they're covered by the Public Service Law of
Confidentiality provision, so therefore, the information should
be provided to Staff. The Staff will not be executing the
confidentiality agreenent.

MR. LANIADO That's understood, your Honor

M5. HOGAN: U U would lIike to be heard.

JUDGE PHI LLIPS:  Yes, U U?

M5. HOGAN:  Yes.

So, before we proceed, | just want to be clear. Wile |
appreciate all of these issues, they tend to be outside the
typical rate design. Qur concerns are largely focused with --
our initial analysis is |ooking at the customer charge increase,
so |'massum ng that those things will be part of the discussion
of the rate design, and | just want to nmake sure we don't have
to list all of those issues now, for exanple, |ow inconeg,
affordability, and di scount.

JUDGE PHI LLIPS: (Nonverbal response.)

M5. HOGAN: Ckay. That's fine. | just wanted to nmake
sure.

JUDGE PHILLIPS: [I'msorry. | just need to indicate for
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the transcript that | was agreeing with you, otherwise, it's not
refl ected.

At this point, | think we have heard all of the parties on
t he positions on scoping, on schedule, on all of the issues that
we outlined for the procedural conference.

What we would like to do is basically take under advi senent
the request concerning the schedule and scope of issues. |
think the scope of issues in particular nmay be nore
wel |l -informed as well by the technical conference to follow

So, what | would like to do at this tinme is just take a
brief recess, and | request that we be back and ready to start
by 11:20 by the clock in the back with the technical conference,
and that will give us brief opportunity for recess. Thank you
very much.

(Wher eupon, the procedural conference was concluded at

11: 06 a. m)
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JUDGE PHILLIPS: W are continuing at this time with
the technical conference portion of this nmatter. W're going to
turn it over to M. Weissman who | believe is presenting the
technical portion of this. If you would |ike to begin?

MR. WVEI SSMAN:  Thank you Your Honor. W have on the screen
a Power Point presentation for the technical conference to |ay
out the agenda in two separate slides.

VWhat we try to do is we try to set this conference to nmake
all of our witnesses available to answer questions from DPS, and
other intervenors, and also, at the sane tine to present the
approach that is taken in the case. So, sone people nmay be
famliar with nuch of this material, others may not, and we try
to make it as conprehensive a presentation so that both the case
woul d be expl ained, and the issues raised in the |ist of
techni cal conference issues identified by DPS will all be
addr essed.

"Il make an intermttent introduction. W' Il walk through
t he executive sunmary of the case, and the major elenents of the
pl an, key drivers of the rate adjustnent which is sonething that
the DPS in particular had wanted to have addressed. Then we
will spend quite a bit of time, | believe on the public power
nodel . M. Falcone of LIPA will be explaining various itens of
t he bond coverage and the phase in of the bond coverage that is

pl anned under the case, the benefits and securitization and the
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financing plan, treatnent of pension benefit costs, also

sonet hing that has been particularly requested that we address
in this technical conference. M. Falcone, while he does that
presentation, and I'll hand it over to himfor that portion wll
be available for questioning. We'Il then talk briefly about the
devel opnent of the rate plan, how we put it together. W have
W t nesses from PSEG Long |Island who will be available to answer
gquestions on how we devel op budgets, and the revenue

requi rement, and then we'll nove on to rate design issues.

M. Trainor, another witness in the case for cost of
service rate design and tariff issues, wll be available to walk
t hrough sone slides on those issues and to answer questions.

Qobvi ously, we're hoping here that all questions can be addressed
at the end of each presenters' presentation.

Again, as quickly -- continuing the agenda, everybody has
been tal king about how this is a relatively unusual rate case,
and so, for that reason, we are going to then after going
t hrough the devel opnent of the budget, the revenue requirenents,
and the cost of service and rate design, we're going to discuss
additional elenents of this case, and al so, specifically address
i ssues of which the parties have requested that we provide
further explanation in this technical conference. W'II| discuss
power supply issues. M. Napoli is here, M. Wttine, both
W t nesses on those issues, wll be able to answer questions and

descri be the power supply portion of the case. Cbviously, we're
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governed under the netric, under the OSA, Ms. Carol Gusick is
here, | believe, to discuss those issues.

We' || discuss the degree to which Uility 2.0 is addressed
in the case in our filing, and address sonme of the questions
t hat have been raised. M. Volt is here, a witness on those
issues and will be able to address those questions on Utility
2.0. M. Trainor wll discuss Long Island Choice, and questions
have been asked about how our consuner outreach resources, and
our automatic netering initiatives. M. Eichhorn, another
witness in the case and Vice President of custoner service, is
here to answer those questions. |Is M. Wsley (phonetic) here?

MR. VOLT: No, |I'lIl be representing that part.

MR, VEISSMAN:. M. Volt will discuss a particular question
t hat was asked about underperform ng energy efficiency prograns,
and finally, noving to the capital area, M. Lizanich is here to
di scuss issues regarding | oad pocket mtigation, and
alternatives to generation, and other infrastructure
i nprovenents, as well as questions that have been raised
regarding | oad growth, and load growh in its relationship to
capital expenditures that we have included in the case.

Finally, we have a section in the presentation to address
New York City's concerns about the FEMA granted limtation, and
Sandy i ssues.

So, | nmentioned it in the introduction. There are nmany

peopl e here from PSEG Long |Island and from LI PA who are
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witnesses in the case and technical experts who are here to
answer questions, so basically | think wwth regard to any

techni cal issues that anybody has in the case, | believe we have
peopl e here avail able to answer those questi ons.

Coul d PSEG wi t nesses and experts stand up briefly just so
you know who they are. They're all here, and thank you very
much for making the tine today in your schedules, but if the
parties have questions on various issues, we'll know who is
avail abl e to answer those questions. Thank you.

Just to summarize the case, we filed this three-year plan
on January 30th as everybody knows in the context of LIPA Reform
Act and the anended and restated operations services agreenent,
whi ch went into effect January 1, 2014. W nmade this filing in
order to achieve a series of objectives of targeted investnents
and operations and infrastructure to support custoner
satisfaction, continued reliability, inprove stormresponse,
enhance resiliency. Qur goal and our obligation under the OSA
is to nove froma fourth quarter, quartile utility, inprove our
customer satisfaction, and other neasures to a first quartile
utility over five years. W can't do that all at once, but we
are well on our way to achieving our goals, as nost people are
aware, we've had a very successful first year of operation
W' ve al so intended consistently at OSA to achi eve custoner
rates at the | owest |evel consistent with achieving custoner

sati sfaction, goals, and sound beneficial practices, two percent
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per year overall rate increase on the total bill is sonething
that we have determ ned that there was a | ot of hard work
necessary to enable us to continue to neet our netrics, to
continue to provide sound -- safe and adequate service, and al so
to ensure LIPA s financial health going forward. W' re hoping
that this -- the needs that we've had thus far, the testinony
and the witness that we filed, and the discovery that's ongoi ng,
and anything else that we're continuing to do here, to ensure
that it is a transparent and conprehensive presentation of the
operations of PSEG Long Island, who is out here for the first
time, and Long |Island Power Authority for the first tinme in the
exi stence of LIPA, and certainly for the first time in many,
many years that the first tinme the DPS and the public of Long
Island will get a transparent view of their operations of its

el ectric providers.

Some of this stuff has been nentioned. W're going to be
fundi ng our investnments to achieve the visions of the LRA and
OSA for the first quartile performance over five years of
noderate rate adjustnents. Al nmpjor rate classes, M. Trainor
wll be able to discuss the rate design issues in detail as
questions arise. Al mpjor rate classes will receive a two
percent increase in total bill for each year, $3.25 per nonth
for the average residential custoner. On delivery only rates,
it's 3.8 to 3.9 percent of delivery-only revenues per year for

the three years of the rate plan. This is followng a three
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year -- three years of no increases in delivery rates, 2013

t hrough 2015. Low incone class custoners are going to be
receiving an increase in their discount, currently $5.00 per
nonth, it will be increased to $10.00 per nonth for non-heating
custonmers, $15.00 per nonth for those custoners who heat with
electricity, and that will substantially mtigate the inpact of
the rate increase that we've provided.

Again, the Uility 2.0, which was di scussed, | guess at
length this norning, that is being addressed on a separate
track. We have provided testinony in this case regardi ng what
the Uility 2.0 filing is. W'Ill answer questions in the
techni cal conference as appropriate regarding Utility 2.0. W
al so are | ooking to address Retail Choice issues, Long Island
Choi ce, and the recovery of supplied costs in a separate
proceedi ng that DPS are anticipating will receive.

As it was discussed also this norning, no nmajor power
plants are anticipated to cone online during the 2016 to 2018
peri od.

M. Falcone wll discuss the substantial savings that are
estimted through the securitization |egislation, and that
again, M. Falcone will be discussing all of the financing and
debt related issues including the finance policy that LIPAis
pursuing through the filing that will inprove its bond rating,
reduce debt relative to its assets, and reduce custoner costs

during the rate plan
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JUDGE VAN ORT: Do you want to wait for questions before
the end of your slides?

MR. WEI SSMAN:  Yes.

One of the issues that DPS has asked us to discuss is a few
drivers of the rate adjustnent. W tried to break that out, as
people are aware there is a $221 mllion increase in tota
revenues at the end of the 2018 period. |It's broken down into a
vari ety of categories.

First, we're making inprovenents in our operational and
front line services to nove us ahead in our custoner service
metrics, and we're nmaki ng nunerous investnents in custoner
experience, tree trimmng and preventive nmai ntenance, our storm
response and reliabilities, and that's all resulting froma
substantial piece of that increased revenue, sane with capita
expendi tures, infrastructure investnent and T and D reliability,
alot of IT investnents to benefit custoners; things |like the
operating OMS system for storminprovenent that M. Eichhorn can
speak to. For many of these issues, again, we have experts in
the roomto discuss each of these itens.

There's an inflation increase that is a piece of the
overall rate increase. W budget in an inflation of an
expected, anticipated |ess than one percent productivity
i nprovenent i s budgeted into the budget as provided in the case.
There's an increase in the fee to PSEG which is pre-negoti ated

in the inproved Operating Services Agreenent, and that results
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in a piece of the increase. There are increases in the overal
rates over the three years are due, and also in part to property
tax increases both with regard to taxes on the delivery system
as well as on the National Gid PSA units, costs of which are
recovered through the delivery charge. There's also an inpact
of lower grant incone that is reflected in the increase as well.
Finally, there's the investnent and debt reduction, which
will inprove the Authority's credit ratings over the five years,
and reduce debt relative assets, and result in an increase, |

guess in total of about $30 million over the three years of a

pl an.

At this point, 1"mgoing to ask M. Falcone to cone forward
and speak.

MR. FALCONE: |'m Tom Fal cone. |I'mthe CFO of LIPA. Thank

you for your tine.

Wth regard to this slide, | thought we would spend just a
m nute on the business nodel that we have. The reason for that
i s because we do have a uni que business nodel, it is unlike any
ot her busi ness nodel | am aware of any other major public
utility in the United States. The benefit of that is that you
have public-ownership. It's a custonmer-owned utility. You have
a |l ower cost of capital opposed fromthat you have the access to
federal grants with an investor-owned utility would not be able
to receive, both from FEMA and from HUD, and LI PA has been

awarded 1.6 billion of those grant units in the | ast several
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years. In addition to that we have the experience of a
first-class, first quartile utility operator in PSEG And the
experience and al so under this OSA contract, their focus and the
incentives in the OSA contract of good performance.

It's often a question for people, what are the respective
roles of the Authority and of PSEG The Authority's role is
essentially a utility-holding conpany. We're there to own the
asset, and finance the assets on a | ow cost basis for our
custonmers. PSEG s role under the OSA is to nmanage the utility
on our behalf. They do not benefit fromthe actual revenues
that cone off of this rate case. However, those revenue are
necessary to fund the budgets that will lead to first quartile
utility performance and enhance custoner service.

A couple of other mnor things that I would nention that
are consi derabl e savings, but are not key to the business nodel.
One of which is with the Governor's hel p, we have proposed
securitization legislation in the New York State budget for this
year. That securitization legislation will allow LIPA to reduce
the cost of its existing debt, and that is anticipated to save
approxi mately $155 mllion over this rate plan.

One final thing is that one of the issues that we do have
at LIPA is higher than average property taxes when you | ook
around the country or even when you | ook around New York State,
and we are pursing litigation to reduce that property tax

burden. One of the main points |I've put out there is that it




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

57

falls unevenly on our costunmers, so sone taxing jurisdictions
benefit trenmendously fromthe presense of some of our generation
pl ants and the custoners of other taxing jurisdictions are
payi ng for that benefit.

If we could nove to the next page. One issue that's often
been rai sed and has come up a nunber of tines here is sonething
called the Public Power Mddel. 1In the testinony |I submtted in

the case, there i s an extensi ve di scussion of the Public Power

Model .

The first thing | would say is that it's not really -- it's
alittle bit of a msnoner. |It's not really the Public Power
Model, it's the Public Sector Mddel. |It's the sane nodel that's

used for all kinds of public sector entities to determ ne
revenue requi renents, whether you' re tal king about a public
power utility, a water utility like New York City's water
utility, whether you're tal king about the toll road, a nmass
transit agency, so this is a very common cost recovery nodel
used throughout the public sector. It is different than what's
been used for investor-owned utilities, but there's a good
reason for that.

First 1'mgoing to wal k through these pages, and then |I'm
actually going to bring up a page fromone of our exhibits to
just tal k about our actual nunbers. Wat you're going to see on
this page is on the left, "Public Power Uility Revenue

Requi renents.” How do you cal cul ate the revenue requirenents
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whi ch are essentially what |leads to rates, revenue requirenents
are synonynous with rates. How do you cal cul ate the revenue
requi rements for public power utility versus an investor-owned
utility, the nodel which many people in this roomare famliar
with., |t starts off operating expenses, and a public power
utility and an investor-owned utility, unsurprisingly, it's the
sane calculation. And so represented there are our GAAP
normal , operating expenses, add in operating taxes, property

t axes, other taxes that we collect on behalf of the State and
other jurisdictions. Add in for an investor-owned utility,

i ncone taxes, the Authority doesn't pay incone taxes because it
is a publicly-owned, custoner-owned utility. Add in for an

i nvestor-owned utility, the anortization of regul atory assets.
Regul atory assets, generally speaking are divergences between,
woul d say cash costs, in nost cases cash costs and GAAP costs
where sonmeone has said let's take that cost and let's postpone
it to the next rate case, or let us anortize the difference

bet ween GAAP and cash pension cost, and we'll anortize that in
over tinme. There's a nunber of exanples, but generally
speaki ng, you add that in the investor-owned utility revenue
requirenent. For the public power utility, you'll see materi al
accruals, it's the sane thing, but you see the sign there
negative, which is to say that nost public power utilities just
operate on a basically a GAAP basis, and there is no real use

for regulatory assets in the public power nodel
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However, LIPA is transitioning froma prior nodel to a new
nmodel , and the prior nodel was a honme grown nodel, which was
| oosely based on the investor-owned utility nodel, and so we do
have material accruals that are in our expenses that are
anortized through our expenses, but they're noncash costs, which
you will see inthis rate filing is we have nmade certain
adj ustments for those, where they are material, and where we
believe that we could go to a rating agency investor and show
that our cash operating results are better than our reported
GAAP operating incone. By GAAP operating incone, | nean those
top three lines. You bring in operating revenues, |ess
operating expenses, |ess operating taxes, |less incone taxes.

And so for an I QU you col |l ect your regulatory assets. For
LI PA, we've nmade sonme for material accruals, we' ve nade sone
adj ustnent. Those adjustnents reduce the revenue requirenent,
so if you have no idea of anything I just said, all you really
need to know is that it reduces revenue requirenents.

The next thing, if you go -- and so you stop there and you
drew a line there, you woul d see that essentially the | OU nodel
and the public power nodel is the sane. Were it's different is
how do you collect for your capital costs, the noney you put out
for capital investnment, how do you recover that cost? For
investor-owned utility, there's rather a standard nethod. You
get back depreciation, you get your interest expense, and then

you have this rate based rate of return nodel, and that
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essentially you look at what's in rate base, and you | ook at

al l owabl e return, and that determ nes the net incone, or the
profit margin the QU is permtted. That noney, that net incone
or profit margin is really there to benefit the owners of the
utility. In the public sector, there are no owners to the
utility. The utility is operated for the benefit of the
custonmers, and so trying to conme up with what is the appropriate
net incone requirenent or what is the right profit margin, it's
really academc, and it doesn't really translate vert well into
the public sector. And so instead what we | ooked to is power we
rated, what bond rating is in the best interest of the custoner
goi ng to produce the | owest cost to the custoner over tine, and
what cash flow do we need to achieve that. So, rather than
recover depreciation expense, interest expense, and then this
net incone, we recover our debt service principal, the noney we
sell debt to fund capital projects, we need to recover that
princi pal amount to repay the investor, which is sonmewhat
synonynous, but not the sane as depreciation. W still need our
interest. We still have to pay the bond holder, and then this
thing called debt service coverage. And this is a conmon netric
that is used throughout all the public sector, it's basically
just a margin, a margin for error over principal and interest.
And so howit's really calculated is if you were take debt
service principal and debt service interest, and those |lines

were a $100, and if we needed a twenty percent margin to
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mai ntain our bond rating, if debt service principal and debt
service interest equal $100 and covers a twenty percent margin,
take twenty percent of that $100, it's $20.

Now the difference is, you get back debt service coverage,
t hat $20 and what do you do with it? You use it to reduce your
bond sales. You take the noney, it doesn't get paid out to
anybody, it's retained for the benefit of the custonmer. And so
rather than, if we have to go and sell or let's say that we have
a capital plan whereby we're going to invest in capital, |ong
life capital assets, and those capital assets, we're going to
put $50 into the systema year, and our coverage is $20, we're
going to take that $20 that we first put in place to ensure the
debt hol der that there would be sufficient noney to repay the
debt hol der, and then we take that $20, it doesn't double count.
What do you do with it after you' ve assured the investor at the
end of the year? You take the $20 you to contribute to the
capital plan, so instead of selling $50 worth of debt to fund
$50 worth of capital projects you sell $30 worth of debt to fund
$50 in capital projects, and $20 cones fromthis thing called
coverage. So, what coverage really is is a way to fund the
internally generated funds, or the current year captital
contribution to the capital plan to assure that you' re not
over-levering the utility, that you' re operating in a sound
fiscal manner. Like | said, this is extrenely comon throughout

all the public sectors, various agencies use this, and if you
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| ook at other public power utilities, all the major public power
utilities use the sanme nodel. All of our pure utilities, and
those pure utilities are outlined in what is Exhibit TF12 of the
rate plan.

So, with that why don't we go to the next page. So, one
thing you mght want to do is then say well how do the results
under the public power nodel conpare with the results that we
woul d have got had we filed a conventional rate case. You'l
see the requested rate adjustnents as a percentage of the total
custoner bill, and I'"'mjust going to focus on the 2016 col um.
You' Il see that's two percent, and you'll see that that delivery
rate adjustnment is $72 mllion. WIlIl our net incone, which if
we were an investor-owned utility, we would be tal ki ng about
what is our allowable net incone essentially, what are we
allowed to earn as profit, you'll see our net incone under this
plan as we | ose $60 mllion.

Previously, LIPA used a rate setting nechani sm whereby it
had, and | sai there was no good enpirical justification for,
but they had targeted $75 million of net income every year.

That was a standard that worked when it was put in place around
2005, 2006, but it doesn't work consistently, but nonethel ess,
you see $75 nmillion. W're losing 60. Under the old nethod, we
woul d have earned 75, that means we would need a $133 nmillion
nore of rates. |If we were to use the conventional

i nvestor-owned utility nodel, that 75 may be a different nunber,
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t hat was our nunber, but nonetheless it would be a positive
nunmber. So there's no real way that you can cone out of the
rate case and say that, in this particular rate case, it won't
necessarily always be like this, but in this particular rate
case that you would have been worse off had we used the 1QU
nmodel , or you woul d have been better off had we used the | QU
nodeal and you woul d have been worse off by using the public
power nodel. You can see the rate adjustnents that woul d have
fallen out had we continued with the existing nodel LIPA used
for the 2015 budget, or sone variation of it for an

i nvestor-owned utility.

So, one other thing | point out is that the savings for the
custoner over the period, if you go to those cunul ative inpacts
all the way to the right, are $281 mllion, so rates woul d have
been $281 mllion higher accunul atively, and the total increase
rat her than being six percent would have been 7.6 percent, and
woul d have been much nore front wei ghted, so rather than two,
two, and two, you would have been 5.7, a little under one, and
then another one. So, that is a rough sunmary of what the
difference is. Wth that, let me go to the next page.

So, in here we've been asked about coverage, and |'ve
al ready kind of explained coverage. Coverage is just this set,
easy to calculate margin as debt service. W use that coverage
first to ensure the investor, the bond holder, who isn't an

equity hol der paid, and gets paid maybe four percent the whole
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bond for thirty years. They don't want to take equity like
risk, a type of risk an I QU sharehol der would take. So that
coverage first assures the bond holder that they are going to
get repaid, and then what it is used when it's an excess fund,

it is used to reduce our borrowing for twd, three years. And so
the question that was presented to us, well why did you phase in
the m ni nrum coverage requirenments because you see in that box on
t he page, 2016, '17, '18 and '19, | would first point to that
top box, which is called authority debt and capitalized | eases,
and you see the coverage requirenent 120, 130, 140, and after
the rate case, it goes to 145 in 2019. Wsat that basically
means is a twenty percent, thirty percent, forty percent of debt
servi ce.

You al so see a second line, which is Authority debt plus
UDSA debt plus capitalized | eases. So, the way coverage is
cal cul ated by the rating agencies and the investors, the people
that determ ne our cost of capital, is that they | ook at our
debt, the debt service, principal and interest paynents on our
debt, plus our paynents on capitalized | eases.

W have two types of debt, and we're unusual on that
because we are the only public power authority in the country
that has securitization debt. One thing | point out is the
public power as a whole is a very highly rated sector. The
typical bond rating is double A and yet LIPAis triple B. For

fol ks who aren't an expert, we're rated several notches bel ow
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the typical public power agency. The one thing about that is
that we have two types of debt, and that neans that this
securitization debt, this the UDSA debt provides our custoners
with a great deal of savings over if we sell our triple B rated
debt. So, you'll see you can calculate these ratios either way
on just the Authority debt plus the UDSA debt and really, the
run that drives rates is that top line, the second one is the
double tray. You say, why do we cal cul ate them both ways, we
calculate it both ways because the people, the investors and the
rati ng agencies, as nuch as we would love to ignore them and say
they're not relevant, unfortunately, they determ ne our cost of
capital, and that's the way that they | ook at this.

So, one other issue that's cone up, and will be tal ked
about further here is delivery service adjustnents. This term
has cone up because the way we filed the rate case is really two
percent per year plus or m nus whatever these DSAs are, delivery
service adjustnents. These delivery service adjustnents, we
will talk about later, fall in three categories. One of themis
stormcosts, and just to take for exanple stormcosts; we
budgeted $50 million for storns |last year. Over the last ten
years, we have spent anywhere from about $20 million to
$100 million on storns, so there's a lot of variability around
there, and you don't really want to set the rates based on al
that variability. So, this DSA basically says well you'l

budget for $50 million, and if you cone in below that, and set
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that aside in a reserve fund, and for a year you'll cone above
it because there is a tendency to cone back to the nean over and
over again. $50 million is a pretty good average but some years
it will be higher, sonme years it will be lower. So it provides
sone snoot hi ng nmechanismto basically bank when you to are

comng below like we did in 2014, we cane in about $20 million

bel ow budget, bank it for the year com ng above. |f you cone in
above, divide it by three, and you'll recollect over three
years.

The second category in the DSA is power supply costs that
in our delivery rates. Limted to only the JCO units, the
historic gas fire units that used to be part of LILCO that are
owned by National Gid plus nine-mle-point-two. Once again,
there's sone uncertainty there. However, we do know, once
again, it's a custoner-funded utility, so ultimately the
custoner, there's no one else to pay the costs if the cost of
power supply cones in higher or lower. WMst of our power supply
costs are in sonmething called the power supply charges, changes
of every nonth. For these delivery service adjustnents, they
deal with the portion of power supply that is just in the
delivery rate, and all it's really intended to do is to have a
nore current cost recovery mechanismto the extent they cone in
hi gher or |ower, and we believe because we have forecasted
consi derabl e property tax, or sonme property tax savings, bet we

beli eve we may have achi eved consi derabl e property tax savings
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t hrough the rate case.

In this case, that delivery service adjustnent is a
mechani sm by which to give custoners |ower rates over the period
because if we had to file a rate case today, we would file the
rate case based on our expected property taxes w thout taking
into account the savings. And we would be giving any savi ngs
t hat we achi eved back sonetinme after rate case delivery.

Finally, the third conmponent of delivery service adjustnent
is debt service cost because we have filed rate case whereby we
assune significant debt service savings because we have a | ot of
bonds that are refundable. W are getting securitization
| egislation, and we would like to rebate those costs back to the
custoners as quickly as possible. However, if we had to file
the rate case based on our existing cost of debt w thout taking
t hose refinancings into account, the rate request woul d be nuch
hi gher. So, we filed the rate case based on what we woul d
bel i eve woul d be a reasonabl e and conservative budget for debt
service for one that takes into account savings.

So, in all three of these cases, in ny mnd, what the
delivery service adjustnents facilitates is us setting a | owner
revenue requirenent. It allows us to budget at rates that we
bel i eve are reasonabl e rather than nore conservative. And the
other thing it does is it allows us to budget at | ower coverage
| evel s because why do you have coverage in essence for the

i nvestor, for the debt holder, it's to assure that if your
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budget estinates are off, you still have noney to pay them So,
if you' re not taking that risk in your rates, you can set that
coverage factor lower, so we think that DSA factor allows us to
set lower rate requirenents. W also think that's consistent
with sound fiscal operating practice, and it's al so consi stent
wWith setting rates at the | owest possible |level for our
custoners that is still sound fiscal operating practice.

Going on to the next slide, this will be ny final slide but
then 1"'mgoing to bring up one exhibit and al so take your
guesti ons because | know you will have sone. W have pending --
this gets back to this debt service. So, we have debt that is
out standi ng and we belive we can significantly | ower the cost of
t hat debt through refinancing. The way that we'll achieve that
is through a bill that allows us to sell triple A rated bonds to
refund triple B rated bonds. That debt is callable between now
and 2019. Each of the years of the rate case, there's a certain
anount of debt that can be refinanced. The one thing that's
different if you' re famliar with a home nortgage, for exanple,
is that a hone nortgage you'll go out and get a hone nortgage
for thirty years at five percent, if the rate drops to four
percent, you can refinance it tonorrow. That isn't the way it
works in the debt market. There are things called cal
features. So, you can't refinance the debt until a certain
date. The investor knows when they buy the bond, they have a

certain period whereby they will own the bond, but we have all
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t hese bonds that are reaching their date, two and a half billion
dollars of bonds that are reaching their dates that they can be
refinanced, and that they have significantly above coupon --
they were on-narket at the tinme that they were sold, but now you
fast forward ten years and interest rates are lower, will be
able to refinance that debt at |ower rates.

So, the question that sonetinmes cones up is, are you
stretching the debt, and no. |If you take an exanple, if you
have a honme nortgage, if you took out a hone nortgage ten years
ago, and that hone nortgage was at a rate of five percent or
thirty year |oan, now your ten years into the |oan, you have
twenty years |left, and you go to the bank, and the bank says, |
can refinance that | oan at four percent, do you want to take out
a twenty year loan or a thirty year loan? Do you want to take
out another thirty year loan or do you want to take out a twenty
year |l oan, you are ten years into your thirty year nortgage. W
are taking out the twenty year loan, the interest rate is |ower,
we're not stretching the debt. You can see that on this
exanple. The light blue line is sonewhat hard to see on the
graph, is the before. The dark blue line is the after. For the
existing debt, and it's the sane or lower in every year and then
add on the new capital that we sell. So, you m ght say well
your debt is going up because that's a question that's come up.
We are going to finance $1.9 billion of capital inprovenments on

the system over the next three years. Qur current property,
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pl ant and equi prent is about $7 billion. W are going to add
close to $2 billion, $1.9 billion, and of that, our debt is
going to increase by about $400 million, that's pretty good.
That's facilitated in |large part because we achieved a grant,
and that grant will pay for ninety percent of a storm hardening
program So, that's noney that is available to us that woul dn't
be available to an IQU, but is available to the public power
industry, so that's great; but the other thing we're doing with
that increased coverage is we're getting to a sustainable | eve
wher e about sixty percent of our capital going forward will cone
fromrates and forty percent fromdebt, which is a very standard
m x across the public power industry, and across the | QUs,
frankly, for how nmuch capital for your |ong-termdebt, and how
much shoul d be funded from debt, and how nuch shoul d be funded
fromequity.

Unfortunately, because of our history at LIPA, we're a
t akeover investor-owned utility, it started out as a hundred
percent debt financed utility, and nowit's a ninety-seven
percent debt financed utility, but over about twenty years, this
plan will reduce the debt to a very standard industry nedi an
| evel as a percentage of assets. That is really what we focused
on in looking at this rate plan. W are not |evering up the
utility. W're |looking at what is reasonable, what is
reasonabl e relative to the investnents that we are neking

because we would still like to make i nvestnents that benefit the
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custoners. W don't want to ranp down on those, but we want to
make sure that each and every year, we're making a prudent
contribution fromcustoner rates towards that and not addi ng too
much to the debts.

Wth that 1'"mgoing to bring up one of our slides, RRP2.

Actually, I'"'mgoing to cone back to the pension -- well,
actually, let me deal with it now So, I'll just talk for a
second about pensions, and then we'll switch to the other one,

and make it easier.

The thing about pensions and retirenment benefit costs.
This has come up in the nedia a lot, so let ne just explain it
for a brief second. The Authority has roughly forty staff
menbers, enployees. W are all State enployees, so we al
participate in State retirenment benefit plans for nenbers of the
State's pension plan, and everything else. So, we don't have a
separate pension plan, our retirenent costs are basically paid
in per year. Since we only have forty enpl oyees, frankly, these
aren't where the bulk of the liabilities sits.

In addition, there are about 2200 enpl oyees of PSEG Long
| sland. Those 2200 enpl oyees of PSEG Long |sland are dedi cated
and work for essentially LIPA. They work for the Authority.
One m ght say well, and they have al ways been there, that would
be the other thing | would say. These 2200, probably about 2000
of themused to work for National Gid under a simlar

arrangenent. So, we have a fellow that he was describing to ne
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his career and history. He runs our substations for PSEG Long

I sland. | was asking about his career, and he said, you know,
|'"ve worked for five conpanies in ny career, and |'ve never
changed ny phone nunber, that's because he worked for LILCO he
wor ked for Keyspan, he worked for National Gid, and now he
works for PSEG M point is these enpl oyees are based on Long

| sl and, they maintain the Long Island electric system and they
wor k on behalf of LIPA. So that is where the bulk of the
pension and retirenent benefit costs is because that is where
the bul k of the enpl oyees are. So, those enpl oyees under
National Gid were either menbers of a collective bargaining
agreenent, or they had established pension plans, and when we
trade service providers to provide inproved service for the
peopl e on Long Island, we said well hold the workforce constant,
don't harmthe benefits, these people have worked for LIPA in
its various fornms, or LILCO it's predecessor, for fifteen,
twenty, thirty years, and so, you're not going to change the
benefits just because we've decided to change service providers.
So, they have received the sane benefits they would have

recei ved under National Gid. They don't receive a better
benefit, and as a matter of fact, non-union new hires under PSEG
are no longer eligible for pension plans, they just receive
401ks. But if you had a pension plan, you kept your pension
plan. Those liabilities, those pension plans, retirenent plan

liabilities, are an obligation to PSEG Long Island as a
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cor porate pension plan.

However, under the OSA contract that we have, the Authority
is responsible for the cost because that OSA contract is a cost
cl ause contract. W pay PSEG s cost to operate the systemon
our behalf, and then we pay them a managenent fee, and that
managenent fee has incentives, if they do a good job, and
disincentives if they do a bad job. And so the Authority seeks
to recover the cash contributions to the PSEG Long I sl and
pensi on pl an.

That's a little different than for investor-owned
utilities. Investor-owned utilities will cover the GAAP costs.
There's a whol e host of reasons for that, that 1'mgoing to skip
unl ess sonebody has a question. [It's all covered in the
testi nony, but what | would say is by covering the cash
contribution cost, the results in rates are | ower, however, it
still fully funds the benefits. |If you get into the details of
the accounting, we could go through it, but it really is a
detail ed accounti ng exerci se.

| would say the sanme thing for OPEB. OPEB is the nane for
retirenment benefits, Other Post Enpl oynent Benefits. W have a
contractual liability to pay retiree health care, retiree life
i nsurance benefits that have been prom sed to PSEG enpl oyees.
We established an OPEB account, fund those, and we are nmaking
contributions out of coverage. That nmargin that we have, a

portion of that is going to go to this OPEB account to prefund
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those liabilities, and a portion of that is going to reduce our

capi tal plan.

Wth that, I"'mnow going to flip over to one of the
exhibits, that was in the testinony, RRP1 is the exhibit. 1'm
only going to spend a second on this page. It's very small

unfortunately, but you can download it off of the DPS website,
and as you can see in the top right corner, it's called Exhibit
RRP1. I'mreally going to focus down at the bottomline, excess
of revenues over expenses, and you can see $75 million in 2015,
and negative 58 mllion in '16, negative 16 mllion in '17, and
goes to positive 18 mllion in "18. This is a fairly
conventional presentation for an investor-owned utility. 1In an
i nvestor-owned utility, the question we would be sitting here
is, how nuch can you earn, that bottomline. |I'msinplifying a
l[ittle bit, but not by nmuch. How much is that excess of
revenues over expenses, what we mght call net income? Wat's
t he possi bl e allowabl e nunber that we woul d be permtted, that
woul d be our debate. Yet, I'mhere saying that we will get a
credit rating upgrade, we will reduce our |everage, we wll
adequately neet our obligations, the utility will be |ess

burdened than in twenty years fromnow that it is today by debt,

it will provide a |ower cost to custoners over the long term
that is economcal to the custoners, and we will | ose npbney.
So, that may seem counterintuitive, but all | can say is it

works and it's very conventional. Soneone once told nme a joke
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about the definition of an econom st, and they said that an
econom st i s sonmeone who takes sonething that works in practice,
and tells you why it doesn't work in theory. This is a very
established practical nethod that is used by the entire public
sector, and by all of our private utilities.

MR. VEEI SSMAN:  The Judges established the technical
conference for the purpose of give and take, and |I know we've
been talking quite a bit. If there are any questions about the
publ i c power approach, M. Fal cone --

JUDGE VAN ORT: Can we just get a show of hands as to how
many peopl e have questions on this issue? GCkay. Wuld you
pl ease use the podi um over here, so you can use the m crophone
as you speak because we want the reporter to capture everything.

JUDGE PHI LLIPS: Just turn on the mc before you start.

The green button needs to be on.

MR, BJURLCF: M nanme is TomBjurlof. Just a couple sinple
gquesti ons.

Qobviously, one of the difficulties that the Authority has
had is to sort out the property taxes, particular on the | egacy
plans. | assune that under the investor-owned utility nodel
t hat woul d probably have been taken care of a little faster, but
granted what you're presenting as the proper nodel, and | have
no di sagreenent with that, | would like to ask you a sinple
question; if you were to take out all of the fixed costs rel ated

to power supply, how would that change your nunbers? |'m
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curious to know what the inpact is or actually if not entirely
in effect of owmming all the power plants?

MR. FALCONE: This is an interesting question, and to sone
degree gets into power supply questions. | don't want to go
into a conversation of whether we should own the power supply or
not. | think that is a topic of conversation that belongs on a
separate track that we discussed earlier with Long Island
Choi ce.

Wth regard to property taxes, part of the reason for that
delivery service adjustnent is to the extent that we're
currently litigating property taxes, and that we win, and we
reduce costs, we will be refunding that |ower property tax bil
to the custoner imediately through that DSA as opposed to
waiting for the next rate case in 2019.

JUDGE VAN ORT: M. Brindley (phonetic), do you have
questi ons?

MR. BRI NDLEY: Yes, | do.

This is nore in the way of some comnmentary in trying to
take the stuff that Tom has tal ked about and relate it to terns
that we're nuch nore confortable with, but I do want to make
sonme initial points.

First, I want to nake one initial point on the very -- on
slide five you talked there were no delivery increases in the
past three years, | could swear there was a delivery rate

increase |last year, and there will be another one this year. |If
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you wanted to say there was no increase in the non-fuel portion
of the custoners' bill, | would agree with it, but as far as |
know there were delivery rate increases |ast year, and there
wll be one this year.

MR. FALCONE: That's correct, it's really the non-fuel --
which sonetinmes we will in our artfully termthe delivery rate,
everything that's not part of the power supply charge, and so
when you take the entire non-power supply charges, those are
flat, but there is changing anong the conponents and | think
that's sonething the Departnment of Public Service had
recommended | ast year, but also reserved the right to | ook at,
so we're |looking at that as part of the rate case.

MR. BRI NDLEY: Ckay, | just wanted to be clear on that.
The first slide | would like to look at -- and just to be clear
| asked Tom at the very |last mnute today put up the last two
slides that he showed because | thought it was inportant for us
to understand how his nethodol ogy relates to what we
traditionally do because it is different, but it can be
converted to sonething simlar to what we do.

One slide before that please. | want to make anot her point
t hough. Tom you nentioned that one of the reasons you want
coverage is for uncertainty and estinmates, to perhaps provide
you a cushion. Wen | | ooked at the incone statenent here,
al nost every single line already has a built-in cushion, and |

just wanted you to comment on what |'m m ssing, or maybe perhaps
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how | should be interpreting it. Wen | |ook at the revenue
line, you have a risk mtigation device called an RDM that w |
hel p assist you when sales drop, for exanple, for purposes of
energy efficiency, so there's one risk mtigation device. Wen
| ook at the second line on the exhibit, we're tal king about
fuel. There's a fuel pass through clause. That's another risk
mtigation device. W get over to PSEG operati ng expense.

Well, there, basically that's PSEG s costs, and if they want to
make their incentive netric paynents, that's going to pretty
much have to cone in on target, or no nore than two percent, so
that's another risk mtigation device. Wen | |ook at the next
line on the incone statenent, PSEG Managed Expenses, it | ooks

li ke out of that 584 mllion, 465 relates to the PSA and you're
asking for a DSA on that. Also, there's another 48 mllion in
there that relates to storns, and you're asking for a DSA on
that, which | eaves not too nuch other noney in there, but again,
that's protected by another risk mtigation device with a two
percent cap. Uility depreciation, we'll talk about that a
little nore when we get to the public power nodel. The pilots
on the revenue based taxes, there is no risk on that, that's
just a flat rate, so no matter what happens with the revenues,
that will track it. The property based taxes, these are covered
by the legislation fromlast year. They can't go up nore than
two percent, so there's another risk mtigation device. Wen

get down to LIPA, what their expenses are, the 133 mllion,
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73 mllion of that is the MSA, that's set by contract. That
isn't going to change, that's the nunber, and then you have
another 50 mllion in there for deferrals, which is also handl ed
in the public power nodel a little different. So, when | cone
down, | see a risk mtigation device on alnost every single |line
of your income statenment with the exception of other incone and
grant inconme. Does that sound about right because you're
telling nme you need coverage?

MR. FALCONE: So, a couple things. Nunber one, and that
get's into this DSA. W've set the DSA in 2019 at 145. Typica
for a utility of our rating would be 175 to two, so typically,
you woul d have a nmuch hi gher margin, probably about double the
margin that we're asking for, and so, yes, we have sone of these
devices and if we set our rate to achieve 175 coverage, we would
just absorb sone of the other risks.

On sonething Iike RDV, that is relatively standard policy,
does mtigate weather risk, it's also a device to deal with
increasing Uility 2.0 expenditures, expandi ng energy efficiency
budgets. If you |l ook at sonething |like property tax, we have
mtigation devices on our own property, but half our property
tax bill roughly is National Gid plans, and there is no
protection there. The only protection we have is litigation.
Wth regards to that litigation, the outconme is uncertain,
al though we feel pretty confortable that these plans are very

wel | overassessed, and that we have a very good case.
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MR. BRI NDLEY: But you have asked for a DSA on that.

MR. TRAINOR In that case, the DSAw Il likely result in a
-- because we've only assuned 8 mllion -- 0 in "16, 8 mllion
in'"1l7, and 16 in '18. These plans are extrenely overassessed.
It is nmore likely in nmy opinion, and it is just a view because
no one can anticipate litigation, it is nore likely that nore
savi ngs could cone back rather than less, and that the DSA could
result in nore savings conm ng back to the custoner rather than
| ess.

On sonething like stornms, you're correct in that PSEG Long
| sland has to cone in within two percent of their budget except
in their contract, for say stornms, those are all pass-through
expenditures. So, if we spend $100 mllion a year on a storm
and we only budgeted 50, that's $50 million, so there has to be
-- the one thing I would say is that we're a public power
utility. There's nobody else. It's not like there's a
sharehol der to take that $50 million risk. Eventually, one way
or the other, it's only the custoner. The custoner gets all the
benefits of a public power approach, but they ultimtely take
the risk as well. So, there has to be sone way to recoup storm
costs fromthe custoner one way or the other. PSEG did not
accept the risks of stornms because nobody can anticipate storm
costs, and so, those are all pass-through expenditures to us,
and there is no risk mtigation on that.

Even within their two percent cap, while they have a two
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percent cap on their operating budget, the contract has certain
exceptions to it. In the event, for exanple, non-storm
energencies, and |ast year we had two small non-storm
energencies. There was a cable outage. So, there are certain
things in the contract that they said are so inherently

unpredi ctable that they fall outside of the two percent cap, but
on those, we take the risk. So, if there's a non-storm
energency, LIPA takes the risk.

So, the MSA is a cost plus contract at FERC regul ated rate.
However, property taxes are all pass-through, pension costs are
all pass-through, so while their operating budgets are set in
advance at FERC regul ated cost of service rates, they are
readjusted fromtine to tinme, and there are certain pass-through
costs there.

One thing we are not doing, and debt service is one where
we have a huge unknown in that we are budgeting what we believe
to be reasonabl e savings over this period because we would |ike
to give them back to the custonmer. However, interest rates,
| egi sl ation doesn't occur, we may not achi eve those savings, and
so, we are trying to budget what we think are reasonable, and
those DSAs facilitate us setting what are reasonabl e budgets,
but al so using nmuch | ower coverage netrics than we woul d
normally be able to achieve for our ratings; sonething |like 120
in'"16, going up to 145 by '19, rather than a nunber that's

closer to like 175, so if we were to set rates to a nuch higher
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coverage margin, we could get rid of the DSAs, and we woul d be
fine. This is really what you end up paying for. |Is the
custoner better off by setting rates to |lower margins with sone
pass-throughs or to a higher margin? They're basically -- how
much insurance do you want to buy, that's the fundanmenta
conversati on.

MR. BRI NDLEY: The coverage ratio in a cost of service
nodel would be called the rate of return, that's really what it
is. Wat | take fromwhat you're saying, Tom is given all of
the risk mtigation devices that you have in the incone
statenent, you've decided rather than -- you can reduce what is
a reasonabl e coverage ratio from1l. 75, 1.8, whatever it is, down
to 1.27

MR. FALCONE: 1.2 increasing to 1.45?

MR. BRI NDLEY: Right, that's where you're adjusting because
you have all these risk mtigation devices you don't need what
you m ght otherwi se need. If we didn't have these, you would
ask for nore coverage.

MR. FALCONE: Correct.

MR. BRINDLEY: That's really the point | was just trying to
ge to because it's very difficult to really try and understand
the public service nodel in conparison to our cost of service,
and the analogy to ne is your coverage ratio is the rate of
return, which is typically one of the nbpst controversial itens

in a rate case.
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MR. FALCONE: One thing | would nention on that is that it
is an anal ogy, but the difference is that the coverage is
attainted for the benefit of the custoner, unlike an | QU versus
paid out to a third-party shareholder. So, essentially, that
coverage first provides the assurance to the investor that
they' Il get paid on tine, but then it reduces our borrow ng, and
so it leads to |l ess leverage utility, which leads to | ower rates
over time. So, by giving the investor, the debt hol ders, sone
assurance they wll get repaid, we get |ower interest costs,
which is in the benefit of the custoner, and by having | ess
future debt you get lower rates in the future as well. So, this
is a plan that as carried out will result in lower rates in the
future.

MR. BRI NDLEY: Right, which is what now, you're doing sone
internal funding as opposed to going outside and issuing nore
debt, which has been a sore bone of controversy on Long Island
for as long as | can renenber.

MR. FALCONE: Ri ght.

MR. BRINDLEY: Let nme switch to the next page. This is the
page, it's the second page, RRP1l, page two, it's where they
cal cul ate the revenue requirenent for the rate case. There's an
awful a ot of shorthand in here, but what you can do is you can
take all the shorthand that's in here, and blow it out into a
traditional cost of service nodel, and understand basically what

the conpany's earnings are. You can then take the LI PA debt
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service and their capitalized | ease, apply the rate of return,
which in this case is called coverage, cone up with a required
ear ni ngs, conpare that to what happens here, and wal a
(phonetic), you have the revenue requirenent. Just so you
understand what we do in a nore traditional fashion.

What is different in here is that depreciation does not
enter directly into the equation, bulk interest does not enter
directly into the equation, anortizations of regulatory 10OUs do
not enter directly into the equation. The way the conpany
collects this noney basically is via their debt service
coverage, and as Tom has expl ai ned, the debt service coverage
consists of principal and interest. So, the principal portion
of the debt service is analogist to recovery of depreciation,
anortizations in a rate case. The timng will not work exactly
because you got debt, you got noney out there, you got to work
t he noney out there, but that's essentially where they're
collecting their depreciation and anortization in the principal
portion. The other piece is the interest, and that's just |ike
you get interest in a regular rate base recovery, so you have
vehicles here to nake this | ook nore anal ogues to what we do on
a cost of service. | think that's inportant because that's
really where all of our institutional know edge is and whet her
we find confort or not wwth Tom s proposed net hodol ogy here.
|'"'mnot pro or con here at this neeting, |I'mjust trying to make

sure that you understand it because you will be looking at it,
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and you can take all of the shorthand, and naeke it | ook |ike
sonet hi ng nmuch nore anal ogues to an | QU.

MR. FALCONE: W |like the shorthand, but | agree with your
anal ogy.

MR. BRI NDLEY: You got a |lot of shorthand going on there,
Tom

| think 1'lIl stop here. | had another |line on your |levels
of debt, but | don't want to bel abor any nore points here.

JUDGE VAN ORT: We have anyone el se have any questions? |
don't see any hands.

M. Fal cone, | have one question, you had nentioned that
you believe that the property taxes -- you have
over-assessnents, significant over-assessnents, is this review
of the over-assessnents, is this done in-house, or what's the
process, do you contract out?

MR, TRAINOCR No, it's currently being litigated, so there
is ongoing litigation that we think will cone to fruition during
the termof the rate case, probably not, certainly not before
the rate case is conplete here this year

JUDGE VAN ORT: M question is a little bit different, what
is the process, is it in-house counsel, is it in-house
engi neers, howis the review done?

MR. TRAINOR W contract it out to prepare for litigation,
and had soneone | ook at the plans, and | ook at what a proper

assessed val ue should be on the plans.
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JUDGE VAN ORT: Is the service performed on a contingency
fee basis?

MR. FALCONE: No.

JUDGE VAN ORT: It's straight hourly?

MR. FALCONE: W hired a consultant to cone in and eval uate
basically what the plans are worth.

JUDGE VAN ORT: I'mreferring to the litigation, when it's
[itigated.

MR. FALCONE: No, there is no contingency fee basis. This
is an equivalent to say a honeowner that is -- that the person
is going to reap the reward. W hire counsel, and that counsel
represents us in the case.

JUDGE VAN ORT: Thank you. W have next, M. Wissman?

MR. VEEI SSMAN:  Thanks Tom Next we're going to discuss the
devel opnent of the rate plan we have wthin the conpany. |
guess the testinony that has been provided, we represent each of
t he PSEG Long Island operating divisions, the transm ssion and
di stribution, custonmer service, shared services, power supply,
and energy efficiency groups, each devel ope their own operating
and capital budgets, those are described in the testinony that
we filed. Those budgets will then turn into revenue
requi rements, and rates, incorporating input fromthe HR group,
the testinony in the case fromthe -- | guess it's called the
wages and sal aries panel. There's also testinony of M. Ahern

is here in devel oping the revenue requirenents. There's a sales
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forecast that we nade, and obviously, the sales forecast was
made assum ng revenue fromthose sales and current rates are put
into the case, and a revenue requirenent is developed fromthe
budget ed costs over the 2016 through '18 period as conpared with
how much revenue woul d be recovered under projected sales.

The revenue requirenent is then run through a cost of
service and rate design process, and | suppose we have the
peopl e here who devel oped these budgets, and revenue
requi renents avail able for any questions that people have with
how t hose budgets were devel oped, how the sal es forecast was
devel oped. M. Figliozzi and M. Ahern are here, M. Eichhorn
is here. M. Figliozzi and M. Ahern are budget experts, and
hel p devel oped the revenue requirenents, and M. Ei chhorn
devel oped the sal es forecast, and we're happy and avail abl e for
themto have questions on how that was done, and obvi ously,

di scovery i s ongoi ng.

JUDGE PHILLIPS: So, are you just basically asking by show
of hands if anyone has questions, so that you can nove forward?

MR. WEI SSMAN:  Correct, Your Honor.

JUDGE PHI LLIPS: Show of hands? Can you cone up to the
mc, please?

MR. HARRI NGTON: Mark Harrington from Newsday, is there a
cap on the DSA in ternms how nuch it can increase or decrease at
any point?

MR. FALCONE: Let ne just address the DSA. There isn't a
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cap proposed, however, at the sane tine, there's an actual cap,
which is that it is based on actual cost. So, you have to incur
an actual cost that's different than the budgeted cost.

There is only three categories of such cost and in each
case let's |l ook at what those conponents are. |In one case, it's
debt service, so we could' ve filed the rate case assum ng the
current debt service as schedul ed, and not take into account any
of the refinancings. And then sonetinme around 2019, we could
say well, we over-collected by $155 mllion or sonething, and we
could refund it back to the custoners. So, we've nmade pretty
reasonabl e projections, they're not certain, but that is the
goal with the delivery service adjustnent.

Wth regard to storns, they're unpredictable. Utimately,
it is a custonmer funded utility, so there's no one el se but the
custoner to pay for the cost of the storm and there's an actual
snoot hi ng device in there, and it's a reasonable estimate if you
| ook at our historic storm spending.

Wth regard to the National Gid contract, the Genco
(phonetic) contracts, there are certain uncertainties in there
but, you know, these things are bounded because they're based on
actual costs. One of the biggest uncertainties with regard to
National Gidis the property tax litigation that | already
menti oned, and we've assuned a very, very snmall anmount of
savings for property tax litigation. It could cone out to be

much | ar ger
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| think one of the issues is that we're all focused on how
it could go up, but it could just as easily result in a nunber
t hat goes down. The nunber that's assuned in the rate case
filing for what the DSA nunber will be over the three years is
zero, and we'll assune it will be zero. It isn't bounded, but
at the sane tine it is bounded by, you have to realize an actual
cost in excess, and these are all costs that would be normally
recovered fromthe custoner. So, the issue is not whether you
recover the costs fromthe custoner, but the tinme period of
whi ch you recover the cost. Do you recover it during the rate
case period, or do you save it up and recover it, start and
mound on it and roll it up to 2019, and then recover the cost in
2019 at the end of the period?

MR. HARRI NGTON: Can you give a best and worst case
scenario for how that could change?

MR. FALCONE: If you look at ny testinony, table four.

JUDGE PHILLIPS: You have to cone up to the mc.

MR. BJURLOF: | just want to point of clarification, on the
revenue decoupling, are you assumng that there will be rate
cases every three years, or is this the only rate case that we
wi |l have, except if you go over the 2.5 percent in the LIPA
Ref or m Act ?

MR. FALCONE: The revenue decoupling, let ne just for the
benefit of anybody who is less famliar with it. [It's sonething

that the Public Service Conmm ssion asks for all utilities in New
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York to put in around 2008, or so.

It is really a mechanismthat deals with, in nmy mnd, two
things. One of themis to the extent that we pursue nore energy
efficiency than is currently in the budget, and it results in
| ower sales, there has to be a nethod to recoup the | ower sales,
ot herw se, you can't pursue the energy efficiency.

Wth that said the energy efficiency, we have already built
i n budgets, and those budgets assunme no energy efficiency
benefit fromUtility 2.0. So, Uility 2.0 is already in the
rate case fromthe perspective that we assune there's no benefit
fromit. To the extent that we then pursue Utility 2.0 solution
that costs less than what's existing in the rate case, it's
likely to have resulted in | ower sales, but it may also result
in |l ower debt service because you' ve gotten rid of a debt
service cost. Right, you issued | ess bonds to fund a new
substation. Let's say you got rid of the substation, that is
going to result in |less debt service, in which we accrued up by
the DSA, and then you may have efficiency spending on the other
side, so you really have to |look at all these things together.

MR. BJURLCF: That's not ny question, and | don't have any
obj ection to revenue decoupling. | actually think it's a good
i dea.

The ability that the utility gets through revenue
decoupling is to continually adjust rates if you don't neet your

revenue requirenent. Now, that requires sone kind of regulatory
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mechani sm and normally that's done in a traditional rate case
every three or, | don't know, four or five years, whatever the
rate case is. |If | understand the LIPA format properly, this
may possibly be the only rate case or rate plan proceedi ng that
we enter into except if we sonehow break into the 2.5 percent
limt on an annual basis, so the question is, what is the
regul atory control on ongoi ng adjustnents because of revenue
shortfall?

MR. FALCONE: | don't see DSV as in any way hel pi ng us
avoid a rate case or having any inpact on 2.5 percent cap.

MR. WVEI SSMAN: At this point, M. Trainor, who is our cost
of service rate design witness in the case, will wal k us next

t hrough the slides.

MR. BRINDLEY: | still have a question for Tom
MR, TRAINCR |I'mjust answering his question for
clarification and then I'll junp out.

To answer your question, this part is in ny testinony,
that's | volunteered to answer the question --

JUDGE PHILLIPS: I'msorry, | have to interrupt, but you
have to kind of have to face the m crophone.

MR, TRAINOR This is Justin Trainor. The answer to your
guestion is that after the three-year rate plan, the budget for
LI PA is approved through the board process. As the budget is
approved, the revenues and the expenses are in that budget. The

RDM envi si ons that that budget approval process will reset the
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targets for the RDM after the three-year rate plan, so the LIPA
board will still retain control of the budget.

MR. FALCONE: If you could clarify to, if the target
requires greater than two and a half percent, then you still
come back to the rate case. The RDM doesn't inpact the two and
a half percent cap that you illustrated?

MR. BJURLCF: So, what you're saying is that what | just
stated is that this may be the only rate case that ever happens
for LIPA, given that we stay inside the 2.5 percent; is that
correct?

MR, TRAINOR. As Tomjust described, the paraneters for
whi ch we cone back are set outside the revenue decoupling
mechanismif the revenues are such that it all goes over the 2.5
percent |imt, which | can't say at this point is yes or no, we
will be in another rate case, and at that tine the RDMw || be
set at that tine.

JUDGE VAN ORT: M. BRI NDLEY (phonetic)?

Wil e he's wal king up here, do we have anyone el se who has
any questions at this point? Wen M. Brindley is done, M.

Wi ssman, can you nove on to the next set?

MR. BRI NDLEY: Two questions, first on the anbiguity of a
rate case, but correct ne if |I'mwong, but you have nunbers in
the rate case, you're requesting an increase in part for a rate
case starting right after this one is done. So is there any

anbiguity that you're going to nmake a major rate filing
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followi ng this one?

MR. FALCONE: It's hard to predict the future, but if I
were putting bets on, this is not our |ast rate case.

MR. BRI NDLEY: Well what |'msaying is you have part of
your increase is for the next rate case. In your case
currently, you have projected expenses for the next rate case.
Yes or no?

MR. FALCONE: Oh, yes, we actually do have -- you're saying
expenses building for rate cases, yes, we do have noney built
into the budgets future --

MR. BRI NDLEY: For the next rate case?

MR. FALCONE: Yes.

MR. BRINDLEY: | just want to followup a little bit on
Mark's point and it's for you Tom Right now for your DSA for
the PSA, which there is too many acronyns here, you have roughly
$8 million | think in savings within the |ast tw years for
property taxes. Take the nunber, what happens if they don't
materialize and you don't have a DSA?

MR. FALCONE: To put things in perspective, the property
taxes on those National Gid plans are about $200 million year.
There's zero savings in '16, 8 mllion assuned for '17, and
16 mllion assuned for '18. To the extent that the savings
aren't realized, and we don't have a DSA, then what woul d happen
is we would end up issuing bonds for -- because we woul d have

| oner coverage, and so it would basically nean we have |ess
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capital contribution to the capital plan, and we end up issuing
8 mllion, 16 mllion nore in bonds for those years. | think
$8 million is not enough to nake a difference for --

MR. BRINDLEY: [It's a illustrative, you know, | can nmake it
$80 million for purposes of the exanple. The way | woul d be
thinking of it is that, I"mnot pro or con here I'mjust trying
to explain math, but ny understanding of your rate making
process is, would you not realize those savings, you would have
to go out issue debt that would then increase your future need
for coverage and debt service.

MR. FALCONE: Ri ght.

MR. BRI NDLEY: So, the custoner is going to pay for it one
way or the other?

MR. FALCONE: Correct, | nean these are all costs that
ultimately since there is no one el se but the custoner, the
custonmer will end up paying the cost; not because we woul dn't
love to find another nethod, but because there is no other
sour ce.

MR. BRI NDLEY: Thanks.

MR. WVEI SSMAN: M. Trainor.

MR. TRAINOR The first slide we have is the revenue
decoupling slide, and we did cover mainly this already, but
there are a couple of itens here on this slide that | would |ike
to address. It's nore of not the issue that we were just

questioning, but nore of the nechanics of it.
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VWhat we're tal king about with the revenue decoupling again
that's being presented to the LIPA Board for an inplenentation
in April, is that we would have a true-up nechani sm based on the
first -- essentially nonths from April through January --
Decenber of '15. The true-up would be cal cul ated and t hen
inplenmented in March as a rate change based on the percentage of
the delivery charges on a custoner's bill. So, we would take
the revenue that were either over-recovered or under-recovered,
we convert that into a percentage by essentially rate groups, so
residential, small comrercial, non-demand, commercial demand,
and comercial nmultiple rate period. W would identify a
percentage for those particular groups, and again it would be
based on their actuals over or under-anmounts conpared to their
budgeted revenues. W would apply that percentage to the future
rate for the next six nmonths then we would true-up again anot her
si x-nmont h peri od.

Now, there is a provision that if that anount of revenues
in the budget is not tracking to the anmpbunt in actual, we do
have the ability through an out of bounds task to start or
mani pul at e those percentage changes early, if in fact, the noney
are again out of line to a great extent because of sonme unusual
event .

Now the one thing I do want to address here is that in
revenue decoupling, in others, this actually does affect the

conpany's earnings or the anmount that is taken out of the
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conpany by an 1QU. Again, since this is a municipal utility,
there is no person on any one point in tinme at extraction of
money fromthe utility into a third-party. Any noneys that
woul d be coll ected or assessed because expenses had changed,
woul d then be used for the benefit of future custoners. So,
don't have an earnings test, we don't earnings essentially go
to a third-party in our revenue decoupling nechanism Again,
don't have earnings as a nunicipal utility.

JUDGE VAN ORT: Does anyone have any questions with resp
to this issue? Ckay.

M. Trainor, | do have one question, are all service
cl asses subject to this, are there any cl asses that woul d be
exenpted fromthe reconciliation?

MR. TRAINOR New York State has sort of a revenue
decoupling. Revenue decoupling is sort of a statew de revenu

decoupling process. W are follow ng that revenue decoupling

we
I ng

we

ect

e

process to the extent that we can. W are simlar and in that,

negoti ated contracts, discount rates, those are excluded from

t he RDM nmechani sm and we do exclude those as well.

Next slide, what | want to do is go over sone of the rat
design configurations that we're proposing in the case. This
t he conpany's proposal to change the rates w thout being just
a pro rather basis for all of the conponents of the rates.

VWhat | would like to do is start with the residential.

the residential, | have a slide later on, w're asking for a

e
is

on

In
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customer charge increase fromessentially $10 a nonth to $15 a
month. Now, in New York the normal custonmer charges rating for
the other QU utilities start at 15 and then go north from
there. So, in recent cases the Public Service Conmm ssion has
aut hori zed nore than $20 in a custoner charge for other gas or
electric utilities in the state. So, what we're proposing here
is on a gradualismbasis is bring our custonmer charge up to what
other utilities in the state have their custoner charges set at.

Now, we didn't want to burden or confuse the issue between
the custoner charge inpact and the |low incone inpact. W are
comng in wwth a proposal that would greatly increase the
customer low income discount. |In fact, we are mrroring the $5
i ncrease in custonmer charge request for the $5 increase with the
| ow i ncone request. So we are then actually expanding it to an
extent for custoners that have heat, or electric heat we're
increasing that to actually $15. So, essentially even with our
request of $15, residential |ow incone heat customer woul d not
really receive a custoner charge. |In fact, ny proposal is a
penny, which is about 30 cents.

Wth that, I'"'malso trying to bring the utility into a
design of a utility that is unbundled, where LIPA has been a
bundled utility for all of its existence, it is now a fuel power
rate, which brings out fuel, and capacity or to the extent, that
it'"s not on the PSA capacity calls, into a separate charge or

t he FPPCA.
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Now, in that, LIPA's rates have a seasonality to them
They have a cost in the summer that is nore than a cost in the
w nter. However, delivery costs are not subject to that
seasonality. Delivery costs, or debt service costs, or the cost
to enpl oyee. Qur enployees is 2,000-plus enployees. That
nunmber is static throughout the year. So, in delivery rates,
it's normal that you don't have a seasonality, that you just
col l ect the nobneys across the year in one thing.

VWhat |"'mtrying to do is elimnate the seasonality by
including a flat block structure. So, right now we have w nter
rates that have a declining for general heat custoners and an
inclining in the sunmer. What |I'mproposing is a flat rate
structure where you have just a custoner charge in one set
nunmber. |If you can do sone quick math, the custoner charge is
going up by $5, the first year's request is $3.25. |In fact,
what happens is we're asking for the rate request in the
customer charge and the energy rates in total are actually going
down.

The next proposal on the slide is we have sone issues wth
our rate codes. In LIPA we have rate codes for identification
of whether you have a heat punp or heat, central heat, or we
have an indication of whether you are heat, or in sone other way
have water heating or not. This is very confusing, not only to
our custoners, but for our own purposes. Wiat we are proposing

here is to clean up our billing system These rates for these
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various custonmers are all the sane right now W're not
suggesting that we change any of this rates for these custoners,
we are just elimnating the rate codes to bring all the rate
codes into either a 180 or a 580 rate code. Right now, we have
ten such rate codes which we woul d be conbi ni ng.

Agai n, we have one other feature, which is the elimnation
of some grandfathered rates that we have basically back from
1983. The grandfathered rates would be such that there is a
block in the mll, which actually goes down, and again, as |
said, the newrates that we are proposing, a custoner on those
rates are going to see an energy rate decrease. So, even
gr andf at hered custoners would actually see a benefit undergoing
under this new flat rate structure than they would if they
stayed on their grandfathered classes. Again, the custoner
charge is where the rate request is, and that benefit of that
custoner charge going increase, is that the energy rates on the
pol e are com ng down, and that is benefit, not only to our
general custoners, but to our grandfather custoners as well.

The last point on the slide is that the, via the fact that
the rate design is such that the energy rate i s going down, a
custonmer's rate request is nore like $5 in the w nter nonths,
and actually zero in the sumrer nonths. The benefit of this
charge or this rate design is that the custoner bills right now
woul d actually be flat for a custoner even with a rate decreased

in the sumer. We have about forty-five percent or 450, 000
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custoners on bal anced billing, and our custoners really see that
payi ng that extra noney in the sumer is a burden. | didn't
want to burden them nore by going to this rate proposal by
putting nore noney in the sumrer rates. This proposal actually
nmoves themout into the winter nonths, and does not affect the

custoner summer bills.

Next slide --
M5. HOGAN: | have a question
MR. TRAINOCR | can take questions, sure.

JUDGE VAN ORT: How many peopl e have questions on this?

M5. HOGAN: So, you know, our previous discussions really
surrounded how PSEG Long Island is different than other
utilities. M question is why is it necessary to try to |line
the custoner charges |ike other utilities when we just discussed
that there's a uniqueness in this situation, and the other thing
that strikes me is while | appreciate you're trying to help
t hose 450,000 custoners, | think you call it balance billing,
|"massum ng that's a budget billing structure, which is great.
The one aspect about changing the inclining block, and having
nmore of the cost recouped in the energy versus the custoner
charge, | think people would be nore inclined to pursue energy
efficiency neasures if it was put on the energy and not on the
custoner charge, so |I'mjust wondering in your decision to
pursue this approach, did you take into consideration sone of

those things? But | think the key question |I'masking is the




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

101

custoner charge, why do you have to mrror other utilities?

MR. TRAINOR To start with the first prem se was that
we're different as a muni versus an 1OU. To the extent that
that is a total budget question, neaning that the presentation
by Tomas far as the anobunt of noney that we're collecting, that
is correct, however, under the rate design aspect, the fact that
the delivery rates collect the delivery cost of the utility,
there is no difference between us and an | QU

Now, are you asking us to the identification, have | done a
fairness test on whether there should be in the energy or the
customer charge, and ny answer to that is, yes. What happens
when you have a recovery systemthrough rate design that is
purely on energy, that energy charge is collecting fixed costs.
Now, if you were to |look at the cost that a utility incurs for a
custoner, those costs are relatively flat based on the size of a
custoner. If you were to |look at the neter, it's about the sane
meter for all custoners, the service line, the fact that we're
meter reading that custonmer, the fact that we have a cal
center, that we have a function of mailing that custonmer a bill
on a customer basis, those costs are all very flat regardl ess of
the size of the custoner. So, to the extent that you have a
very small custonmer charge, and you have let's say $30 in costs
that are incurred for every custoner, there is a perception that
t he high usage custoners are actually subsidi zing the | owner

usage custoners. That subsidy can be reduced by increasing the
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cust omer char ge.

Now this is an intra-class cross subsidy, neaning that the
resident and custoners are helping the | ower users. Now, in
this case in nmy opinion, it is fair to raise the custoner charge
to collect those fixed costs through fixed charges, so that you
reduce the intra-class cross subsidy.

M5. HOGAN. So, from a process perspective, Your Honor,
this nmorning you had asked that we reach out and start getting
information. | suspect |I'll reach out to you, or sonebody in ny
staff will reach out to you to try to get sone of the
information to fornul ate our testinony. Thank you.

JUDGE PHILIPS: Can | just ask that everyone who has a
question on this section, if you could just sort of line up so
that we can --

MR. GRAHAM Joe, | know you've increased your fixed
charges substantially, and | hear reason for that. You want to
recover fixed cost or fixed charges, but when | |ook at the rate
i npacts, Joe, over the three years, | see residential service
charges going from 10.95 a nonth to $20.18 a nonth, which is
about an eighty-three percent increase. | see small comerci al
custonmers going from10.95 a nonth to $43.80 a nonth, which is
an increase of 300 percent over the three years. | see large
comrerci al custoners with custoner charges going from $42.58 a
nmonth to $106.46 a nonth, that is a 150 percent increase. | see

t he demand charges for |arge comercial custoners going up from
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anywhere between twenty-four and thirty-nine percent. | see the
demand ratchet going up twenty-one percent.

My question to you, | guess, | know you referred to
gradualismin your testinony, but | don't see it, how are you
defini ng gradualisn?

MR. TRAINOR So, what you're saying is that the custoner
charge is going from10 to 20. The proposal is actually that in
the first year it go to 15 and 17

MR. GRAHAM |'m saying over the three years.

MR. TRAINOCR So, |'m presenting gradualismby not changing
these rates all at once over three years. Again, | have been in
cases where New York has approved custonmer charges at the $20
level, and I'mtaking the custonmer charge up there. What |I'm
trying to quote as gradualismis over three years on steady
st eps.

MR, GRAHAM | think that the Comm ssion defines gradualism
or defines the maxinumrate i npacts as tw ce the average. So,

t he Comm ssion would say that an ei ght percent per annum
increase in any fixed charge would be appropriate, not a 300
percent increase, not a 100-percent increase, not a 150 percent
i ncrease over three years.

The other thing | wanted to nention, now, you did say the
other utilities have a mninum $15 up to $20. |s there anything
about, you know, an investor-owned utility, we've nentioned our

di f ferences between an investor-owned utilities and the LIPA
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nmodel , can you think of anything, any difference in the cost
structures between the two that would say that LIPA woul dn't
have a snmaller custoner charge than the typical investor-owned
utility?

MR. TRAINOR |'m sure soneone can argue sonething, and
this again as a rate design is an art, nore than a science, so |
can't say none. | wouldn't say that,l wouldn't get caught in
that fashion, but the idea is that the nodels of debt service
and anortization of costs really don't have anything to do with
the recovery of the distribution costs which the custoner charge
collects. Again, the customer charge costs, the cost to send
out a bill, the call center, those things have not changed via
the fact that the nodel, whether it be a revenue requirenent
nodel or a nmuni nodel .

MR. GRAHAM | was thinking nore along the lines of
possi bly LIPA has | ower debt because they are a nunicipality,

t hey have securitized debt, securitized bonds, they don't pay
federal incone taxes, that kind of thing. | was thinking nore
about the levelization.

MR. TRAINOCR In the custoner charge calculation, there is
the recovery of a meter in a service, and in the recovery of the
meter in service, there is a percentage for which you woul d
apply into the current year, and what ny margi nal cost of
servi ce study does take that into account, and even on a

mar gi nal cost basis, the custoner charge for which I'm
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requesting is still lower. So, even though there is a |ower
cost of debt, and | think that's your question, the custoner
charges for which |I'm proposing is still within the cost of
service answers that are produced by the margi nal cost of
service, accounting for your |ower cost debt as a nuni.

MR. GRAHAM W have sone issues between what you think are
appropriate for neter and service charges, and what | think are
appropri ate.

Let ne ask you this, you' re proposing to elimnate the
wat er and heating discount, that's a 400 kil owatt hour bl ock
that occurs after the first 400, in other words, the first 400
kil owatt hours is the standard rate, and then there's a water
heati ng bl ock that runs from 400 to 800 kil owatt hours a nonth,
whi ch is about 400 kilowatt hours for an electric water heater,
and you're proposing to increase that by forty-five percent --

MR. TRAINOR: That's not correct.

MR. GRAHAM Forty-two percent in the first year,
forty-five percent over the three years.

MR. TRAINOR: The water heating current for the | ast
thirty years, the water heating custonmers of the utility are
payi ng the sane rates as the --

MR. GRAHAM |'mtal ki ng about the custoners on rate 380.

MR. TRAINOR Onh, I'msorry, you're tal king about the
gr andf at hered custoners. So, for the grandfathered cl ause,

we're bringing theminto the standard of the regul ar custoners.
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Again, for the last thirty years, there has been no water
heati ng di scount applied to the custoners. W have a difference
in rates between general and heating custoners. Wat we don't
have for the last thirty years, any difference between the cost
of water heating and non-water heating custoners.

MR. GRAHAM But when you elimnate that discount for the
380 custoners, that has an inpact of about an additional $140 a
year on those custoners in increased revenues in addition to the
servi ce charges and everything el se, correct?

MR. TRAINOR. | have not done the math. | have not seen
your math, so | can't --

MR. GRAHAM It's goes from about six-and-a-half cents up
think to ten cents, nine cents or ten cents, whatever you have
tinmes the 400 kilowatt hours. |'mjust curious, did you | ook at
who these custoners are on the system are these custoners who
are perhaps in retirenent villages or anything |ike that?

MR. TRAINOR  There is about 5,000 custoners for which we
are discussing and after thirty years, there may be retirenent
communities, but it is nore than |likely, custonmers who have not
changed their custonmer nane, and it's the children of the
original people that are in those houses, so is there any way to
determ ne the difference between those, not unless you want to
do a poll of those 5,000 custonmers, but again, in ny opinion,
after thirty years, it's probably the children of the origina

custonmers that haven't changed their account nane.
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MR. GRAHAM G ven that you want to elimnate this in one
fell swoop, rather than using gradualism would you agree that
there mght be a better way of doing that?

MR. TRAINOR Rate design is an art. There's always a
di scussion asserted to that.

MR. GRAHAM  Thank you.

JUDGE PHI LLIPS: Do you have ot her quesitons?

MR. GRAHAM No. Thank you

JUDGE PHILLIPS: Can you just briefly identify your nane
for the transcript?

MR, GRAHAM Hi, |I'm Dave G aham Departnent of Public
Servi ce.

MR. BROCKS: Your Honor, could we just have a nonent?

JUDGE VAN ORT: Yes, if | could just ask one | ast question
first. Wen was the |ast of cost of service study done that
this cones fron®

MR. TRAINOR: | would assume under LILCO

JUDGE VAN ORT: The |l ast cost of service study that was
done --

MR. TRAINOR That was presented publicly, it was under
LI LCO

JUDGE VAN ORT: Gkay. Thank you

JUDGE PHI LLIPS: M. Brocks, do you want to be on the
record or off?

MR. BROCKS: Of the record.
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JUDGE PHILLIPS: Can we go off the record for a nonent?

(Wher eupon, an off-the-record di scussion was hel d.)

JUDGE PHILLIPS: W are back on the record. W just took a
brief recess for the parties to, several of the parties to
di scuss, and also, for us to kind of discuss how to proceed.
We're just getting a little bit concerned about the anmount of
time, so we've asked if the Conpany can basically go through the
next set of slides that M. Trainor has, then take questions.

Also, we wanted to remnd that this was intended to be an
opportunity for clarification of the Conpany's proposal, but not
necessarily the establishnent of public parties' positions yet.
You'll have the opportunity to do that in your testinony, so we
would i ke to just maybe nove forward, have M. Trainor finish
and then take questions.

The other thing, | guess we were going to poll is whether
peopl e could indicate which topics they had questions on, that
m ght help us to kind of nove to those areas a little quicker.
So are there any other people who think they have questions on

specific topics that they can identify at this tinme?

MR. GARVEY: Judge, ny nane is John Garvey. |I'mfromthe
DPS. | have a few questions relating to Uility 2.0 before you
make your determ nation on the scoping issue. It won't take
very | ong.

JUDGE PHILLIPS: Right, we are not going to make a

determ nation today, but we'll listen to what is said at the
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technical conference that will informthe decision, and we'l]l
t ake that under advi senent.

MR. GARVEY: (Kkay.

JUDGE PHILLIPS: So if we could return to the presentation,
and if you could go through the rest of your slides, and then
we' |l take questions, and nove on to the next person, and we'l]l
t ake questi ons.

MR. TRAINOR  Thank you

|"mon the coomercial slide for the commercial rate design
Again, here what |I'mpresenting is a renoving of the seasonality
of the comrercial rates for which |I'mpresenting changes, which
is small demand and non-demand custonmers. There is a nultiple
rate period class as well, but I'mnot meking those
recommendat i ons or changed those classes in any way at this
tinme.

VWhat |"'mdoing is trying to present a utility w thout
seasonality in the delivery rates. R ght now, we have a ratchet
that is different in the sumer versus the winter. 1|'m
proposi ng to make that consistent throughout the year. W have
different rates for the sumrer versus the winter, and |I'm
proposi ng to change that as well.

Now, the conmmercial classes also has a denand charge for
the small non-demand, this is 7KWto 145KW Ri ght now t he
demand charge recovers about forty-five percent of the revenue

requi rement. Inclusive of the ratchet change, | am requesting
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that be increased to fifty percent of the revenue requirenent.
When | calculate the demand rate, it's actually a $2 increase in
the denmand rate, but again, you have to understand that these
rates are recovering a total revenue requirenent, and to

i ncrease the demand charge by nore than the two percent or four
percent, dependi ng on how you want to | ook at it, the actual
energy rates in these classes are going down. So, the increases
that we are describing here are such that there was sonme big
nunber for demand charge increase, that is not the total bil

for which the custoner is subject to. The custoner is still
subject to, by class, the four percent on average rate request
because the energy conponent of the rate is actually going down.
This is sonething that is a bal ancing effect between, yes, there
is a large custoner increase, but a custonmer charge on a
comercial bill is atiny percentage of its overall bill. So,
yes, the percentage nmay sound very |large, but on a dollar basis
on the anpunt that that custoner is paying, the custoner charge
is relatively small. It is paying nuch nore in energy and
demand charges than it is in the custoner charge.

The prem se here is forty percent demand charge to fifty
percent of the revenue requirenent being in the demand charge.
That's a ten percent nore in total bill basis. Again, there is
a corresponding reduction in their energy conponent.

Now, this is a positive inpact on not only the recovery of

t he cost throughout the year to again, align utility's fixed
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costs with the fixed cost recovery, but it also has the benefit
of reducing intra-class cost subsidies, neaning that again, when
energy rates are your primary vehicle for collecting energy and
fixed cost, you have a di sconnect between the anount that a
person pays and the anmount of cost of service of that custoner.
Again, there is a lot of commonality even in a comrercia
custonmers as far as the size, but how the | oad factor determ nes
how nmuch that custoner pays. Increasing the fixed charges
reduces the cost subsidies within the class, so that a higher

| oad factor customer is not subsidizing a | ower |oad factor
custoner for the sane size, for the sanme output, for the sane
effort the utility is providing in servicing that custoner.

The fuel and purchase power, the FPPCA, is taking care of
the energy and capacity side. On the delivery side, all of
those costs are fixed. Again, it's what determ nes the anount
is the size, so the sanme size custoner under an energy only rate
design is going to pay nore than a | ower factor custoner, and
that intra-class subsidy is mnimzed by increasing fixed
charges to recover fixed costs. And like | said there is no
change to TOU rate designs at this tinme, nultiple rate --

MR. WVEI SSMAN:  We've spent a quite a bit of tinme on the
DSA.

MR. TRAINOR I'Il skip the DSA, sure.

MR. VEEI SSMAN: | f anyone doesn't have questions about it,

we'll nove on to the next slide.
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MR. TRAINOR. The next slide | have is the gross receipts
tax. Now, this is a mnor, mnor, mnor issue asked
specifically by the DPS, otherwise | wouldn't be bringing this
up. Essentially, it's a cleaning up of a calcul ation that
changed sonme portion of a custoner's bill, essentially |ower
than one penny is transferred over to the comobdity portion of
the bill before a revenue tax is applied. Now, revenue taxes is
a very small portion of the bill in total for the whole conpany
is $37 mllion on a $3.7 billion budget. So it's a tiny nunber,
and we're cleaning up the cal cul ation of these revenue taxes, so
that only the FPPCA is applied to a revenue tax calculation for
the revenue side of the taxes collected for comodity, and only
the delivery side of the person's rate is used to calculate the
delivery portion of the custoners' bills.

There is two separate rates for whether you pay for a
comodity and delivery. There is currently sonme crosstalk
bet ween those two cal culations, we're renoving the crosstal k, so
it's cleaner fuel for fuel, fuel rate, delivery for delivery,
delivery rate. So that's really the only issue here.

The last slide here is reliability of data, and again, this
is a question posed in the DPS comrents. \Wat we're providing
is a cost of service study that is presented upon the 2016
budget ed anbunt. Those include the PSA detail ed budgets on a
FERC | evel to the extent that we were able to budget all of the

PSEG costs on a FERC Il evel. They're built into the cost of
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service nodel. The LIPA cost, however, are not done by FERC

account, and they are done in major category, which are a debt
service, A and G and power costs. However, those fit nicely
into FERC accounts, and are then allocated in such a way that

they would be if they were in FERC accounts.

Now, plant data is not in the calcul ation of revenue
requi rements. There's no identification of return on plant.

The plant in the cost of service study is just used for an

all ocation basis, so in that case, we don't have budgeted

si xteen plant values in the case. W don't have the plants. W
are using the best avail able plant data, which is the plant data
as of 2013, scrub by the recent depreciation study.

So, the cost of service study does follow the cost of
service principals that an 10U would follow. The cost, the
detai |l ed budget is by FERC account or sinulated FERC account
based on A and G and power, and debt service. What | can
present to you is that the cost of service study is not actually
used in the rate request. It's not allocating the cost that
we' re asking each of the custonmer classes to recover. W're
doing that on a pro-rata basis. So, the cost of service study
has one purpose, which is to set custoner charges, and to set
demand charges. |In nost cases, the cost of service isn't
setting the value, it's just used as a backstop or benchmark
toward those val ues.

Now, in that light, if you turn to the next slide, one of
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the questions that | got was the custoner charge, where do we
stand as far as the custonmer charge. The cost of service study
presents a custonmer charge north of $25. |It's just the cost of
the neter, the service to provide billing, provide neter reading
services, the collections, the call center, that all costs the
utility nore than $25 per custonmer per nonth.

In recent history, the Public Service Conmm ssion has
aut hori zed custoner charges that are much hi gher than we're
actual ly proposing. W do have Central Hudson at 24, and
Rochester at 21. W're over a couple of years going through the
process of increasing our custonmer charge to what has been
previously accepted by the DPS for other utilities.

Now, a quote that -- a question that | just got was that
that's a very high increase, that's a big nunber, that's a big
percentage. \Wen you're just |ooking at the pure nunber, sure,
it can be on a percentage basis, but that's not what custoners
see. \What custoners see is a rate request right now sitting at
around $38. Now, $38 is $3.25 tines 12 to get to the average
cust omer four percent.

Now, if soneone didn't have any usage at all, and it was
al ways subject to the custoner charge increase, it's shown that
on the low point, that's going to be $60. So, that's the
max-end of this consideration, but that's not the case. No one
has no usage unless you're a vacant house. There is people with

usage.
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Now, the energy charge for the | owest building bl ock that
we have is essentially around $50 rate request, so that's $38 is
the average four percent. The |owest usage custoner that we're
actually |l ooking at that are probably mainly vacant houses or
seasonal use houses, they're going to see a rate increase of
about $50, this is $12 nore on a yearly basis. So, you can
throw out | arge percentages and any cal cul ation that you |i ke,
but again, it boils down to $12 difference between a custoner on
an average usage at $38 versus a custonmer with a very, very,
very | ow usage, just assum ng a customer charge of $50. W are
tal ki ng about a $12 difference. Now, you can do any math, and
make any cal cul ati on or percentage that you would |ike, and that
percentage is sure big whether it's fifty percent or one-hundred
percent, but again, what it boils dowm to, and it's really just
$12 on a residential bill that we're asking as the differenti al
between a very, very | ow usage subject to just the custoner
charge increase that doesn't get the benefit of the energy
charge going down. So, in that respect, the custoner charge
i ncrease that we have, we're asking for in this rate request,

just a flat energy charge, which is actually going to be | ower

in the sumrer than the current energy charge we have. |'mdone
here.

MR. VEI SSMAN:  We will, Your Honor, nake these slides
avail able on the website. | think if anybody has any further

questions for M. Trainer on cost of service issues, rate
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design, | would request it be made now, and then we can nove on
to the next piece of presentation.

JUDGE PHI LLIPS: That was basically your presentation up to
page twenty-four? Because the following slides --

MR. VEEI SSMAN:  The slides go from| guess twenty to
twenty-four is simlar to slide twenty-one. Different service.

JUDGE PHI LLIPS: Does anyone have any questions, clarifying
questions, on anything up to slide twenty-four? Okay.

Coul d you call your next presenter, please?

MR. VEI SSMAN: | don't believe there was specific scoping
questions on the power supply portion of the case, so obviously
power supply is an issue we discussed today, and |'ve asked
M. Napoli -- M. Napoli, he's our power supply wtness to
di scuss how power supply is being addressed in the plan. He'l
be able to answer questions on those issues.

MR. NAPQOLI: Your Honor, what's shown up on the screen is
really just three basic bullets for consideration of power
suppl y.

One is in our baseline plan does neet -- was put together
in consideration with the Federal State standard requirenents,
and the NYI SO planning requirenments for reliability, and it does
preserve all the options in front of us for new energy resources
and/or transm ssion projects that are currently under
eval uati on.

In the base rates, anong other things, we do include the
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cost of Nat Gid PSA, which is different than the rest of the
toll agreenents that are in the pass-through rate, LIPA s share
of NNne Mle point two, the capital QO&V costs associated with
that, and the cost for N-1-1 transm ssion projects, which we'll
subj ect under the T and D di scussi on.

Qur integrated resource plan, that | repose to work on, now
that we have cone to the conclusion that we're working under the
NYlI SO pl anning criteria, we wll take a nore in-depth | ook at
where we intend to go with the planning for Long Island. Wat
that neans in terns of the supply future, whether or not
additional supplies will be needed in the future, when they wll
be needed, what type they wll be, will replacenents be needed,
transm ssi on, how energy renewabl es, energy efficiency
renewabl es, storage, demand, on-site activities wll
i npl enented; all of that will be done within the confines of our
| ntegrated Resource Plan, that we are |l ooking to conplete all of
the base nodels by the end of this year, and then go forward
Wi th our public outreach and input to finalize scenarios and
recommendations. That's basically all | have.

JUDGE PHILLIPS: Are there any clarifying questions? 1Is
t here anyone in the audience? Can you cone to the podiun? Just
state your nane.

MR. GARVEY: M nane is John Garvey. |I'mfromthe DPS

M. Napoli, wll you confirmwhether or not the two

projects that were previously discussed in the Uility 2.0
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proceedi ng, the South Fork and the Far Rockaways projects are
presently included in the capital budgets for the 2016, 2018
peri od?

MR. NAPOLI: Regarding the South Fork, we do not have a
specific Uility 2.0 plan enbedded within there, but we do
wi thin our FPPCA rate have cost or proxies for, what wl|
ultimately be a solution, in other words, we have put in noney
to solve the potential shortfall on the eastern end of the
| sland. The ultinmate solution of which is yet to be determ ned.
So, it is in as a proxy of peaking units, but not with respect
to that being the ultimte solution, and regarding the N-1-1
that which are the violations in the Far Rockaways and G enwood,
that is in the base rate delivery charge as under the exhibits
fromT and D

MR. GARVEY: In terns of the South Fork, could you explain
alittle nore howthat's an actual line itemwthin sone
testinony, is it in an exhibit in the rate case, or is that
di scussed in the testinony?

MR. NAPOLI: Yes, it actually is an exhibit. [1'll actually
have to | ook at the nunber for you, but it is in the exhibits.

MR. GARVEY: But to the extent in terns of the scoping
issue to the extent that those two projects are already enbedded
in the rate case, we believe because that they will have a
revenue requirenents inpact during that period, that we believe

those two should continue to be discussed in the rate case, they
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are already included in the rate case.

JUDGE PHILLIPS: Wen you say those two projects, which, do
t hey have nanes or are they --

MR. GARVEY: Do they have official nanmes, M. Napoli?

MR, NAPOLI: | will defer to one of our T and D people
speak, but there are specific designations for the N-1-1
projects in denwod and Far Rockaway, they are here today, so
t hey can give you specific nanes.

And the South Fork, not a specific nanme. W have an issue
with the South Fork, and what is enbedded in the rates is an
attenpt to avoid a higher cost transm ssion sol ution.

MR. GARVEY: The only other project in Uility 2.0 that we
believe should be in the rate case is their [imt to AM
depl oynent, smart neter deploynent. It is a limted depl oynent,
and that's included in the capital budget of the rate case. The
other programs fromUility 2.0, we don't believe will have a
revenue requirenents for the 2016, 2018 period, therefore, just
those three projects we would like to include in the rate case.

JUDGE PHILLIPS: So, just to clarify, there's the
AM project, and then there are two N-1-1 transm ssion projects
that will be nanmed, hopefully, when soneone el se cones up?

MR. DAHL: Yes, | can nane themright now.

JUDGE PHILLIPS: ©Oh, could you cone to the mc, please?

MR. DAHL: It's Curt Dahl, manager of T and D pl anni ng.

Wthin Exhibit CBP 2, the very end of CBP 2 there, there's




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

120

a line of NN1-1 projects. Underneath that line itemis Valley
Stream East Garden City, New 138 KB cable, and Syosset Shore
Road, new 138 KB cabl e, and phase in regulator, and those are
the two projects which were being referred to here as N-1-1 that
are in our base capital plan to address the NN1-1 |[imtations.
Also, we'll be covering themlater in the presentation.

JUDGE PHI LLIPS: Thank you.

MR. KLI MBERG. Stanley Klinberg on behalf of Caithness
Ener gy.

M. Napoli, could you tell us what opportunities will be
avail able for the public to review and coment on the
assunpti ons of nethodol ogy being enpl oyed in connection with the
i ntegrated resource plan?

MR. NAPOLI: Yes, currently we have and are continuing to
devel op on our website, information about the |IRP process, and
very shortly, the public input function will be active where we
can receive coments indirectly.

As we work towards conpleting sone base nodels for the end
of this year, we intend to set up a nunber of public outreach
sessions in consultation with LIPA and the DPS, and we will hold
those to get that input to finalize that process during the
first quarter of '16, so that we can formthe final scenarios
and recommendations to the LIPA cost.

MR. KLIMBERG. WII| the public have an opportunity to

review t he assunptions and the nethodology in order to be in a
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position to coment effectively on the assunptions and

met hodol ogy, in order words, what will the process be? WII
there be effectively a discovery process that will allow the
public to becone infornmed about the nethodol ogy and assunpti ons
that are being considered, and to respond to them and when

m ght that occur?

MR, NAPOLI: Well, | think that's really -- that's beyond
what we filed in the case here, and the case does not cover the
| RP and its process, so we have to put that into our testinony,
but regarding the process, when we cone out and do those
outreach sessions, yes, we wll discuss what are the assunptions
that went into each of the base nodels, and what the outcone of
those were in order to allow people to be inforned, and to ask
appropri ate questions.

MR. WVEI SSMAN: The IRP is a process that we're undertaking
on behalf of LIPA. The process itself wll ultimtely be a run
by and rul es established, and rules made by LIPA;, is that
correct, Paul?

MR. NAPOLI: PSEG Long Island is running the process. LIPA
will certainly reviewit, and we wll go over it, and has
oversi ght over the entire process.

MR. KLI MBERG. Previously there was an indication that the
| RP process woul d be conpl eted by Decenber 2015. | think you
just nentioned that it would be continuing into the first

quarter of 2016, and based on that, could you lay out the
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tinetable for the I RP process, and what you expect the Board's
role to be, and when the Board m ght opin on the IRP plan that
m ght be recomended by PSEG Long | sl and?

MR. NAPOLI: There may be sone m sconception when we say
the end of 2015. W will have conpleted our work by the end of
2015 in order to hold public outreach sessions, have
information, be able to share informati on and answer questi ons.
We expect to conplete all of that in the first quarter of 2016.
At which tinme, we'll conplete a final recomendati on or
recommendations that we will bring forward to LI PA' s managenent,
and follow the process that they lay out, which | believe wll
i nvol ve making a presentation to the LIPA Board of Trustees.

MR. KLIMBERG. In the event that PSEG Long Island were to
recommended changes in the baseline power supply plan, or LIPA
Board woul d deci de to nake changes in the baseline power supply
pl an, how m ght that be reflected in the rate plan in the event
that there are revenue requirenments that m ght attend, m ght
arise fromthose recommendati ons of LIPA Board decisions; in
ot her words, if either during 2016 to '18, or shortly
thereafter, there were changes in the baseline plan that m ght
requi re PSEG Long Island and LIPA to incur costs during the rate
pl an period, how mght that be reflected in the delivery rates
that are being proposed during the rate plan period?

MR, NAPOLI: Well, it's very hard for ne to specul ate as

t he outcone of what that will be, which is really what you're
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asking. Because | think the question will be the exact sane as
what woul d happen if the costs were far | ess than what you
t hought they were going to be.

MR. KLI MBERG. What is the nechanism in other words? |
realize you don't know what, at this point, what PSEG Long
| sl and m ght recomend as a result of this conprehensive |IRP
process or indeed what the LIPA Board m ght determ ne, but what
woul d the nechani sm be for reflecting any potential increase in
revenue requirenents during the three-year rate plan period
related to changes in the baseline power supply plan?

MR, NAPOLI: Well, if the changes you are saying are solely
associ ated with power supply, and not, for instance, a
transm ssion solution, which also could be the case, if they're
solely for that power supply, the mechani smwould be through the
FPPCA rate.

MR. KLI MBERG. Changes in the cost of non-fuel related cost
associated with the National Gid plans are reflected in
delivery rates, Not the FPPCA; isn't that correct?

MR. NAPOLI: That's correct.

MR. KLI MBERG. So, changes in the National Gid
arrangenents could potentially affect the revenue requirenents
and the delivery rates during the rate plan if determ nations
were made during, as a result of the Integrated Resource Plan or
ot her wi se, that sone of the plans, one or nore of the plans,

m ght be ranped out?
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MR. NAPOLI: | don't know what your question is, |['msorry.
What is your question?

MR. KLI MBERG. The question is, isn't it correct that
changes in the contractual arrangenents for the National Gid
pl ants under the Power Supply Agreenent could affect the revenue
requi rements and delivery rates during the rate plan period?

MR. WEI SSMAN: | believe that woul d be addressed -- |
bel i eve we addressed that through the DSA provisions, isn't that
correct?

JUDGE PHILLIPS: Can | just jump in. | think, and correct
me if I"'mwong, | think he's just trying to understand, is
there a rate nechanism proposal, charge, sonething in this rate
filing that would reflect the kind of changes that he's
concerned about during the period from 2016 to 20187

MR. WVEI SSMAN: | believe the DSA provides for --

JUDGE PHI LLIPS: So, the answer is, they believe the DSA
wi || possibly have that affect; is that correct? | don't want
to put words in anyone's nmouth. |Is that correct?

MR. WEI SSMAN: That's correct, Your Honor.

MR. KLIMBERG. And the DSA is a proposal, so if the DSA is
not approved or approved to cover power supply then the
i ncreased revenue requirenents, if any, would have to be
recovered ot herw se?

MR. WEI SSMAN: | believe that's correct.

MR. NAPOLI: Again, assum ng there were increases.
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JUDGE PHI LLIPS: GCkay. Thank you.

Are we noving on to slide twenty-six? OCh, I'msorry, you
have a question, clarifying question on the rate matter?

MR. BJURLCF: Yes, a question about process and where
issues will be addressed.

The handling of capacity contracts clearly has a
potentially major inpact on things like Utility 2.0, and REV,
and the advance of future of renewable energy. LIPA treats
their contracts in a way, typically, fixed contracts, twenty
year kind of commtnents.

My question is whether the question about the capacity
contracts will be discussed as part of this proceedi ng or
whether it will be in the IRP, and if it's in the IRP, the
question is whether you will have any access to that at an early
stage |li ke you have at this proceeding, or whether it wll just
be presented by the end of the year, here's what we're going to
do, public coment, da da da (phonetic). So if you could
clarify where the issues on capacity contracts wll be
addressed, | would appreciate it.

JUDGE PHILLIPS: [I'msorry. This actually sounds simlar
to what we were just discussing, and | think ny takeaway was
that the IRP is run by LIPA | believe. |[|s your question
different fromthe one that was just asked, you' re asking about
the I RP process?

MR. BJURLOF: | think this will effect the actual rate.
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It's quite possible you have above it --

JUDGE PHILLIPS: | think that's a different question. Are
you aski ng about the IRP process, or are you asking if what
happens in the IRP process is going to be reflected in the rates
that are a part of this rate matter?

MR. BJURLOF: |'m asking in which process, whether it's the
| RP process or this process, that the inpact and the capacity
contracts will be discussed and dealt wth.

MR. NAPQOLI: 1've also been joined here by ny fell ow
panelist, M. Wttine, who is our manager of planning and
analysis. But the contracts, as | nentioned before, all of the
other tolling agreenents of and within the PCA are within the
FPPCA, and they will be addressed within that rate, and that's
where your capacity and your fuel costs are right now.

MR. VEEI SSMAN:  That is outside of the delivery rates that
are being addressed in this case?

MR. NAPOLI: That's correct.

MR. KLI MBERG. Your Honor, Stan Klinberg again.

My understanding is that PSEG Long Island is going to be
managi ng the I RP process, integrated resource planning process,
and that at sone point at the end of the process, there will be
recommendation to the LIPA managenent and Board regarding
resource planning requirenents and strategies, and so, that was
one clarification, | think if PSEG could confirm whether |'m

correct in that regard?
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MR. NAPOLI: That's correct.

JUDGE PHILLIPS: Right, we already covered that, | think.

MR. KLI MBERG. | thought you had, Your Honor, said
sonething different, that's why.

JUDGE PHILLIPS: | hope not. That was not ny intention.

MR. KLI MBERG. Could you explain what is the plan at the
end of the PSEG recomendation regardi ng LI PA managenent and
Board review on the results, is there a process that's been
identified?

MR. WVEI SSMAN: Cause for specul ate, but --

JUDGE PHILLIPS: Right. | don't know what el se we can add
to the discussion of the IRP process. | personally don't know
about the IRP process. | don't think that that process is part

of this rate matter. They already answered that they believe
t hat any possi bl e changes would be reflected in the DSA. |
don't think there's much nore that we can cover on that issue
that pertains specifically to this rate matter, | don't think

So, if you have a new question or a different question,
that's fine, but | don't really want to cover ground that we've
al ready covered.

MR, LAROCE: Chris LaRoe of IPPNY. | just want to clarify
if I"'min the right proceeding.

| know Utility 2.0 is on upcom ng slides, so | don't have
the benefit of seeing those slides ahead of tine, so |I'm not

sure if | should wait or not, but one of the Utility 2.0
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recommendati ons was a twenty negawatt sol ar PV expansion on the
utility scale. Can you tell me if the current rate case counts
for that in the baseline power supply, if it has a rate recover
mechani sm for that project? Wuld that be done pursuant to an
|RP, or is there a third avenue for that project in advance that
| am not aware of ?

MR. NAPOLI: M understanding is all of the costs
associated with Utility 2.0 are not in this proceeding, just as
the inmpacts, if you will, of UWility 2.0 are not in this
proceeding. |If they're renoved fromthe | oad energy forecast --

If the Utility 2.0 Program as | understand, were included,
the | oad and energy forecasts that's currently being utilized
woul d be I ess than what it would otherw se be. That's why the
N-1-1, Paul as well as Curt referred to, those costs or
transm ssion systeminvestnents are included.

The ot her question another gentl eman asked is, what about
the local reliability issue on the east end that deals with
transm ssion. Initially before the case was actually filed, the
t hought was is that certain features of Uility 2.0 would be
assuned to be in place on the South Fork, which would allow for
the deferral of transm ssion systeminvestnent.

When t he decision was made to renove all the cost and/or
rel ated inpacts or benefits for the Uility 2.0 fromthis case,
we were then still at a situation where we were confronted wth,

here's a reliability issue that's local for the South Fork.
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Because of the cost associated with the upgrades in the

transm ssion system woul d be required, a decision was nade as a
proxy for the tinme being is to assune that several snal
conbustion turbines are added to the east end in 2018 and 2019.
The PPA costs associated with those conbustion turbines are

i ncluded in fuel and purchase power for the 2018 -- | know t hat
the rate case ends in 2018, but they also carry on into 2019.

Those are intended to just solve for satisfying
reliability, and the cost were intended to be a proxy. So,
ultimately, a decision is made with respect to, you know, what
is going to be the conposition of Uility 2.0, and how rapidly,
you know, will it in fact actually be inplenented. If Uility
2.0 is approved, so to speak, and there are neasures that can be
put in place out on the South Fork, then obviously we would not
be putting in a separate cycle CT zone.

MR. LAROCE: I'msorry, | guess maybe | mssed it. How does
that relate to the cost recovery for the twenty negawatts of
sol ar PV, whether that be, whatever avenue that would be covered
in?

MR. NAPOLI: To the extent that that program that twenty
megawatts of solar PV, was considered to be a Uility 2.0
Programin there.

If, in fact, we are tal king about the installation of solar
PV, | nmean typically those costs are treated as costs of fuel

and purchase power and recovered through the FPPCA, just I|ike
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the FIT 1 and 2 Program

MR. LAROCE: | guess I'mstill not sure if I"'min the right
pl ace or not.

MR. VI SSMAN:  Per haps, we can nove to the next slide. The
next slide covers Uility 2.0, and we have M. Volt here to
speak to that as well. There's a slide in between on netrics
but I'mwondering if M. Volt --

JUDGE PHILLIPS: Do you want to finish with Utility 2.0, is
t hat what you're saying, you want to go out of order?

MR. WEI SSMAN:  Yes.

JUDGE PHILLIPS: That's fine with ne.

MR. VEEI SSMAN:  So, we'll go out of order, and also, |I'm not
sure if there are going to be any questions on the netrics
presentati on.

JUDGE PHI LLIPS: Does anyone have questions on netrics?
Ckay.

We're going to maybe junp to Utility 2.0, slide 27

MR. VI SSMAN:  Agai n, Your Honor, | appreciate that, and
just for the benefit of our netrics wtness, we have incl uded
that in this presentation for conpl eteness, but |I'mnot sure
that in this technical conference there's a need to spend tine.
Maybe in the interest of tinme, it mght be better served by
moving forward to Utility 2.0 and ask M. Volt to --

MR. VOLT: Do you want to nove it to slide 27 before | do

287
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MR. VEEI SSMAN: A brief touch on how we address Utility 2.0
in the case, and hopefully, this will set sone of the ground
work for, Your Honors. W were legally required under the
Ref orm Act and under the OSA to nake annual filings related to
the energy efficiency generation, and advance grid prograns. In
so, | guess back in July of this year, and again in Cctober, we
made filings under those requirenments to propose Uility 2.0
projects. Those prograns are described in the rate plan, and we
al so describe in the rate plan, the LIPA Board of Directors
approval of the 2015 operating budget anounts for Utility 2.0
Program devel opnent, and certainly, capital budget, and
operating budget anounts for 2015.

However, we did not, because the Utility 2.0 Program has
not yet been authorized beyond that anmount, those projects were
removed fromthe rate plan, the rate plan, the 2016 to 2018
period. W still strongly support those projects for 2016 to
2018 period. W believe they are in conformance with the
State's Renewabl e Energy Vision, Reform ng the Energy Vision,
and that proceeding that's ongoing now, we're taking part in
that, we're continuing to support these projects. But for the
purposes of this rate case, at this tinme, those projects are not
i ncl uded.

| know peopl e have questions for M. Volt, and we did
include a slide here, the tineline for what we anticipate to be

Uility 2.0, recognizing that these projects have not yet been
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approved, and M. Volt is here today to speak to that, and
answer any questions regarding how we're handling those projects
at this tine.

MR. VOLT: Thank you, Pat.

So, as was stated earlier, none of these are in the rate
case. We left these out, and basically, we don't have approval
yet of our Uility 2.0 Plan. But what | wanted to |ay out here
for you is in January we got a prelimnary recommendation from
DPS Staff, and |I've heard earlier today we may have nore form
conpl ete recomendation within a couple of weeks; but based upon
the prelimnary recommendation from DPS Staff, and what we
believe to be projects that appear to be wanting to get nore
detail ed RFPs out, so we can nore detailed cost estinmates on
t hese prograns. This is what the $2 million was for.

The devel opnent fund was to take sonme of these projects
fromconcepts that we filed on Cctober 6th, put nore detail on
them get nore detailed cost estimates, and then go back to the
LI PA Board in a separate proceeding, and request for cost
recovery at that tine.

So, | just wanted to wal k through the projects that we're
moving forward with right now, and | say noving forward, but not
i npl enenting, but getting nore detail ed cost estimtes, and
getting nore detailed designs. The three that are nentioned
here, we call them | oad pocket initiatives. There's a South

Fork which you have heard a | ot about today, that's to avoid a
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transm ssi on project.

We have an RFP that's being devel oped jointly with the
Power Supply Group that will address the South Fork. The piece
of it that's related to the energy efficiency demand response
| oad control is a thirteen negawatt target that was filed in our
Cct ober 6th pl an.

Simlarly, the G enwod and the Far Rockaway | oad pockets,
they're each addressing on the right side of this chart up
above. They are each trying to adjust a twenty-five nmegawatt
| oad reduction, which would reduce the anount that would
ot herw se be needed to neet the N-1-1 criteria. So, we have
RFPs going out in both of those areas. About thirty days after
we issued the RFP for the South Fork, we intend to issue two
separate RFPs, or it could be conbined, but one is going to be
for d enwood, and one's going to be for the Rockaways to | ook at
all sorts of |oad reduction, demand response, |oad control
t echni ques, which again would alleviate the peak |oad, and cause
sonme relief on the N-1-1 solution

The next one down here is the advanced netering initiative.
We had filed back in July and then we updated it back in Cctober
to install essentially a comrunication backbone, which woul d be
i sland wi de throughout all of Long Island. W would have the
capability of communicating renotely with our AM netering
networ k, and then we would al so over a four-year period -- |

just want to backup to the headline, it's "15 to '18, so this
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entire page is over the next four years. W wouldn't do this
all at once, but beginning in 2015, there was sonme noney
approved by the LIPA Board subject to further review, they
approved $3.9 mllion to do the comruni cati on backbone, and the
first phase of these 50,000 AM neters. Primarily, addressing
the | argest custoner rate, 285 accounts.

Then there's the South Fork mcrogrid project. This is a
situation again, on the sane area in the South Fork where we
have a significant |oad constraint and the high | oad growth
area, PSEG proposed investing in a five negawatt, twenty-five
megawatt hour battery storage project. W received bids
yesterday from sone consulting firns that are going to help us
further devel op that project, and again, we would go back to the
LI PA Board, when we had the project fully devel oped, with cost
estimates to construct and operate a battery storage project on
t he Sout h Fork.

Lastly, the demand response initiative we had proposed. |
t hink the nunber was $106 nmillion over four years to reduce peak
| oad by 125 negawatts, and this was cost effective. | want to
point out too, all of these progranms will only nove forward if
they're cost effective relative to other supply alternatives,
and generally speaking, direct |load control is | ess expensive
t han buil di ng peaki ng generators or transm ssion solutions. So,
we proposed that in our COctober 6th filing, and as | said this

whol e page has not yet been approved by the LIPA staff, | am
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sorry, by the DPS staff, but we did get a prelimnary
recommendation fromthem and we have been working every week.
We have a call with LIPA and DPS Staff to go over these

projects, try to refine them and then ultimtely, separate from

the rate proceeding, we're noving forward.

So, with that, |I'm avail able for questions.
JUDGE PHILLIPS: | actually have one clarifying question.
| thought you just -- not you, the previous person said AM was

in the rate case.

MR. GARVEY: Let ne clarify what | said. You actually said
it correctly. If you look in the top row of the three projects
to the right, the South Fork, G enwood, and Rockaways.

M. Napoli indicated there are cost proxies in the capital
budgets for these three projects.

Now, when they say that Utility 2.0 is not included, they
mean the alternative to those cost proxies are not included in
the capital budget.

JUDGE PHILLIPS: [|'mnot asking about that, I'monly asking
about the AM. | thought, just a little while ago, | apol ogi ze,
| am not good with nanes, | thought it was stated that AM was
in.

MR. GARVEY: | did state that, and | believe there is
approximately $21 mllion in the rate case for AM depl oynent.

MR, VOLT: | can clarify that. In July of |last year, we

filed this AM infrastructure, which was to install the




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

136

communi cati on network, and then also to install 50,000 AM
meters. That was approved as 3.9 mllion for the first phase of
that in 2015, which is prior to the rate case being started.
Assum ng that we nove forward and we construct that
communi cati on network this year in 2015, the capital budget
included $7 mllion per year for 2016, 2017, and 2018 for AM
enhancenents to expand, but that was not the sane as this
initial AM deploynent, it was an expansion of it.

JUDGE PHI LLIPS: GCkay. Thank you.

MR. WVEI SSMAN: |s that expansion part of the Uility 2.07?

MR. VOLT: It's not part of Utility 2.0. It's part of the
capi tal budget.

MR. WVEI SSMAN:  Right, and M. Eichhorn is here to speak to
that later in the presentation

MR. GARVEY: Just to reiterate DPS Staff's position, is
that we believe the three projects on the first row, in addition
to AM depl oynent generally, should be addressed in this rate
case.

JUDGE PHILLIPS: GCkay. W got that. Thank you.

Does anyone el se have any clarifying questions on the slide
that was just covered?

Who' s responsible for the next set of slides?

MR. WVEEI SSMAN:  Next slide, Your Honor, is just a brief
di scussion of Long Island Choice, which I'Il present. | think

we had di scussion of this this norning.
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We are proposing in the case no changes to the Long Island
Choice Programat this tinme. Particularly in the context of
this rate case, there is the pending IRP that's ongoing, a
capacity market study, and there's separate departnent review
that's been suggested to go to Long Island Choice. There are
still substantial fixed power costs that will remain in the
delivery rates for the Nat Gid PSA, and NNne Mle Point 2 costs
incurred by the conpany will continue to focus on being
conpliant with the REV process and other New York utility choice
progranms, but it may not be possible. There are nmany, nmany
issues with regard to retail choice on Long Island that really
need to be addressed. W agree with the recommendati on nmade by
DPS staff and I think that was concurred by the ESCOs that a
separate track for the consideration of Long Island Choice is
war r ant ed.

| think these kind of questions cut across the testinonies
and the expertise of a couple of our different w tnesses,

M. Trainor, M. Napoli, and I would request that in the context
of this technical conference that if there are any additional
questions with regard to that, those questions be directed to

t hose witnesses, and we'll see if we can nove forward.

JUDGE PHI LLIPS: Before we go there though, | thought the
position this norning was to sever the Long |Island Choice issues
fromthe case?

MR. WEI SSMAN: That's correct, Your Honor, we agree with
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DPS Staff and the ESCOs in their scoping docunents to sever and
consi der Long Island Choice issues in a separate proceeding.

JUDGE PHILLIPS: Are there any parties here that have a
different position on that, who wanted to ask questions about
Long Island Choice, New York City? Let's go off the record for
a second.

(Wher eupon, an off-the-record discussion was hel d.)

(Wher eupon, a brief recess was taken.)

JUDGE PHILLIPS: Let's go back on the record. W are going
to continue with -- which slide are we going to continue with?

MR. WVEI SSMAN:  We're on slide 30, Your Honor, it's consuner
outreach. One of the issues that the DPS requested we address
in the technical conference was our resourses for consumner
outreach, and we've asked M. Dan Ei chhorn, who is VP for
customer service, and one of the witnessess in the case to speak
to that issue raised by DPS.

MR. ElI CHHORN: Thank you, Matt. Good afternoon, everybody.

One of the things that we recognize at PSEG Long Island is
the inportance of communicating wth custonmers and keepi ng them
up-to-date as to what we're doing, what new services we have,
what new enhancenents, and al so reaching out to themto get
their input, and to what is it that custoners are | ooking for.

In fact, one of our nost inportant nmetrics that we have,
it's one of the heaviest weighted nmetrics is our J.D. Power

customer satisfaction score, and if you | ook at J.D. Power,
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J.D. Power provides us with tons of information, and one of the
things that is very evident in J.D. Power scores is, the nore a
customer can recall comunications fromthe conpany, the nore
satisfied they are. Likew se, the nore a custoner gets invol ved
and takes action, so if they participate in sonething |ike

bal ance billing, or paperless billing, or they get involved

with an energy efficiency initiative, the nore actions that they
actually take with the conpany, the nore likely they are highly
satisfied, and that's sonething that we really take near and
dear .

We know al so during storns, communications is neck and neck
with actually doing the restoration. So, nobst custoners know
we're not going to be perfect, but they don't accept that we
can't conmmunicate to themand at | east give theman idea on
what's going on. So, a lot of our plans that we inplenented in
2014, and the things we're looking to do through the rate case
years is really to enhance the communi cati ons, the outreach, the
engagenent that we provide with our custoners.

On that slide is a listing of the different nmediuns that we
use to communi cate with custonmers. |It's approximately twenty
different ways. What we're really trying to do is reach
custoners of all ages, of all types. W have custoners who
still operate and work in the cash society, and they like to
deal with us face-to-face in custoner offices, and we opened two

new custoner offices in 2014 to neet the demands of that
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cust omer group

We al so have a newer generation, people who are much nore
online, much nore self-service. One of the things we did in
2014 was repl aced our autonated phone systemin the call center,
and we've had a | ot of success with custonmers increase in their
activity in that. W' ve reduced a custoners' wait tinme to do a
transaction in the automated system So, you can see the
various nethods that we have for communicating wth custoners.

One thing that is up there too, is a community partner
program Just to give you a feel for that, what we're doing is
using our enployees, a lot of it on their own tine as a
vol unteer effort, to go out into communities and get involved
and give custoners presentations as to energy efficiency,
el ectric safety, understanding your bill, ways to pay your bill
ways to communicate with us. That's a program where we're
getting people in the conpany to go out, and if they're invol ved
in a church group, a social organization, a sporting club
possibly a rotary club, anybody that would really want to
understand energy efficiency, electrical safety, or just what is
our general plan in the conpany.

We're planning to do hundreds of these neetings a year, and
we have it as an initiative for all of our managers to get their
enpl oyees involved. Part of that is, our enployees are super
dedi cated and super confident, and we know that they're |eaders

in different organi zations that they are involved in outside of
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wor k, and we know that if they communicate a nmessage to a friend
or relative, it's |like a trusted source conmuni cati ng that word.
That is sonething that we feel is unique. W have shared that
at other industry conferences, and we get a |lot of attention
fromthat by trying to | everage our enployees and their
relationship in their community to bring the nessage and the
things that we offer out to custonmers, as well as a lot of the
traditional things that you can see on this slide that we do.

As far as the scope of our outreach, I'd really like to
break it up into about five mpjor segnents. Qutreach for our
| ow i ncone custoners, outreach for education, storm
conmuni cati ons, our governnent conmunications, and in nore of
our corporate and nedia communications. And I'll just say a
qui ck word or two about each of those mmjor categories.

So, in the area of |low income custoners, we try to reach
our low incone custoners through a couple different neans. One
of the big ways is through bill inserts, through direct mailers,
but another way that we really try to |l everage getting to | ow
i ncone custoners is through the various states and | ocal
agencies that deal with low incone custoners. W did have a | ow
i ncone conference or fair, you can call it, where we invited a
| ot of those organizations in. So, if the organizations who are
dealing with [ ow i ncone custoners, if they know what's avail able
through the utility, they can pass that on to custoners when

they're dealing with themin various social services that people
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get involved wth.

In the education area, what we try to educate custoners on
one is their consunmer rights. W're always trying to educate
custoners on electrical safety. W do that just about every
time we see a stormrolling in, and give custonmers rem nders
about wires down, stay away fromthem call us, regardl ess of
whet her they think it's a tel ephone, cable, or electric wre.

A I ot of our comrunications are around energy efficiency,
how can custoners save noney on their bill, and that's one thing
that we really want to focus on in the rate cases. One of the
bi ggest drivers of a custoners' nonthly anmount that they pay is
their usage, a two percent or four percent increase in their
bill. If custoners really get engaged with energy efficiency,
it wll far offset two or four percent. So, the thing that
custonmers can do to reduce their bill, the greatest, is right in
their control by using their usage, nonitoring it, and doing
sone things that are good just practices in general, and that's
sonmething we really want to key on in the next few years.

Anot her thing that we try to educate custoners on is a | ot
of our offerings and our enhancenments. As | nentioned,
custoners tend to have nuch greater satisfaction, the nore
they' re engaged and the nore they're interacting with us, so
custoners need to know that a week ago we just nade it avail able
that they can pay by credit card. W' Il have sone informationa

canpaigns that will start next week to | et them know about that.
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We have made changes to our balance billing program so
that it stabilizes the balance billing. W've al so nade changes
to our paperless billing enhancenent where on a custoners' bill,
they'Il get a due date and the anount due right in the e-nai
they get every nonth. So, we're really making business a | ot
easier for themto do business with us.

We have a series of enhancenents. W have a five year
technol ogy plan that we really think will benefit custoners in
the way we communicate with them the way we outreach them and
the way they communi cate with us. W' ve | ooked across all
industries, and there's sone really great things that airlines
are starting to do with when a custoner calls you froma snart
phone, the phone systemw || recognize it's a smart phone, and
it'"ll push an app out to that custoner's phone. It'll allow the
customer rather than talk voice to navigate through the
aut omat ed phone systemon their smart phone. So it's things
that airlines are doing now. They're all the types of things
that we are | ooking. Those are the type of things that we want
to inplement over the next few years, and that's part of the
reason why we have an increase in our rate case for inprovenents
and opportunities in outreach in our custoner service.

When you | ook at the offerings that we have now, they're
probably about what a conpany would offer ten to fifteen years
ago, very little state of the art, really technol ogy that would

wow a custoner that would really neet the needs of sonme of these
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energi ng custoners that are comng into the workplace, and into
owner shi p of phones, and being our custoners.

The other major thing we focus on is storm conmuni cati ons.
We have an entire storm communi cations organi zation, which is
made up of seven directors. So, when we see a stormcom ng and
we go into storm node, every director in custonmer services, as
wel | as our government affairs and our corporate conmunications,
has a separate stormrole, and a separate team and everybody
has a role. W've really beefed up those comruni cations, and we
want to take it to the next step. So, sone of the thing that we
want to inplenent going forward is better comunications with
muni ci palities. W' ve inplenented this year sonething called a
Muni ci pal Portal where villages and towmns can log directly into,
not our nanagenent system but a portal, and they can tell us
what critical facilities they have out, and they can tell us if
there's a roadbl ock because there is a wire down, they need
sonebody to conme out and identify whether that wire is live,
make it safe, whatever we need to do. So, we want to take that
to the next |evel.

That was really in the acconodati on of governnment
communi cati ons and storm comuni cations -- as well as governnent
communi cati ons, one of the areas that we focus onis really
trying to do outreach, so that when we have a | arge project that
we' re doing public neetings, we're neeting with township

officials, neeting with governnent officials, and really |aying




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

145

the ground work out, so that people know we m ght be com ng out,
m ght be working in the street, m ght have to disturb sone
areas, and give people's thoughts, ideas and work together with
the towns and vill ages.

In the fifth area, as far as our scope of outreach is
really in the corporate comuni cations and the nedia. There we
really | ooking at doing press rel eases, conmmuni cati ng openly
transparently with the media, and really try to provide
information out there. Another thing in that area is soci al
media. W really try to | everage our involvenent in socia
medi a. So, we have a Facebook page, we have a Twitter, and
other utilities, especially our New Jersey utility, has seen a
| ot of success, especially in stornms, putting information out in
a social nedia area where it can be shared with many people even
if you don't have a |lot of social nmedia followers. Those are
sone of the things we've worked on as well as the website, and
our outage maps and outage notifications.

W' ve covered a |l ot of stuff on this slide, and |I touched
on sone of it as we went through, so really what we think in
2014, we have done a much better job, and we have a very good
conpr ehensi ve outreach and comruni cation plan to customers. As
|'ve nmentioned, we have a whol e bunch of things that we're
| ooki ng to change over the next five years, fromtechnol ogy to
processes and enhancenents that we want to nmake for custoners,

and we really think it's critical that we get that word out to
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custoners so they know what's available in the real mof
efficiency, they know what enhancenents we've made, and what
things they can participate wwth us. That was all | had.

JUDGE PHI LLIPS: Does anyone have any clarifying questions
on what was just presented? kay. Could you tell us what your
next slide will be?

MR. WEI SSMAN: DPS al so asked that we address our AM
strategy. | think M. Garvey, who put that question out there,
and | believe we have Rick Wal den, who is going to cone up and
speak about our AM strategy. This is outside Uility 2.0.

JUDGE PHILLIPS: W have one question about outreach.

Coul d you come to the m crophone?

MS. LUFT: Irene Luft fromthe Departnent of Public
Servi ce.

What is your definition of a |low incone custoner?

MR. NAPOLI: The definition of our |owincome custoners are
that they are in sone other programthat establishes themas |ow
income. The primary one is heat, but we also have veterans that
are di sabl ed, we have social security. W have a whole list of
vari ous departnents, but again, the Uility doesn't classify a
custonmers' lowincome. W rely on a third-party to identify
themas low incone. They need to apply to that every year for
us to consider them|ow incone, so they nust be in heat, and
they need to apply for that every year, as an exanple.

M5. LUFT: | have anot her question about a community
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partnership programthat you mentioned, what kind of incentives
do you give these enployees? |'mnot sure if you said vol unteer
or --

MR. EI CHHORN: The way we work our community partner
program it's a conbination of neetings that we do after hours,
and sone neetings that we do during hours. Sonme of it is going
and visiting schools and giving safety prograns to kids, and
some of it is nmeeting wwth local fire departnents and giving
them updates. W ran a programon sol ar safety for fire
departnments, so if they go into a house with solar panels, they
have certain things they have to be aware of.

The prograns that we do during the day are typically run
ei ther by our managenent fol ks or our union folks. The prograns
we do at night are typically run by managenent. W don't give
any direct incentives out, so we're not telling people if you do
five prograns a year, you know, we're going to give you sone
kind of reward. It's something we've identified as an activity
t hat supports the end goal, which is to inprove our custoner
sati sfaction, inprove the perception, get the word out of the
things that we're doing, and it drives sone of the custoner
sati sfaction goals that we have. So there's no direct
incentives related to that program

M5. LUFT: So, if it's after hours, there's no overtine
i nvol ved?

A There's no overtine for managenent enployees. If a
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Uni on associ ate attends sonething after hours, we're obligated
by labor laws to pay them so what we try to do is keep our

Uni on associ ates focussed on prograns during the day that would
normal |y be paid, and then cover the after-hour prograns with
managenent, and there's no pay for the nmanagenent associ ates who
attend them

M5. LUFT: Thank you.

MR. WALDEN: I'm R ck Walden. [I'mgoing to cover a couple
of slides on our AM strategy.

On the first slide, | would like to highlight as sort of
the high | evel objective of our strategy, and maybe just touch
on a few of our current capabilities. W have no plans to
install a full scale AM deploynent, but we are planning to
| everage the consi derabl e anobunt of work that's been done at our
conpany since 2007 on AM progranms, and really it's designed to
i nprove custoner satisfaction, to inprove our operational
efficiency, and really to provide a platformfor future visions
w thout full scal e deploynent.

In terns of the current AM capabilities, we have about
7,700 neters deployed on the island. They're concentrated in
pockets based on previous pilots since 2007. One of the prinary
gi ven focuses of any AM programis to do automated neter
readi ng. We have an exceptional perform ng program W read
about 99.7 percent of all the neters every day. In fact, many

of themwe read every fifteen mnutes. W have every single
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type of nmeter on the system W can read the neter and produce
a bill for every tier of custoner, residential and comrercial .

On Fire Island, after Superstorm Sandy, we replaced all the
metering on Fire Island wth AM, and all of those neters have
been equi pped with renote di sconnect sw tches, so we've been
able to inprove that technology. W also have web present nent
capabilities for anybody with AM data. W basically take the
data that was read yesterday, we send it through our reader data
managenent system and present it on the web to custoners, and
they can view their daily consunption, they also get tips,
frequently asked questions, and can provide feedback. They
basically can learn howto interpret their energy consunption
i nformati on and make better decisions on how they consune their
energy nore efficiency.

|"mnot an electrical engineer, so |l won't get into the
al gorithmof how AM does this. W neasure voltage and current
and power factor in it supports identification of tanpering.
The last point that I'lIl make on this slide is, as | said it
earlier, we have a network that's deployed. In an AM system
you need to have a conmuni cations network, and the neters
actually communicate to the network, and then the network
communi cates back to the utility. So, that network is deployed
in pockets, as | nmentioned earlier, so that limts the ability
to put nore AM neters out across the Island, so we would have

to expand the network in order to have further reach.
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Next slide. Let ne talk about the future in ternms of
future deploynents and what's planned. Just segueing fromthe
point | just made, we want to increase the network, the
conmuni cati ons backbone, if you will, across the entire Island,
Nassau and Suffol k Counties conpletely. That would enable us to
strategically deploy AM as we want to across the Island at any
time, and it supports what's proposed in the rate case. W plan
to depl oy the communi cations network in 2015.

As far as the rate case specifically, they're really --
classify the deploynents in the rate case under two broad
headi ngs. The first is just adopting a policy of AM netering
just as a course of action for all new neters installed. All
new neters would be AM neters. W would have the AM
communi cations network installed in 2015, so those new neters
when they got installed beginning in 2016, they would connect to
the network instead of being, for a typical residential
customer, instead of being read every other nonth, they will be
read at | east every day, so estimated bills would be history.
Under that policy we would install about 40,000 residential
meters per year, and approxinmately 5,000 to 10,000 conmerci al
neters a year.

The second broad category for expansion would be what |
call saturation expansion. In contrast to the policy expansion
whi ch woul d be sort of random as new custoners cone al ong,

wherever they're |ocated, they would get a new neter. |f you
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had a problemw th a neter, that would get replaced, that woul d
be randomin nature. Saturation deploynent woul d be
specifically designed to address either specific problenms or
speci fic geographic areas. W have a safety problem a custoner
with a bad dog, we have custoners that are chronically unable to
access, so we estimate themtinme and tinme again where we woul d
depl oy new neters. A whol e new nei ghborhood goes in, they would
all get AM neters, or we want to do a whole route. W want to
elimnate a whole route of neters or a whole circuit, that would
be a saturation depl oynent.

So, the primary benefits of saturation, you really get
enough critical mass to sort of cash the check, if you will, and
realize the O and NV savings, or to get real benefits Oand NV
safety, etcetera. So, we're |ooking at about 6,000 to 10, 000
meters a year for that type of a depl oynent.

So, | thought it mght be helpful if you go to the next
slide to just get a visual of what does this |ook |ike, what
does the future look like at the end of this rate case period
for the nunber of meters that would be affected. We have
approximately 1.1 mllion neters, so at the end of the 2018
period by the adoption of these depl oynents, we would have
approximately thirty percent of our comrercial accounts
conpl eted, and we woul d have about fifteen percent of our
residential accounts conpl et ed.

So, with the commercial accounts, just sonme of the outcones
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that | would expect as a result of this, and there are many
others, but | just hit some of the highlights, O and N savings,
long termestimtes would go away, billing exceptions. A lot of
t hese commerci al accounts, especially the |large ones, are hard
to get to. They have a lot of billing exenptions because
they're manual ly read, and there are nunerous conponents that
meter readers have to read, and if they make a m stake, it kicks
out. W would have fifteen percent of our residential custoners
whose neters are currently read every other nonth, their

bi -nmonthly neter reading would go away. Those custoners woul d
have an actual nonthly neter reading, no estimtes. W would
address on safe conditions, as | just nentioned. Putting neters
in wth accounts with dogs with rear property access, etcetera.
Web presentnent of energy data would be available to nearly

200, 000 custoners. All 178,000 custonmers, all of themwould be
eligible to review their energy information online.

One of the real benefits here, we have a robust sol ar
program that's ongoing, as you all know. Besides inproving the
custoner billing accounts associated with those accounts, which
are many, it would support system pl anning and operations. The
meter that is on those accounts right nowis a net neter, so you
can't really tell how much energy was generated versus consuned,
it calculates the net, so we really need that information for
the T and D fol ks. They know better than | what they need for

that, but that would be hel pful to them
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Lastly, another exanple, we would elimnate sone of the old
| egacy systens. W have a systemthat's called M-90, that's a
di al -up system where we access approxi mately 1,500 of our
| argest accounts, and they would be elimnated. W would
elimnate the people that support that in the back office, the
vendor support, and besides those accounts are fairly
unreliable. They're accessed by plain old tel ephone |ines, pots
lines, or cellular nodens, and both of those are not as reliable
as the new technol ogy, so those are a few of the highlights of
our strategy.

"1l be happy to take questions.

MR, BJURLCF: Just a quick question, what is the -- |
assune a wreless comuni cation structure that you' re using for
that. What is the conmunication infrastructure, and what's the
cost of that, and have you nade an assessnent of security
concerns that are involved.

MR. WALDEN: Communi cations really has two parts. There's
approxi mately a 900 negahertz frequency RF comruni cati on between
the neters. They talk to thenselves, and they hop to the
nearest neters, and then they communicate to a device called a
coll ector, and those collectors comuni cate back to the utility
using cel lular communi cations |i ke a Verizon backhaul .

The cost of our communications network is approximtely
$1.6 mllion. |It's actually -- Long Island is ideal for this

type of technology. |It's very flat, it has high density. It's
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about $1.6 mllion.

MR. BJURLOF: So, this is a wreless 900 negahertz, Verizon
is what you're using actually?

MR. VWALDEN: Well, the 900 negahertz is the AM vendor's
communi cation and that's fairly standard in the industry. The
backhaul is w reless comrunication

MR. BJURLOF: Have you | ooked at other technol ogy since
there is free -- w-fi, for exanple, can be done securely that
woul d have no cost?

MR. WALDEN. Well, we are actually |ooking at our own fi ber
network at our Utility, so that's sonething we're | ooking at as
well, so it would be private.

MR. BJURLCF: | was tal king about w rel ess.

MR. WALDEN: Well, we're so early in the process that new
technol ogy we're | ooking at constantly.

MR. FRODO  Joe Frodo of Suffol k County.

We have been having a nunber of billing issues with PSEG
that we are currently working out. One of the things that we're
doi ng to overcone sonme of those issues is to have AMs installed
on our largest billing accounts, but it doesn't seemthat
custonmers who have these neters installed will have the option
of being on a nonthly, cal endar nonth neter readi ng schedul e,
and | just want to clarify if that m ght be possible because it
takes out of question a lot of the variable rates that are

bl ended, |i ke your power supply charge, the denmand delivery
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charge that's proposed, is it possible for custoners who get
these neters to go on a cal endar nonth reading cycle to better
manage their cash flow?

MR. WALDEN: Absolutely, | don't know see why that would be
a problemat all. W just did Stony Brook University here in
Suffol k County. They had approxi mately one-hundred neters, and
they were having problens with a ot of estinated reads with
what's the normal schedul e, and we converted all of those to AM
met eri ng.

MR. FRODO. That's good to hear.

Anot her question relates to energy efficiency projects and
your revenue decoupling nechanismand how this tool m ght better
serve ratepayers on those two issues as opposed to cal cul ating
ener gy savi ngs based on energy efficiency inprovenents that have
been done. Are you planning on using these neters to actually
measure and verify the success of energy efficiency upgrades?
mean when you replace a light bulb, it's easy to cal cul ate over
so many hours what your energy use reduction should be, but when
you install nmotors, or heating and cooling equi pnent, those
systens rarely performas they are calculated to performif
they're not properly maintained, so if you enployed this
technol ogy to provide incentive based, perfornmance based
incentives, then when a project is installed and properly
mai nt ai ned over a success of years, you're better assured of

gai ning those efficiency reductions in demand that we're
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cal cul ati ng now but may not be actually achieving.

MR. WALDEN: In our AM Programthat we currently have, we
have what's called a Meter to Day Managenent System All of
what's called | oad profile data that is read fromnmeters is
actually stored there. That information is avail able for
anal ysts to conpare through the MV and V, through our energy
efficiency prograns. |I'mnot the right person to ask if that's
what the plan is for energy efficiency programs, | wll tell you
t hat we have the technol ogy to support that. Qur system has
been in place for several years, and it's integrated into our
customer information system and it is a systemof record for
the interval data that is there, and it's avail able for access
to do those types of anal ysis.

MR. FRODO. That's good to know. | would |ike to suggest
that you could better protect rate payers' investnents in these
progranms by utilizing that technology to spot check projects and
the various prograns that are going to be offered, so that you
know i f your cal cul ated savings are nmatching up with your
achi eved savi ngs.

MR. WALDEN: Yes. Thank you.

M5. LUFT: \When these AM neters are installed, wll
custonmers be able to opt in or opt out?

MR. WALDEN:. That's interesting. W have had approxi mately
one- hundred custoners that have reached out to us, and told us

they wanted to opt out, but none of them had AM neters. W
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have not had a single custonmer that has AM who has elected to
opt out. | believe our stance is that if sonebody doesn't want
an AM neter, they don't have to have them But |I wll tell you
the nore people that get on board with an AM system it mnekes
the network nore robust and dependabl e.

MR. PAMERI Kl : Dan Paneri ki (phonetic) of DPS.

Two questions, being that these neters, the AMs are read
inrealtime, are you going to give custoners the option of what
their billing cycle wll be, or will it be on their present
billing cycle?

MR. WALDEN: Well, since | run the manual netering
operation, when people go onto AM, it shouldn't be any
problem It mght take a little work on the back end in
billing, so | don't want to speak for billing, but | know that
other utilities have offered that, and | don't think if that was
inportant, | don't think it's an unsurnmountable problem It's
an | T issue, but | don't think that's going to be a big problem

MR. PAMERI KI: Secondary question, as you're projecting as
you can see thirty percent comrercial accounts, fifteen percent
residential, is the conpany | ooking at a correspondi ng decrease
i n physical fuel personnel to read these neters?

MR. WALDEN:. Basically, we have an agi ng workforce, |ike
everybody | ooks |ike me or maybe close in age, so naturally part
of the strategy is to be able to position the conpany to be able

to take advantage of attrition, and that would be ny hope, is
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that we woul d not have any |ayoffs, that we would be able to use
attrition to cash the checks, if you will, for a business case.

JUDGE VAN ORT: | just have one question. Can you give us
a sense of when you're doing the replacenent neters, you
ment i oned new nei ghbor hoods, new circuits, things |like that, but
how many of these neters are being replaced, you're replacing
nmeters that are at or near the end of their useful life?

MR. WALDEN: | don't know that off the top of ny head. W
do replace, or we touch approximately 30,000 to 35,000 neters a
year that are either a new installation or replacing an old one.
We go out, and we have a sel ectives program or periodic test
program where we go out and take a sanple of neters, and we test
them for accuracy. |If they fail, we go out and we, over sone
period of tinme, replace all the neters in that famly that
fail ed maybe over one or two years or so. But | don't know for
this specific question.

In ny past, | would say that the average life of a utility
meter of the old vintage, the one with the dials, which they
don't nmake anynore, is about thirty years. Any new neter that
is digital has a life of about fifteen years typically. In ny
past in netering wth other conpanies, on average, the average
popul ati on of meters out there is about half of its useful life,
but I don't know what is at LIPA offhand.

JUDGE VAN ORT: M. Weissnan.

MR. VI SSMAN: DPS al so specifically asked about the status
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of certain underperform ng renewabl e and energy efficiency
programs, and | think M. Volt is going to briefly speak to
that. It's in this slide, and |'msure he can wal k through it,
or if anyone has any questions on it.

MR, VOLT: So, we're on three prograns that are based on
our Opinion Dynam cs. W have a third-party eval uation
consul tant every year. Opinion Dynam cs has been that
consultant for the past several years, and they | ook at things
like you just heard fromone of the questions, what the actual
savings are, and they try to neasure the actual savings for the
progranms, and they conpare that to the cost of the prograns.
Then they cone up with a benefit cost ratio.

Were it says PA ratio, that stands for the Program
Adm nistrator Test. |It's basically, the benefits of the
equation is all the avoi ded costs of capacity and energy that
are saved over the life of the program which is typically about
fifteen years, and then that benefit is divided by the costs of
the programthat was spent to achieve it.

We've rated the prograns out of a total of fifteen
prograns. There are three there. |In 2013, this was the result
of the 2013. This report cane out in May 2014, and these three
prograns failed the benefit cost test of |ess than one.

So, the question was why would we continue, and | just
wanted to discuss, so the REAP stands for Residential Energy

Ef ficiency Partnership, and that programis for |ow incone
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custonmers, as we heard earlier the definition of |owincone
custonmers. Low incone prograns are typical in the industry to
not pass the benefit cost test, but they' re done for other
reasons. It's done because it's a needy population. It's done
for reasons beyond sinply saving capacity and energy.

So, inthis program we go into hones or qualified inconme
eligible honmes, and we typically will replace any i ncandescent
light bulbs that we find. |If their refrigerator is older than a
certain vintage, we'll replace their refrigerator, and in recent
years, we have added roomair conditioners and dehum difiers.

We think that addition of roomair conditioners and

dehum difiers will help increase the benefit cost ratio because
we get summer peak reduction for a relatively |low cost, at |east
conpared to a refrigerator, a roomair conditioner, a

dehum difier, is a lower cost. So, while we think that those
changes that we've nade to the program and we show now that it
went from.4 up to .8 benefit cost ratio, it's still less than
one, but we still recommend continuing this program because it's
a popul ation that we feel is underserved, and can use the
assistance in this case, newrefrigerators or air conditioners
and |ights.

The next two in both cases we have di sconti nued these
prograns, the Solar Hot WAater Program and the Backyard W nd
Program Neither of which were |arge prograns. They've both

had a very small nunber of participants. | think the Backyard
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W nd was about fifteen or so over the past four years, and the
Sol ar Hot Water wasn't that nuch nore, so they were very snall
progranms. The costs that we spent on those prograns, the
benefits did not outweigh the costs, so we discontinued the
other two prograns. Wth that, if there are any questions, | am
avai | abl e.

JUDGE PHILLIPS: Are there any questions? Gkay. Can we
conti nue?

MR. VEEI SSMAN:  DPS has al so asked us for our strategies for
mtigating the concerns about | oad pocket issues that can strain
transm ssion capability. W' ve touched on a | ot of these issues
| think earlier today through M. Dahl and |I've asked N ck
Li zanich to join us. They are both witnesses in our capital
budget testinony, and they'll try to wal k through these as

qui ckly as possible, and see if there is any remai ning questions

after this norning's -- or the earlier discussions today.
MR. LI ZANICH: Thank you. | wll start us off and being
the | ast speaker, I"msure there is a |ot of people very

interested in us trying to get through this in a tinely fashion
and I'"Il try ny best.

So, the first topic is on | oad pocket mtigation and
strategies that we have in place concerning how we take the need
for expanding the transm ssion system and eval uate ot her
alternatives that could be very nmuch in play. In the |ast year,

of course, with the filing of the Uility 2.0 docunentation, and
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the REV proceedi ngs that have taken on since that point in tineg,
we have adj usted, expanded, if you will, our analysis for
transm ssi on system expansions for utility system expansi ons.
It's not just the transm ssion solution. It's T as well as D.
W have expanded our alternatives to include the eval uations of
what we would call nontraditional solutions, that is
opportunities to be able to | ook for sonmething that may be not
the normal kind of thing, you know, the hard wire type of

sol uti on.

We still hold true to the reliability requirements that we
have in terns of us needing to provide the N-1 capability that
both the NYI SO as well as our own internal planning standards
dictate, but we are testing the markets to determ ne whet her
there are sone conpetitive opportunities where others can cone
in and help us develop a nontraditional solution to be able to
provide that in a cost effective manner, such that we woul d be
able to take an otherwi se normal routine, T and D hard wire type
of expansion system and turn it into an alternative. 1In the
past, we relied upon things |like the energy efficiency renewabl e
progranms, so what we're tal king about here is sonething above
and beyond what woul d have been part of the traditional
eval uati ons.

There were three RFPs for major |oad areas and five smaller
ones, and |'ve asked Curt Dahl to join us up here, join ne at

the podiumhere to talk a little bit about those particul ar RFPs
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and what they will do.

Now, keep in mnd, this is not part of the rate case
proceedi ngs, but it does tie into sone of the questions that we
have had earlier, and sone of these projects and these RFP
areas, you will recogni ze because several previous speakers have
al ready referenced these particul ar pockets of opportunity. So
with that, Curt.

MR. DAHL: Thank you, Nick.

So, towards that end, as N ck nentioned, we're going to be
issuing three major RFPs for | oad pocket constraints that we see
on the horizon over the next five years, getting into the
details on the followng slide for those pockets. Those are
each sonme of the largest -- we'll go right to that.

The poster child of REV and Utility 2.0 design here, the
South Fork, this area is about 300 negawatts in size. It's
growing at a rate of about three percent per year, roughly about
ten nmegawatts. We hit the first constraint we see in 2017, and
usi ng conventional T and D solutions, we've identified over the
| onger term out through 2022, a $294 million transm ssion
i nvestnment requirenent. So, that allows quite a hurdle there
for Uility 2.0 and REV type investnents to be considered. So,
we are | ooking through that RFP for REV solutions that could
potentially be brought to bear to relieve this area.

This woul d conplinment existing resource injections that are

currently under way. W have, going back even before the REV
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and Uility 2.0 canme in vogue, going back about two years ago
when LI PA put forth its FIT Program we have depl oyed resources
in away that we try to identify or consider |ocational
constraints, and avoid T and D benefits. That was certainly the
basis for the forty negawatt Solar FIT Two Program that LIPA put
out roughly about two years ago, and at that point, they had
incent of that programw th a very substantial of seven cents
per kilowatt hour premum Unfortunately, we were only able to
get about 21.3 negawatts of response out of that program which
at a coincident 5:00 to 6:00 p.m peak |oad contribution only
anpunts to about seven negawatts. So, like |I said earlier
we're grow ng about ten negawatts a year

W will also be Iooking for in the 2017, 2018 tinefrane,
thirteen nmegawatts of guaranteed DLC, a load relief program to
conplinent that solar to get us at |east through the year 2019
with sone REV |ike considerations.

By the year 2019, we hope to again, bear the fruits of our
REV RFP, that we're developing right now internally, but it's
still under devel opnent so | don't want to get into too many

details on that, but it will be performance based, it wll be

technol ogy neutral, or a technol ogy agnostic. It's not going to
call for any type of specific technology. It wll be
performance based where we'll say we need this many negawatts

for this many hours. W've targeted primarily at Montauk and

East Hanpton | ocations and satisfying the |ong-term needs of
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that area. It wll include a mcrogrid option or concept, and
at this point again, we don't want to discount any technol ogi es
by maki ng a requirenent either.

Lastly, we will have a battery as kind of a backstop and be
there to address the intermttency associated with renewabl e
t echnol ogi es.

Next slide, again, tw other |oad pockets. | nentioned
earlier that we have three | oad pockets with significant T and D
investnents. South Fork totalled about $200 million. As a
result of the 2014 nerve inplenenting of bright |ine standard
for conpliance with NERC standards, bright Iine being 100 KV and
us having a very substantial 130 KV Systemon Long Island, we
fall under mandatory and forceable liability standards of the
NERC. About 113 new standards, which we need to conply with
covering all aspects of operations, planning, education
managenent, etcetera.

One of the standards, TPL standards, has affected our
conpliance with two of the pockets, mainly the Rockaway and
G enwood. We have a requirenent within the next two years to
identify a plan to satisfy the needs for these pockets, and we
have seven years to actually install a corrective solution
whi ch takes us out to about 2020, so it tends to dictate the
timng by 2020. W do need to have a solution in place to be
conpl i ant under NERC st andard.

Usi ng conventional transm ssion solution, we've identified
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in the Far Rockaway pocket, the need for about $130 mllion
conventional transm ssion solution, which again is highlighted
in the rate case CPB 2 that we tal ked about earlier. 4 enwood
is about $170 million transm ssion investnment necessary to
address that N-1-1 consideration, which we need to conply w th.
So, in response to that, we again have considered -- we are
putting out alternate RFPs for REV |ike solutions in these two
pockets, initially targeting twenty-seven negawatts | oad reli ef
i n Rockaway pocket and twenty-five negawatts of load relief in
the d enwood pocket.

MR. LIZANI CH: So, beyond those three major areas of
potential opportunity for REV type solutions, PSEG Long Island
has put together a five-year capital plan for the investnents on
the T and D system of which 2016, 2017, 2018 are part of this
rate case proceeding. Associated with that was a screen process
to look at the capital investnents that we are about to make in
various parts of the system and we had identified these five,
we'll call it a smaller regional opportunities, where, you know,
the initial screening done internally, we are not convinced that
there is an opportunity that we can see, but we | ooked at as an
opportunity. As an opportunity to be able to take these five
exanples here, and I'll ask Curt to briefly walk through them
but take an opportunity to |l ook at these, put out an RFI into
the industry for people that are in that space to be able to

devel op solutions, and help us identify what could be a fix in a
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Uility 2.0 opportunity.

Now, keep in mnd, our capital plan has these five projects
in them Qur rate case is based upon these projects, but this
RFI is happening in parallel with that, so if that there is in
deed an opportunity in any one or nore of those, we would
investigate that and | ook at it from an econom c perspective to
determ ne whether this nade sense for us. So, with that, Curt,
can you wal k us through?

MR. DAHL: So, the Kings Hi ghway project is roughly a
$28 nmillion project, solving load relief project, at nultiple
| ocations including Central Islip, Hauppauge, Smthtown, and
| ndi an Poi nt substati ons.

To allow for deferral of this project, we would need to
basically have thirty-eight negawatts of DLC brought to bear at
five substations and seven different feeders to relieve the
constraints that this substation in |lieu would have relieved.

This project also has an added reliability feature that it
resolves an N-1-1 issue at the Hauppauge industrial park, which
is the second largest industrial park in the country, and the
Ki ngs H ghway substation would relieve that. To address that
reliability issue, we would need another twenty-five negawatts,
so in total we would need sixty-three negawatts, which
represents about thirty percent of the area load in terns of DLC
to address the deferral of this project.

Navy Road is roughly a $10 mllion substation project.
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| medi ately, we do need to resolve a one to two negawatt
overload, which are only ten percent of the peak output over
those two feeders. There is a transm ssion aged infrastructure
there. The substation was built in 1930. There's also a

fl oodi ng i ssue, but we could address the i medi ate thernal need
with the DLC solution equalling one to two negawatts.

Henpstead is an $18 mllion project that woul d address --
this is the only twenty-three KV substation that we have in
Nassau County, so we would |like to upgrade this to sixty-nine
KV, but if we did receive six negawatts of |oad growh, we could
defer this $18 mllion project.

Simlarly, Eastport and Plainview, they're both $18 mllion
projects as well. They have conparabl e | oad reduction
requi renents. The Riverhead, Easport, if you reduce six to ten
megawatts through DLC, which represents about twenty percent of
the Moriches and Eastport substation |oad, we can defer that
proj ect.

Lastly, Plainview, Ruland, that's associated with sone
| arge dunp | oads we have coming in. At Canon, Wang i S proposing
a devel opnent at Country Point at Plainview devel opnent as wel |
as suprene manufacturing plants comng in that woul d put
pressure on this line, and we would need a twenty negawatt
deferral, or twenty nmegawatt DLC contribution to defer this
proj ect.

MR. LI ZANI CH: Thank you, Curt.
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The last slide on this topic, just is here as an
opportunity to be able to talk a little bit about the things
we' ve done that inpact generation, the transm ssion system
nodi fications, the things that we have been able to do invol ving
generation on the Island.

"1l skip the last itemthat we just tal ked about, the
Uility 2.0 opportunities in South Fork, Far Rockaway, and
G enwood. But the other ones up there are very notable in that
over the | ast several years, we have nmade investnents, LIPA has
made investnents in the systemto install dynam c reactive
devices out on the east end at Holtsville and WI dwood. Wat
those do is they provide us the ability to solve system probl ens
in lieu of having to put on additional generation on the east
end, as well as expending the transm ssion system So, these
devices, there's three of them now on the system the
Holtsville, WIdwod, and the one previously installed to Canal
substation. These are opportunities that we have taken
advantage of in the past in |lieu of expanding transm ssion or
expandi ng the generation on the east end.

Then the topical itens sort of ran us in reverse, but we
have currently a couple of projects underway that are |ooking at
m nim zing the nuch spread generation that we have on the
| sl and, and | ooking at sonme very great paybacks for us froma
transm ssi on perspective of, you know, expandi ng Hol brook to put

in a double bus tie (phonetic) into alleviate a significant
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anount of high cost generation on the Island, and there are
several other exanples as well that will help us reduce costs to
custonmers in terns of the power supply charges. So there is
quite a bit of activity going on in that space.

Wth that, 1'lIl pause for questions on this topic before |
nove to the next one. These projects are in the final. These
are part of four capital expenditure plan.

Any questions? 1'll take that as a no. Judges? kay.

"Il proceed.

There was al so a question that was asked to us that talked
alittle bit about -- relative to why is load gromh cited as a
Capex driver, that was a question asked of us. When then in
reality when you | ook at the rate case submttal, we talk about
the systemgrowing at .1 percent, net the denmand side managenent
program In reality, and I'll try to explain this in a few
m nutes here, but the reality is the systemis actually grow ng
at about two percent per year. And that two percent per year is
a gross nunber because with denmand site nmanagenent prograns,
that | oad growth does cone down to the .1 percent. So, when you
t hi nk about the two percent that's happening out there, M ke
Vol t had spoke earlier about the renewabl e energy efficiency
type of prograns that we have in place, we are able to reduce
the net load growh on the systemfromtwo percent down to .1
per cent.

Bet let's talk about the two percent and what that neans
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because we could tal k about how we | ook to reduce the net |oad
grow h on the system but the reality is there's things
happeni ng on the systemthat we have to pay attention to. Wen
we tal k about a two percent growh rate, it really cones in a
couple of different ways. There's what | will call the
incremental growth at custoners. Let's face it, sonebody
probably just went to Best Buy and bought another tel evision or
sonet hing, and that's an increnmental growh to us.

But then there's al so devel opnents that take place on the
| sl and. An expansion of a custoner facility or a new facility
being built, and we'll talk about a few those as exanples to
give a sense of the kinds of things that we're dealing wth.

So, you have pockets of the systemthat are growi ng. You have
di screte load additions. Garvies Point is one of the
exanmpl es --

Let's go to the next slide. I'msorry. Garvies Point is a
great exanple. This is up on the North Shore but it's a
devel opnent being tal ked about, a two to ten negawatts in size.
Two to ten, what does that nean? Well, it starts small and then
it wll grow over tine. W have to plan for that. W have to
respond to what | will call discrete |load additions. At
Fl owerfield we have had ongoi ng di scussions with Stony Brook
Uni versity about the expansion of their tech park, and the new
200, 000 square foot facility that they want to build there.

That's a discrete |load addition. | could go on. There's a




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

172

whol e exanple. Sone of these are very notable. You've probably
heard about many of these. The Nassau Coliseum it's the |ast
year for the Islanders to play. They're going to turn it into a
different kind of use, involving the Coliseum but a | ot of
extra opportunities there. Well, that turns into discrete | oad
that we have to address.

There are several other exanples that are nore long-termin
terms of us looking at it. The Heartland Town Square
devel opnment is a great exanple that where Wcoff and his
devel opnent conpany is | ooking at doing a major, mgjor
devel opnent in and around the PilgrimHospital area. Sonething
that's not on ny list, but sonething that turns into twenty or
thirty negawatts. So, what happens is -- many exanples that |
can go through but I wll avoid, but what happens is you get
these discrete | oad pockets that grow, custoners expandi ng, and
it's not just the big twenty, thirty nmegawatt size, but it's
al so the small increnental |oads of the K-Mart being built down
the street, or the new gas station, or what have you. So, you
have these discrete growmhs that take place, despite the fact
that overall in the systemwe're growing at two percent net the
.1 percent. So, there are pockets of the systemthat are
growi ng much greater than that, so if we said that the systemis
grow at two percent, there could be pockets growing, | have an
exanple up there, the east end of Long Island is actually

growing at three percent. | could tal k about various other
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speci fic pockets of the systemthat are growi ng potentially even
hi gher than three percent.

When you | ook at our systemin general, when you | ook at
t he | oadi ng of our substations, and our transm ssion system and
our distribution system we add capacity in discreet blocks. W
don't have the ability to infinitely control, adding one
megawatt or two negawatts or three negawatts, we add themin an
econom ¢ fashion where we have a standardi zed desi gn and we add
bl ocks of capacity in that manner. So, what ends up happening
is we get to the points where sone of these pockets run out of
capacity, and for the devel opnents that are planned, for the
devel opnents that are actually underway, or have al ready taken
pl ace, we end up with pockets of |oad growmh that we have to
address, hence a five-year plan is devel oped where many of the
things that | speak about, for exanple, the devel opnent of the
Heartl and area. These are opportunities that are com ng. W
don't know the timng of them W do our best to anticipate and
devel op and build a plan around those.

So, therefore when we talk about it, if I could go to the
next slide. Cbviously, changes in building codes has a huge
inpact. W're right across the street alnost fromthe Hauppauge
i ndustrial area, and there's an ordi nance pass that's actually
going to allow themto expand upwards. | just net with the town
supervisor of Islip the other day. W were tal king about the --

there is a south end part of that that cones into the Town of
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Islip. W were tal king about what that has in terns of inpact,
and the opportunity for those tenants of that park to be able to
expand upwards. CQutwards is a little bit tough because we are
al nost to the point of being | andl ocked, but upwards is an
opportunity. In fact, they just put new sewage systens into the
park. The sky's the limt, if you will, and that | believe they
are up to six stories is the new ordi nance. So, the opportunity
there for custoners to grow. These becone |ocalized issues that
we have to address in our planning that goes forward.

Ironically, Kings H ghway substation that we just nentioned
a few nonents ago is an expansion in and around the Hauppauge
area. So, as growh in that park continues, that's why Kings
Highway is there, for not only the park, but for the surrounding
areas as well. So, this is all part of the plan that we
devel oped. This is all part of the growh.

So, as | said, you know, we've actually in the case of the
east end have challenged in the past, the energy efficiency
renewabl e folks to help us reduce that growh rate dowm to a
nore controllable, froma infrastructure perspective and that's
the working relationship we have in place. That's why in the
exanpled | offered earlier about the five small regional
opportunities for possible Uility 2.0 slash REV sol utions,
that's why we do that. W |ook for those opportunities,
identifying those as opportunity areas for us that we would

ot herwi se spend transm ssion investnment, if not for an
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alternative sol ution

Wth that, I wll take any questions related to | oad
gr owt h.

MR. GRAHAM Hi, Dave Graham of Departnent of Public
Servi ce.

| just want to ask, the load growh you're tal king about,
is that summer | oad growt h?

MR LI ZANI CH:. Yes.

MR. GRAHAM  So, when you're designing the system you're
designing to neet the sumrer peak, right?

MR. LIZANICH: We actually design to neet both sumrer and
w nter peaks. |In nost cases on Long Island, the summer peak is
going the trunp the winter peak | oads.

MR. GRAHAM  Thank you.

M5. KLAT: Hi, Alisha Klat.

| had a quick question about the 3 enwood facility that
you're tal king about. Have you factored in the new transm ssion
i nes that have just been put up last year in the Town of North
Henpstead with respect to the five negawatts of growth, and
think you said $177 mllion for the cost of that project?

MR. LIZANICH: The answer to that is yes, but we're talking
about two different things here. The lines that were
constructed in that area |ast year dealt with load wthin that
pocket and the ability to serve into the pocket, when Curt had

expl ai ned earlier about the A enwood area and the opportunity
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for growth. That's a larger area than the specific problemthat
we were solving in and around Bar Beach and Port Washi ngton.
Curt, do you want to expand on that?

MR. DAHL: Yes, the | oad pocket constraint, the project
you're referring tois a 69 KV project. The | oad pocket
constraint is actually a 130 KV project feeding into the greater
| oad pocket, which covers -- it starts with the 138 KV system
and works its way down to a 69 KV, so it's a specific new
standard that we need to design for where we need to be able to
operate having one |ine out of service and then absorb the | oss
of another line. So, it's a new standard, that 138 KV, like |
said the bright line is inposed. A bright line definition,
anyt hi ng above a 100 KV has to neet that double contingency
standard now and that's the basis for this new project.

M5. KLAT: So, that would be in the @ enwood Landi ng
facility location now, that's being revitalized, so to speak?

MR. DAHL: So, there's a place holder project in CPB 2 that
we tal ked about --

M5. KLAT: I'msorry, | don't know what CPB is.

MR. DAHL: That's the exhibit, the conpany to capital
budget testinony for the rate case, and that was the Syosset
Shore Road Project. So, it goes from Syosset to 3 enwood and
Shore Road. It's synonynous.

MS. KLAT: And that's not going to be offset by any

sust ai nabl e energy projects?
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MR. DAHL: Well, we are putting out an RFP to see what kind
of alternative solutions exist with regard to the DLC and ot her
resources. Mke and | had al so nentioned that. So, we are
going to see if there is a cost effective alternative solution
that could satisfy that need.

MS. KLAT: Ckay. Thank you. Your Honor, | had a questi on,
but it wasn't addressed in any of the previous presentations.

It was regardi ng vegetation nmanagenent and tree trinmmng. |
wondered if it was possible to ask that as a general question,
and | al so had a question about the budget as a whole, the
proposed budge as a whol e?

JUDGE VAN ORT: How nuch nore do you have on your slides
with these fell ows?

MR. VEEI SSMAN:  Just one nore topic that we will address on
t he Sandy work and the FEMA grant.

JUDGE VAN ORT: Do you have sonmeone here who can speak to

the tree trinmmng?

MR. DAHL: 1'Ill answer those questions. Let nme hear the
question and I'lIl see if | can answer it.

M5. KLAT: That would be great. It seens like in the
testinmony and on the budgets that | read that it'll be an

i ncrease you're proposing for a $42 mllion budget for
veget ati on managenent Island wide with approximtely ten
full-tinme enpl oyees on staff overseeing that. A $42 mllion

expendi ture, and the remaining aside fromwhat they are
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utilizing, the remai ning anount woul d be going to either

consul tants or subcontractors, and I wondered if you could speak
nore about that? It seens likes it's an incredible increase and
there's not a lot of granular detail wth respect to that |ine
item And | wondered if there was sonething that the public
woul d be able to review as well with respect to this issue?

MR. DAHL: So, let me just take a stab. If this isn't
going to be an adequate response, we'll take an action to do a
followup on it.

M5. KLAT: [It'll be included in the scope?

MR. VEEI SSMAN:  There's been a |l ot of discovery in the case
on vegetation managenent information being provided. Again, we
tried to prepare for this technical conference by | ooking at the
scoping itens that were raised. Vegetation nmanagenent, although
addressed in a |l ot of questions that we're getting and we're
trying to get answers out to, was not.

JUDGE PHILLIPS: Can | just ask is this one of those things
that you can naybe try your best to answer, and if you don't
have the right people here, perhaps, is there a way maybe to
answer it on your web page or sone ot her way?

MR, VEEI SSMAN:  Are you representing a party in the case?

M5. KLAT: No, |'m not.

JUDGE PHILLIPS: What |'mwondering is if you could add it
maybe to |li ke an FAQ or sonmething like that? Only if you can't

answer it here, | think that may be a better way to do it
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because she's not representing a party.

MR. LIZANICH: Let nme take a stab. |'mthe director of
asset managenent. One of ny peers in the organi zation actually
runs the Vegetation Managenent Program \Wien you speak about
consultants, let nme try to explain howtree trimmng is
performed. So, internally we have on staff |ine clearance
i nspectors, supervisors, people who oversee that operation of
clearing the lines. So, when you tal k about additional people
comng into help get over this larger expenditure that we're
pl anning, they're really providing oversight over top of
contractors. W do not trimour own trees. So, when you spoke
about consultants those are actually |line clearance contractors
that we hire, and they provide the service to us of trimmng to
our spec, and providing that service.

In the rate case and the budget that we prepared, there is
an increase in tree trinmmng costs because our goal is to get to
a nore four-year cycle of trinmmng as to opposed to what was the
previous year. W're trinmmng to a |arger box, providing a
greater separation of the wires to the trees that will renmain,
so there is an increase in that expense. The plan over tinme
will be we will have an increase in costs to get through the
first cycle. W call it a cycle. After four years, we'll be on
the second cycle, once we get to the four-year period. So, what
happens is you have a large investnent to cut a |lot of the wood

out, and create the corridors, and then you cone back for a
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| esser cost over tinme. It wll take us years to get there, but
over tinme then you'll have a |l ower cost of having to maintain
those corridors. So it's contractors that | think you referred
to, where all the noney is going, it's going to the contractors.
There's a | arge expense for that. W have sone 150-plus line

cl earance contractor enployees that are actually here trimm ng

our trees on our behalf. And that's about as far as |I'll take
it. Beyond that, | would just ask --

MR. PAPPUS: |'Il add on to that.

MR, DAHL: [|'Il introduce Ted. He's one of ny peers as
well. He's the Director of Operations.

MR. PAPPUS: Good afternoon, Ted Pappus, senior managenent
T and D operations. |'ve been responsible for at |east putting
t oget her a nunber of responses to DPS inquiries, so | read
enough about vegetation managenent that | can try to nuddle ny
way through here.

One of the things that went on in '14 and '15, due to the
freeze in rates, there was no increase in tree trim of
veget ati on managenent in order to get it up to this four-year
cycle. So, what's going to happen starting in 2016 is a little
bit of catch-up because they revi ewed what was bei ng done. They
concl uded what they wanted to do, and they want to go to this
four-year cycle as an accrued utility practice, trinmng the
trees every four years. So, there's going to be an up-tick in

tree trimcost over the life of the rate plan. Once everything
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is back on a four-year cycle, which | think it should be by the
end of the rate plan, then they expect a downward trend in

tree trimm ng because you have now cut these corridors around
these wires, and why do the trees still grow, once you've had
these larger corridors, they feel you can go into a less trim
every year. So, it's going to be a four-year cycle, but the
hypot heses is that because everything has been trimred
adequately now, the amount of wood you will have to take off
every four years will be |ess.

So, up-tick in costs, get to that four-year cycle, and then
decrease in cost.

M5. KLAT: What's the projection of the decrease in costs?

MR. PAPPUS: O fhand, | don't know.

MS. KLAT: Because | noticed it steadily increases year
after year.

MR. PAPPUS: It steadily increases and then they expect --
| think you probably don't see it in this rate plan because by
the tinme they get onto the full four-year cycle, it wll either
be in the | ast year of this rate plan or the foll ow ng year.
It's approximately a $10 million reduction starting in 2018.

MS. KLAT: It just seens that there's a | arge expense, a
blank line itemin witing, | know that we are on the record
here, but to the extent of there could be nore clarity wth
respect to those expenses?

MR. PAPPUS: | think if you look at the witten
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testinony --

MS. KLAT: | did.

MR. PAPPUS: It talks about this increase and there are a
nunber of DPS inquiries regarding this that should be com ng out
very shortly, so we can respond to that.

M5. KLAT: 1'll give you an exanple of the reason why |['m
here speaking is because just on Court Boul evard, we have trees
that were pruned beyond repair. They're not according to your
st andards, and these contractors are not being overseen by your
ten people. Wthin the sane year, they have pruned that sane
exact strip, so it begs the question that there's this broad
| everage out there that these contractors -- it's just, | guess
it remnds ne of the days of roar, so you want to nake certain
that there's sone oversight respectively, so I'll |ook forward
to seeing that, nore information on that.

MR. VI SSMAN:  You named a particular street that you're

concer ned about ?

M5. KLAT: | used that as an exanple, right.

MR. WEISSMAN: | think we'll be happy to talk to you
of fline.

M5. KLAT: That's a separate issue. | don't think that's
really a part of the rate case per se. |I'mbringing it up as an

exanpl e of contractors going unchecked with respect to tree
trimm ng.

MR. VEEI SSMAN:  Again, there are many interrogatories of




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

183

di scovery request, nost by DPS Staff on the tree trimm ng
program t hat have been answered, and are being continued to be
answered. We'll be happy to talk to you offline about those.

M5. KLAT: And ny last questionis, is there a place for
the general public to review the budget in a user friendly
format ?

MR. VEEI SSMAN:  The rate case is avail able on the PSEG Long

| sland website. |It's readily accessible. | think it's on the
home page of the PSEG Long Island. |It's one of the mgjor
sections, | think on the mddle right-hand side of the page. It

tal ks about the rate filing. Fromthere, it's a couple clicks
to get to all of the testinony and exhibits that have been filed
in the case, and beyond that, there's additional information,
frequently asked questions. There's an opportunity for you to
put your own conmments into the conpany to the rate case as well
on that website. Frankly, to ne this is the easiest way to get
it. | think the filing is also available on the DPS website.
The di scovery responses and things like that are really made
available to parties in the case. |'mnot sure what other kinds
of information that you are | ooking for.

MS. KLAT: Sinplified nunbers that the general public could
understand and | ook at, and say, oh, | understand why the LIPA
and PSEG is asking for an increase in their rates.

MR, VEEI SSMAN:  Well, we'll have to refer to M. Harrington

for that.
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M5. KLAT: Well, good thing he's here.

MR. WVEI SSMAN:  Again, | think if you're |ooking at the
testinmony itself -- your point is the testinony is --

M5. KLAT: My point is that nothing is user friendly. |
think that for the general public to have an understandi ng of
what is going on with respect to this rate case, that sone type
of clear, either graphic bulletpoint chart, sonething to that
respect would be hel pful, so that there could be neani ngful
comentary. This is a challenging forum | took a day off from
work in order to be able to speak to you with no lunch at 3:40,
so | know that the DPS has put forth many opportunities for the
general public to speak.

" m questioning the availability and the type of quality of
the material that's being proffered by LIPA and PSEG

MR. VEI SSMAN:  We do have public statenment hearings. There
was one |last night and there's one tonight in this room where
we wll be giving which | would consider a higher |evel
di scussion of the rate filing. Again, it will be going on and
the Adm nistrative Law Judges will be here to take public
comment. There will be an information session prior to that, |
believe it beings at 6:00 tonight, Your Honors?

JUDGE PHI LLIPS: Yes, the public forum begins at 6:00 and
the public statenent hearing begins at 7:00 again in this room

MR. WVEI SSMAN: | know you' ve taken tine already, but it

m ght be a nore user friendly, if you will, opportunity to hear
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about the case, but we're available to talk to you at any tine.

M5. KLAT: | appreciate that, okay, thank you.

MR. LIZANICH: Are there any other questions, if not, 'l
nove on to the | ast topic.

JUDGE PHILLIPS: Are you going to be covering slides 44
t hrough 47, | guess?

MR. LIZANICH: We just covered 44 through 46. W are now
on 47. One of the questions that was asked of us was to spend a
little bit of tinme about the Sandy damage that occurred, and the
actual steps that are underway both within the rate filing as
wel | as other funding sources. This graphic that | put up on
the screen is just to point to the fact that Sandy pretty nuch
af fected everybody on Long Island. W had sonme one-mllion-plus
custonmers out of just over 1.1 mllion customer base. Pretty
much everyone was inpacted in sone way.

You will notice there is sonme white on this. One of the
whites is the Peconic Bay, you can't count that. One of the
whites is the G eat South Bay, can't count that. One of those
i s Brookhaven National Lab. You sort of get the idea that it's
pretty much sonething that inpacted pretty nuch all aspects of
the LIPA service territory.

|'"'mgoing to tal k about two pieces to this. |If you go to
the next slide, we're going to talk about flooding. So, you
know, there was really two wars that we fought. The first war

was the wind and the danmage associated with the hurricane
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com ng, and the inpacts of it, and then the second was the

fl oodi ng associated with the high tides and the surge that cane
in, and affected Long Island custoners, specifically those on

t he south shore.

This was a graphic that | think, Mark, you had this in the
newspapers, so if I owe you credit, I'll thank you for providing
it. If you look at this graphic here, it actually gave a sense
of what |evels of surge were across the Island, and, you know,
in ny next slide, we wll talke about where we actually
undert ook damage. It's pretty hard to read, but I'll read them
for you. Down in Atlantic Beach, we had sone 12.7 foot surge.
We had sone seventeen foot surge on Long Beach, and then
simlarly in Port Jefferson, about an 8.7 surge. Clearly, as
you got into the New York harbor, you know, that's where the
surge was greatest. For the New York City fol ks represented,
apol ogi ze because this graph does not show t he Rockaways. This
was a Long Island and cane out of the Newsday newspaper, but
frankly, it got worse as we got into the Rockaways.

Anot her way of it, that I'll look at this is really in the
next slide, and this is what happened, we had sone twelve
substations that got severely inpacted by the fl ood danage. |If
you all renmenber, there was three tidal surges that we al
faced. The first, the second, and finally the third. The
| evel s of flooding that we took on was really sonething that was

as expected on the first surge, and as we expected on the second
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surge, and cone the third surge where we | earned was that the
receding of the water fromthe second surge never took pl ace,
hence three cane on top of two and that's in a nutshell what
resulted in us having sone severe danage in our substations as
wel | as the hundreds of thousands of residents of both Nassau,
Suffol k, as well as the Rockaways being inpacted by this flood
danmage.

This listing here is of the substations. There are twelve
of themlisted. OQur action plans going forward are to repair
and rebuild ten of these. W actually are taking the
opportunity to retire two of these ol der stations, so then the
Neponsit substation, which is out on the Rockaway Beach down
towards Breezy Point, and then Atlantic Beach, which is on the
west end of Long Beach Island, those two are being retired, have
been retired, and have been replaced with capacity at adjacent
stations.

So, as you look at this, in the Rockaway Peninsula, there
was specifically four stations that had i npact, and recognize
t hat Far Rockaway substation serves not only the Rockaways, but
al so cones into the southwestern part of Nassau County.

So, efforts are underway to rebuild the substations. Now,
thi s has been ongoi ng since Sandy, so for two years now, we have
been at this. Wat we are doing is all of the gear within our
stations are being replaced. Anything that was danmaged in

Sandy, immedi ately after the flooding, we went in and did sone
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cobbling together, if you will, cleaning as best we could, to
put the power back on for the custoners recognizing sal twater
contam nation is sonething that's never going go away, and we
continue to do a high level of maintenance on those substations
to be able to keep that salt contam nant from com ng back in.

We're in the process of replacing. Now, it's not as easy
to say to every custoner, give us six nonths, and we'll turn the
power off, and we'll rebuild everything, and we'll put you back
on when we're done. So, it's a process by which one station
gets done, the next one, the next one, the next one. They're
done serially because of the capacity, we have to serve the
custoner |load. W are partway through, | would say we are
probably over halfway through this effort, at |east on the
Rockaway Peninsula into the southern Nassau County, but we have
a lot of work to do. It is represented in the capital budget in
the rate case. There's a continuation of a lot of this
rebui | di ng of substations, replacing switch gear, replacing
control houses, battery systens, and all of those things inside
t hose stations, so that we can get it back to a pre-Sandy
condition. This takes tine.

Now, we have done sone tenporary neasures at these stations
to prevent further water intrusion. The worst case scenario for
us was to have ourselves hal fway through the rebuild, and have
anot her hurricane conme that just sets us back further, so we did

Sone tenporary neasures.
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One of the key aspects to this is the elevation of the
gear. In Queens, as well as the New York City and Metropolitan
area of the boroughs, as well as down the Jersey Coast, new
fl ood maps were created. So, we're utilizing those new fl ood
maps. We are elevating to a point on the fl ood maps per the
code, we've elevated. |If you | ooked at Arverne substation today
down in the Rockaways, you'll see it's sonme six feet off the
ground, and that's because we've experienced sone five feet of
flood waters into that station, and we have taken steps to be
able to further prevent, the other being the worst case event,
whi ch woul d be a simlar event of even greater magnitude of what
Sandy was.

This is in process. |If you were to | ook at the projects
that we've identified in the capital plan, you will see many of
these stations repeating thenselves, a switch gear on the
distribution side of that station, and a switch gear on the
transm ssion side of the station. As |I've said, it's a couple
nmore years of effort to get to the end point on this.

One of the opportunities that we're faced with is LIPA has
been awarded a grant of some $729 million associated with
mtigation of that T and D system N nety percent of those
dollars will come fromthe Federal Governnent. | think that was
mentioned earlier in one of the testinonies provided.

There's really four tranches to this grant. The first

bei ng the elevating of substations. Now, it's only a $9 mllion
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portionnment of that grant, but that's because this is only for
the increnental raising of a piece of gear, you know, the cost
of putting in a foundation at grade, the cost of putting the
el evation at six feet off the ground. There's an increnental
cost there, and that's what FEMA will pay for. So, the first is
to address those substations that took on damage, and that work
is underway, and is continuing at this imrediate point in tine.

The second tranche of a much smaller is tranche than the
others is a $5 mllion conponent of the grant associated with
transm ssion lines. The reality was during Sandy, we did not
have a | ot of transm ssion system danmage. [t was m nor and we
did have sone cases, so the grant noney is dedicated towards
those circuits that were damaged to do things to harden them up
to put higher strength poles, reinforce the crossings of the
LI E, and the parkways, and the railroad, so that when, God
forbid a wire deos cones down, it doesn't inpact the novenent of
peopl e and energency services across the Island. So, that's our
general thenme to how we will portion those dollars, but that has
not started at this point in tine.

The third tranche is associated with sectionalizers. Now,
very sinply, a sectionalizer is a device when there is a fault,
t hese devices can be operated renotely, so that if a circuit was
to trip off and affect nmaybe 2,000 custoners, to pick a nunber,
the sectionalizers are designed such that half of those

custonmers conme back on immediately within seconds, within
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m nutes. Therefore, the inpact of the outages is a |lot nore
concentrated to the area where the pocket truly was damaged.
FEMA sees this as a great opportunity, and has toward us about a
$75 million tranche for basically doubling the anpunt of
automation that is currently on the distribution system from
sonme 1,350 existing devices to sonething double that. That
woul d give us the opportunity to further allow the isolation of
the grid into smaller conponents, such that for a line fault,
nore custoners will be able to be restored automatically and
very qui ckly as opposed to those that would be unfortunately
waiting for the repair truck to cone and nake the repairs.

The final tranche, and really the |l argest of the tranche,
and if you renenber the slide earlier where | showed the red on
Long Island, is going to be the rebuilding of the main |ine
distribution circuits. Now, we talked about circuits, we have
sone 1,000 of themon Long Island. W talked about circuits
that are in the overhead. W have sone, let's just say 900
circuits. W have identified and prioritized the worst
perforners, based on Sandy, based on Irene, based on all the
maj or storns that we have had on the Island. By counting the
nunber of custoners that have been interrupted, we have actually
created a prioritization list of the circuits, so the worst
performng circuits will get the first crack at the dollars
associated with this $640 mllion tranche expense.

FEMA anticipates that if we were to go back and build
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over head, reconstruct overhead |ines, we would rebuild sonme
1,000 circuit mles. That's a great opportunity for us to
rebuild a |l age portion of the main line, which is fromthe
substation out to the custoners to rebuild those main lines to
be able to m nim ze the nunber of future consequences that we
woul d have on those lines. R ght now, that work is being staged.

We are in the process of bringing in the contract comunity
to help assist us in the deploynent of all of these tranches of
this grant, and we have actually just recently received
approvals to start the first couple of circuits. So, in the
next nonth or so, we will begin to do an outreach to communities
to be able to |l et them know that we're com ng their way, and
we're going to begin this process of rebuil ding and hardeni ng up
this distribution systemlike LIPA has never seen before.

So, with that, 1'll take any questions on the FEMA grant.

JUDGE PHI LLIPS: Are there any questions?

MR. GOCDMVAN: Thank you for the information. | have sone
very specific involved questions just to clarify.

At one point you nentioned -- | apologize. | don't
remenber the location, but you nentioned one el evati on project
where at the location, there was | believe five feet of flooding
you said, and the elevation lifted the equi pnent to six feet, so
as | understand it, that foot of increnent in elevation is what
| have heard referred to freeboard, are you famliar with the

concept of freeboard?
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MR LIZANICH: | amnot famliar with the concept but |
understand the prem se behind with which you're going with that.

MR, GOCDVAN:  Who decided that a foot was enough as opposed
to three or five?

MR. LIZANICH: It's really nmuch nore scientific than just
we took Sandy and added a foot. W didn't do that. W actually
brought a consultant in, a worldw de renowned consulting firm
Wor | eyPar sons, who hel ped us understand fl oods, understand how
to mtigate floods. When you | ook at the flood advisory maps
t hat FEMA publishes, they tal k about the flood zones, and they
identify how nuch anticipated | evel of flooding could take
pl ace, and Sandy is one elenent. The maps are not solely based
on Sandy. |It's based on a nunber of factors.

In taking those maps we then asked our consultant to help
us understand what happens over tinme, and one of the things that
came back to us was, whatever the anount of fl ooding was at
Arverne substation, 72nd and Beach Drive, the analysis included
that we have to plan for sea |level rise as one of those aspects
that had to be considered. The other one in 200 was the fl ood
| evel was the one that we had to plan to. Wen you add the sea
level rise, it |looks nore like a one in 500 year flood, so that
was all built into the calculations to determ ne how high to go.

Now, keep in m nd when we started doi ng Arverne, which was
i mredi ately, that was the first station we started because it

was a huge catastrophic failure there, you know, those naps
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hadn't been revised. So, we used the best information we had
avai l abl e, but as we went forward, that's why we brought

Wor | eyParsons in, to help us |look at all of the stations, and
help us identify, based on the fl ood maps, based on the

experi ences of Sandy, based on C25, which is the structural
standard that we have to follow for building code of what is the
right level of elevation required, and sea |level rise was one of
t hose aspects.

MR. GOODMAN: Great. | think you've touched on us, but it
sounds |ike what you're saying is that you just didn't design
anticipation of a repeat of Sandy, but it sounds |ike you took
into consideration at |east sonme further change in clinmate, and
ot her events that could potentially be nore severe than Sandy?

MR. LI ZANI CH: Absol utely because Sandy arguably woul dn't
have been the worst thing to hit Long Island, you know, when you
look at it froma flood perspective, it |ooks bad, but, you
know, when we plan for the next contingency, that's where we
| earned fromthe experts was a little bit around of how do you
predi ct, how do you determ ne what will be bad. That was why
the fl ood advi sory maps were partly based on Sandy, but not
solely based. That's simlarly in Nassau and Suffolk, the flood
advi sory maps were not nodified like they were in Queens. So,
what we had to do there was, again, the consultant hel ped us
under stand, how do you make a deci sion around | evel of elevation

on the other stations |like Fair Harbor, Ocean Beach, or Park
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Place. That's based upon Sandy, but it's based upon ot her
t hi ngs beyond because we couldn't rely that Sandy was the worst
case scenario for Long Island.

MR. GOOCDMAN: Simlarly, for the transm ssion |ines, when
you were designing themfor repair to withstand, | don't know if
it's 103 m | es-per-hour wind or sonething different, those
projects were al so designed not just with respect to what
happened wi th Sandy, but what m ght be the worst case that you
can antici pate now?

MR, LIZANICH: Yes, in the case of transm ssion systens,
are our new standards today, and they have been like this for
the last -- since about 2008, we designed it to a 130
m | es-per-hour, so we're really designing to a | evel three
hurricane is what we are designing to, and Sandy was not near
130 mles-an-hour. So, what was designed to that
130 m |l es-an-hour withstand did very well. Obviously, the
distribution systemis not designed for that speed, so
therefore, it took sonme nore damage.

MR. GOCDMVAN:  You nentioned the four, | think it's called
t he buckets projects if you wll, covered by the FEMA grant. |Is
there an ongoing or a plan storm hardening work that is not
captured by those four categories of projects?

MR, LIZANICH: Yes, as is listed in our testinony in the
rate case, the stormhardening is done routinely across a | ot of

projects. So, for exanple, we had tal ked earlier about the
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Ki ngs H ghway substation, just take an exanple, it's going to be
built right down the road unless we conme up with a Utility 2.0
REV solution, but in building that substation, the design
standards for that substation are strengthen and foundati on,
strengthen and steel, strengthen and insulators to

130 m | es-an-hour, so that a new station built today will be
able to withstand the higher wi nd speeds that could take pl ace
in a hurricane. So, that standard has been revised, and every
substation project that we build going forward, and this has
been in place now for about eight years, is designed to that
spec, such that we have it. So, that's not specifically called
out in the rate case, but | know we had a question that cane
fromone of the organizations that asked that question, and
that's enbedded within the projects.

On the lines side, any tinme we install one of those
sectionalizers or install a critical piece of equipnment on the
di stribution system a capacitor bank, a switch, those are
installed on hardened poles, |arger nassive poles that are going
to be able to withstand hi gher wi nd speeds.

The transm ssion system when we build it today, we design
it a 230 mle-an-hour such that the poles get alittle bit nore
substantial, but they're designed to withstand, so that they
won't come down during those high wind events that we
unfortunately do get as a nature of where we're |ocated here on

Long Island. So, many exanples exist within the rate case and
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the projects that we do that are built to withstand, and that
withstand is built into the standards that we applied noving
f or war d.

JUDGE PHI LLIPS: Does anyone el se have any questions? Wth
that, do you have anything that you would |like to add?

MR, VEI SSMAN: We would |ike to thank all of the parties
participating, and 1'd also like to thank all of PSEG s
W t nesses who' ve provided the information today and throughout
the case, and | really appreciate their tinme, and their
commtnment to this entire process, to this entire project con ng
into LIPA

JUDGE PHILLIPS: | actually just wanted to echo that
sentinment. W don't normally go without lunch like this, but |
was a little concerned that we woul dn't have tinme for those
peopl e who have to cone back for the informational forumto have
any kind of substantial break, so | really do appreciate
everyone's patience. | knowit was a |long day. Thank you to
t hose who prepared slides and presentations, and thank you to
those who cane to ask questions. W do appreciate it, and we're
happy that you were able to join us.

So with that, we are adjourned. There wll be the public
informational forumstarting at 6:00 and a public statenent
hearing at 7:00 p.m Thank you.

(Wher eupon, the technical conference was concl uded at

4:02 p.m)
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