March 29, 2011
Exhibit “3-A”

NYPA Governmental Customer Production Rate and Delivery Rate Redesign
Recommended Plan

SUMMARY

The conclusions from NYPA’s governmental customer rate redesign and cost studies in
2010 and 2011 for New York City (“NYC”) and Westchester County (“Westchester”)
governmental customers (collectively, “Governmental Customers” or “Customers”) is
that significant service class cross subsidies exist in the current production and delivery
rates. Production and delivery rates are summarized in NYPA’s Service Tariff No. 100
(applicable to the NYC Governmental Customers) and in NYPA’s Service Tariff No. 200
(applicable to the Westchester Governmental Customers). Additionally, the delivery rate
study notes that NYPA’s current base delivery rates to Customers over-collect about $9.6
million annually as compared to Consolidated Edison Company of New York, Inc.’s
(“Con Edison™) delivery charges to NYPA, which are contained in Con Edison’s delivery
tariff known as PASNY No. 4.

Throughout 2010, NYPA staff conducted numerous joint Customer meetings, joint
technical conferences, individual Customer and consultant meetings and teleconferences
to help initiate and refine the rate design studies, disseminate and explain the results, and
obtain verbal and written feedback. NYPA procured the services of the consulting firm
Black & Veatch to perform critical analyses and reports to assist NYPA staff in this
effort. Based on the extensive interaction with Customers and their consensus on
numerous issues, NYPA staff has developed this Recommended Plan which, if
implemented, would reduce the production and delivery rate service class imbalances and
mitigate excessive bill impacts. '

Following are the notable features of the Recommended Plan:

o The redesign of the current production rates structure for NYC and Westchester
Governmental Customers would be effective July 2011, based on NYPA’s 2011
cost of service approved for these entities.

o Redesigned production rates are revenue-neutral to NYPA.

e For the delivery rate redesign, a bifurcated plan is recommended to address the
significantly different cost impacts on the NYC Governmental Custometrs on the
one hand, and the Westchester Governmental Customers on the other. Because of
the wide disparity in bill impacts and differing contract terms under the electricity
supply agreements with the Customers, a phase-in for the NYC Governmental
Customers is recommended, while an immediate implementation is recommended
for Westchester.

o Because certain NYC Governmental Customers would be subject to sudden, large
cost impacts if redesigned delivery rates were implemented in one rate year, it is
recommended that such delivery rates be phased in over a four-year period,
beginning in July 2011. Subsequent phase-ins would occur cach April thereafter
for the next three years. (April is the month in which Con Edison implements
new delivery rates per existing Public Service Commission rate orders.) At the
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end of the phase-in, the NYPA delivery rates would fully match up with the
applicable Con Edison delivery rates.

e For Westchester Governmental Customers, it is recommended that redesigned
delivery rates be re-set to match those of Con Edison immediately, commencing
in July 2011. '

e Concurrent with implementation of redesigned production and delivery rates in
July 2011, NYPA recommends crediting Customers with the accumulated balance
in over-recovered delivery charges through that date. The balance was $39.1
million through the end of January 2011. Only those Customers whose current
delivery rates are set too high would receive any credit for past over charges.

The attached Schedule 1 shows the estimated bill impacts for implementing
recommended production and delivery rates for all Governmental Customers.

A. Production Rates

Staff is recommending the immediate implementation of new, revenue-neutral, cost-
based production rates based on the Black & Veatch September 2010 Report and March
2011 Addendum. These documents reflect feedback obtained from the Customers
through ongoing meetings occuning throughout 2010. Further, the 2011 Addendum is
updated to reflect the cost of service approved on January 25, 2011 by the NYPA
Trustees for 2011 for the Governmental Customers.

New revenue-neutral production rates reflect the following:

e Cost allocation to each service class based on a 2009 NYPA load research study
indicating various demand and energy usage characteristics of each service class.

o Implementation of time-of-day and seasonal rates based on a hourly marginal cost
analysis using 2010 hourly NYPA load and New York Independent System
Operator (“N'YISO”) houtly Zone G and Zone J price data.

o Collection of variable costs predominantly via energy kilowatt-hour (“kWh”)
charges and fixed costs predominantly via the demand kilowatt (“kW”) charge.

o Use of Customer peak demands at the time of the NYISO peak to assign certain
generation costs and revenues to Customer classes.

e Consolidation of general Service Classes 64 and 69 due to similarity of usage
patterns and service.

Additional features of the production rate redesign Recommended Plan are:

o Implementation of new Standby and Net Metering tariff provisions in July 2011.
o Implementation of minimum billing charges in 2012.
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B. Production Rate Recommended Implementation Plan

The recommended restructured production rates will become effective with the July 2011
billing period. This will be followed by a redesign update by year-end 2011 for the 2012
rate year (for production charges, NYPA’s rate year is the same as the calendar year) and
then biennial redesign updates to NYPA’s cost of service in 2013 for the 2014 rate year
and in 2015 for the 2016 rate year. For each cost of service update, the following is
envisioned:

I

The goal will be to review existing production rate designs to verify that they
remain cost-based. Any changes in the overall level of the cost of service will be
incorporated into the study such that the recommended rate designs will recover
the approved cost of service. :

Load research will be updated to reflect the most recent historical calendar year
data available. For instance, the 2013 biennial update will utilize 2012 load

‘research results.

A new allocated cost-of-service study will be developed that relies on the most
recently available approved cost-of-service study for the Governmental
Customers. For instance, the 2013 biennial update will rely on the 2013 approved
cost of service.

The study will incorporate a review of all cost allocation bases to verify that each
cost item is assigned to service classes in the appropriate manner.

The marginal cost analysis will be updated for the most recent historical calendar
year reflecting NYPA’s Governmental Customer hourly load data and NYISO
hourly Zone G and Zone J prices. Updated seasonal and time-of-day price
differentials will be established.

New rate designs will be developed based on the allocated cost of service to each
service class, incorporating seasonal and time-of-day price differentials resulting
from the updated marginal cost study. .
Bill impacts will be developed, using Governmental Customer billing
determinants from the most recent calendar year historical data available or from
forecasted Governmental Customer billing determinants.

Results will be shared with Customers during the summer/fall of each biennial
update, and, as appropriate, rate designs will be modified to reflect feedback
received.

New rate designs as required in the Recommended Plan will become effective in
the next rate year. For example, the 2013 biennial update will be shared with
Customers in summer/fall 2013, to propose new production rates effective in
January 2014.

In the interim years of 2012 and 2014 the intent is not to restructure production rates.
Rather, the then-existing rate designs will be maintained. Any change in the level of the
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production cost of service will be passed through to Customers in an equal, across-the-
board manner. Additionally, in such non-update years, staff will perform preliminary
analyses to verify that the existing production rates remain appropriately cost-based. If
significant changes have occurred due to modifications in NYPA’s cost structure or other
factors impacting rates (such as changes in Customer load profiles or market prices
affecting seasonal/time-of-day price differentials), then NYPA, at its own discretion, may

propose to accelerate the schedule for updating production rate designs to what would
" otherwise be considered a non-update year.

C. Delivery Rates

NYPA proposes to implement Con Edison-based delivery rates for all Governmental
Customers. Significant misalignment between what Con Edison charges NYPA for
delivery service and what NYPA, in turn, charges the Governmental Customers, has been
documented. The Recommended Plan takes the necessary steps to correct this
misalignment.

Westchester Governmental Customers, whose delivery rate changes will be effective
immediately, will experience bill impact savings associated with the change to Con
Edison delivery rates. For NYC Governmental Customers, it is estimated that at least six
service classes would receive rate decreases of 20% while Service Classes 85 (MTA
traction facilities) and 98 (NYC wastewater treatment plant) would receive rate increases
of mnearly 200% ecach. To mitigate the potential rate impacts of immediate
implementation, a four-year phase-in of Con Edison delivery rates is planned for NYC
Governmental Customers.

D. Base Delivery Rate Over-Collection

The first year of phase-in rates eliminates the $9.6 million over collection of Con
Edison’s delivery charges by NYPA. Of the $9.6 million, it is estimated that Westchester
overpays $8.5 million. The remaining $1.1 million is the net impact of a $37.6 million
under collection from the Metropolitan Transportation Authority (“MTA,” one of the
NYC Governmental Customers) offset by a $38.7 million over collection from the
remaining NYC Governmental Customers. During subsequent phase-in years, over- and
under- collections among Customer service classes are further harmonized such that by
2014 NYPA’s redesigned delivery rates charged to NYC Governmental Customers are
fully synchronized with Con Edison’s delivery rates on a revenue neutral basis to NYPA.
As seen on Schedule 1, Column (E), the $9.6 million over-collection in base delivery
rates is eliminated during the first year of implementation of proposed phase-in of NYPA
delivery rates. '
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E. Delivery Rate Recommended Implementation Plan-Westchester

The terms of Westchester and NYC Governmental Customer -electricity supply
agreements bolster a bifurcation approach. For Westchester Governmental Customers,
contract provisions require a pass-through of these charges to each individual Customer
and it is recommended that delivery rates be fully synchronized with those of Con Edison
immediately commencing in July 2011, On the other hand, the NYC Governmental
Customer agreement states that aggregate delivery charges to the NYC Governmental
Customers should be designed to equal aggregate amounts charged by Con Edison.
Therefore, staff recommends a bifurcated plan for implementation of new delivery rates
where Con Edison rates are implemented immediately for Westchester Governmental
Customers and phased-in for NYC Governmental Customers. In total Westchester
Governmental Customers will see an $8.5 million reduction in delivery charges resulting
from elimination of the annual over-collection mentioned above.

F. Delivery Rate Recommended Implementation Plan-NYC

Given the disparity of Customer impacts and Westchester Governmental Customer
contractual considerations as noted above, staff recommends a four-year transition to Con
Edison delivery rates for NYC Governmental Customers, beginning in 2011 which is
revenue neufral to NYPA. The recommended NYC Governmental Customer rate
implementation plan balances the goal that new rates should be more closely aligned with
Con Edison rates with the practical consideration of mitigating NYC Governmental
Customer impacts given that NYPA’s existing delivery rates and Con Edison delivery
ratés have fallen greatly out of alignment over time.

The Recommended Plan for NYC Governmental Customers reflects the following:

e Phase-in rates by service class (conventional and time of day, high/low tension)
with complete alighment to Con Edison’s delivery rates by April 2014,
e Systematic increases over a four-year phase-in period of existing service class
rates which are set too low as compared to Con Edison delivery rates as follows:
o In Year | rates arc set at 75% of Con Edison delivery rate
o Year2 at 85%
o Year3 at95%
o Year4 at 100%. ,
e Immediate elimination of NYPA’s existing declining blocked delivery rates.
o Immediate climination of the current $1.1 million over-collection under existing
NYPA delivery rates during year 1 of phase-in.
o Immediate implementation of Con Edison monthly street lighting facilities
delivery charges for street lighting (Service Class 80) as the variance between
the existing NYPA rate and Con Edison delivery rate is insignificant.
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e To mitigate bill impacts on MTA, Service Class 65 (mostly MTA commuter
railroads) rates will be lowered to 100% of PASNY No. 4 immediately.

o With respect to the remaining service classes, with the exception of Service
Classes 65 and 80 as noted above, corresponding systematic and gradual
decrease of over collecting existing service class rates on a basis that is
proportional to the amount of that particular class’ over-collection relative to the
over collections of all classes. '

G. Future Con Edison Delivery Service Rate Increase
For both NYC and Westchester Governmental Customers, annual increases in Con
Edison delivery charges on a going forward basis will be passed on to Customers by rate

component directly-as they are charged to NYPA by Con Edison.

H. Re-Examination of Con Edison Delivery Rates

Concuirent with implementation of new delivery rates, NYPA and the Customers intend
to initiate communication with Con Edison regarding the cost basis for the existing
PASNY No. 4 rates with the intent for Con Edison to develop a specific MTA rate. It is
expected that Con Edison will file its next delivery rate case by 2012 for implementation
in 2013, allowing ample time for NYPA and the Customers to conduct an investigation to
better understand Con Edison delivery rates to NYPA. In 2013 and 2014, the third and
fourth years of the delivery phase-in period, it is expected that the phase-in of rates will
be modified to reflect the then newly approved Con Edison delivery rates.

I. Crediting Customers Delivery Over Collections

Staff recommends crediting Customers with the accumulated balance in over-collections
of Con Edison delivery charges commencing no later than the requested July 2011
effective date of redesigned delivery rates. Credits would be provided over twelve
months to those Customers whose existing delivery rates are set too high as compared to
the comparable Con Edison delivery charge. Each Customer’s delivery credit would be
determined using the proposed refund allocation percentages shown on Schedule 2
applied to the total accumulated over-collection balance. The basis for this schedule is
the Black & Veatch rate study that utilized NYPA and Con Edison delivery rates
effective April 2010 and historical calendar year 2009 billing determinants to calculate
annual delivery revenue collections under existing NYPA delivery rates as compared to
those that would result under Con Edison delivery rates. The allocation percentage for
cach Customer is determined to be that Customer’s annual over-collection relative to the
sum of annual over-collections for all Customer classes whose delivery rates are set too
high.
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J. True-up of Delivery Charges

Commencing with Year 1 of the phase-in plan, delivery charges billed by NYPA to
Customers will be subject to annual true-up with delivery charges billed by Con Edison
to NYPA. The truc-up will take place each July for the prior 12-month petiod ending in
April.

Ovet/under recovery of Con Edison delivery charges from Customers is also, in part,
caused by discrepancies between the estimated billing, street lighting proration and
minimum billing procedures of NYPA and Con Edison. Beginning with the January
" billing cycle, NYPA began to harmonize its procedures for estimating Customer usage
(when actual meter reads are unavailable) with those of Con Edison. In late 2010, street
lighting proration was corrected. Further, NYPA intends on modifying its Customer
billing system in 2011 in order to implement minimum billing consistent with the
minimum billing provisions of Con Edison.

Since changes in delivery service rates will in large part be phased-in-over four years and
there are plantied changes in billing determinants, an over/under collection collar of $5
million will be implemented. When delivery revenue over/under collections are outside
the $5 million collar, a refund or surcharge will be passed on to Customers as soon as
practical. Delivery revenue over/under collections within the collar thresholds will be
subject to the annual true-up cycle.

K. NYPA Service Tariff Revisions

NYPA will conform current Service Tariff Nos. 100 and 200 to be consistent with the
final redesigned production and delivery rates, plus make other tariff changes as needed
for proper organization and to enhance clarity.
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