





Staff:

Thomas Ferrugia, Legislative Counsel








Daniel Avery, Policy Analyst



Brian Sogol, Policy Analyst

[image: image1.png]





THE NEW YORK CITY COUNCIL

COMMITTEE ON ENVIRONMENTAL PROTECTION

JAMES F. GENNARO, CHAIR

COMMITTEE ON CONSUMER AFFAIRS

LEROY COMRIE, CHAIR

ROBERT NEWMAN, LEGISLATIVE DIRECTOR

ALIX PUSTILNIK, DEPUTY DIRECTOR, GOVERNMENTAL AFFAIRS DIVISION

JEFFREY HABERMAN, DEPUTY DIRECTOR, INFRASTRUCTURE DIVSION
June 26, 2007

Oversight:
Consolidated Edison's Capital Investments & Long Term Strategy for Network Stability, Including Demand Reduction and Clean, Distributed Generation.

On Tuesday, June 26, 2007, the Committee on Environmental Protection, chaired by Council Member James F. Gennaro, and the Committee on Consumer Affairs, chaired by Council Member Leroy G. Comrie, will hold a joint hearing to discuss Consolidated Edison's (“Con Ed”) capital investments & long term strategy for network stability, including demand reduction and clean, distributed generation.  Invitees to testify include representatives from Consolidated Edison, the New York State Power Authority (“NYPA”), the New York State Public Service Commission (“PSC”) the New York City Department of Environmental Protection (“DEP”), the New York City Economic Development Corporation (“EDC”), the New York City Department of Citywide Administrative Services (“DCAS”), the New York City Mayor’s Office of Long Term Planning & Sustainability, and the New York City Office of Emergency Management, as well as state and federal environmental agencies, and labor, small business, energy, and environmental advocates.

I. Introduction
Greater energy efficiency, which can be achieved, in part, by clean distributed generation, has the potential to help address several major issues facing the City of New York, including meeting increasing energy demand, especially at peak use periods, while protecting public health and diminishing the environmental impacts associated with the emission of pollutants from power plants.  Reducing energy use and the use of clean, on-site energy by the City – which owns over 2,500 major building assets and accounts for, along with the New York City Housing Authority, approximately 10% of Citywide energy use
 – can also help to reduce the City’s energy costs, which are borne by taxpayers.  

The events of summer 2006 brought to particular prominence New Yorkers’ and the Committees’ longstanding concerns about Con Edison’s operations.  Following the lengthy blackout in Northwest Queens during which hundreds of thousands of New Yorkers were without electric power or experienced extremely low-power “brown-outs,” the Council has applied increased scrutiny to Con Edison’s preparations for summer 2007 as well as its long-term plans to provide service.  Today’s hearing is the seventh since July 2006 in a comprehensive and determined effort to work with Con Edison, the New York State Public Service Commission, and all interested parties to prepare together for a 21st century New York City of “green,” technologically superior infrastructure and uncompromised reliability.  

II.
Capacity
In August 2001, New York City’s energy demand reached record-setting levels when the Northeast experienced a major heat wave.
  That stress on New York’s electric system underscored the concern that the State’s energy supply might not be adequate to meet its demand.  The following month, the City of New York experienced a reduction in the demand for electricity following the September 11th terrorist attack on the World Trade Center.  However, as the City rebuilt and recovered from a sluggish economy, the demand by New York City customers for electricity increased, and it is expected to continue to do so into the future.
  Over the last several years a number of sources have argued that, without an increase in generating capacity and more emphasis on energy efficiency, the City of New York could face brownouts and blackouts as well as price spikes.
  Energy experts have recommended several measures to address the potential power crisis, including the construction or re-powering of electric generating plants, an increase in energy efficiency and conservation measures, and the use of clean distributed generation, among other things.


It is generally agreed that the supply of and demand for electricity in New York City will be tight in the near future.  In 2003 the New York Independent System Operator (NYISO) estimated that New York State would need an additional 5,000-7,000 megawatts (MW) of electric generating capacity by 2008,
 a majority of it in Long Island and the downstate areas.
  In addition, the New York City Energy Policy Task Force (“Task Force”), established in July of 2003 by Mayor Bloomberg, estimated in 2003 that, after factoring in growth, the need to assure market stability, and the need to replace aging power plants on the one hand, and additional supply from projected power plant construction and new distributed resources, on the other, the City will face a net capacity need of about 2,605 Megawatts by 2008.
  The Task Force modified that assessment in 2006, determining that, due to increased supply, decreased demand in peak periods, new delivery infrastructure, and new green building requirements, the City’s energy requirements will be met until 2012.
  Finally, in a study evaluating the potential reliability of the power system in New York from 2006-2015, the NYISO found that reliability could be met, but only by implementing still-undetermined additional regulatory solutions and market proposals to meet such needs for the year 2015.  The NYISO recommended the deferral of the planned retirement of the New York Power Authority’s Charles A Poletti generating unit in New York City from 2008 until 2009 and the close adherence to schedules for other projects during the study period.  In addition, the unforeseen retirement of facilities due to economic or environmental reasons could hamper reliability needs and impact the study’s conclusion that reliability can be met.

Additional challenges to reliability stem from the “80 percent rule,” which requires that eighty percent of the City’s peak demand capacity be generated within City limits in order to maintain the reliability of the City’s electricity supply.  Also, the NYISO and the New York State Reliability Council (NYSRC) have established an 18% “capacity reserve margin,” which requires that a reserve equal to at least 18% of projected electricity demand be maintained to ensure system reliability.  These additional requirements reinforce the need to maximize energy efficiency in the City and create additional sources of electricity through expanding the use of clean, distributed energy.

Creating additional capacity through construction of new power plants, although potentially necessary, is fraught with complexities, and in the recent past various authorities have described serious limiting factors regarding developing such new capacity.  For example, as recently as 2003, the NYISO contended that “[t]he future outlook for adequate, efficient and environmentally friendly generation is bleak,” and “there is little evidence that serious consideration is being given to additional new generation in New York State, New York City, or on Long Island.”
  In the past, the Task Force also noted a number of financial and market forces that complicate the task of developing new electric generation facilities.
  More recently, however, the City, through its release of PlaNYC 2030, has called for overhauling our energy supply through retiring or re-powering older power plants and by adding new, cleaner ones.  PlaNYC also calls for bold efforts to increase energy efficiency, expand clean, distributed energy, and foster the market for renewable energy, among other things.


In light of the dim energy market outlook, the City must develop concrete strategies to meet current and future energy demands.  In 2030, according to the Task Force, the best way for the City to meet its capacity goals “will be through a combination of generation plants (both new and re-powered), transmission lines, and distributed resources – including clean on-site generation and various methods of energy efficiency and demand reduction.”
  The Task Force also concluded that the “City government should serve as a model by managing its own electricity use wisely.”
  As mentioned earlier, the implementation of some of these measures led to the Task Force’s recent reassessment of the City’s energy needs, which concluded that the City has sufficient energy resources until 2012.

III.
Climate Change, Public Health and the Environment

In addition to concerns about there being sufficient energy supply to meet demand, the combustion of fossil fuels to generate electricity causes emissions of pollutants such as sulfur dioxide, nitrogen oxides, particulate matter and mercury.
   These pollutants pose a number of public health problems, such as respiratory disease, asthma, heart disease and cancer.
  Burning fossil fuels also produces global warming pollution such as carbon dioxide,
 which contributes to climate change, which has the potential to have major negative impacts in New York City over time.
  The use of clean distributed energy would help to reduce these pollutants and their associated adverse impacts.

A. Global Climate Change


There is a general consensus among scientists that global warming pollution concentrations in the atmosphere have increased and are continuing to increase, and that these increases cause global climate change.
, 
, 
  As a result, many government entities are taking action to reduce these emissions.  In May of 2005, Mayor Bloomberg signed on to the United States Mayors Climate Protection Agreement, which, among other things, commits cities to meet or beat the Kyoto Protocol’s carbon dioxide reduction schedule.  

The United States Environmental Protection Agency (EPA) has documented over the last century a one-degree Fahrenheit increase in temperature in Albany and a 20% increase in precipitation in New York State.
  In the New York City Metropolitan Region, the temperature has warmed nearly 2 F( over the past 200 years.
  Global climate change models have projected that warming in the region will range from 1.7-3.5 F( in the 2020s, 2.6-6.5 F( in the 2050s and 4.4-10.2 F( by the 2080s.

According to the Metropolitan East Coast Assessment of Impacts of Potential Variability and Change, organized by the United States Global Change Research Program, global warming may result in an increase in the frequency of droughts and severe coastal flooding and erosion events and an increase in the loss of wetlands in the City due to sea level rise, resulting in the reduction of wildlife habitat, protective barriers against coastal flooding and the filtering of pollutants.
  According to Janine Bloomfield, Ph.D., of Environmental Defense, the City and surrounding region, with approximately 600 miles of coastline, extensive lowlands, and low-lying roads, bridges, tunnels, subways, airports, and other infrastructure, is extremely vulnerable to the potential impacts of sea level rise due to global climate change.
  Others concur that the City’s low-lying areas, and significant infrastructure located on those lowlands, are at risk from global warming.
, 
  

In addition, due to global warming, New York City is expected to face many more days at 90 F° and above, resulting in an increase in illness and death related to heat stress, as well as an increase in summer electricity demand on an already taxed power grid,
 as well as potential increases in asthma attacks due to increased pollen counts.
  

B.
Public Health and the Environment

The production of electricity generates an array of harmful emissions in addition to global warming pollution that adversely impact human health and the environment, including particulate matter, sulfur dioxide, nitrogen oxides and mercury.


Sulfur dioxide is emitted when fuels containing sulfur are burned to produce energy.  This pollutant may cause a number of health and environmental problems, including aggravated asthma and other respiratory diseases, especially among children and the elderly, and contributes to atmospheric particulates.  Sulfur dioxide also causes acid rain, which leads to the death of trees, aquatic life, and otherwise impacts natural systems by adding acid to the soil and water.
  


Small particulate matter is also emitted by power plants, and is made up of microscopic liquids and solids that can be inhaled deep into the lungs.  Once inhaled, they may cause a number of health problems, including reduced lung development and capacity, asthma attacks, lung and heart disease, and premature death.
  The New York Metropolitan Area is a nonattainment area for PM2.5 (particulates 2.5 microns in size).


Nitrogen Oxides combine with Volatile Organic Compounds in the presence of sunlight to form ground-level ozone, which may cause a number of respiratory problems, especially in children and the elderly.  These pollutants also contribute to acid rain.


Mercury exposure is usually in the form of methylmercury through the ingestion of fish and shellfish.  Methylmercury is an organic compound that affects the nervous system.  Developing fetuses and children are most at risk, but adults are also susceptible.  Exposure can adversely impact cognitive thinking, memory, language and other such functions.

IV.
Energy Efficiency and Clean, On-site Generation

There are many energy efficiency and conservation strategies that can play an important role in reducing energy use while also helping to ensure abundant energy supplies in the future.  To this end, the Council released, in July 2002, a report entitled “Saving Power, Saving Money: An Energy Efficiency Plan for New York City,” which recommended a number of ways in which the City could lead by example and conserve energy.  The Council also passed Local Law 37 of 2002, which amended the City’s Administrative Code by requiring the City to seek to purchase energy-using products that are more energy-efficient; Local Law 30 of 2003, which amended the Code by providing more flexibility for agencies in meeting that goal; Local Law 86 of 2005, which required most new and substantially renovated City buildings to meet LEED Silver standards, projects that cost $12 million or more to reduce energy use by 20-25% below state requirements, and by 5-10% more than that if the payback is less than 7 years, and other energy-reduction requirements for certain boiler, lighting, and HVAC projects; Local Law 107 of 2005, which requires landlords who receive certain tax breaks to buy Energy Star appliances; Local Law 119 of 2005, which strengthened requirements for the City’s purchase of energy-efficient products; and Local Law 1 of 2007, which requires the Department of Citywide Administrative Services to conduct an assessment of City facilities with a 500 kilowatt or greater peak electricity demand to determine whether co-generation and natural gas-based distributed generation projects are appropriate for such facilities.


The City’s release of PlaNYC 2030 has elevated many of the issues related to energy conservation and pollution reduction.  Implementing that plan will, among other things, greatly increase the City’s efforts at reducing energy consumption, our reliance on clean, distributed energy, and, over time, our use of renewables such as solar power.

In addition to those measures mentioned above, there are a number of other strategies that can increase energy efficiency and/or reduce demand that will cut emissions and help address capacity concerns.  Utilizing clean, distributed energy also reduces the emission of carbon dioxide and other pollutants and increases the number of sources of available electricity in the City and alleviates pressure on the City’s power grid.

A.      Energy Efficiency

Energy use, and in particular the combustion of fossil fuels, has a tremendous impact on the environment, affecting climate change as well as a broad array of respiratory and other health problems.  By allowing the same functions to be performed for less energy consumption, energy efficiency reduces costs, takes pressure off the grid, and reduces pollution.  For example, here in the City, commercial and residential buildings account for most of our energy demand, as they consume 82% of electricity and 30% of primary energy consumed in New York State.
  As a result, measures such as the efficient operation of City facilities and building systems, reducing building energy consumption through the use of high efficiency lighting equipment, high efficiency motors, and other methods, and stocking our buildings with more efficient appliances can produce tremendous cost savings and environmental benefits.
B.  
Clean, Distributed Generation

Distributed generation can be defined as “modular electric generation or storage located near the point of use.” 
 “Clean” forms of such generation can come from a number of different sources, including renewable energy, such as solar and wind power, and other on-site sources such as combined heat and power (CHP) and fuel cells, among others.  These forms of clean generation can provide a number of different benefits, including emergency backup generation, peak load management, and the provision of cleaner, zero- or low-emission electricity.
  Several of these sources are currently being used and are thus available to the City for use.  For example, solar energy systems are now producing almost 2 megawatts of power in New York City. 

As a strong signal supporting the promotion of clean distributed generation in New York State, in April of 2003, the New York Public Service Commission (PSC) ordered the State’s major natural gas utilities “to file special delivery rates for nonresidential customers who operate their own gas-fired distribution generation (DG) units”
 in order to provide incentives for more widespread use and lower costs of DG operators.  According to William M. Flynn, Esq., Chairman of the PSC, “As we encourage more development of efficient small power production facilities through fairer rates, we not only open up a valuable option for customers, but we also enhance our state’s economy.”

The purchase and installation of solar systems have been exempted from the State and City sales and compensating use taxes, and the New York State Energy and Research and Development Authority offers a cash incentive for the installation of small photovoltaic systems by home owners. Additional policies and measures could help bring about other renewable zero- or low-emitting sources of electricity in the City, which would reduce the approximately 70% reliance on fossil fuels that the City now uses for electricity generation.

V. Con Edison’s Projected Capital Plans

New York’s Public Service Law requires Con Ed to work to reasonably assure reliable, “safe and adequate” electric service.  As a provision of the PSC’s general oversight authority over Con Ed, the Commission must approve all of the utility’s requests for rate increases.
  In May 2007 Con Ed submitted to the PSC a rate case proposal that would “raise electricity rates next April – by 17 percent for a typical residential customer and by 10.7 percent for a typical business.”
  The proposed increases were required, Con Ed has stated, so that the utility may “spend billions of dollars on improvements over its next three-year rate plan, including $942 million on substations, $899 million on transformers and related equipment and $467 million on new underground primary cables.”
  Additionally, the rate case would allow bills to further “increase by another 3.2 percent in 2009 and by 3.7 percent in 2010.”
 

Various political figures including Assembly Speaker Sheldon Silver and Assembly Members Paul Tonkno and Michael Gianaris have seriously questioned the legitimacy of Con Edison’s request for a steep rate increase in the aftermath of 2006’s devastating Northwest Queens blackout; Mayor Michael R. Bloomberg, however, “urged Con Ed’s critics to judge the rate request ‘on the merits, not on politics.’”
  Con Edison Chairman Kevin Burke has noted that in addition to Queens area improvements, the proposed rate case includes “measures to increase energy conservation and reduce carbon dioxide emissions.”
  Some environmental advocates have praised Con Ed’s projections for their attempt to “[reduce] 500 megawatts of demand… from new conservation initiatives” including a $340 million allocation toward employing smart meter technology.

VI. Issues and Concerns

To what extent is Con Edison preparing for the future by incorporating the energy concerns detailed above into its capital projections?  The Committees have a number of concerns about how Con Edison has previously allocated its capital funding and how the pending rate case is constructed.  Among the questions the Committees would like answered – from the point of view of both Con Edison and various environmental and energy business advocates – are the following.

· According to the New York Times, Public Utility Law Project Executive Director Gerald A. Norlander has said, “residents could end up paying even more [than Con Ed’s proposed rate plan figures] if the cost of generating electricity goes up… ‘Supply is tightening and wholesale prices may rise quite a lot, in addition to Con Edison’s delivery charges,’ he said.”



Is the cost of generating electricity projected to rise?  How, generally, would such an increase translate into increased consumer costs?  What agencies or organizations keep track of anticipated energy costs, and how do Con Edison and/or the PSC factor these projections into rate cases independent of Con Ed’s own operations and maintenance considerations?

· New York State Assembly Speaker Sheldon Silver has expressed concern that it would be “inappropriate to move forward” with a rate increase case while the PSC is conducting a formal investigation into the prudence of Con Edison’s actions during the 2006 Northwest Queens blackout.
  

To what extent does the ongoing PSC prudence proceeding inhibit its ability to consider Con Edison’s rate case?  Can the PSC grant the rate increase before the prudence proceeding is concluded?  How likely is it that negative findings against Con Edison in the prudence proceeding would reduce the likelihood of the PSC’s full approval of the rate case?  Can the PSC grant the rate case in part?  If this were to happen, what is Con Edison’s contingency plan?

· Con Edison has “said it planned to spend billions of dollars on improvements over its next three-year rate plan, including $942 million on substations, $899 million on transformers and related equipment and $467 million on new underground primary cables.”

How do these figures translate into dedicated percentages of Con Edison’s overall rate case?  How do those percentages compare to capital expenditures from Con Edison’s last rate case and from the utility’s last several rate cases?  Is there a baseline percentage Con Edison requires for these kinds of expenses in every rate case, or is the allocation of such funds completely determined by the presently projected need?  To what extent, if at all, has Con Edison increased these figures/percentages because of the 2006 Northwest Queens blackout, and, if Con Ed has done so, are these increases anticipated to remain standard practice for future rate cases or are they one-time stopgap attempts to repair and revitalize a neglected system?

· “Under Con Ed’s last rate case, covering the years 2005 through 2007, Con Ed received approvals to spend $2.47 billion as well as $250 million for conservation programs.”

Does Con Edison devote a standard percentage of budget expenditures to conservation programs?  If so, how does the currently proposed rate case’s conservation program percentage compare to those of rate cases past?  

· Con Edison’s “chief financial officer… said the company would need an average of nearly $2 billion in new investor capital each year to pay for… improvements.  The company needs the increase to obtain such capital, he said.”

How much capital would the proposed rate increase generate?  What percentage, if any, of such generated capital would make its way into the hands of shareholders as opposed to investiture into the electrical system itself?  What is the method by which Con Edison’s shareholder dividends are generated and distributed?

· In relation to the previous question on contingency budget planning, what is the minimum rate increase threshold at which Con Edison could function sufficiently and reliably for the coming three years?  In other words, is Con Edison “shooting high” in anticipation of a compromised PSC-approved rate case?

· Queens Assembly Member Michael Gianaris has proposed legislation that “would require the Public Service Commission to evaluate Con Edison’s franchise every 10 years, and solicit industry competitors to issue proposals to the state for management over New York City’s electric grid.”

Is free market access to the City’s electrical grid a good idea?  Are there other companies with the necessary expertise and ability to provide New Yorkers reliable electrical service?

· Con Edison also proposes natural gas rate cases to the PSC; such a rate case is currently pending as Case 06-G-1332 and is scheduled to be considered in September 2007.
  To what extent, if at all, do these cases relate to or having bearing on electrical rate cases?

· According to Con Edison’s rate case, “much of the requested increase is attributable to the structure of the current electric rate plan, which employed certain measures to mitigate the rate increases, and delayed until this filing recognizing in rates the full extent of the Company’s forecasted costs and expenses.  More specifically, the current rate plan provided for the Company to retain, in lieu of a rate increase, various customer credits to offset ongoing operating costs, and established deferral mechanisms to delay the recovery of certain costs to further mitigate the rate increase.”

What is the rationale for this kind of budgeting?  Was consideration given to anticipated consumer “sticker shock”?  Would it have been possible to draw these customer credits out over a longer period of time/series of rate cases and instead to have applied more incremental increases?

The Committees look forward to exploring these and many other issues at today’s hearing.
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