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Background and Qualifications

Please state your name and business address.
Stuart Nachmias. My business address is 4 Irving Place, New York, New York 10003.

Please describe your current responsibilities.

> © » O

I am employed by Consolidated Edison Company of New York, Inc. (“Con Edison”) and
currently hold the position of Vice President, Energy Policy and Regulatory Affairs. 1 am
responsible for establishing Con Edison’s policy positions with respect to energy issues,
covering the New York Independent System Operator, Inc. (“NYISO”) and the PIM
Interconnection, L.L.C. (“PJM”) stakeholder processes and have responsibility for Con
Edison’s efforts in forming New York Transco, LLC (“NY Transco™), a process which

began in early 2011. In addition, I have recently been appointed to the position of
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President of the NY Transco. In this role, I am responsible for the day to day
management of the NY Transco as well as the efforts related to the establishment of the
NY Transco as a new utility.

Please explain your educational background, work experience, and current general
responsibilities.

| graduated from the State University of New York at Binghamton with a Bachelor of
Arts degree in Economics and Psychology and earned a Master of Business
Administration degree with a concentration in Finance from the City University of New
York’s Baruch College. I also earned an Advanced Certificate in Energy Management
from the New York Institute of Technology, and completed a Power Technologies Inc.
(“PTI”) Distribution Engineering program. Since 1988, | have worked primarily for Con
Edison. | began in Con Edison’s management intern program, and then worked in capital
budgeting, customer sales and revenue forecasting and corporate planning. | worked to
develop the State of New York’s plan to establish wholesale energy markets, including
establishing the NYISO. 1 also worked at Con Edison Solutions from 1997 to 2000,
initially in the wholesale power group and later as marketing manager for large business
customers. Con Edison Solutions is an affiliate of Con Edison that was formed with the
restructured energy markets to focus on retail customer services. After leaving the
Company from 2000-2001, | rejoined Con Edison in the Energy Markets Policy Group,
which focused on policy issues surrounding the wholesale electric and natural gas
markets. | have held positions of increasing responsibility in this area. 1 also have held a
position in customer operations where | worked to address customer complaints to the
New York Public Service Commission (“NYPSC”) and to executives. As Vice President

of Energy Policy and Regulatory Affairs, I am responsible for development of energy
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policy and the management of state and federal regulatory matters, including a host of
wholesale and retail energy issues.

Have you previously submitted testimony before the Federal Energy Regulatory
Commission (“FERC” or the “Commission’) or any other regulatory commission?

Yes. | testified in Docket No. EL02-125 before this Commission. | testified in Cases 13-
E-0030, 13-G-0031, 13-S-0032, 08-E-0539, 09-S-0794 and 09-G-0795 before the
NYPSC. | have also testified before the New York State Senate Committee on Energy
and Telecommunications.

Purpose and Summary of Testimony

What is the purpose of your testimony?

My testimony will address the following topics. First, | will provide an overview of the
NY Transco and the filings made by the NY Transco and the investor-owned New York
Transmission Owners (“NYTOs”), which are: Central Hudson Gas & Electric
Corporation (“Central Hudson”), Con Edison, Niagara Mohawk Power Corporation d/b/a
National Grid (*“National Grid”), New York State Electric & Gas Corp. (“NYSEG”),
Orange & Rockland Utilities, Inc. (“O&R”), and Rochester Gas & Electric Corp.
(“RG&E”). As part of this section of my testimony, | will introduce the other testimony
that is being submitted as part of this filing. Second, I will describe New York State’s
Energy Highway Blueprint (“Energy Blueprint”), which is designed to improve reliability
and reduce longstanding congestion limits in the flow of electricity, including electricity
from renewable energy sources, to markets throughout New York State. | will also
describe the state’s public policies with respect to new transmission development that
have been designed to address these issues as well as other statewide needs. These other

public policies include preparing for the potential closure of significant existing
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generation plants, providing for economic development, including jobs and local tax
stabilization, and providing a path for renewable energy to flow to customers in
furtherance of state and federal clean energy goals. | will also review recent orders of the
NYPSC which indicate that the NY Transco’s projects satisfy these statewide public
policy goals. Third, I will describe the NY Transco business model including an
overview of the NY Transco and its proposed projects. This section will discuss the
business objectives of the NY Transco as well as the process the NYTOs undertook to
form the NY Transco. | will also describe the NY Transco’s members. Fourth, | will
summarize the NY Transco’s cost allocation and cost recovery proposal. Fifth, I will
summarize the transmission incentives requested by the NY Transco, its overall rate of
return (“ROE”) request and proposed capital structure. Sixth, I will present the NY
Transco’s proposal to share the risk of unforeseen increases in the estimated project costs
with customers for the proposed projects.

Please provide an overview of the NY Transco.

The NY Transco is a partnership that includes New York State’s four investor-owned
utilities, which have jointly formed a new limited liability company (“LLC”) to facilitate
the planning, development, construction, and ownership of new transmission projects that
will enhance the current capabilities of the bulk power system across New York State.
The first five projects that are the subject of this filing involve additions to or
modifications of the individual transmission systems of the NYTOs and are estimated to
cost approximately $1.7 billion (in nominal dollars) to complete. Each of these projects
is designed to address public policiesincluding to enhance reliability and to reduce

longstanding congestion in the state with respect to: (1) the potential closing of the 2,040
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megawatt (“MW”) Indian Point Energy Center (“IPEC”), a nuclear facility in
southeastern New York, and other generating plants; and (2) relieving historic congestion
on the lines near Albany known as the “Central East” and the “Upstate New York—
Southeastern New York” or “UPNY-SENY” constraint. These constraints have
restrained the ability of existing and new generation to deliver energy from the northern
and western parts of the state to the more populated southern and eastern portions of the
state. These projects also involve aggressive in-service dates and significant regulatory,
permitting and construction challenges. The formation of the NY Transco will facilitate
the coordinated effort necessary to meet these challenges. This new business structure is
also being developed in response to New York Governor Cuomo’s Energy Blueprint and
the policies implemented by the Commission’s Order Nos. 679 and 1000, which
encourage the continued investment in the nation’s transmission infrastructure to improve
reliability, provide cost-effective infrastructure improvements, and provide a path for
renewable generation to get to market to the benefit of all New Yorkers. The NY
Transco will join the NYISO and will sign the appropriate NYISO enabling agreements
and comply with all NYISO tariffs. It will turn over operational control of its facilities to
the NYISO and service over these facilities will be subject to the terms and conditions of
the NYISO Open Access Transmission Tariff (“OATT”). The NY Transco’s revenue
requirement will be billed and collected by the NYISO pursuant to the terms of the
NYISO OATT.

Please summarize what the NY Transco is requesting in this filing.

The NY Transco is requesting the authorizations necessary to establish its annual

transmission revenue requirement and to recover this revenue requirement in rates that
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will be collected by the NYISO. Specifically, this filing proposes to establish a new
Attachment DD to the NYISO OATT which will incorporate the NY Transco’s proposed
formula rate and associated cost allocation methodology. Attachment DD will include
the proposed cost allocation for the NY Transco’s five projects as well as the proposed
transmission formula rate and associated protocols, which will be used to update the rate
annually. The NY Transco is also requesting approval of a new Rate Schedule 13 that
will govern the billing and collection of the NY Transco revenue requirement by NYISO.
As described more fully by NY Transco’s other witnesses, the NY Transco is also
requesting the following transmission rate incentives: inclusion of 100% Construction
Work in Progress (“CWIP”) in rate base in order to earn a cash return during construction
for two of the five projects; regulatory asset treatment to allow for the recovery of all
prudently incurred costs that are not capitalized and included in CWIP; a hypothetical
capital structure of 60% equity and 40% debt during the first five years of construction
and the use of NY Transco’s actual capital structure thereafter; a 50 basis point (“BP”)
ROE adder for joining the NYISO and turning over control of its projects to the NYISO,
a 50 BP ROE adder for forming a “Transco,” and a 50 BP ROE adder for the incremental
risks and benefits associated with financing, constructing and operating these five
projects. When these incentives are added to its proposed base ROE request of 10.6%,
NY Transco is requesting an overall ROE of 12.1%. NY Transco recognizes that the
high end of the zone of reasonableness could potentially limit the effective ROE to
11.63%, as described in the joint testimony of Dr. William Avera and Mr. Adrien
McKenzie. NY Transco is also requesting approval to recover any costs associated with

the abandonment of these projects to the extent the abandonment is due to circumstances
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beyond NY Transco’s control. As discussed below, each of these rate incentives is
described in greater detail and supported by testimony of other witnesses.

NY Transco’s filing also proposes to distribute the annual revenue requirement
throughout New York State according to the following allocation (the “NY Transco Cost
Allocation Method”): Con Edison/O&R Transmission District 41.7%; New York Power
Authority (“NYPA”) 16.9%; Long Island Power Authority (“LIPA”) Transmission
District 16.7%; National Grid Transmission District 10.4%; NYSEG/RG&E
Transmission District 8.9%; and Central Hudson Transmission District 5.4%. As
described below, the NY Transco Cost Allocation Method is supported by other
witnesses. Finally, by a separate, contemporaneous filing, NY Transco is requesting that
the Commission approve the transfer of the existing project assets from the applicable
NYTO to the NY Transco pursuant to section 203 of the Federal Power Act (“FPA”), as
more fully described therein.

Please explain when the NY Transco anticipates acquiring the project assets.

The NY Transco will acquire the projects after all regulatory approvals are received
including Section 203 approval from the Commission and approval to transfer the
projects from the NYPSC. Therefore, NY Transco anticipates that the transfer of project
assets will occur towards the end of 2015. For this reason, the NY Transco is not seeking
the 100% CWIP incentive on the three Transmission Owner Transmission Solutions
(“TOTS”) projects, which has already been approved by the NYPSC, and will not request
authority to begin recovery of any costs until January 1, 2016. As Mr. Heintz explains,
the proposed formula rate protocols include a process that will begin September 30, 2015,

to update the formula rate and forecast the rate that will go into effect on January 1, 2016.
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The NY Transco will be involved in coordinating project development for these projects
during 2015 and will acquire the projects subject to any project risks that exist at the time
of transfer.

Please describe the other testimonies that are being filed in support of the NY
Transco and NYTOS’ request.

In addition to my testimony, the NY Transco and the NYTOs are submitting the
following testimonies in support of this filing. Mr. Paul Haering of Central Hudson and
Mr. Richard Allen of National Grid are submitting joint testimony which provides a
detailed description of the NY Transco’s projects and describes the nexus between the
risks and benefits of the NY Transco’s projects and the incentives requested by the NY
Transco. Ms. Ellen Lapson of Lapson Advisory, a division of Trade Resources
Analytics, LLC, is submitting testimony which describes how the NY Transco’s projects
will be financed and how rating agencies view the risks of the NY Transco. Ms.
Lapson’s testimony also describes and supports the proposed hypothetical capital
structure and the need for the ROE BP adder requests. Dr. William Avera and Mr.
Adrien McKenzie, of FINCAP, Inc., are submitting testimony in support of the NY
Transco’s request for a base ROE and ROE BP incentive adders. NY Transco is also
presenting a panel of witnesses, consisting of Ms. Marie Berninger of Con Edison, Mr.
Raymond Kinney of NYSEG, and Mr. Bart Franey of National Grid (the “Cost
Allocation Panel”), which describe and support the NY Transco’s cost allocation and cost
recovery proposal. The Cost Allocation Panel also describes NY Transco’s request to
recover prudently incurred costs associated with any abandonment of these five projects
due to circumstances beyond NY Transco’s control. The Cost Allocation Panel also

describes the proposed tariff provisions under which the NYI1SO will bill and collect the
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NY Transco revenue requirement. Finally, Mr. Alan Heintz, of Brown, Williams,
Moorhead & Quinn, Inc., is submitting testimony which presents, describes and supports
the proposed NY Transco formula rate and accompanying protocols as well as the
accounting treatment applicable to the requested rate incentives.

The New York Energy Blueprint

Why did the NYTOs initiate the development of the five projects that they propose
to transfer to NY Transco?

As explained in more detail by Messrs. Haering and Allen, the five transmission projects
are closely related in that they were conceived to serve a common purpose: to address the
public policies enumerated by the State in the Governor’s Energy Blueprint, including
relieving long-standing transmission constraints between “upstate” New York and
“downstate” New York. As those witnesses explain, the key bottlenecks on the
transmission grid are near Albany where the Central East and UPNY-SENY constraints
limit power flows. Transmission solutions to these bottlenecks did not emerge from the
NYISO transmission planning processes. NY Transco’s projects will relieve these
congestion points, and “unbottle” constraints that prevent generators from delivering
electricity into the wholesale marketplace to serve customer electricity needs. In this
manner the projects will reduce congestion costs in southeastern New York, improve
long-term electric service reliability, and provide greater access to the market by existing
and new generators, including renewable energy projects that are more likely to be
located in upstate regions. New York’s Governor Cuomo identified these benefits as key
public policy goals in his Energy Blueprint, in which he further explained how achieving
these goals will promote long-term economic growth and improve the welfare of New

York’s citizens.
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Please describe the New York Energy Blueprint.

Witnesses Haering and Allen describe the efforts of the NYTOs and the NYISO to study
the need for new transmission facilities in New York to address longstanding reliability
and congestion constraints as well as the potential for generation retirements and the need
to replace aging infrastructure. Those efforts culminated with the launch of the Energy
Highway Initiative undertaken by New York Governor Cuomo to encourage the
development of new energy infrastructure to upgrade and modernize the existing bulk
power system, enhance reliability, promote economic development, and encourage
renewable energy development. On April 11, 2012, Governor Cuomo’s newly formed
New York Energy Highway Task Force issued a Request for Information (“RFI”)
inviting parties to “submit information concerning projects that will advance one or more

»l

of the Task Force’s specific objectives.”” Additional information on the Energy Highway

RFI is available at http://www.nyenergyhighway.com/. The RFI further states that “[w]e

must modernize the transmission system and eliminate the bottlenecks.”® In response to
the RFI, 85 entities submitted 130 projects or ideas for upgrading and enhancing New
York’s energy infrastructure while, at the same time, promoting clean energy supplies,
job creation and economic growth.

Please continue.

On October 22, 2012, the New York Energy Highway Task Force issued its Energy
Blueprint, which describes the State’s energy infrastructure goals, its public policies, and
its proposals to achieve those goals and policies. A copy is attached as Exhibit No. NYT-

2. According to the Energy Blueprint, the “Energy Highway initiative focuses on the

! New York Energy Highway Task Force, Request for Information (April 11, 2012), at p. 6.
2 1d.
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generation and transmission to strengthen and enhance the foundation of New York’s
energy system.”® The Energy Blueprint clearly articulates the public policy of New York
State with respect to transmission:

Ensuring the efficient transmission of power by reducing bottlenecks and
deploying advanced smart technologies improves overall electric system
operation and optimizes the use of existing assets in New York by
allowing lower-cost and cleaner power to reach consumers. Investments
in the transmission and distribution systems can reduce customer costs
over the long-term, improve safety and reliability, and protect the
environment while immediately creating jobs and economic development.
Investment in cost-effective Smart Grid technologies and encouraging
commercial innovation in the power sector is vital to continuing the
reliable and efficient operation of the energy system.*

Q. Does the Energy Blueprint discuss the need to leverage the replacement of existing
infrastructure?

A. Yes. The Energy Blueprint states that:
New York has a reliable electric system, but it is a system consisting of
transmission lines and power plants that are aging. Some of these facilities
also have uncertain futures. The Energy Highway initiative leverages
ongoing replacement in-kind of aging infrastructure and identifies specific
areas to expand transmission capacity to move excess power from upstate
power producers to downstate, while providing significant reliability,
economic, and environmental benefits.”
Q. What actions did the Energy Blueprint propose?
The Energy Blueprint recommended several actions aimed at improving the infrastructure
within New York State, many of which involve the development and construction of new
transmission that will provide long term reliability and congestion benefits, operational
flexibility, and the ability to meet clean energy, resiliency and economic development

goals. Specifically, the Energy Blueprint called for the expansion of transmission

facilities in order to transmit electricity between upstate and downstate; the development

® New York Energy Highway Task Force, New York Energy Highway Blueprint (Oct. 22, 2012), at p. 7.
*1d. at p. 10.
®Id. at p. 37.
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of a plan to respond to the retirement of large generating stations; and economic
development to create additional jobs as well as providing an increased opportunity for
exiting generators to remain in service thereby preserving existing energy jobs.

Did the NYPSC implement the Energy Blueprint?

Yes. The NYPSC initiated the following two new proceedings aimed at adding
transmission infrastructure in response to the state’s Energy Blueprint: (1) the
Proceeding on Motion to Examine Alternating Current Transmission Upgrades (“AC
Proceeding”) in Case 12-T-0502; and, (2) the Proceeding on Motion of the Commission
to Review Generation Retirement Contingency Plan (“Reliability Contingency Plan
Proceeding”) in Case 12-E-0503.

In the NYPSC’s order initiating the AC Proceeding in Case 12-T-0502 (“AC
Order”) on November 30, 2012, the NYPSC adopted several recommendations contained
in the Energy Blueprint and specifically requested:

written public Statements of Intent from developers and transmission

owners proposing projects that will increase transfer capacity through the

congested transmission corridor, which includes the Central East and

UPNY/SENY interfaces as described above, and meet the objectives of

the Energy Highway Blueprint.’

According to the AC Order, this congested corridor “includes facilities connected to
Marcy, New Scotland, Leeds, and Pleasant Valley substations,” and four major electrical
interfaces (i.e., groups of circuits) that are often referred to as Central East, Total East,

UPNY/ConEd, and UPNY/SENY.? The AC Order further stated that “[u]pgrading this

section of the transmission system has the potential to bring a number of benefits to New

6
Id.
" Proceeding on Motion to Examine Alternating Current Transmission Upgrades, Order Instituting Proceeding,
NYPSC Case 12-T-0502 (Nov. 30, 2012), at p. 2 (attached as Exhibit No. NYT-3).
1d. atp. 1.
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"% The AC Order also indicated that these benefits include, but are not

York’s ratepayers.

limited to:
enhanced system reliability, flexibility, and efficiency, reduced
environmental and health impacts, increased diversity in supply, and long-
term benefits in terms of job growth, development of efficient new

generating resources at lower cost in upstate areas, and mitigation of
reliability problems that may arise with expected generator retirements.™

In the Reliability Contingency Plan Proceeding (Case 12-E-0503), the NYPSC allowed
Con Edison, with the assistance of NYPA, to develop a contingency plan in case IPEC
shut down at the end of its license term.

How did the NYTOs, NYPA, and LIPA respond to the November 30, 2012 Order in
the AC Proceeding?

On behalf of NY Transco, on January 25, 2013, the NYTOs, NYPA, and LIPA submitted
a Statement of Intent to construct five new high voltage alternating current transmission
projects: (1) the Marcy South Series Compensation and Fraser to Coopers Corners
Reconductoring (“MSSC”) project; (2) the Second Ramapo to Rock Tavern (“RRT”) 345
kV Line; (3) the UPNY/SENY Interface Upgrade Project (“Staten Island Unbottling
Project”); (4) the Second Oakdale to Fraser 345 kV Line project; and (5) the Marcy to
New Scotland 345 kV Line project.

How did Con Edison and NYPA respond to the Reliability Contingency Plan
Proceeding?

The NYPSC became concerned that NYISO’s planning process would not allow enough
time to implement solutions to preserve reliable service to New York City and other
portions of southeastern New York if the 2,040 MW IEPC retires at the end of 2015

when its operating license expires. To address this concern, Con Edison and NYPA

°Id. atp. 2.

104,

14



10
11
12
13
14
15
16
17
18
19

20
21

22

23

proposed to modify and accelerate three of the five projects proposed in the AC
Proceeding. Those projects are the RRT, MSSC, and Staten Island Unbottling projects,
collectively known as the TOTS projects. As was the case in the AC Proceeding, Con
Edison and NYPA stated that these three projects would ultimately be transferred to and
owned by the NY Transco.
Did the NYPSC issue an order approving the TOTS projects?
Yes. Inan order issued on November 4, 2013 (“November 4 Order”), the NYPSC
approved the three TOTS projects and stated that the analysis of its staff shows that “the
three proposed TOTS projects were found to provide net benefits both with and without
IPEC in service.”™ As such, with respect to the TOTS projects, the November 4 Order
finds that “net benefits for ratepayers are available even if IPEC is not retired.”*? A copy
of the November 4 Order is attached as Exhibit No. NYT-7. The November 4 Order also
described some of the benefits of the TOTS projects:

for the first 15 years of asset life, DPS Staff estimated net benefits to have

a net present value (NPV) of approximately $260 million in 2016 dollars.

For the full 40 years of rate recovery, the NPV of net benefits was

estimated to be approximately $670 million. DPS Staff indicates that if

IPEC were retired, the estimated net benefits of the TOTS projects are

expected to be higher.*®

Q. What is the status of the two projects that remain subject to the AC Proceeding (the
“AC projects”)?

A. The NYPSC is continuing to evaluate those projects along with proposals submitted by

other developers.

1 proceeding on Motion of the Commission to Review Generation Retirement Contingency Plans, Order Accepting
IPEC Reliability Contingency Plans, Establishing Cost Allocation and Recovery, and Denying Requests for
Rehearing, NYPSC Case 12-E-0503 (Nov. 4, 2013), at p. 32.

21d. at p. 25.

B1d. at p. 24.
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Please describe the procedural differences between the three TOTS projects and the
two AC projects?

The three TOTS projects are ahead of the curve in that they are currently under
development and are expected to be available by June 2016. These projects, which
provide the same public policy benefits as the rest of the NY Transco projects, were
selected in the NYPSC’s November 4 Order as solutions to the potential retirement of
IPEC. The November 4 Order predates the implementation of the NYISO’s Attachment
Y tariff provisions, which implemented the public policy provisions of Order No. 1000.
All three TOTS projects, which will be developed more quickly than the AC projects,
either have state siting approval pursuant to Article VII or are exempt from such
approvals.

The three TOTS projects were solicited, proposed and accepted in a statewide
competitive planning process prior to the January 1, 2014, which is the effective date of
the NYISQO’s public policy planning process. Indeed, by the time the NYISO is able to
select projects from its public policy planning process, the TOTS projects will have
completed their detailed engineering work, purchased long lead time equipment and
broken ground. Because the TOTS projects were approved by the NYPSC on November
4, 2013, transitional rate treatment is needed for the TOTS projects. Accordingly, the
three TOTS have been included in the base plan of the NYISO’s transmission plan. RRT
and the Staten Island Unbottling Project have been added to Con Edison’s base plan and
MSSC has been added to NYPA’s and NYSEG’s base plan. Each project’s listing
indicated that the project will be transferred to and completed by the NY Transco. Thus,
all three projects have been considered and selected through a statewide competitive

planning process conducted by the NYPSC, and each is incorporated into the NYISO’s
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base transmission plan. The two AC projects will require siting approval by the NYPSC
and inclusion by the NYISO in its transmission plan.

Based on the actions of NYPSC to implement the Energy Blueprint, what would you
say is the public policy of New York State with respect to new transmission
development?

Based on these actions, it is clear that New York State is looking to add new transmission
facilities, primarily along existing rights of way and corridors, for the purpose of: (1)
relieving congestion between upstate New York and downstate New York; (2) upgrading
the state’s bulk power transmission system in order to enhance the reliability of the state-
wide grid; (3) preparing for the potential retirement of large generators; (4) providing
economic development opportunities in the form of jobs and increased or stabilized local
tax revenues, primarily in the upstate regions; (5) providing increased opportunities for
renewable generation and bottled generation to reach the NYISO electricity markets; and
(6) providing environmental benefits in the form of reduced emissions and more

opportunities for renewable generation.

Did the NYPSC or its staff provide any statements indicating that the NY Transco
projects satisfy a public policy need?

Yes. In their July 10, 2013 Energy Highway AC Transmission Initiative Straw Proposal,
in Case 12-T-0502, the Staff of the NYPSC stated that:

Staff proposes that the Commission find that the Public Service Law
requires action to relieve the congestion identified in Case 12-T-0502, for
all of the reasons discussed above, and that this obligation qualifies as a
Public Policy Requirement within the meaning of FERC Order 1000.
Staff further proposes that the Commission find the Public Policy
Requirement drives a need for transmission solutions.**

Is it your opinion that the NY Transco proposal and the NY Transco projects satisfy
the public policy goals of the state?

 Proceeding on Motion of the Commission to Examine Alternating Current Transmission Upgrades, Straw
Proposal, NYPSC Case 12-T-0502 (July 10, 2013).

17



10

11

12

13

14

15

16

17

18

19

20

21

22

23

Yes. The five NY Transco’s transmission projects would provide relief to the Central
East and UPNY-SENY constraints and provide generating facilities on Staten Island
access to the wholesale power market. All five projects thus relieve congestion and
lower power costs to consumers, as Messrs. Haering and Allen explain in more detail. As
those witnesses also explain, the projects also have the effect of making the bulk electric
system more reliable. Further, the three TOTS projects are being developed specifically
to address concerns surrounding the retirement of IPEC, and all of the projects will
improve generator access to the market. These benefits —improving generator access
and lowering power costs—will likely support economic growth in the State in the
decades ahead. They will also provide environmental quality benefits by improving grid
access for renewable generators located upstate.

The New York Transco Business Model

Please describe the NY Transco’s business model.

NY Transco’s business model is to finance, construct, own and maintain the initial five
transmission projects to meet the State’s policy goals as | have explained, and to continue
to develop transmission projects to meet those goals in the future. The NY Transco
intends to focus on transmission development as an independent transmission company.
The NY Transco will pursue this business model through a partnership to jointly develop
and own transmission facilities in New York State, incorporating the latest technologies
and transmission design as is available and feasible. The form of this partnership is the
NY Transco, which is a LLC that is owned by affiliates of the investor-owned NYTOs.
The NY Transco will acquire the initial five projects initiated by the NYTOs and will

also pursue the planning, development, construction, and ownership of additional new
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transmission projects that will enhance the current capabilities of the bulk power system
within New York State to meet the public policy objectives identified by the State of
New York. As discussed in the Energy Blueprint and explained by Messrs. Haering and
Allen, New York’s aging transmission infrastructure has many long-term needs. NY
Transco will be focused on developing transmission solutions to those needs in the years
ahead.

This NY Transco structure combined with the interconnected nature of the bulk
power system creates synergies that will permit and encourage continued investment in
the State’s transmission infrastructure to improve statewide reliability, provide cost-
effective infrastructure improvements, and meet the public policy objectives to benefit all
New Yorkers. In fact, the NYTOs are hopeful that a similar structure could be used for
future development of gas transmission facilities that would support electric system
needs.

Please describe the organizational structure of the NY Transco.

On November 14, 2014, the NYTOs created the NY Transco as a New York LLC that
will be owned by affiliates of the NYTOs. Specifically, the owners of NY Transco are:
(1) Consolidated Edison Transmission, LLC, an affiliate of Con Edison/O&R; (2) Grid
NY LLC, an affiliate of National Grid; (3) Iberdrola USA Networks New York Transco,
LLC, an affiliate of NYSEG/RG&E; and (4) Central Hudson Transmission LLC, an
affiliate of Central Hudson.

Did the NY Transco structure originally contemplate including NYPA and LIPA?
Yes. It was hoped that NYPA and LIPA, the state’s public power entities, would be able

to participate in the NY Transco as direct equity owners. However, state legislation is
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required authorizing NYPA and LIPA to participate in NY Transco. Unfortunately, such
legislation has not been enacted.

Please describe the relationship of the NY Transco to the NYISO.

The NY Transco will become a member of the NYISO and will provide the NYI1SO with
operational control of its transmission assets, consistent with the operation of the majority
of the bulk power transmission system in New York State, pursuant to the terms of the
Agreement Between The Independent System Operator and Transmission Owners
(“ISO/TO Agreement”). This means that the NYISO will be responsible for transmission
access and service, tariff administration, scheduling, OASIS operation as well as the
billing and collection of the NY Transco’s revenue requirement. The NY Transco will
become a signatory to the NYISO Agreement and comply with all of the NYISO’s
applicable tariffs.

Please describe the relationship of the NY Transco to the individual NYTOs.

As affiliates of the members of the NY Transco, the NYTOs will provide business
support functions, as needed, to NY Transco for the administration of its business and the
development of projects that will be built within a NYTQO’s respective transmission
districts or corridors. All business support services will be provided consistent with the
affiliate transaction rules of both the Commission and the NYPSC. As assets are placed
into service, it is anticipated that the applicable NYTO will perform maintenance and
physical operation of the NY Transco assets in that corridor consistent with the respective
NYTO’s existing operating and maintenance practices and pursuant to an operations and
maintenance agreement between NY Transco and the applicable NYTO. Most substation

assets will be operated and maintained by the respective NYTO, consistent with the
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Commission’s policies, including policies for affiliate transactions. The NY Transco will
compensate each NYTO for all services provided at a cost consistent with the affiliate
rules and requirements of both the Commission and the NYPSC.

Cost Allocation and Cost Recovery

Please summarize the NY Transco’s proposed cost allocation.

As described in more detail in the testimony of the Cost Allocation Panel, the NY
Transco owners have agreed to allocate the revenue requirement of the NY Transco’s
initial five projects that are the subject of this filing based on the following cost allocation
percentages: Con Edison/O&R Transmission District 41.7%; NYPA 16.9%; LIPA
Transmission District 16.7%; National Grid Transmission District 10.4%;
NYSEG/RG&E Transmission District 8.9%; and Central Hudson Transmission District
5.4%.

Has the NYPSC endorsed the NY Transco cost allocation?

Yes. Inthe NYPSC Reliability Contingency Plan Proceeding, the cost allocation
described above was proposed, and the NYPSC endorsed the NY Transco cost allocation
proposal for the three TOTS projects. In its November 4 Order, the NYPSC stated that
“we agree with the NYTOs that these solutions should also provide some reliability
benefits statewide. Based on these factors, we find the proposed allocation of costs and
benefits to be reasonable, and support the use of the proposed NY Transco cost allocation

15 \While the Commission’s November 4" Order was limited to the three

methodology.
TOTS projects that were approved by the NYPSC in the AC Proceeding, we believe that

the same rationale applies to the use of the NY Transco cost allocation with respect to the

15 Proceeding on Motion of the Commission to Review Generation Retirement Contingency Plans, Order Accepting
IPEC Reliability Contingency Plans, Establishing Cost Allocation and Recovery, and Denying Requests for
Rehearing, NYPSC Case 12-E-0503 (Nov. 4, 2013), at pp. 32-33.

21



10

11

12

13

14

15

16

17

18

19

20

21

22

23

two NY Transco AC projects. However, to date, the NYPSC has not issued any ruling in
the AC Proceeding.

Is the cost allocation consistent with the Commission’s policies?

Yes, as discussed by the Cost Allocation Panel, the proposal is consistent with the cost
allocation methodology approved by the Commission in Order No. 1000, which allows
entities to propose alternatives to the default load ratio share.

How will the NY Transco collect its revenue requirement?

As described in the testimony of the Cost Allocation Panel, once approved by the
Commission, the NY Transco’s revenue requirement will be recovered from all load
serving entities (“LSEs”) in the NYI1SO’s control area. LSEs include energy supply
companies (“ESCOs”), the NYTOs with respect to their full-service customers, public
power, and municipal/cooperative entities. The NYISO will be responsible for billing
and collecting NY Transco’s revenue requirement from LSEs based on their energy
consumption and location. The NY Transco will receive payments from the NYISO after
the NYISO receives payments from the LSEs. The NYTOs, in their role as LSEs, will
charge this NYISO-billed amount to their full service retail customers consistent with
their existing NYPSC-approved retail tariffs or, where necessary, under newly approved
NYPSC tariffs. In this regard, the NY Transco charge will be recovered through a
mechanism that is similar to other NYISO charges, through which NYTOs recover costs,
such as NYISO Rate Schedule 1 and the NYPA Transmission Adjustment Charge.
Accordingly, NY Transco is proposing a new Attachment DD and Rate Schedule 13 for
inclusion in the NYISO OATT to recover costs associated with the five projects through

a Transco Facilities Charge. The NYISO, as administrator of its tariff, will submit this
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filing to the Commission including proposed Attachment DD and Rate Schedule 13. The
testimony of Mr. Alan Heintz describes the NY Transco formula rate and protocols,
which are contained in Attachment DD, and include the process by which NY Transco’s
revenue requirement and tariff charges will be updated annually pursuant to its formula
rate.

Overview of Rate of Return and Capital Structure

Please describe the NY Transco’s ROE request.

As supported by the testimony of Dr. William Avera, Mr. Adrien McKenzie, and Ms.
Ellen Lapson, the NY Transco is requesting a base ROE of 10.6% and a 50 BP adder for
joining the NYISO and turning over operational control of its assets to the NYISO, a 50
BP adder for forming the NY Transco, and a 50 BP ROE risk incentive adder for an
overall ROE of 12.1%. As mentioned above, NY Transco recognizes that for some
period of time the adders may not be entirely available if the high end of the zone of
reasonableness remains at the 11.63% level, as calculated by Witnesses Avera and
McKenzie. Ms. Lapson’s testimony provides additional support for the ROE BP adders
based on the nature of the NY Transco, its capital needs, and the related project risks.
Please describe the NY Transco’s proposed capital structure.

As described in detail in the testimony of Ms. Ellen Lapson, the NY Transco is
requesting an initial capital structure of 60 percent equity and 40 percent debt at the
outset and for the first five years of the NY Transco’s operations. Thereafter, NY
Transco will use its actual capital structure which will not exceed the 60 percent equity
level.

Cost Estimate Risk Sharing Proposal

Does the NY Transco’s rate filing include a risk sharing proposal?
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Yes, it does. The NYTOs understand that the Commission prefers transmission owners
share the risk associated with increases in project cost, even if such costs are beyond any
entity’s control. The NY Transco is amenable to this concept. However, in considering
NY Transco’s request for ROE incentive adders, NY Transco requests that the
Commission consider the substantial risk to which NY Transco is exposing itself by
developing these projects.

Please describe the NY Transco’s cost estimate risk sharing proposal.

As part of this filing, the NY Transco proposes that if the costs of one of the five
proposed projects exceeds 100% of that project’s estimated cost, the NY Transco would
not collect any of its ROE BP adders on the amount of the NY Transco’s investment on
that project that exceeds 100% of the estimated project costs. The NY Transco would
still recover 100% of its project costs and earn its base ROE return on the entire cost of
the project. To implement this risk sharing mechanism, NY Transco proposes to use the
estimate of project costs adopted by the NY Transco at the commencement of
construction, which is the point following receipt of final approvals necessary to move to
construction and following completion of the detailed engineering design. This is
important because there could be changes in project scope or design mandated by a
number of different local, state, or federal governmental authorities and those costs
should be properly included in the final cost estimate. Moreover, there are risks during
construction related to unanticipated field conditions or findings that could delay
construction or impact the costs of construction, either because of requirements under

approved permits or because of the condition itself. To the extent that the actual costs are

24



10

11

12

13

14

15

16

17

18

19

less than the estimated costs, any such benefit will be flowed-through to ratepayers in its
entirety.

What is the relationship of this risk sharing mechanism to the transmission
incentives requested in this filing?

As | explained, the NY Transco is requesting certain transmission incentives including
ROE adders. These incentives are being sought in part to address the risks of developing
several new transmission projects that all have significant challenges as described in the
Haering and Allen testimony, and the Lapson testimony. The risk sharing mechanism
adds significantly to those risks. These five projects will take several years to be
constructed, and managing project costs over that time will be a challenge, as
unanticipated costs may arise. The risk sharing mechanism increases the NY Transco’s
risk that it will not be able to achieve its allowed returns even as a result of cost increases
beyond its control. This creates a risk that could impair NY Transco’s cash flows, credit
risk, and ability to achieve investment grade credit ratings, as explained by Ms. Lapson.
That being said, the NY Transco is proposing to adopt a mechanism that shares the risks
of cost overruns after the project approvals are received because we have confidence in
our ability to proactively manage project costs.

Does this conclude your testimony?

Yes, it does.
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STATE OF NEW YORK )

COUNTY OF NEW YORK )

I, STUART NACHMIAS, being first duly sworn on oath depose and say as follows:

The foregoing “Prepared Direct Testimony of Stuart Nachmias on Behalf of New York
Transco, LLC” was prepared by me and the other witnesses listed therein, or under the
supervision of one or more of such witnesses, and the factual statements contained in such
testimony are true and correct to the best of my knowledge, information and belief.

Further affiant saith not. % %

tuart Nachmias

On this / dday of December, 2014, before me, the undersigned notary public, personally
appeared Stuart Nachmias and acknowledged to me that he signed the forgoing document
voluntarily for its stated purposes. I identified Stuart Nachmias to be the person whose name is
signed on the forgoing document by means of the following satisfactory evidence of identity

(check one):

v Identification based on my personal knowledge of his identity, or

Current government-issued identification bearing his photographic image and

signature.

Notary PW¥lic
My commission expires: 3 | 22 l?ﬂ\'
(SEAL)

NEIL H. BUTTER
! Notary Publlc State of Naw York
Quzlified in Suifolk County R
: Mo, . 02BU5003953
. (“'"‘ lcing Eynleag 3”’91 '“’
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STATE OF NEW YORK
PUBLIC SERVICE COMMISSION

At a session of the Public Service
Commission held in the City of
Albany on November 27, 2012

COMMISSIONERS PRESENT:

Garry A. Brown, Chairman
Patricia L. Acampora
Maureen F. Harris

James L. Larocca

Gregg C. Sayre

CASE 12-T-0502 - Proceeding on Motion to Examine Alternating
Current Transmission Upgrades.
ORDER INSTITUTING PROCEEDING

(Issued and Effective November 30, 2012)

BY THE COMMISSION:
INTRODUCTION
Constraints on the State’s electric transmission

system can lead to significant congestion and contribute to
higher energy costs and reliability concerns. Various studies,
including those performed by the New York Independent System
Operator (““NYI1SO”) and the New York Transmission Owners
(**“NYTOs’), have identified the alternating current (“AC”)
electric transmission corridor that traverses the Mohawk Valley
Region, the Capital Region, and the Lower Hudson Valley as a
source of persistent congestion. The corridor includes
facilities connected to Marcy, New Scotland, Leeds, and Pleasant
Valley substations, and two major electrical interfaces (i.e.,
groups of circuits) that are often referred to as “Central East”

and “UPNY/SENY.” A schematic map illustrating the congested
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transmission corridor and the two interfaces is attached hereto
as an appendix.

Upgrading this section of the transmission system has
the potential to bring a number of benefits to New York’s
ratepayers. These include enhanced system reliability,
flexibility, and efficiency, reduced environmental and health
impacts,! increased diversity in supply, and long-term benefits
in terms of job growth, development of efficient new generating
resources at lower cost iIn upstate areas, and mitigation of
reliability problems that may arise with expected generator
retirements. The recently-released New York Energy Highway
Blueprint issued by the Governor’s Energy Highway Task Force
recommends upgrades to this corridor providing approximately
1,000 MW of additional transmission capacity and representing a
total investment of $1 billion.? The Energy Highway Blueprint
further suggests that some projects addressing the identified
congestion issues should commence construction in 2014.

In pursuit of these important goals of congestion
relief and reliability enhancement and the other ratepayer
benefits described above, we iInstitute this proceeding to
solicit written public Statements of Intent from developers and
transmission owners proposing projects that will increase
transfer capacity through the congested transmission corridor,
which includes the Central East and UPNY/SENY interfaces as
described above, and meet the objectives of the Energy Highway

Blueprint. Sponsors of proposals that will require

1 Increasing the transmission capacity into high load areas

downstate i1s expected to reduce nitrogen oxide (““NOx-) and

other emissions contributing to the area’s designation as

“nonattainment” under the federal air quality standard for
ozone.

2 The New York Energy Highway Blueprint was issued in October

2012 and is available at
http://www.nyenergyhighway.com/Blueprint.html.
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certification from this Commission under Article VII of the
Public Service Law should provide a schedule for the submission
of a complete application. We also invite developers and
transmission owners contemplating alternative transmission
facilities that meet our objectives but do not require Article
VIl Certificates to submit Statements of Intent and schedules
for the submission of any necessary permit applications. All
Statements of Intent must be filed with the Secretary of the
Public Service Commission electronically by January 25, 2013.
Following submission of Statements of Intent, Staff
will undertake a multi-agency review and evaluation process to
develop a structure and deadlines for making project-specific
determinations. We expect Staff to consider whether phased
reviews, perhaps on an interface by interface approach, will
maximize the overall benefits to the public. We further direct
Staff to perform coordinated hearings on a joint record wherever
such an approach i1s likely to facilitate timely decision-making.
Statements of Intent should include the following:

(a) The respondent’s name, address, and primary contact
information including telephone number and e-mail address;

(b) A project description, including geographic location, bulk
electric system location, proposed interconnection points,
and transmission capability in energy and capacity;

(c) A concise discussion of the project’s compatibility with
the goals and benefits identified in this order;

(d) The projected in-service date and project development
schedule including an estimate of the time needed to
prepare and submit applications for any regulatory
approvals necessary to begin construction;

(e) An i1dentification of the general financial structure
supporting the project and funding options, including

whether the project would be supported by rates set under

-3-
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our jurisdiction, Federal Energy Regulatory Commission
rates, or iIn some other manner;

() A statement of the NYISO interconnection study status of
the project;

(9) An i1dentification of the extent to which the project would
utilize existing rights-of-way and/or previously disturbed
land; and

(h) Preliminary cost estimates for the project.

Following Staff’s review of the proposals submitted in
accordance with this order, and upon consideration of Staff’s
recommendations as to procedural matters, we will Institute
further proceedings under Article VII or other applicable
provisions of the Public Service Law in order to make project-
specific determinations. To the extent joint proceedings or
combined records may be appropriate, we will undertake them.

TECHNICAL CONFERENCE

The Department of Public Service will host a public

technical conference on December 17, 2012, commencing at 10:30
a.m. at the Department"s offices at 3 Empire State Plaza, 19"
Floor Board Room, Albany, New York, to provide technical
assistance to potential developers and transmission owners

contemplating the submittal of Statements of Intent.

The Commission orders:

1. A proceeding is instituted to examine proposals
that meet the congestion reduction objectives set forth in this

Order.
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2.

(SIGNED)

This proceeding is continued.

By the Commission,

Gactyn 77 Britling

DglllySg dbyS \ry
New York Publ

JACLYN A. BRILLING
Secretary
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CONGESTED AC TRANSMISSION CORRIDOR
(230 kV and Above)

Central East

Interface \ ”\/

Porter - Rotterdam

 ; 3
Marcy . g
Edic® Scotland

Athens
Leeds

(\_‘,\_ = Upstate NY -

’ 3 Southeast NY
8" 1 j of m = Interface

Coopers  #
Comers %

4

“ Pleasant T~ ton i
g Mountain
r = Valley \o
ock
Tavem
Ramapo

Jefferson



