Consolidated Edison Company
‘— of New York, Inc.
4 Irving Place

New York NY 10003
www.conEd.com

conEdison

July 27, 2007

Mr. Raj Addepalli

Chief of Resource Policy & Planning

Office if Electricity & Environment

State of New York Department of Public Service
Three Empire State Plaza

Albany, NY 12223-1350

Dear Mr. Addepalli:

This letter is in response to Mr. Gallagher’s July 3, 2007 request for proposals to meet the
Commission’s goals for measuring and limiting price volatility and mechanisms for reporting
aggregate portfolio price information. Please note that the following information, submitted on
behalf of both Consolidated Edison Company of New York, Inc. (“Con Edison”) and Orange and
Rockland Utilities, Inc. (“O&R”), (jointly, the “Companies”) is not considered to be trade secret
or confidential.

Current portfolio management principles

Both Con Edison and O&R seek to procure electricity for their customers on an economic basis,
subject to reliability and contractual constraints. As part of this objective, they also seek to
mitigate price volatility associated with the wholesale cost of electricity. To accomplish these
objectives, the Companies actively pursue the use of financial hedge instruments. The
Companies also aggressively pursue market structure changes that are beneficial to their
customers, through active participation in NYISO committees and in filings with FERC to
mitigate anti-competitive market pricing.

Volatility measurement and management practices to limit it

Both Con Edison and O&R measure volatility in their monthly average wholesale costs using the
coefficient of variation (“COV”) of those costs. The Companies’ respective COVs are computed
each month as the ratio of the standard deviation of the prior 12 months’ values, assuming
normal distribution, to the arithmetic average of those costs for the prior 12 months. For
comparative purposes, the COV is also computed for the average day-ahead market prices in the
most representative NYISO Zone, Zone J for Con Edison and Zone G for O&R.
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The Companies believe the COV is a reasonable approach to measuring volatility. The
Companies review the COV of their wholesale costs, since these costs are the target of hedge
programs and are therefore more controllable by management. Standard deviation is a standard
measure of variation in a determinant; normalizing it by expressing it as a ratio to the mean value
of the determinant allows it to be compared to disparate items such as a spot market index.

Regarding the term of the COV, it is reasonable to expect that customers, when considering
volatility in their bills, review the most recent year; customers are less likely to review more than
12 bills, while reviewing fewer than 12 bills makes it difficult to determine the impact of
seasonality on the results.

The tables and charts of Attachment A to this letter illustrate the data underlying, and historical
performance of, the Companies’ COVs over the 2003-2007 period. As seen in the charts, Con
Edison’s historic volatility has usually been 10% or less, while O&R’s has been slightly higher.
Con Edison’s results reflect the diverse mix of contracts in its portfolio, while O&R’s results are
closer to its comparative NYISO index since it has no significant contract supplies.

The Companies employ different practices to mitigate their wholesale cost volatility. Con
Edison’s contracts expose it to fuel and transmission price volatility, requiring it to use financial
instruments that control these market risks. These contracts supply a large portion of Con
Edison’s off-peak energy needs, but relatively less of its peak energy needs. Its varying needs
for spot energy require it to selectively acquire financial instruments to control market price risk.
We cannot describe here the specific terms Con Edison seeks in financial instruments because,
coupled with the relative illiquidity of the NYC market, Con Edison cannot disclose data that
would give counterparties an unfair advantage over it in the market to its customers’ detriment.
Generally speaking, however, Con Edison seeks financial hedge instruments for up to three year
terms, which is appropriate given recent history of market price cycles.

O&R also seeks up to three years of financial hedges to control its market price volatility.
However, its lack of significant contracts allows it to acquire “load following” hedges, under
which the counterparty hedges a fixed proportion of O&R’s hourly demand. The volume of
hedged energy increases with increased customer demand; conversely, reduced customer
demand results in lower hedged volumes. While this type of financial instrument commands an
additional premium in the market, the cost is partially alleviated by the higher liquidity of
NYISO’s Zone G. Given the unique nature of this type of hedge product, O&R acquires these
hedges in a unique manner, using an on-line, reverse (declining price), electronic auction
conducted by an independent, third-party service provider.

Mechanisms for reporting utility supply portfolio price information

Attachment B sets forth each company’s portfolio costs over the past year. The Companies
would propose to update this information quarterly.
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Should you have questions or require additional information prior to the collaborative meetings,
please contact me at (212) 460-3321.

Sincerely,

@seph A. Holtman

Director
Electricity Supply
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