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Q. Please state your name and business address. 1 

A. My name is Peter T. Zschokke.  My business address is 40 Sylvan Road, 2 

Waltham, Massachusetts, 02451.  3 

 4 

Q. By whom are you employed and in what capacity? 5 

A. I am employed by National Grid USA Service Company, Inc. (“Service 6 

Company”) as Director, Regulatory Research and Special Projects.  7 

Service Company provides services to all of National Grid plc’s U.S. 8 

affiliates, including Niagara Mohawk Power Corporation d/b/a National 9 

Grid (“Niagara Mohawk” or “the Company”).  In my position, I provide 10 

resources and support to Niagara Mohawk in connection with regulatory 11 

matters that affect the Company.   12 

 13 

Q. Are you the same Peter T. Zschokke whose educational background, 14 

professional background and experience is included as part of the 15 

Revenue Requirements Panel testimony in this case?   16 

A. Yes, I am.   17 

 18 

Q. What is the purpose of your testimony? 19 

A. The purpose of my testimony is to describe briefly the current status of the 20 

Company’s efforts associated with the recently concluded management 21 
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audit of Niagara Mohawk’s electric business, and to introduce the 1 

Company’s Implementation Plan, which is also being separately filed this 2 

date in Case 08-E-0827.     3 

 4 

Q. Are you sponsoring any exhibits through your testimony? 5 

A. Yes.  I sponsor one exhibit:  Exhibit __ (PTZ-1) is a copy of the 6 

Company’s audit Implementation Plan, which was also filed with the 7 

Commission this date in Case 08-E-0827.    8 

 9 

Q. Please provide a brief summary of the Management Audit process. 10 

A. In July 2008, the Public Service Commission (“Commission”) authorized 11 

issuance of a Request for Proposal (“RFP”) for an independent third-party 12 

consultant to conduct a comprehensive management and operations audit 13 

of the electric business of the Company.  At its October 15, 2008 session, 14 

the Commission selected NorthStar Consulting Group (“NorthStar”) to 15 

conduct this audit under the supervision of the Staff of the Department of 16 

Public Service.   17 

 18 

From fall 2008 through November 2009, NorthStar conducted an audit of 19 

Niagara Mohawk’s electric operations, focusing on eight specified scope 20 

areas:   21 
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• Corporate mission, objectives, goals and planning  1 

• Load forecasting  2 

• Supply procurement  3 

• System planning  4 

• Capital and operations and maintenance (O&M) budgeting  5 

• Program and project planning and management  6 

• Work force management  7 

• Performance and results measurement  8 

The Company approached the audit as an opportunity to identify and 9 

assess areas in which management of its operations, systems, governance, 10 

and processes could be improved as part of our commitment to continuous 11 

improvement for the benefit of customers.   12 

 13 

NorthStar’s audit was comprehensive.  It involved over 450 data requests, 14 

more than 270 interviews, and the submission of thousands of pages of 15 

documents by the Company.  In addition, the Company, NorthStar and 16 

Department Staff participated in several collaborative sessions during 17 

which the Company sought and received much constructive guidance from 18 

NorthStar regarding how to improve its operations to better serve its 19 

electric customers throughout the State. 20 
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The Final Audit Report issued December 3, 2009, identifies several of the 1 

Company’s areas of performance strength, and also provides 44 2 

recommendations aimed at promoting further improvement.  At its 3 

December 16, 2009 session, the Commission accepted the audit report, 4 

and by an order issued and effective December 18, 2009, directed the 5 

company to submit an Implementation Plan within 45 days.  The 6 

Commission’s order described the information to be included in the 7 

Implementation Plan, including an overall characterization of relative 8 

priorities for the recommendations, implementation action steps and 9 

schedules, risk/cost/benefit analyses, and designation of executive officer 10 

accountability.  The December 18 order also directs the Company to meet 11 

with Staff regarding development of the Implementation Plan, and to 12 

provide written progress reports at least every four months.   13 

 14 

Q. Please describe the Company’s Implementation Plan. 15 

A. The Company’s Implementation Plan is attached as Exhibit__ (PTZ-1).   16 

The Company and Staff communicated several times by e-mail and 17 

telephone in connection with Implementation Plan development; however, 18 

because of the relatively short period to develop our Implementation Plan 19 

coupled with end-of-year and holiday schedules, as well as a number of 20 

other challenges, the Company and Staff were unable to meet prior to 21 
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producing the Implementation Plan that is included with my testimony.  1 

However, the Company views the Implementation Plan as a living 2 

document, and looks forward to meeting with Staff soon to discuss the 3 

plan and obtain Staff’s input.  The Company intends to update the 4 

Implementation Plan as appropriate following consultation with Staff. 5 

 6 

 As set forth in the Commission’s order, the Implementation Plan reviews 7 

the recommendations made in the audit report.  For each recommendation, 8 

the Company sets forth: implementation action steps; team members and 9 

assignments; implementation schedules; risks/costs/benefits analyses 10 

associated with implementing the recommendation; and the designation of 11 

an executive sponsor.   12 

 13 

Q. Are the costs that are reflected in the Implementation Plan for 14 

implementing the recommendations reflected in the Company’s 15 

revenue requirements in this case?  16 

A. The management audit identified several opportunities for Niagara 17 

Mohawk to improve its operations and processes, and the 18 

recommendations included in the audit report are intended to promote 19 

those goals for the benefit of customers.  Several of the recommendations 20 

relate to activities the Company was already undertaking consistent with 21 
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its commitment to continuous improvement (e.g., consolidating the mutual 1 

service companies, or developing the estimating center of excellence), and 2 

are reflected in the Company’s revenue requirement.  On the other hand, 3 

there are a number of other recommendations that give rise to new, 4 

incremental initiatives.  The Company’s Implementation Plan includes 5 

preliminary estimates of the incremental costs of these new initiatives 6 

needed to implement the recommendations.    7 

 8 

Q. What is Niagara Mohawk’s proposal regarding cost recovery for 9 

implementing the recommendations in the audit report?    10 

A. As I mentioned previously, and as indicated in Exhibit __ (PTZ-1), several 11 

of the recommendations have incremental costs associated with their 12 

implementation.  However, as Mr. King describes in his testimony, the 13 

Company is mindful of the financial challenges facing customers in the 14 

current economic conditions.  Accordingly, and consistent with the 15 

Commission’s Order Approving Ratepayer Credits in Case 09-M-0435 16 

(issued and effective December 22, 2009) (“Austerity Order”), the 17 

Company plans to proceed with implementing its Implementation Plan, 18 

but plans to forgo recovery in this case of any incremental costs associated 19 

with new initiatives identified as necessary to implement 20 

recommendations described in the Implementation Plan.  To the extent the 21 
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costs of such implementation activities continue into a future period 1 

beyond that covered by this rate case, the Company would seek recovery 2 

of those costs as it would for any other cost of service items.   3 

 4 

Niagara Mohawk viewed this audit as an important element of its 5 

fundamental commitment to continuous improvement.  The Company’s 6 

response to, and implementation of, the recommendations in the audit 7 

report emphasize our commitment to continuous improvement for the 8 

benefit of our customers and the Company.  The Company looks forward 9 

to working with Staff on the delivery of its Implementation Plan. 10 

 11 

Q. Does that conclude your testimony? 12 

A. Yes it does.13 
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INTRODUCTION 

A. Discussion 

Niagara Mohawk Power Corporation d/b/a National Grid (the “Company”) appreciates 
the collegial and collaborative process in which the New York Public Service Commission 
(the “Commission”) and its Staff worked with NorthStar Consulting Group (“NorthStar”) 
and the Company in conducting the audit and preparing the audit recommendations. The 
Company’s Implementation Plan for the audit recommendations is set forth below. As a 
general matter, the Company has found the recommendations to be quite helpful in focusing 
management on various issues affecting the Company.   

The Implementation Plan reflects an effort by the Company to consider the 
recommendations from the audit, as well as an executive-level commitment to implementing 
the comprehensive changes outlined herein.  In developing this Implementation Plan, the 
Company consulted with Staff on its form and content; however, given the end of year and 
holiday period timing as well as other scheduling challenges, the Company and Staff were 
able meet face-to-face once prior to production of the Plan. However, we deem the Plan to be 
a living document, we intend to consult with Staff very soon and submit revisions to the 
Implementation Plan as appropriate. In its Order directing submission of this Plan,  the 
Commission lists several areas of “specific emphasis” in the audit, which were the subject of 
focused collaboration among the Company, NorthStar and Staff.1  These areas, identified as 
“Opportunities” are included in the following section. 

B. Opportunities 

 
• Opportunity No. 1 – Niagara Mohawk has yet to assess and plan adequately for its 

future (post 2011) role in meeting customers’ long-term energy supply needs, nor has 
the Company integrated supply planning into its business planning process.  

- Current Status: Niagara Mohawk has made significant progress towards 
developing a comprehensive, long-term supply procurement policy and plan. 

 
As the audit report recognized, the Company has made significant progress with respect 

to these recommendations and the Implementation Plan provides a specific strategy to 
continue this work.  The Company proposes to establish a comprehensive framework of 
performance metrics for the supply procurement and risk management functions. These 
metrics have been instituted as group and individual goals for fiscal year 2009-10.  In 
addition, the Company has commenced a consultant review of current procurement strategies 
                                                 
1 Case 08-E-0827, Comprehensive Management Audit of Niagara Mohawk Power Corporation d/b/a National 
Grid’s Electric Business, Order Directing the Submission of an Implementation Plan, (“Order”), (issued 
December 18, 2009), at p. 5. 
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in order to develop a comprehensive, long-term supply procurement policy. The Company is 
in active conversations with Staff regarding hedging and commodity strategies, and these 
will be an integral part of its next rate proposal. The Company is implementing the 
recommendation to integrate supply procurement and energy portfolio management into the 
business planning process and it has been included in the scope of its 2010 plan.  Finally, the 
Company restructured its Risk Management Policies in 2009 with increased focus on its 
annual supply plans, and continues to review these policies in light of the potential for the 
Company to have an expanded role in long-term supply procurement.  

• Opportunity No.2  -  While National Grid’s US management has long recognized that 
inaccurate cost estimating in both electric transmission and distribution operations is 
a problem, it has only recently begun addressing it. 

- Current Status: National Grid plans to correct the deficiencies in estimating 
through organizational improvements and processes, and providing the Estimating 
Center of Excellence (ECOE) appropriate tools 

 
The Company agrees with the importance of Opportunity No. 2 and is moving forward 

by establishing an Estimating Center of Excellence (“Center”) to improve its cost estimating 
processes and procedures.  In addition to improving and standardizing the Company’s cost 
estimating performance, the Center will also institute Key Performance Indicators (KPIs) in 
connection with project estimating.  These activities, together with ongoing organizational 
improvements and processes at the Company, are expected in improved cost estimating for 
electric transmission and distribution operations.  

•  Opportunity No.3 – Niagara Mohawk’s electric T&D operations do not have 
effective means to manage and control levels of service and costs for services 
provided by shared and other support services (e.g., information technology, legal and 
human resources) and organizations. 

Current Status: National Grid has almost completed implementation of Service Level 
Agreements (SLAs) for information systems and has commenced a program to 
develop SLAs for shared services functions.   

To date, the Company has made significant progress in development of SLA models.  
Recognizing SLAs represent best practice in terms of providing performance transparency 
for service recipients, National Grid has elected to take a broader, more holistic view of the 
audit recommendations in this area.  It is expanding it to incorporate the gas business and 
other businesses, in addition to the electric business.  A great deal of work has already been 
accomplished to date in the development of these SLAs.  Given the importance and scope of 
SLAs, the Company proposes to supplement the Implementation Plan as appropriate 
following its consultation with Staff. 

• Opportunity No 4  - Niagara Mohawk does not have an effective means to determine 
the actual productivity of its in house or contractor resources. 

Exhibit __ (PTZ-1) 
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- Current Status: National Grid has identified improvements required to manage its 
field forces more effectively and has made significant progress in implementing 
these improvements.  

 
As set forth in the Implementation Plan section on Work Management, Recommendation 

X-1, Niagara Mohawk has already begun taking advantage of this Opportunity. On July 29, 
2009, the Company and IBEW Local Union 97 entered into a Memorandum of Agreement  
which established a pilot program to form an internal construction group for Distribution 
Line Construction (DLC) projects.  The Agreement outlines the DLC group implementation 
and measures of success over the duration of the pilot.  The DLC group is constructing larger 
distribution projects and program work, consistent with the style of work done by the 
contracted work force. It is also measuring success using the same Key Performance 
Indicators (KPIs) as used by the contracted work force In addition the Transmission 
construction model includes contracted Regional Delivery Ventures (RDVs), which will be 
benchmarked against internal transmission work forces, specifically the Transmission Line 
Services and Substation Construction Services groups. All of these measures are providing 
the Company with methods of tracking  in house and contractor work force productivity.  

In addition to the four areas of special emphasis discussed above, the Implementation 
Plan, includes specific responses to all of the audit recommendations. The structure of the 
Implementation Plan follows the same order and layout as presented in the Audit Report: 
Corporate Mission, Objectives, Goals and Planning; Performance and Results Measurement; 
Load Forecasting; Supply Procurement; Program and Project Planning and Measurement; 
Capital and Operating and Maintenance Budgeting; System Planning; and Work 
Management.  

This Implementation Plan, like the Company’s December Responses to the Audit Report, 
is submitted in the spirit of collaboration and continuous improvement that has characterized 
this process.  It should not be construed as either an acceptance of, or agreement with, any of 
the findings, conclusions or underlying facts set out in the Audit Report. Nor should 
acceptance or implementation of any of the recommendations made in the Audit Report be 
regarded as an admission by National Grid or any of its affiliates that their past practices 
were in any way deficient or as a waiver by National Grid or any of its affiliates of any legal 
rights or claims in any future regulatory or legal proceeding. To the extent any finding, 
conclusion or underlying facts set out in the Audit Report are raised in any future proceeding, 
the Company reserves all of its rights with respect to such findings, conclusions or 
underlying facts, including the right to present its position and supplement or modify the 
initial comments set forth herein with respect to such finding or conclusion at that time. 
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IMPLEMENTATION PLAN 

A. Corporate Mission, Objectives, Goals and Planning 

Recommendation III-1 

Revise the corporate vision and objectives statements to more explicitly articulate the 
company’s obligation to provide low cost, reliable and safe electric service to its customers.  
The revised statement should reflect the need to mitigate volatility and produce lower costs 
relative to some benchmark and could include a reflection of the total bill rather than the unit 
price.   

Implementation Plan Leads 

Executive Sponsor Tom King, Executive Director, ED&G 

Team Lead Kristin Desousa, Executive Advisor 

 

Background Information  

In the auditor’s opinion, the corporate vision statement did not express the Company’s 
desire to provide low cost service to customers through supply procurement and delivery of 
electricity. The auditors stated that a clear linkage to low cost or low bills for customers 
would provide the appropriate linkage of vision to the supply procurement, customers and 
markets and operations function. This would keep ratepayer effects at the forefront of 
company decision-making. 

Proposal to Implement Recommendation 

National Grid will incorporate the recommendation in a vision statement for Electric 
Distribution and Generation (ED&G) Line of Business (LoB) mission statement.   The 
ED&G mission statement will encompass the Corporate Vision statement, ED&G LoB 
priorities and expanding statements which focus on low cost and cost volatility mitigation 
through energy efficiency promotion.   

The ED&G LoB has crafted the following mission statement which meets the 
requirements previously described:   

We will be the foremost electric company, delivering unparalleled safety, 
reliability and efficiency, vital to the well-being of our customers and 
communities. We are committed to being an innovative leader in energy 
efficiency and management, and to mitigate total energy costs in the most 

Exhibit __ (PTZ-1) 
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reasonable manner, through minimizing energy cost volatility and achieving 
delivery performance efficiency. 

Schedule 

Completed. 

Summary of Cost/Benefit and Risk Analysis 

Nominal incremental cost associated with implementation. 

National Grid will work to protect rate payer interests by creation of the ED&G LoB 
mission statement which will provide priority guidance to management.  Including the 
Corporate Vision as part of the ED&G statement will assure alignment with corporate 
priorities while satisfying the necessary need for focus on ED&G LoB priorities; low cost, 
and cost volatility mitigation. 

Measures of Success 

Not Applicable 
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Chapter III – Corporate Mission, Objectives, Goals and Planning  

Recommendation III-2 

Consolidate the management of US electric transmission and electric distribution into one 
LoB to provide greater visibility over NMPC electric transmission and distribution 
operations while maintaining NG’s ability to achieve synergies and economies of scale.   

Implementation Plan Leads 

Executive Sponsor Ellen Smith, Chief Operating Officer 
Team Leads Neil Proudman, Vice President Project and Contract 

Management 
 

Background Information  

The auditors found that the LOB structure did not promote and protect the ratepayers’ 
interests. In the auditors’ opinion, Niagara Mohawk has bundled Transmission and 
Distribution tariffs regulated at state level. In addition, the LOB structure is claimed to  
hamper the ability of the Company to obtain synergies from workforces in the same area. 

Proposal to Implement Recommendation 

The Company believes that the LoB model provides an efficient model to deliver first-in-
class services to Niagara Mohawk’s electric customers.  Management continues to evaluate 
processes to develop and implement best practices across the business to stream-line 
functions, improve efficiencies and protect rate payer interests.  The company has undertaken 
an analysis and discussion regarding how it can better integrate management, provide better 
governance and ensure a cohesive process for its electric transmission and distribution 
operations.   The asset management process is an area that requires further consideration by 
the Company. 

NG has considered three different models to better integrate the management of its 
electric transmission and distribution operations:  

• Process and governance change with no organization integration; 
• Partially Consolidate organization; and 
• Full integration. 
 

Strategic considerations included optimization of efficiencies and investment plans; 
maximize shared capabilities, and end-to-end responsibility for results based on a common 
policy, strategy and risk assessment.   

After analysis of all strategic and risk considerations, the Company decided to pursue the 
Partial Consolidation Organizational model changes that will combine the distribution and 

Exhibit __ (PTZ-1) 
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transmission work delivery and operations.  To ensure oversight at a proper level, the Chief 
Operating Officer will be responsible for the combined operating activities and report both to 
the Executive Director of ED&G and the Executive Director of Transmission. 

The following will not be consolidated under the Partial Consolidation Organization 
model: 

• Regulation, Policy and Commercial management will remain segregated to ensure 
compliance with regulatory visibility and control standards and preserve the distinct, 
but collaborative relationship between transmission and distribution.  The US Policy 
and Strategy Committee will provide oversight and link these functions across LoBs.  

• Asset Management – will remain segregated to maintain visibility and control to 
achieve operational objectives, preserve accountability and delivery responsibility, 
and assure FERC and NERC regulatory compliance.  Discussions are on-going as to 
the future governance of this business area.   

 
Partial Integration Organizational Model 

 

               
 
 

The decision to implement the partial integration model was based on its ability to 
provide incremental benefits delivered through organizational changes beyond those 
identified for the process and governance change with no organization integration option 
while best reflecting the design principles (as it maintains LoB) but would require effective 
interface management and Service Level Agreements between Asset Management and 
Service Provision.  Additional analysis is required and is on-going for the governance of the 
asset management function.    
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Schedule 

Major Activities and Milestones
Estimated 
Start Date

Estimated 
Completion 

Date

Actual 
Completion 

Date Current Status
Case for Change: Determine if a 
compelling case exists to change the status 
quo. 05/09 06/09 06/09 Completed
Gap Analysis: Examine whether NG's US 
Transmission & Electric Distribution 
businesses are best positioned to deliver. 06/09 07/09 07/09 Completed
High Level Design: Using a cross-
functional working team identify whether 
alternative organizational designs exist 
that would address objectives. 07/09 09/09 09/09 Completed
Detailed Design 09/09 12/09 12/09 Completed
Implementation 01/10 03/10 In Process
 

Summary of Cost/Benefit and Risk Analysis 

Nominal incremental cost associated with implementation.  Benefits of a Partial 
Integration of National Grid’s US Transmission and Electric Distribution operations include: 

• Maintain visibility and control over assets while preserving a clear line of delivery 
responsibility; 

• Leveraging combined scale and shared capabilities to increase efficiency, reduce 
delivery cost and increase performance; 

• Future convergence of contracting strategies; 
• Coordinated engagement stakeholder strategy; 
• Identify and draw on talent management opportunities; and 
• Complies with FERC and NERC regulations. 

 
Primary risks related to a Partial Integration organizational model include change and 

need for discipline to cooperate effectively across LoBs.  Additional risks include duplication 
of efforts and diminishing Capital or Operating expenditure delivery visibility and/or control. 

Measures of Success 

Continue to protect rate payer interests and provide first-in-class services to Niagara 
Mohawk’s electric customers.  Promotion and protection of ratepayers’ interests through 
Transmission and Electric Distribution operations that are cohesive and collaborative, 
optimizes efficiencies and investment plans, maximizes shared capabilities, and demands 
end-to-end responsibility for results based on a common policy, strategy and risk assessment. 
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Chapter III – Corporate Mission, Objectives, Goals and Planning  

Recommendation III-3 

Prepare a business plan document for NMPC electric operations that combines strategic 
and operating activities with capital and O&M budgets, and ensures that the resulting plan 
documents the scope of business planning for the benefit of NMPC electric ratepayers. 
(Refers to Finding III-14).    

Implementation Plan Leads 

Executive Sponsor Linda Ryan, ED&G Chief Financial Officer 

Team Lead Pam Viapiano, Vice President US Transmission Finance 

 

Background Information  

The audit found that because most of the rate effects on NMPC ratepayers were covered 
by the Merger Joint Agreement (MJA) which limited rate increases until the end of 2011, 
National Grid had little incentive to examine the effects of its strategies on NMPC ratepayers.  
.  
Proposal to Implement Recommendation 

National Grid plans to develop a NMPC business plan annually per the recommendation.  
The Transmission and Distribution Decision Support team will work to complete a five-year 
NMPC electric operations business plan document by March 2010.  

This year, as part of the existing Line of Business planning process, there is a renewed 
focus on planning at Company (or legal entity level, including Niagara Mohawk).    
Information at the Company level was submitted for review in October 2009.  Review of 
NMPC specific company level strategies and operating activities as well as capital and O&M 
budgets is currently ongoing.   

Timelines for consolidating the detailed legal entity NMPC data and completing the first 
NMPC specific Business Plan for the period FY2010/11 though FY2014/15 have been 
agreed.  It is expected that an initial draft of an NMPC Business Plan for the electric business 
will be completed in February 2010, with an expectation to finalize by the end of March 
2010. 

Transmission and Distribution decision support teams have been tasked with developing 
a process that can be duplicated efficiently each year to consolidate, summarize key 
messages and document the NMPC strategic objectives, near term priorities, as well as 
capital and O&M budgets. 

Exhibit __ (PTZ-1) 
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The recommendation does not require additional information systems and will be 
enhanced by future implementation of new back office systems expected to be implemented 
in the coming years.  

National Grid estimates that it will take approximately one full business planning cycle to 
implement a process that fully documents NMPC’s electric operations strategic, and 
operating activities along with the approved 5-year capital and O&M budgets.  In the interim, 
a process is in place to complete an initial 5-year NMPC business plan for the period 
FY2010/11 through FY2014/15 from the detail legal entity level data that was created as part 
of the Line of Business planning process in FY10. 

Schedule 

Milestone Expected Completion 
Initial submission of Business Plan information by legal entity data Completed 
Final submission of the Business Plan detail by legal entity In Process 
Initial draft of the first NMPC Electric 5-year business plan document 
completed and approved  for FY2010/11 though FY2014/15 

March 2010 

Ongoing process for development, review, and completion of the 
NMPC 5-year business plan agreed with North Star and PSC Staff 

July 2010 

Kick-of of the NMPC 5-year annual business plan 
 
A full business plan cycle will include development and 
documentation of: 
a.) NMPC strategic plan 
b.) NMPC priorities (near and long term) 
c.) 5 year financial forecast including: 
      1.) Profit and loss statements 
      2.) Capital Investment Plans 
      3.) Operating and Maintenance expense forecasts 
      4.) Revenues forecasts 
  

On or around August of each 
year 

Completion of the annual NMPC business plan  Annually on or around 
March 31st of each year.  

Summary of Cost/Benefit and Risk Analysis 

The operational distribution, transmission, and shared services costs associated with this 
recommendation have not yet been identified.  Upon completion of the study, such costs will 
be incorporated into department budgets. 

Measures of Success 

     Documented annual business plan for the total NMPC Electric Business.  
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Chapter III – Corporate Mission, Objectives, Goals and Planning  

Recommendation III-4 

Integrate supply procurement and energy portfolio management into the business 
planning processes. (Refers to Finding III-16) 

Implementation Plan Leads 

Executive Sponsor Alison Wood, Global Director of Business Development, 
Strategy and Planning 

Team Lead James Cross, VP of  Electric Supply and Strategic 
Analysis 

Linda Ryan, ED&G Chief Financial Officer 

 

Background Information  

The Energy Portfolio Management group (EPM) is responsible for approximately $900 
million of electric supply procurement for Niagara Mohawk. The auditors found that the lack 
of attention to these issues in the business plan was significant given the overall size and 
importance of these functions. 

Proposal to Implement Recommendation 

The company agrees with Finding III-17 of the Audit which describes its Energy 
Portfolio Management (EPM) procurement process as informed and effective.   

The EPM group supports both the electric and gas groups.  The decision was made for 
the EPM to develop its own five year Strategic Plan to enhance the supply procurement 
process.  The strategic plan will better track its objectives, achievements and financial 
performance related to supply planning and commodity procurement functions.   

The EPM Strategic Plan is aligned with corporate objectives and outlines EPM annual 
priorities as they support the objectives.  The plan incorporates EPM strategic drivers and 
issues, risks and opportunities and an action plan section (which will be provided to the 
appropriate LoBs to include in the respective business plan).  As part of the strategic plan, the 
EPM group will drive specific initiatives such as a long-term commodity procurement plan to 
protect and promote ratepayer benefits. 

The EPM Strategic Plan will integrate strategy related to NYISO market and rule 
changes, procurement information and portfolio effects and strategy into the LoB planning 
process.  The EPM group will provide a summary page to the LoBs which will indicate 
quantified strategic items for inclusion in budgets and forecasts.   
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Schedule 

Major 
Activities/Milestones 

Estimated 
Start Date 

Estimate 
Completion 
Date 

Actual 
Completion 
Date 

Current 
Status 

Develop EPM 
Strategic Plan 07/09 10/09 10/09 Completed 
Communicate Plan to 
ED&G Group for 
inclusion in Business 
Plan 10/09 12/09 12/09 Completed 
Included in ED&G 
Business Plan 10/09 3/2010   In Process 
 

Summary of Cost/Benefit and Risk Analysis 

Nominal incremental cost associated with implementation. 

A Strategic EPM Plan will align the procurement operations with corporate and ED&G 
initiatives and will keep the ED&G business informed on NYISO issues and market changes.  
The EPM strategic action plan will enhance the ED&G planning process and generate 
consideration of procurement and market issues in the development of the overall business 
plan.   

As with any business plan, there is a risk that actual expenses will differ from what is 
forecasted. 

Measures of Success 

 EPM strategic plan is successfully integrated into the ED&G business planning process. 
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Chapter III – Corporate Mission, Objectives, Goals and Planning  

Recommendation III-5 

Specify how the company is going to monitor and measure the benefits to ratepayers 
arising from the investment in Smart Grid technology for the pilot projects.  When applying 
for authorization for further Smart Grid technology, include a cost benefit analysis 
demonstrating how the results of the project will provide a net benefit to all ratepayers 
(Refers to Finding III-20). 

Implementation Plan Leads 

Executive Sponsor Tom King, Executive Director, ED&G 

Team Lead Keith Gossage, Director Customer and Markets 

 

Background Information  

The proposed Smart Program will empower participants to reduce their energy 
consumption by first allowing them to understand their energy usage at a level of detail, 
timeliness, and ease than was previously possible, and by providing new tools and services 
that will help them better manage energy usage.   

In case 09-E-0310, In the Matter of the American Recovery and Reinvestment Act of 
2009- Utility Filings for New York Economic Stimulus, the New York Public Service 
Commission (NY PSC) acknowledges that, “…there are substantial benefits to be gained by 
beginning to invest in the use of advanced technology and communication to improve grid 
operations.  Many of these benefits are difficult to quantify, particularly for the small-scale 
deployments…” 

The Smart Program is designed to demonstrate that a large scale Smart Grid deployment 
may provide significant benefits to customer and society.  It will enable more efficient 
energy consumption, resulting in reduced energy usage, better energy quality, improved 
reliability, and a general reduction in the carbon emissions (required to produce and deliver 
electricity to customers).  The Company’s expectation is that the program will reach the 
goals envisioned and will demonstrate in action the opportunity and value of Smart Grid. 

With a Smart Grid, customers can exercise greater choices about, and control of, their 
energy use.  At the same time, managers of the electric distribution and transmission grid will 
have a powerful new set of tools to improve efficiency, reliability, and security.   

Referring back to case 09-E-0310, (NY PSC) asserts, “…the initial benefit may be the 
knowledge and experience gained. . . We agree with the DOE that the appropriate time to 
evaluate the net benefits of these projects is at their conclusion.”  In the Company’s Program 
process, the existing performance of the network will be “base-lined” (system performance 
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data collected) before the Program is mobilized to enable the comparison of performance 
data.  The Program effectiveness will be evaluated before and after the Company’s Smart 
infrastructure is deployed. 

Proposal to Implement Recommendation 

The NY PSC has an open docket for approval of Smart Grid pilot programs. The 
Company filed a proposal in the summer of 2009. On January 15, 2010, the Company filed a 
revision to its Smart Grid pilot program for approval by the PSC. The Company has stated in 
this docket how it will measure the benefits and costs for customers from the pilot. 

As stated in the NY PSC Case 09-E-93190, Updated Stimulus Proposal filed by the 
Company, the Smart Program will measure the following: 

• Demonstrate how large scale regulated investments in Smart Grid infrastructure can 
deliver significant benefits to customers and society. 
- Customer benefit will be measured by a reduction in load and associated cost, 

improvement in power quality and reliability. 
- Societal benefits are measured in reduction in load and associated carbon 

reduction. 
 

• Demonstrate how customer energy consumption and peak demand can be consistently 
and significantly reduced through the implementation of technologies that provide 
timely energy usage information, diverse rate plans, and automation to incent and 
enable customers to reduce load or otherwise alter their consumption patterns. 
- Establish a baseline usage for the deployment area and then use control sets of 

customers with differing solution sets to determine the effectiveness of each 
approach. 

 
• Demonstrate how electric distribution grid operating efficiency can be improved 

measurably by improved monitoring and control available through a new distribution 
monitoring system using the smart endpoint data. 
- This benefit is measured in terms of potential future reductions in line losses. 
 

• Demonstrate how opportunities to optimize transmission network performance 
through enhanced distribution network information and control, and changes to 
customer behavior. 
- This benefit is measured through reductions in critical peak loads with the 

combination of technology and rate mechanisms.  These lower critical peaks loads 
reduce the overall stress on the system.  Stress degrades equipment and causes 
reliability challenges. 

 
• Demonstrate how distribution feeder reliability can be improved through the 

implementation of improved monitoring and control of the distribution grid and the 
integration of automated meter outage detection and restoration into a new digital 
distribution management systems and a new outage management system. 
- This benefit is measured by reductions in customer minute interruptions. 
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• Demonstrate how distributed resources (both generation and storage) and electric 
transportation (electric and plug-in hybrid vehicles) can be safely and reliably 
incorporated onto the electric distribution grid through the implementation of 
improved monitoring, protection and capital control capabilities. 
- The measurement will be the quality and usefulness of near real-time information 

and controls and the benefit will be a reduction in carbon-based load and an 
increase in availability of renewable generation.  

 
• Demonstrate how Smart Grid technologies (including advanced meters) improve 

customer satisfaction by providing timely consumption and conservation options, 
automated lead control and alternative rate plans, and improved monitoring and 
control of the distribution grid. 
- The measurement will be greater customer satisfaction as measured by 

improvement in energy savings and customer satisfaction as measured through 
surveys. 

- The Company will also program the processes and procedures required to provide 
a long-term secure environment. 

- The Company will feed back to the various industry working groups lessons 
learned to help accelerate the completion of good standards. 

 
The Company will also work to minimize the possibility of stranded smart grid 

investment by making it less likely that the equipment replacement will be required once 
final standards are approved. 

Schedule 

The Schedule will be determined by commission action on the Company’s filing. The pilot is 
proposed for two years. During those years, data will be analyzed for the purposes of 
answering the questions above. 

Summary of Cost/Benefit and Risk Analysis 

We will value each of the points as discussed above and compare to costs of the program as 
if it was fully implemented in the Company’s service area.  As in any technological or large 
infrastructure advancement, there are risks associated with anticipated construction and 
initiation costs, functionality of improvements and, there is a risk that customers will not 
fully leverage the technology capabilities. 

Measures of Success 

Customers receive greater benefit from the program than it will cost them. 
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Chapter III – Corporate Mission, Objectives, Goals and Planning  

Recommendation III-6 

Recruit and appoint an independent member to NG’s Board of Directors who is 
experienced in US utility operations and/or regulation.  

Implementation Plan Sponsor and Lead 

The implementation of this recommendation is the responsibility of the National Grid 
Board of Directors of National Grid plc. 

Background Information  

The auditors expressed concern that, with the retirement of the former KeySpan CEO, the 
Board will lack an external member who has extensive knowledge of utility operations and 
regulation in the United States. 

Proposal to Implement Recommendation 

National Grid’s Board, like most boards, maintains a Nominations Committee that assists 
the Board in locating and vetting qualified board candidates based on a series of criteria that 
reflect good corporate governance.  Some of the qualities that are critical for a new Board 
member include regulatory experience (in a utility or other highly regulated field), utility 
industry experience in the U.S., or the U.K., a strong ability to understand and express 
quantitative and financial terms, a depth of boardroom experience with large companies, 
experience in international markets, an engineering background, strong environmental and 
safety awareness, and an ability to integrate well with the culture of the current Board. 

The Company’s overarching need to maintain the appropriate mix of skills necessary to 
oversee a global organization consistent with good governance principles means it cannot 
ensure that the very next board member seated will have the specific criteria included in this 
Recommendation.  However, the Company will include these criteria as highly desirable 
attributes and will make good faith efforts to include such a member in the future. 

Accomplishments to date include communicating the audit recommendation related to the 
director search process to the Board of Directors as well as the Nominations Committee to 
ensure that US energy utility regulatory and operating experience continues to be a 
consideration in the search and selection of future appointments. 

Schedule 

This recommendation will be accomplished under the terms expressed above. 

Summary of Cost/Benefit and Risk Analysis 

Nominal incremental cost associated with implementation. 
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IMPLEMENTATION PLAN  17

Specific expertise may enhance Board focus and understanding of US operations and 
regulatory issues and protect New York ratepayer interests.  There is a risk that over- 
emphasizing experience with US operating and regulatory issues may cause the board to 
inadvertently over look a more qualified candidate who does not have direct US experience. 

Measures of Success 

Not Applicable. 
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Chapter III – Corporate Mission, Objectives, Goals and Planning  

Recommendation III-7 

Dissolve Niagara Mohawk Holdings, Inc. (NMHI) 

Implementation Plan Leads 

Executive Sponsor Colin Owyang, Senior Vice President and US General 
Counsel 

Team Lead Tim McAllister, Assistant General Counsel 

 

Background Information  

This is a supplemental recommendation from the Auditors.  Prior to the acquisition of 
NMPC by National Grid (NG), Niagara Mohawk Holdings served as the holding company 
for NMPC and its affiliated companies. National Grid USA now serves as the holding 
company for NG’s US holdings including NMPC.   The Auditors reviewed Niagara Mohawk 
Holdings Board of Director (BOD) minutes for the last three years and determined that its 
sole function was to approve financial transactions and service contracts that could be 
performed by the BODs of NMPC and/or National Grid USA.  

Proposal to Implement Recommendation 

The Company is willing to accept this recommendation, but before it can do this, it must 
review the possible ramifications from the dissolution of Niagara Mohawk  Holdings, Inc. 
Currently, the following functions are reviewing the action: Legal, Tax and Treasury. After 
confirmation that impediments do not exist or a rationale for continuation does not exist, the 
Company will eliminate NMHI.  

Schedule 

Major 
Activities/Milestones 

Estimate 
Completion Date 

Actual 
Completion Date 

Current Status 

Check with 
Treasury, Tax and 
Legal regarding 
ability to 
eliminate separate 
entity 

February 2010  In process 

Corporate actions 
to merge 
NMHoldings into 
NGUSA 

April 2010   
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Summary of Cost/Benefit and Risk Analysis 

Risk assessment underway to assess potential costs, benefits and risks.   

Measures of Success 

Entity eliminated or reason for continuation stated. 
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Chapter III – Corporate Mission, Objectives, Goals and Planning  

Recommendation III-8 

Consolidate the two service companies as soon as possible and as planned. 

Implementation Plan Leads 

Executive Sponsor Andrew Sloey, SVP US Financial Services 
Team Lead Martin Wheatcroft, VP Controller Financial Services 
 

Background Information  

There are currently 4 service companies within the National Grid companies, three from 
the legacy KeySpan companies and one from the legacy National Grid companies.  The three 
legacy KeySpan service companies are: (i) National Grid Corporate Services LLC, (ii) 
National Grid Engineering & Survey, Inc., and (iii) National Grid Utilities Services LLC. NG 
USA Service Company is the legacy National Grid service company. The Company plans to 
consolidate three of its four Service Companies (excluding National Grid Engineering and 
Survey, Inc.) once any necessary regulatory approvals are obtained and the Companies can 
be unified on a common financial systems platform with common allocation methodologies.   

Proposal to Implement Recommendation 

The implementation plan’s recommendation is linked to National Grid implementing a 
common financial system platform as doing the consolidation without a single system is not 
feasible.   Combining the service companies will require National Grid to move to a single 
allocation methodology (current allocation practices are different between legacy Keyspan 
and legacy National Grid service companies).  This in turn will require National Grid to 
obtain appropriate regulatory agreement among the States for the future allocation 
methodology and an approval from FERC. 
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Schedule 

Major 
Activities/Milestones 

Estimated 
Start Date 

Estimate 
Completion 
Date 

Actual 
Completion 
Date 

Current 
Status 

Implementation of a 
common accounting 
system Feb 2010 Fall 2011   
Determine common 
allocation 
methodology Feb 2010 April 2010   
Obtain regulatory 
approvals for single 
allocation 
methodology April 2010 Fall 2011   
 

Summary of Cost/Benefit and Risk Analysis 

There are no incremental costs or benefits as a result of implementing this  
recommendation.  Moving to a single service company was outlined in the National 
Grid/KeySpan Merger and Gas Revenue Joint Proposal.  

There is a risk that post implementation of consolidation into two service companies with 
a single allocation methodology allocated costs change by a material amount to the National 
Grid operating companies, including Niagara Mohawk.  The Company plans to mitigate this 
by thoroughly testing the selected allocation methodology prior to asking for regulatory 
approval. 

Measures of Success 

Two service companies are put in place with a single allocation methodology at the same 
time the company moves to a common accounting system and which results in a non-material 
movement in allocated costs across the National Grid operating companies. 

Exhibit __ (PTZ-1) 
Page 23 of 109

32



IMPLEMENTATION PLAN  22

Chapter III – Corporate Mission, Objectives, Goals and Planning  

Recommendation III-9 

Replace the current membership of the NMPC BOD and the NG USA BOD with 
members who are representative of NG’s US senior management of all of its LOBs operating 
in New York and the US.  

• Appointment of the most senior NG executives of each LOB operating in the US to 
the NMPC BOD would ensure that NMPC has individuals responsible for its 
oversight who have: the responsibility and authority to represent NMPC’s shareholder 
(NG plc); and the knowledge of the importance of providing low-cost, reliable and 
safe service to NMPC’s ratepayers and maintaining excellent relations with the PSC.  

• Likewise, appointment of the most senior NG executive of each LOB operating in the 
US to the NG USA BOD would ensure that NG USA has individuals responsible for 
its oversight who have: the responsibility and authority to represent NG USA’s 
shareholder (NG plc); and the knowledge of the importance of providing low-cost, 
reliable and safe service to ratepayers in the US and maintaining excellent relations 
with US regulatory agencies.  

• Furthermore, the individual objectives of the NG senior executives on the BOD of 
NMPC could reflect NMPC’s ability to provide low-cost, reliable service to 
ratepayers and maintain excellent relations with the PSC. Each individual’s 
compensation (fixed and variable) could then be linked to the attainment of these 
objectives to the benefit of NMPC ratepayers.  

 
Implementation Plan Leads 

Executive Sponsor Colin Owyang, Senior Vice President and US General 
Counsel 

Team Lead Tim McAllister, Assistant General Counsel 

 

Background Information  

This is a supplemental recommendation.  Typically, directors of the Boards of wholly-
owned subsidiaries are members of senior management of the parent company whose BOD 
has delegated responsibility for operating and managing the subsidiary to its senior 
management team on behalf of the owner’s shareholders.  

The National Grid USA and NMPC Joint Proposal served as the basis for the approval of 
NG’s acquisition of NMPC. Attachment 23 has two provisions that address membership of 
NMPC’s BOD. Attachment 23 stipulates that “a majority of the RegCo board of directors 
will be Outside Directors (i.e., neither an officer nor director of HoldCo or any HoldCo 
unregulated affiliate.)” Attachment 23 defines “HoldCo as either or both of UK HoldCo and 
US HoldCo.” HoldCo is therefore either NG USA or NG plc.  
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The Auditors found that NG was in compliance with Article 23 as four of the seven 
members (a majority) of the NMPC BOD are not officers or directors of any NG affiliate 
other than NMPC and therefore qualify as “outsiders” per the Attachment 23 definition. 
However, the Auditors argue that all four outsiders are employed by NG subsidiaries and are 
not senior executives of NG. The Auditors suggest that the outsiders cannot be considered 
‘independent” members of the BOD since they are employed by NG. Although the audit does 
say that having outsiders comprise a majority of directors on a wholly-owned subsidiary 
board has little value since the owner of the subsidiary could remove any one or all of them 
at its discretion. In effect, the outside directors would not be independent and they would 
have little influence on how the subsidiary is managed.  

Proposal to Implement Recommendation 

Follow appropriate corporate governance procedures and obtain requisite legal and 
regulatory approvals to appoint, among others, the most senior US based executives from 
each LOB to NMPC and NGUSA Board of Directors. Implementation of the 
recommendation for NMPC will require approval by the NY PSC of necessary changes in 
Board composition guidelines included as Attachment 23 from the National Grid/Niagara 
Mohawk Merger Joint Agreement approved by the NY PSC.  NGUSA BOD changes have 
already been implemented. 

Schedule 

Major 
Activities/Milestones 

Estimate 
Completion Date 

Actual Completion 
Date 

Current Status 

Exec paper with 
recommendation 

December 16, 
2009 

December 16, 2009 Completed 

Petition for change in 
Attachment 23 of 
MJP 

March 2010  In-process 

Appoint/ Elect new 
Directors 

45 days following 
receipt of 
necessary 
approvals 

  

 

Summary of Cost/Benefit and Risk Analysis 

Nominal cost. 

Measures of Success 

Board composition changed. 
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B. Performance and Results Measurement 

Recommendation IV-1 

Revise the performance management process for the US Country and NMPC operating 
company level to include KPIs currently missing. The performance management process 
should include KPIs for the:  
 

• Effect of company performance on ratepayers,  
 

• Effectiveness of the Energy Portfolio Management Group in acquiring reliable, low 
cost supply or minimizing the volatility of electric prices,  

 
• Development or implementation of comprehensive system plans,  

 
• Effectiveness in estimating the cost of projects or performance in managing projects 

to completion, 
 

• Effectiveness of centralization of US electric operations on ratepayers. (Refers to 
Findings IV-6 and IV-12).  

 
Implementation Plan Leads 

Executive Sponsor David Pretyman, Director of Operations Performance 

Team Lead Bill Jones, Director of Performance Management 

 

Background Information  

1. Revise the performance management process for the US Country and NMPC operating 
company level to include KPIs currently missing.  The performance management process 
should include KPIs for the: 

• Effect of company performance on ratepayers 

- The Company currently tracks and manages towards several performance factors 
which impact customers directly, some examples include: reliability, customer 
service center performance, customer satisfaction and safety.  The Company will 
consider what additional metrics are appropriate, and the corresponding KPIs for 
those metrics, based on the results of Recommendation III-1, where we will be 
addressing the customer in our line of business vision statement.    

 
• Effectiveness of the Energy Portfolio Management Group in acquiring reliable, low 

cost supply or minimizing the volatility of electric prices 
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- The Energy Portfolio Management group is currently evaluating appropriate 
metrics to assess its performance in the acquisition of energy supply. Please see 
our response to Supply Procurement Recommendation VI-1.   

 
• Development or implementation of comprehensive system plans 

- The Company will undertake to develop an integrated system planning process 
(per Recommendation VII-1) and will consider whether effective performance 
metrics and KPIs can be established in connection with comprehensive system 
planning.   

 
• Effectiveness in estimating the cost of projects or performance in managing projects 

to completion 

- The Company is establishing an Estimating Center of Excellence to improve and 
standardize its cost estimating performance (see Recommendation VIII-3), and 
will develop appropriate performance metrics and KPIs in connection with project 
estimating and project actuals versus estimates. 

 
• Effectiveness of centralization of US electric operations on ratepayers. (Refers to 

Findings IV-6 and IV-12). 

- In addition to evaluating performance against established KPIs, the Company is 
establishing new KPIs corresponding to new structures and relationships flowing 
from the EDOT process.  The Company will also determine appropriate KPIs for 
initiatives made possible by the centralization process (e.g., the “65-minute” 
initiative).  These expanded performance measures will help the Company assess 
performance and drive towards achieving its performance ambitions.  

 
Proposal to Implement Recommendation 

This recommendation is focused on delivering the appropriate KPI and performance 
management framework in support of recommendations made in other chapters of the audit 
report.  Therefore, we will work alongside the teams developing responses to the associated 
recommendations to address specific concerns around performance measures and KPI’s.  
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Schedule 

Major 
Activities/Milestones 

Estimated 
Start Date 

Estimate 
Completion 
Date 

Actual 
Completion 
Date 

Current 
Status 

Kick-off session to 
identify desired 
performance 
measures 

04/05/2010 04/30/2010   

Develop detailed 
delivery plans for 
each major area 

05/03/2010 05/28/2010   

Develop and 
implement 
recommended KPI’s 
in alignment with 
Audit 
recommendations 

06/01/2010 12/31/2010   

 

Summary of Cost/Benefit and Risk Analysis 

Costs and benefits cannot be determined until work progresses within recommendations 
that this recommendation supports. 

Measures of Success 

Success will be measured using the following criteria: 

• The associated recommendations are successfully implemented. 
• The appropriate KPI’s and performance measures are established and delivered 
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Chapter IV - Performance and Results Measurement  

Recommendation IV-2 

Utilize benchmarking in setting performance targets and establishing NG’s current 
position against the targets.  

Implementation Plan Leads 

Executive Sponsor David Pretyman, Director of Operations Performance 

Team Lead Bill Jones, Director of Performance Management 

 

Background Information  

The Company already participates extensively in benchmarking initiatives, and will 
continue to do so.  While benchmarking provides useful information, the Company stipulates 
that care must be taken to assure the benchmarking information is comparable.  The 
Company will consider whether other uses of benchmarking information are appropriate in 
setting performance targets, and whether performance targets should be revisited. 

In response to this Finding, the Company acknowledges that the use of benchmarking and 
participation in benchmarking activities does not constitute a comprehensive program. 
However, the Company uses benchmarking information extensively as exhibited in DRs 
NGMA 22 and 45.  The Company uses this information to focus on specific issues and, to 
develop targets for first quartile performance consistent with the goal of being the foremost 
international electricity and gas company. 

Proposal to Implement Recommendation 

The Company is actively developing a comprehensive benchmarking plan, which will 
serve to properly convey not only the details regarding the actual benchmarking we 
participate in, but to also describe how the benchmarking activities are incorporated into our 
goal setting processes. 
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Schedule 

Major 
Activities/Milestones 

Estimated 
Start Date 

Estimate 
Completion 
Date 

Actual 
Completion 
Date 

Current 
Status 

Develop a draft 
comprehensive 
benchmark plan 

09/01/2009 12/30/2009  Completed 

Issue draft for 
comment and 
feedback 

1/01/2010 2/15/2010  In-progress 

Develop final draft of 
comprehensive 
benchmark plan 

02/01/2010 03/15/2010   

Receive business 
sanction of new plan 
and process 

03/01/2010 03/31/2010   

Ensure all 
performance measure 
and target setting  
processes are updated 
to reflect 
benchmarking and 
the plan 

01/01/2010 04/01/2010   

 

Summary of Cost/Benefit and Risk Analysis 

As was previously communicated and evidenced through various data requests, National 
Grid participates extensively in benchmarking activities.  The act of having a formalized plan 
that clearly identifies where the results of the benchmarking activities are readily reviewed 
and incorporated into the target setting processes and development of business ambitions, 
will serve as a stronger control and basis by which external parties can understand how 
benchmarking is utilized in our business.  

Measures of Success 

Success will be measured using the following criteria: 

• A formal benchmarking comprehensive plan will be established 
• Annual review of benchmarking sources and decisions on which benchmarks we will 

participate with.   
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C. Load Forecasting 

Recommendation V-1 

Develop energy sales forecasts and peak demand forecasts that are specific to Upstate 
New York and the sub-areas within NMPC service territory.  

Implementation Plan Leads 

Executive Sponsor James Cross, Jr., VP of  Electric Supply and Strategic 
Analysis 

Team Lead Joseph Gredder, Manager of Electric Forecasting 

 

Background Information  

The recommendation points to the fact that forecasts for energy and peak are only 
performed at the company level and that there may be value in producing forecasts at 
regional levels.  At the corporate level forecasts for energy and peak are currently at the 
aggregate, or company level.    Within the T&D organizations the system planners utilize 
localized area projections when assessing projects.  Company level forecasts are not used 
directly, but instead used by distribution planners as a base to which spot load additions or 
system rearrangements are added to develop forecasted load levels for each distribution level 
substation transformer and circuit.  Transmission planners coordinate with distribution 
planners when determining growth patterns within their respective transmission level 
planning areas. 

At the system level, forecasting works annually with the NYISO on short term peak load 
forecasts.   The information shared between the NYISO and the transmission companies in 
the state is used by the NYISO to generate long term peak and energy forecasts at the NYISO 
zonal level.  National Grid’s upstate territory spans six of the eleven NYISO zones in the 
state.   

Proposal to Implement Recommendation 

The Company has identified several options for implementing this recommendation.  
Each is discussed below. 

• Option 1: “Top down” econometric forecast(s) used to inform a “bottom-up” trend 
analysis of peak/energy data for the sub areas.   

 
- This option would use the aggregate company level forecast as the “umbrella” for 

the build-up of the subarea projections using trend analysis of the historical peak 
and/or energy use for each sub-area.  This action would address the 
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recommendation by providing regional peak and energy forecasts. At a zonal 
level, economic and electrical data currently exists and can be utilized at little 
expense in existing models.   National Grid currently gathers weather data for the 
three largest zonal areas in its territory - Buffalo, Syracuse and Albany.  
Additional weather data may need to be gathered for the remaining zones.  This 
generally can be obtained for several thousand dollars annually.  

 
• Option 2:  “Bottom up” combination of sub-area forecasts (ex. county level 

econometric) and bottom-up peak/energy (ex: substation trend analysis). 
  

- This approach requires an assessment of existing useable electric data at the sub-
transmission and lower levels and the availability of useful weather and economic 
data at those levels as well.  Additional weather data can be obtained for several 
thousand dollars annually.  County level economics can be obtained for 
approximately $5,000 annually.  Incremental costs of resource costs/manpower 
for set-up and periodic extraction of electric system data may be required and is 
estimated at approximately $80,000 in man-power for set-up and then $15,000 to 
$20,000 annually for annual maintenance.  

 
• Option 3: Use of regional customer load shapes for use in producing peak forecasts. 

 
- This option would involve the use of hourly load shape information gathered by 

load research to project company peaks from the econometrically generated 
energy forecasts.  The approach can produce regional forecasts, however, load 
shape data does not currently exist on a geographic level.  New primary research 
including sample design, customer survey and meter installation and data 
collection would be required to enable this approach.   In addition, the proper 
software would be needed to be purchased to use this data in forecasting models.   

- Currently there are seven (7) electric rate classes that are sampled to produce 
customer load shapes for each class.  The remaining classes are census metered 
with 100 percent of the customers having interval metering which is used to 
produce the customer class average load shape.   

- If the sample designs are segmented geographically by three regions (requiring 21 
samples), the estimated total cost to implement these designs is approximately 
$1.6 million, excluding the customer survey requirements.  If NYISO load zones 
are the basis of the geographic dispersion, then 42 sample designs are required at 
an approximate cost of $3.9 million, excluding customer survey requirements.  
These estimates assume that the existing 720 sample meters in the field may 
continue to be used.  The estimate to complete and install meters for a regional 
sample design project is approximately 14 months.  The estimate for complete 
installation and planning for a zonal sample design project would be about 28 
months. 
The cost of the software to utilize these load shapes in the load forecasting 
process is estimated at $10,000 annually.   

The recommended solution is to proceed with Options 1 and 2.   Option 1, the “top down 
econometric model” can be performed with relatively minimal cost, resources and time and 
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provide useful information at a regional level.   Research into the availability of useful 
distribution level information in Option 2 “bottom-up” modeling is recommended, with 
implementation of planning area forecasts to follow if possible.  

Option 3, new primary new load research information is not recommended at this time as 
preliminary assessment of available information indicates that bulk level system information 
is available and can provide similar information to the more costly load research option.   

Schedule 

Major Activities / Milestones Estimated 
Start Date 

Estimated 
Completion  
Date 

Actual 
Completion 
Date 

Status 

 
Option 1:  “Top-Down”  
Collect available information on 
a regional basis from existing 
systems. 
 
Conduct forecast modeling on a 
regional basis using existing 
techniques. 
 
 

 
 
4/1/2010   
 
 
 
10/01/2010   

 
 
9/30/2010 
 
 
 
3/31/2011 

 
 
  
 
 
  

 
Initial drafts of 
peak and energy 
forecasts by 
NYISO zones 
are underway. 
 

 
Option 2:  “Bottom-Up”  
Collect available information on 
a distribution planning level 
from existing systems. 
 
Conduct forecast modeling on a 
regional basis using existing 
techniques.(if go)  
 

 
 
1/1/2010   
 
 
 
1/1/2011  

 
 
12/31/2010 
 
  
 
6/30/2011 

 
 
 
 
 

 
Preliminary 
meeting with  
planning to 
discuss 
planning areas 
and availability 
of underway. 
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Summary of Cost/Benefit and Risk Analysis 

Major Activity Dept/Area Estimated Cost 

 
Option 1:  “Top-Down”  
Collect available information on a regional basis 
from existing systems. 
 
Conduct forecast modeling on a regional basis 
using existing techniques. 
 
 

 
 
Forecasting 
 
 
Forecasting 

 
 
$0 / min labor 
 
 
$2,500 per year / 
min labor 

Option 2:  “Bottom-Up”  
Collect available information on a distribution 
planning level from existing systems. 
 
Conduct forecast modeling on a regional basis 
using existing techniques. 
 

 
System Planning 
 
 
Forecasting 

$80,000 1st year / 
$15-20,000 
ongoing 
 
$10-20K yr1 / 
$10K ongoing  / 
min labor 

NOT RECOMMENDED 
Option 3: Load Research Metering 
 

 
Load Research 

 
Up to $4,000,000 

 

The proposed approach will meet staff’s recommendation and provide useful information 
to the system planning, DG, forecasting and other groups within the company for use in 
system planning and load forecasting. 

Measures of Success 

Success will be determined as these improved models and projections are used by system 
planning in their work. 
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Chapter V– Load Forecasting 

Recommendation V-2 

Implement end-use data collection activities to support implementation of the SMART 
GRID program, enhance the development of Energy Efficiency (EE) programs and initiate 
efforts toward end-use modeling. 

Implementation Plan Leads 

Executive Sponsor James Cross, Jr., VP of  Electric Supply and Strategic 
Analysis 

Team Lead Joseph Gredder, Manager, Electric Forecasting 

 

Background Information  

This recommendation requires the company to implement end-use data collection 
activities in order to support three activities. The activities are as follows: a) the electric 
forecasting process; b) the Smart Grid pilots; and c) the Energy Efficiency programs.    

There are a number of initiatives currently active with respect to these activities.  Each is 
described below. 

• Forecasting: While the forecasting process does not currently include an end-use 
modeling method, it does include appliance saturation surveys (such as air 
conditioning), which are reviewed to help understand changes in customer use.   

• Smart Grid:  The Company is currently evaluating the impact of the recent DOE 
awards. It has proposed an extensive Smart Grid pilot in two of the major markets 
within its service territory – the Syracuse and Albany regions.  Over 80,000 
customers would receive Smart Grid technology.  The Smart Grid pilot would be 
targeted to customers across all rate classes - residential, commercial and industrial - 
providing market segmentation.  The recommendation and finding V-6 seek to ensure 
that proper market segmentation is made and that customer end-use data is collected. 
The outcome of the above-mentioned evaluation of options will affect the extent of 
data collection 

• Energy Efficiency:  The energy efficiency group currently conducts customer surveys 
and activities which gather end-use information within its New England territories 
which may or may not be transferable to New York.  This information is used to 
enhance the development and evaluation of the EE programs.   

The Company has identified several options for implementing this recommendation.  
Each is discussed below. 
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• Option 1 (“Planned” EE End-Use Metering):  Collect customer end-use metered data 
for the primary end-uses, lighting and cooling, described above as part of the EE 
evaluation process currently planned2. The Company’s efficiency programs target 
certain customer segments. Therefore, customer end-use metered data collected will 
be limited to residential customers with central air conditioning, small commercial 
and industrial customers and industrial customers consuming greater than two MWs.  
It is estimated that data collection for small business lighting would cost 
approximately $2,000 to $4,000 per site and may require approximately 40 sites (or 
$80K to $160K in total).  It is estimated that data collection for residential cooling 
would cost approximately $5,000 per site and may require approximately 30 sites (or 
$150K in total).     

• Option 2 (End Use Surveys):  Conduct new primary end-use customer surveys. This 
option would involve customer surveys to determine end-use and appliance saturation 
information for the service territory.  [This option would also be of use in 
understanding customer use trends in recommendation 3 below].  A typical residential 
(telephone) customer survey of the magnitude required by this study is on the order of 
$50,000 for the approximately 1,500 random surveys required.   The estimated cost to 
(telephone) survey the commercial sector is on the order of $100,000 for 
approximately 600 random surveys required. 

• Option 3 (Best Practices):  Conduct a survey and/or review existing information on 
best practices among comparable utilities in the area of end-use modeling.  This 
would be used to determine what models, if any, are widely used in the industry.   
Additional monies would be required for the purchase and training of any third party 
models selected.  This could be on the order of $15,000-$20,000 annually for 
software and training. 

• Option 4 (Smart Grid):  As future Smart Grid pilots are conducted, collect customer 
end-use metered data and survey information.   This option would involve collecting 
energy and peak use data from the major end-uses within the customer premises 
(lighting, cooling, refrigeration, etc.).  

• Option 5 (“Expanded” EE End-Use Metering):   This option would be to expand the 
planned end use data collection discussed in Option 1 above to include substantially 

                                                 
2 As part of the energy efficiency programs that the Company offers and evaluates in New York end-use 

data will be collected. The Company began offering the Small Business Services Electric Efficiency Program 
and the Residential Central Air Conditioning Efficiency Program in 2009.  The Small Business Services 
Program primarily installs energy efficient lighting.  The Company is committed to completing evaluation 
studies which will involve end use metering of lighting equipment.  These types of evaluation studies normally 
involve installing time of use lighting loggers on a statistically representative sample of program participants.   
The Residential Central Air Conditioning Efficiency Program primarily offers incentives for the installation of 
high efficiency central air conditioning equipment.  In 2010, the Company is committed to completing 
evaluation studies which will involve end use metering of central air conditioning equipment.  The Company 
expects to complete this study jointly with all New York electric utilities implementing residential air 
conditioning efficiency programs in New York. 
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all residential and small commercial end uses.  The estimated costs would be 
approximately $18,600,000 to achieve and capture over 80% of the customer energy 
use.  This is based on 1) $150,000 to survey customers in order to create a proper 
sample, 2) 1,000 residential sites at $10,000 per site for a total of $10,000,000 3) 600 
commercial sites at $14,000 per site for a total of $8,400,000.   

• Option 6 (Load Research Metering):  Collect primary metered data collection via load 
research for a representative sample of customers for each targeted end use in each 
region or zone.  This would involve conducting a customer survey as in Option #2 to 
estimate how many customers in the population have each targeted end use appliance.  
Interval data recorders would need to be installed on a representative sample of 
customers for each of the targeted end use classifications.  

Sample design, installation, data collection and analysis would involve similar cost and 
timing as that described in Recommendation 1, option 3.   This is estimated to be on the 
order of an average $112,000 per rate class for each separately sampled region or zone.  
For example, in order to complete an end-use study for the same number of rate classes 
currently metered by load research, seven, would cost close to $800,000.  

Recommended Solution: 

The recommended solution is to proceed with the “Planned” EE End-Use Metering 
(Options 1), End Use Customer Surveys (Option 2) and Best Practices (Option 3).  New 
primary metered data collection for major end-uses in two key customer segments is already 
planned and should be leveraged to the greatest extent possible.  Since Option 1a is limited to 
EE program participants, it is also recommended to proceed with option 2 to gather system-
wide end-use customer survey information. [This option can also be used to address 
Recommendation 3 (Option 3, customer use trends)].  Option 3 is recommended to research 
best practices in the industry and incorporate those that are appropriate into our models and 
processes.  It is recommended that the Smart Grid option (Option 4) be monitored and 
reassessed pending a go/no go decision on the pilots.     

The option to do “Expanded” EE End-Use Metering (Option 5) is not recommended 
because the recommended options to collect lighting and residential cooling information and 
end-use survey data from our residential and small commercial customers captures what is 
necessary for the EE group to make more informed planning and evaluation decisions for the 
current programs that they run.  As the EE programs expand, more data specific to those 
program will be collected and can be shared with load forecasting.  These, coupled with Best 
Practices research will provide the forecasting group significant information to inform and 
improve the forecasting process.   For these same reasons it is also not recommended to 
pursue Load Research data collection (Option 6).   In addition, load research is typically 
targeted towards whole house/business usage and not at specific end-uses.   
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Schedule 

 Major Activities / Milestones Estimated 
Start Date 

Estimated 
Completion 
Date 

Status 

Option 1:  “Planned” EE End-Use 
Metering 
Implement and collect end-use small 
commercial lighting data per EE plan. 
 
Implement and collect end-use 
residential cooling data per EE plan. 
 
Incorporate information into EE 
program evaluation and projected 
future targets.  
 
Incorporate EE targets into forecasts. 

 
06/01/2010 
 
05/01/2010  
11/01/2010 
 
01/01/2011 

 
03/31/2011 
 
10/31/2010 
12/31/2010 
  
06/31/2011 

 
 
 
 
 

Option 2:  End-Use Customer Survey 
Collect end-use customer survey 
information 
 
Use survey data to inform / update 
models, if appropriate 

 
04/01/2010 
01/01/2011 

 
12/31/2010 
06/30/2011 
 

 
 

Option 3: “Best Practices” 
Conduct research on alternative 
models and methods 
 
Cost / Benefit Assessment 
 
Software/Training (if go) 
 
Implement (if go) 

 
04/01/2010  
10/01/2010 
04/01/2011 
10/01/2011 

 
09/30/2010 
03/31/2011 
09/30/2011 

 
Initial review of 
existing data is 
underway.  
 

Option 4: Smart Grid (pending pilot 
go/ no-go) 
Additional Smart Grid data collection 
specifications (if go) 
  
Collect customer survey information 
 
Implement Smart Grid pilots and data 
collection (if go) 
 
Use data collected to inform / update 
forecasting and EE plans and models. 

 
06/01/2010* 
 
01/01/2011 
01/01/2011 
 
01/01/2013 

 
12/31/2010 
 
12/31/2012 
12/31/2012 
 
12/31/2013 

 
 

*  Start Date following PSC approval of Smart Grid pilot.  
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Summary of Cost/Benefit and Risk Analysis 

 Major Activity Dept/Area Estimated Cost 

Option 1:  “End-Use meter data” 
Implement and collect end-use 
residential lighting data per EE plan. 
 
Implement and collect end-use 
residential cooling data per EE plan. 
 
Incorporate information into EE 
program evaluation and projected 
future targets.  
 
Incorporate EE targets into forecasts.  
 
 

 
EE 
EE 
 
EE 
 
Forecasting 

 
$80,000 to $160,000 
$150,000 
 
$0 / min labor 
 
$0 / min labor 

Option 2: “Customer Survey” 
Collect end-use customer survey 
information 
 
 
Use survey data to inform / update 
models, if appropriate 

 
Customer (Market 
Research) 
EE/ Forecasting 
 

 
$150,000 / year 
 
$0 / min labor 

Option 3: “Best Practices” 
Conduct research on alternative 
models and methods 
 
Cost / Benefit Assessment 
 
Software/Training (if go) 
 
Implement (if go) 
 

 
Forecasting 
Forecasting 
Forecasting 
Forecasting 

 
$0 / min labor 
$0 / min labor 
$10-20k (yr1)/ $10k 
ongoing  
$0 / min labor 
 

Option 4: Smart Grid (pending go / 
no-go) 
Additional Smart Grid data collection 
specifications 
  
Collect customer survey information 
 
Implement Smart Grid pilots and data 
collection 
 

 
EE / Forecasting 
Market Research 
 
Smart Grid 
 
EE / Forecasting 

 
$0 / min labor 
$150,000 
per Smart Grid 
schedule 
$0 / min labor 
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Use data collected to inform / update 
forecasting and EE plans and models. 
NOT RECOMMENDED 
 
Option 5 “Expanded” EE End Use 
Metering 
 
Option 6 Load Research Metering 

 
EE  
Load Research 

 
$18,600,000 
$800,000 

 

The proposed approach will meet staff’s recommendation and provide useful information 
to the EE, DG, forecasting and other groups within the company for use in program planning 
and evaluation. 

Measures of Success 

Success will be determined as end-use data is used to improve electric forecasting, smart 
grid and EE program evaluation.  
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Chapter V – Load Forecasting 

Recommendation V-3 

Coordinate load forecasting activities with the Customer Markets group to support 
development of EE and Distributed Generation programs and system/supply planning, and to 
incorporate the projected results of those programs into the load forecasting models and 
results.   

Implementation Plan Leads 

Executive Sponsor James Cross, Jr., VP of  Electric Supply and Strategic 
Analysis 

Team Lead Joseph Gredder, Manager, Electric Forecasting 

 

Background Information  

The findings and subsequent recommendation are intended to ensure coordination 
between the customer groups including energy efficiency & distributed generation, system 
planning, supply planning and forecasting.   

Historically, the load forecast was not explicitly adjusted for EE and/or DG.   The 
underlying concept had been that to the extent existing EE programs and DG 
interconnections continue to run at historical levels, the forecast model implicitly accounts 
for them in its regression variables.   To the extent current projected energy reductions are 
significantly higher or lower than historical projected energy savings, then an adjustment can 
be made to account for these changes that the model would not have accounted for.  
Historically, in New York the company has not been implementing its own EE programs 
until recently.   Thus, scenario analysis has recently been performed on the current business 
plan forecast (FYE 2010) and projections for the new company EE programs have been 
incorporated into the forecasts.  With regard to the use of the forecast for development of EE 
programs, forecasts are provided periodically to the customer group for consideration in their 
plans.   Use of distributed generation estimates are not currently applied in the company level 
forecasts due to the uncertainty of their operation at peak load conditions since they are not 
under the Company’s control. However, they may be considered as “spot” load adjustments 
in the regional forecasts to be generated as part of recommendation one above.  With regard 
to supply (procurement) planning, sales forecasts are routinely provided for use in informing 
procurement decisions.   For system planning, discussions are underway as part of 
recommendation listed above.   

The Company has identified a few options for implementing this recommendation.  Each 
is discussed below. 

Exhibit __ (PTZ-1) 
Page 41 of 109

50



IMPLEMENTATION PLAN  40

• Option 1:  Incorporate the projected energy and demand reductions from Energy 
Efficiency programs and Distributed Generation interconnections into the forecast 
models as post modeling “below the line” adjustments to the forecasts.  Scenario 
analysis can be performed on various penetration levels of each as well as other 
initiatives including Smart Grid. 

• Option 2:  Incorporate the projected energy and demand reductions from Energy 
Efficiency programs and Distributed Generation interconnections into the forecast 
model as an adjustment to a variable(s) or alternate models.  Research would be 
performed on alternative options.  Incremental costs will be incurred should new 
modeling software, training and/or data collection be required. 

• Option 3:  Analyze customer usage trends and incorporate into the models as 
appropriate. a) This can be accomplished by looking at existing billing and system 
metered data for trends and patterns.   No additional resources would be required to 
examine existing data.   b) Determining the reasons for any trends or patterns found 
would need to be investigated and additional monies and resources in terms of end-
use customer surveys as discussed in option 2 of recommendation two above.  

The Company determined that the recommended solution is to proceed with Option 1 
(post model adjustment) first.  In parallel with that it is recommended that an analysis of 
customer usage trends from existing data be reviewed as per Option 3a and that research on 
alternative models and methods per Option 2 be conducted.   A go/no-go decision on 
proceeding with Option 2 alternative models would be determined following the research and 
cost benefit assessment.   Similarly, a go/no-go decision on proceeding with Option 3b would 
be determined as part of the decision process for recommendation 2, option 3 above.  

This solution is selected as it is a multi-step process which provides initial useful 
response at low cost to the recommendation while more detailed (and possibly more costly) 
steps are assessed 

Schedule 

Major Activities / Milestones Estimated Start 
Date 

Estimated 
Completion Date 

Status 

Option 1: “Post Model 
Adjustments” 
Collect projections from 
customer groups 
Implement “below the line” 
adjustments to modeled 
forecasts to capture EE/DG 
projections. 

 
 
01/01/2010   
07/01/2010  

 
 
06/30/2010 
12/31/2010 

EE estimates have 
been incorporated into 
the sales forecasts for 
the business plan and 
rate case. 
 

Option 2: “Alternative Model / 
Methods” 
Conduct research on 
alternative models and 

 
 
04/01/2010 
01/01/2011 

 
 
12/31/2010 
06/30/2011 
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methods 
Cost / Benefit Assessment 
Software/Training (if go) 
Implement (if go) 

 
07/01/2011 
10/01/2011 

 
09/30/2011 
 

Option 3: “Customer Usage 
Trends” 
Analyze customer use trends 
Collect end-use customer 
survey information (can use 
the same survey as in rec’d 2, 
option 3 above) ** 
Use survey data to inform / 
update models, if appropriate 

 
04/01/2010 
 
04/01/2010  
 
01/01/2011 

 
09/30/2010 
 
12/31/2010 
 
06/30/2011 

 
 

 

Summary of Cost/Benefit and Risk Analysis 

Major Activity Dept/Area Estimated Cost 

Option 1: “Post Model Adjustments” 
Collect projections from customer groups 
Implement “below the line” adjustments to 
modeled forecasts to capture EE/DG projections. 

 
EE/ DG  
Forecasting 

 
$0 / min labor 
$0 / min labor 

Option 2: “Alternative Model / Methods” 
Conduct research on alternative models and 
methods 
Cost / Benefit Assessment 
Software/Training (if go) 
Implement (if go) 

 
Forecasting 
Forecasting 
Forecasting 
Forecasting 

 
$0 / min labor 
$0 / min labor 
$10-20k (yr1)/ 
$10k ongoing  
$0 / min labor 

Option 3: “Customer Usage Trends” 
Analyze customer use trends 
Collect end-use customer survey information 
Use survey data to inform / update models, if 
appropriate 

 
Forecasting 
Market Research  
Forecasting 

 
$0 / min labor 
$150,000  
$0 / min labor 

 

The proposed approach will meet this recommendation and provide useful information to 
the EE, DG, forecasting and other groups within the company for use in program planning 
and evaluation. 

Measures of Success 

Success will be determined as improved models and approaches are used to improve the 
EE program planning and the load forecasting process. 
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D. Supply Procurement 

Recommendation VI-1 

Establish a comprehensive framework of performance metrics for the supply procurement 
and risk management functions.  The metrics should build on NG’s corporate vision and 
goals and need to reflect the changing electric supply procurement market and NG’s 
preferred strategy in that market.  

Implementation Plan Leads 

Executive Sponsor Richard Rapp, Jr., SVP Energy Portfolio Management 

Team Lead James Cross, Jr., VP Electric Supply and Strategic Analysis 

 

Background Information  

The Auditors suggested that NG does not have appropriate electric supply portfolio 
performance goals or metrics to guide its performance.  However, the Company does file a 
quarterly report on its electric supply prices and volatility, measured by the Coefficient of 
Variance.   

As part of the “collaborative process” during the audit, the Company provided evidence 
of significant progress towards developing a comprehensive, long term supply procurement 
policy and plan.  The following represents further proposed steps. 

Proposal to Implement Recommendation 

The Company proposes to establish a comprehensive framework of performance metrics 
for the supply procurement and risk management functions.  The Electric Supply group has 
overseen the implementation of a NY Load Bidding Report with metrics to limit the 
portfolio's exposure to Real Time NYISO price volatility.  The metrics shall be measured on 
a calendar year basis and reported on a fiscal year basis, as described below. 

• Metric #1: Limit the quantity of Real Time NYISO purchases to +/- 10% of the total 
NM Commodity Load.  

• Metric #2: Limit the net cost of Real Time NYISO purchases to <3% of the total 
energy (LBMP only) costs. 

 
These metrics have been instituted as group and individual goals for fiscal year 2009-

2010, with accountability for the Electric Supply group with regards to their variable pay 
component in the Performance for Growth (P4G) system. 
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These metrics will be initiated by the Electric Supply front office group and will be 
reviewed and reported by the Risk Management middle office group, which creates an 
appropriate check and balance on the metric results. 

In addition, from the list of “Possible Performance Metrics for Power Supply 
Procurement” listed in Exhibit VI-5 (p. VI-12), several of the metrics are now being reported 
by the Electric Supply front office to the Risk Management middle office on a monthly basis.  

Also, performance metrics regarding New York utilities are being incorporated in the 
Energy Portfolio Management (EPM) department’s Key Performance Indicators (KPIs) for 
fiscal year 2009-10. As noted in Finding VI-14, "NG has developed metrics for supply 
portfolio performance that incorporate available data on New York utilities (prices and 
volatility metrics from the quarterly NYPSC filings).  These metrics are being incorporated 
into the department KPIs for FY 2009-10."  Niagara Mohawk reports quarterly volatility 
metrics to the PSC in compliance with the NY PSC’s Order in Phase II of Case 06-M-1017, 
and also collects this quarterly data from the other reporting New York utilities for 
comparison.   

As noted in Finding VI-14, “NMPC has provided evidence of its significant progress 
towards developing a comprehensive, long term supply procurement policy and plan.” 
Efforts are underway to implement recommendations on process improvement and further 
develop a comprehensive, long term supply procurement policy and plan.  The Company will 
integrate the supply procurement planning process within the ED&G business plan process, 
and has developed a process for monitoring and updating the long term supply procurement 
strategy and short term tactical plans. 

Finally, the Company has commenced a consultant review of current procurement 
strategies across all its utilities and an assessment of different procurement approaches, as 
well as the development of a systematic framework to facilitate corporate decision-making 
and to better formulate regulatory strategies.  This review and implementation of the 
resulting recommendations are significant steps towards developing a comprehensive, long 
term supply procurement policy. 
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Schedule  

Major Activities / Milestones Estimated 
Start  Date 

Estimated 
Completion  
Date 

Actual 
Completion 
Date 

Current 
Status 

Develop performance metrics and 
input them into the P4G system. 

April 1, 2009 Sept 1, 2009 Sept 1, 2009 Completed 

Begin monthly reporting of 
performance metrics starting with 
Jan 2010. 

Jan 31, 2010 Feb 28, 2010  On track 

Incorporate supply portfolio 
performance metrics (prices and 
volatility metrics from the quarterly 
NYPSC filings, as well as available 
comparative data on other NY 
utilities) into KPIs for FY 2009-10. 

Jan 1, 2010 Feb 28, 2010  On track 

 

Summary of Cost/Benefit and Risk Analysis 

No incremental costs or savings would result from this recommendation.  There are no 
identified risks associated with this proposal. 

Measures of Success 

Our success will be measured by the monthly results of the load bidding goals, limiting 
the Niagara Mohawk portfolio's exposure to Real Time NYISO price volatility, and thus 
fulfilling the goal of mitigating commodity volatility for customers. 
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Chapter VI – Supply Procurement 

Recommendation VI-2a 

Continue activities to develop a long-term strategy and short-term tactical supply 
procurement plan as laid out in the Collaborative meetings and incorporate these plans into 
the corporate business plan.  

Background Information  

NorthStar met with NG representatives and the PSC Staff to learn what efforts and 
changes the Company had undertaken since the conclusion of on-site audit work. During this 
meeting the Company provided: 

• Graphs that supported the decision to contract for only 200-MW to replace the 560-
MW NMP1 prior contract. The primary reasons for contracting the lower capacity 
was the reduction in required hedging from 81 percent to 60 percent effective in 
2009.  

• Briefing package to demonstrate that it had taken additional steps to develop an 
appropriate comprehensive supply planning strategy and portfolio.  

•  
The Auditor acknowledged that significant progress was made, but further work was 

needed.  Currently, Internal Audit is reviewing the EPM and three office model. It is 
expected that findings from that report will result in actions to meet these recommendations. 

Proposal to Implement Recommendation 

The Company will be preparing its strategic response to moving from RSA hedging/mass 
market obligations to the post-RSA actions under Commission orders. This comprehensive 
planning process will incorporate scenarios for meeting NMPC customer needs post-2011, as 
well as operations.  The rate mechanisms that the Company proposes for post-2011 are 
included in the rate case.  The Company will continue its regular portfolio reviews with the 
Commission staff, and will continue to focus on reliable long-term supply within the NY ISO 
market framework. The Company does have 46 existing IPP contracts and the Nine Mile #2 
financial hedge to provide the mass market customers a commodity hedge post-2011. The 
regulatory treatment will be addressed with the PSC Staff prior to finalizing a commodity 
hedging strategy that would include the existing hedges and a plan for procuring additional 
hedges to meet pricing and volatility metrics.   
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Schedule  

Major Activities / Milestones Estimated 
Start  Date 

Estimated 
Completion  
Date 

Actual 
Completion 
Date 

Current Status 

Commence Internal Audit of 
electric supply procurement. 

Nov. 15, 2009 Feb. 28, 2010  
 

On target 

Receive and review final report 
from Internal Audit. 

Apr. 1, 2010 Apr. 15, 2010  Not started 

Develop implementation plan to 
address gaps identified in 
Internal Audit report. 

Apr. 16, 2010 May 31, 2010  Not started 

Implement changes to address 
gaps from the Internal Audit 
report. 

Jun. 1, 2010 Aug. 31, 2010  
 
 

Not started 

 

Summary of Cost/Benefit and Risk Analysis 

No incremental costs or savings would result from this recommendation.   

Measures of Success 

Our success will be measured by the successful implementation of the plan to meet any 
issues identified by Internal Audit, in addition to the final Internal Audit’s verification of the 
existing three office model as best industry practice. 
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Chapter VI – Supply Procurement 

Recommendation VI-3 

Define and restructure the risk management policies, procedures and functions to assure 
appropriate monitoring of risk factors as the transition and long-term supply procurement 
plans are implemented.  The risk management tools should incorporate appropriate market 
monitoring to know when contingencies are needed. 

Background Information  

 
The Audit report suggests that the Company’s current risk management framework will 

not handle procuring energy capacity and hedging instruments in future energy markets. 
However, Finding VI-12 positively notes that risk management policies in place for energy 
supply are appropriate for the short term.  As described in the implementation plan to address 
Recommendation VI-2, the forthcoming Internal Audit report will identify any issues and 
refer to best practices.  The current adequate risk management policies will continue to be 
used in the “transition period” from now through 2011, and presumably beyond if they are 
affirmed as best practice by Ernst and Young. 

Proposal to Implement Recommendation 

The Company continually reviews its Risk Management Policies, including the areas 
included in this Recommendation. In light of current market conditions, the view of risk is 
being expanded beyond financial impacts and credit-worthiness to include considerations of 
market structures and balance sheet impacts. The EPRMC has been restructured in April 
2009 with increased control over annual supply plans, and expanded to include senior 
management from Regulatory, Legal, Electric Distribution and Gas Distribution.  Currently 
EPRMC membership has seven members of which all are officers.  In addition, the 
Commodity Management Committee was expanded in July 2009 to include representation 
from both gas and electric regulatory.  

The Company recognizes that, particularly with the potential for an expanded role in 
long-term supply procurement, it must reevaluate its risk management processes related to 
supply procurement.  This review is an ongoing process, and the Company is in regular 
contact with the Commission and Staff.  Long term procurement activities would be 
developed in a collaborative manner with full cost recovery.   

Finding VI-12 notes that risk management policies in place for energy supply are 
appropriate for the short term and will continue to be implemented through the transition 
through 2011 and, as deemed appropriate, beyond. It should be noted that the Company has 
developed a long term electric price forecast through 2017, which is updated weekly. 

Opportunities will be sought to improve communication between the front and middle 
office regarding regulatory issues and long term supply strategic plans.  The EPM group will 
continue to present their electric procurement strategies for Niagara Mohawk and the other 
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utilities to the EPRMC for approval on an annual basis.  Any need to enter into long term 
contracts will be aligned with the proper regulatory recovery mechanism, particularly for the 
period beyond 2011.  The Company will confer with the PSC Staff on how to align its long 
term supply strategy with the Commission’s objectives. The Company’s procurement 
strategies have evolved with the marketplace and will continue to do so.  As the Company 
confers with PSC Staff on the future plans for the electric supply portfolio, it will have future 
opportunities to demonstrate its abilities to analyze and strategize, within the appropriate 
regulatory recovery mechanisms. 

Finding VI-12 notes that risks associated with energy supply are not listed on corporate 
level “risk matrices.”  However, EPM tracks both market and credit risks with assistance 
from Risk Management; and any non-systemic risk that is identified would be captured in the 
corporate risk matrix.  

Schedule  

Since the elements of the implementation plan are similar, please reference the 
implementation schedule for Recommendation 2a. 

Summary of Cost/Benefit and Risk Analysis 

No incremental costs or savings would result from this recommendation.  

Measures of Success 

Our success will be measured by the successful implementation of the plan to meet any 
issues identified by Internal Audit, in addition to the final Internal Audit’s verification of the 
existing three office model as best industry practice. 

Exhibit __ (PTZ-1) 
Page 50 of 109

59



IMPLEMENTATION PLAN  49

E.  System Planning 

Recommendation VII-1 through VII-10 

There are ten recommendations (VII-1 to VII-10) relating to system planning which are 
detailed below. For this chapter, the Company believes it is most appropriate to provide a 
unified response because our plan is to produce an integrated system plan that addresses all 
of the audit recommendations in this chapter. 

VII-1 Develop an integrated NMPC Transmission and Distribution system-wide plan. 
(Refers to Findings VII -4,VII-8, VII-14, VII-15, VII-16, VII-17, VII_ 18, and 
VII-31) 

VII-2 Utilize annual operational reports such as the Transmission System Reliability 
Performance Report and the Distribution Reliability Report as inputs to asset 
health/strategy and subsequently recommended projects. Demonstrate how the 
annual integrated system plans directly address reliability issues raised in the two 
reports. Show progress against known system deficiencies such as “worst-
performing circuits” and outage causal factors. Identify and relate capital 
programs and projects to specific reliability performance issues and measure their 
effect. (Refers to Findings VII -3, VII-4, VII-5, VII-25, and VII-26) 

VII-3 Evaluate the effectiveness of system plans each year to determine how well they 
are meeting system planning objectives such as reliability goals, and directing 
capital resources to specific issue areas and performance trends. (Refers to 
Findings VII-8,VII -11, VII-18, and VII-29) 

VII-4 Evaluate the causal factors and impact on capital budgets and system planning of 
projects “walked in” and “walked out” of the system plans. Identify why the 
projects walked in were not initially planned, what will be done in future 
planning cycles to remediate these issues and how projects displaced into future 
planning periods will be accommodated. (Refers to Findings VII -11 and VII-29) 

VII-5 Perform economic studies to identify more efficient system modifications that 
can reduce the costs of service and increase utilization of resources. (Refers to 
Findings VII -26 and VII-29) 

VII-6 Evaluate outages that were avoidable due to improved system planning (capital) 
and preventive maintenance (O&M) such as vegetation and failed equipment. 
Determine the budget necessary to provide the level of maintenance that would 
have prevented the outages and compare against the current maintenance budget. 
Analyze the costs associated with the outages with incremental increases in 
maintenance programs. (Refers to Findings VII -3, VII-4, VII-5 and VII-25) 

VII-7 Establish a traditional transmission utility system planning function that results in 
industry accepted planning products such as: system-wide studies not just area 
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studies; five-year, ten-year, 15-year and 20-year system layouts; integrated ten to 
twenty year system plans; and timelines of system needs. (Refers to Findings VII-
8, VII-11, VII-13, VII-24, and VII-26) 

VII-8 Evaluate the boundaries for continuity between the integrated transmission and 
the integrated distribution plans to assess whether the entire “wires” business is 
adequately planned. (Refers to Finding VII-8, VII-10, VII-13, and VII-25) 

VII-9 Adopt a results oriented approach to drive the development and implementation 
of asset management strategies by their relationship to equipment failure causal 
factors and system performance.  
• Prioritize asset management strategies by their relationship to outage causal 

factors and their ability to directly affect reliability performance measures.  
• Evaluate this stratification annually to maintain focus.  
• Differentiate long term asset strategies from those dealing with specific 

reliability problems and their incorporation into the annual system plans.  
• Evaluate the effectiveness of asset management strategies in terms of the 

number of capital projects and maintenance programs actually executed. 
(Refers to Findings VII-18 and VII-25) 

VII-10 Initiate or partner with NYISO on appropriate studies regarding the effect and 
needed response to increased application of Distributed Generation, Renewable 
Resources, SMART GRID and other trends in utility system operations. (Refers 
to Finding VII-19) 

 

Implementation Plan Leads 

Executive Sponsor Ellen Smith, Chief Operating Officer 

Team Lead Bruce Walker, VP Asset Strategy & Policy 

 

Background Information  

System planning by electric utilities in New York is marked by a combination of 
differing jurisdictional responsibilities – involving the NYPSC, the New York Independent 
System Operator (NYISO) and the Federal Energy Regulatory Commission (FERC). It is 
also affected by emerging new energy-markets and technological change. In particular, the 
NYISO planning process continues to mature and the NYISO is asserting its role as the 
coordinator and integrator of utility transmission plans and as a principal participant in the 
project approval process. NG has the additional complexity of having two separate 
organizations performing system planning studies – U.S. Transmission for transmission 
projects and the Electric Distribution &Generation Line of Business for sub-transmission and 
distribution projects.  However, the Company is partially addressing this issue because it has 
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already undertaken and begun an integration of the Transmission and Distribution lines of 
business in the United States – resulting in an Electric Operations Organization. While, the 
asset management / planning functions will exist in both the new Electric Operations 
Organization and the US Transmission Organization, they will be working towards aligning 
their processes and increasing coordination as outlined in our response herein. 

National Grid uses an “asset management approach” to reliability planning for both its 
transmission and distribution systems. While the U.S. Transmission Asset Management 
groups have appropriate policies and procedures for the types of studies to be performed, the 
policies focus on coordination in the study process among participants from the various 
groups and on the development of plans. 

The Transmission Asset Management organization is chartered with developing asset-
specific programs, projects, spending and resource work plans, and budget. While National 
Grid has developed a number of regional transmission studies, it has not combined those 
studies into a single capacity plan.  National Grid uses a similar asset management process 
for the distribution network as it uses for the transmission system. The distribution network 
strategy organization has appropriate policies and procedures for conducting system studies 
in place.  NMPC’s service territory has had a system reliability problem for many years but 
has made significant improvements during the last three years resulting in the Company 
exceeding its reliability metrics during the last two years. While the company’s approach to 
distribution reliability planning is appropriate, it has not yet developed a master distribution 
plan nor has it produced a comprehensive reliability plan. The processes used by 
Transmission and Distribution will be better aligned as the organization transitions to 
integrating many of the Transmission and Distribution organizations. 

National Grid utilizes an objective scoring system to prioritize both transmission and 
distribution capital projects. Projects approved by the two organizations are appropriately 
justified and there is sufficient governance. However, they are identified and approved in an 
incremental process which can be improved upon by the development and execution of an 
integrated transmission and distribution system plan and thus, the implementation plan set 
forth by the Company in this section is focused on driving that result.  

Proposal to Implement Recommendation 

National Grid will develop an integrated NMPC Transmission and Distribution Strategic 
System Plan (SSP) which will cover a fifteen year timeframe and will be updated annually 
(Recommendation VII-7). The strategic plan will be divided into discreet time periods e.g. 
short term (0 to 5 years), medium term (6 to 10 years) and long term (11 to 15 years).  The 
SSP will directly link Company objectives through to an executable system plan in New 
York.  It will do this by evaluating where the system is today and defining where we envision 
the system evolving to; identifying key drivers and influences that will affect our opportunity 
to enhance the overall system. 

As might be expected, the short term initiatives will appropriately focus on maintaining 
system reliability while the medium to long-term plans will address broader trends 
recognizing that events may alter these trends as time passes. Accordingly, short term plans 
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will be made with more specificity and clarity regarding impact to customers and medium to 
long term plans will be more comprehensively designed  For example, the degree of 
confidence in any System Capacity & Performance projects will be lower in the medium to 
long-term due to the range of uncertainties around changes in demand, sources of generation 
and events currently unforeseeable; for example, a sudden decline in the world economy or 
increased load growth in certain geographic areas. 

The Company will develop a combined Transmission and Distribution Strategic System 
Plan for April 2011 and each year thereafter, and would propose that plan as a replacement 
for the Report on the Condition of Physical Elements of the Transmission and Distribution 
Systems (previously filed in October) and the Capital Investment Plan (CIP – previously 
filed in January) filings.  The SSP will incorporate the information that was previously 
provided in the two plans mentioned and further include the necessary detail required by an 
integrated system plan.  This April submission allows the Company to provide the best 
information regarding the actual levels of investment in the system because it aligns with the 
internal budgeting processes utilized by National Grid. Moreover, the development of the 
Strategic System Plan will be ongoing with subsequent improvements anticipated year on 
year consistent with the needs of the system. 

The SSP will compliment the integrated state-wide stakeholder driven transmission 
planning processes mandated by FERC in Order 890 and required by the tariffs of the New 
York Independent System Operator, Inc. Accordingly, the Company envisions this process as 
supplementing and drawing from the NYISO planning process rather than duplicating it 
(Recommendation VII-1). 

National Grid will modify its annual planning process to ensure that the SSP evaluates a 
high level review of the entire system and the work developed at a regional level. 
Additionally, the annual SSP will specifically incorporate information that will provide a 
holistic view of industry / state-wide issues. 

This ongoing process will result in a Strategic System Plan that ensures Transmission and 
Distribution capacity, reliability and asset plans/programs are reviewed together and result in 
a single plan that suits the needs of our customers and stakeholders (Recommendation VII-8). 

The Implementation Plan will specifically review methods to use information derived 
from annual operational reports such as the Transmission System Reliability Performance 
Report and the Distribution Reliability Report or other such reports as the Company feels are 
appropriate in order to establish clear links to the drivers for the Strategic System Plan 
(Recommendation VII-2). As part of its SSP and as a result of incorporating the Report on 
the Condition of Physical Elements of the Transmission and Distribution Systems and the 
Capital Investment Plan into the SSP, the Company will be able to demonstrate this link.  
Additionally, the Company will consider a range of appropriate solutions to identified needs 
and evaluate which solutions provide the most efficient, long-term investment for the benefit 
of customers.  Specifically, the System Strategic Plan will include a chapter on reliability 
trends over the past 3 - 5 years. The Company notes that the relationship between capital 
programs and system reliability is probabilistic rather than deterministic and, accordingly, 
must be measured over periods of at least three to five years for such analyses to be 
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meaningful. As part of the Implementation Plan, the Company will establish processes to 
improve the use of system trend data as inputs to asset health/strategy and recommended 
projects. 

The annual Strategic System Plan will include an assessment of investments made 
previously, recognizing that in some cases the evaluation will focus on trending data. This 
evaluation will focus on reliability, capacity and asset specific initiatives (Recommendation 
VII-3).  The annual SSP will, where possible, also incorporate economic evaluations that will 
determine the relative efficiency of programs and explore alternative opportunities.  The 
primary focus of this will be on system capacity and performance programs and asset 
condition programs; as opposed to more non-discretionary investments like adding new 
customers onto the system (Recommendation VII-5). 

As part of the Implementation Plan, Asset Management Strategies will be reviewed and 
revised accordingly over a two-year period beginning in January 2010. The review will focus 
first on those asset strategies most impacting reliability performance so as to best influence 
the short term opportunities incorporated into the short term SSP. Longer term strategies will 
be reviewed and incorporated into the SSP as required (Recommendation VII-9). 

National Grid will continue to track, manage, and reserve for unidentified, mandatory and 
high priority projects, “walk-ins”, as part of its investment planning and current year 
spending management processes.  These projects will be included as part of our quarterly 
reports submitted to the Commission.  The reporting will include the addition of the project 
spending rationale to better indicate whether the project is mandatory or non-mandatory in 
nature.  Project cash flows and priority scores will continue to be provided. 

National Grid has already adopted a preliminary monthly report to capture and evaluate 
the impact of project “walk-ins” and “walk-out” information.  We will discuss with the 
Commission incorporating this information in to the quarterly report. (Recommendation VII-
4). Additionally, National Grid will include a section in the SSP that addresses lessons 
learned and actions taken with respect to these opportunities. 

As part of the SSP, National Grid will evaluate outage types and trends that were 
avoidable due to improved system planning (capital) and preventive maintenance (O&M) 
such as vegetation management and failed equipment, noting; that the Company will evaluate 
outages based upon system trends recognizing that: 

• The relationship between both increased capital spending and increased O&M on the 
one hand, and reliability on the other hand, is probabilistic rather than deterministic, 
meaning that it is not possible to predict in advance what individual outages will be 
avoided by any particular level or type of investment, or conversely if a given level of 
investment or O&M would have prevented an outage; and 

• Vegetation outside the Company’s rights-of-way is beyond the Company’s ability to 
control. 

Furthermore, National Grid will utilize a “cause code” analysis to evaluate outages. As a 
result, National Grid will incorporate this analysis into its annual SSP and identify program 
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investment and the expected benefits that will be evaluated to measure the effectiveness of 
the program. (Recommendation VII-6). 

As part of the SSP, National Grid will determine how to meet future demands placed 
upon the system including providing long term secure and sustainable energy supplies. This 
plan will consider both existing and emerging technologies including the impacts of greener 
renewable sources of energy (e.g. wind, solar) as well as looking to see how National Grid 
can position itself to take advantage of these opportunities.  National Grid is already very 
active in the promotion of integrating renewable energy sources within the planning process. 
National Grid is participating in the NY STARS study and is actively engaged in many of the 
NYISO planning processes including the CSPP, RNA, CARIS as well as special studies such 
as the NYISO Wind Study. National Grid is also working with the NYISO and other 
Transmission Owners on implementing Phasor Measurement Units and installing capacitor 
banks as part of NYISO’s successful stimulus proposal to the DOE.  In addition National 
Grid has provided comments on the NY State Energy Plan (Recommendation VII-10). 
Lastly, National Grid commissioned a team of individuals from the planning functions, 
regulation and customer service to review methods for evaluating non-wire alternatives to 
investments. This team continues to make progress and will continue its effort during this 
year. 

Schedule 

Major 
Activities/Milestones 

Estimated 
Start Date 

Estimate 
Completion 
Date 

Actual 
Completion 
Date 

Current Status 

Deliver Integrated 
NMPC Transmission 
and Distribution 
Strategic System 
Plan. (SSP) (VII-1) 

February 2010 April 2011  Planned 

Develop a schedule 
for completing the 
Implementation Plan 
as set forth herein for 
filing a SSP by April 
2011. 

February 2010 February 2010  Planned 

Determine process to 
review methods to 
use information 
derived from annual 
operational reports. 
(VII-2) 

February 2010 September 
2010 

 Planned 

Project Walk-in 
Report – Addition of 
Spending Rationale 
Classification and 

April 1, 2010 May 15, 2010  Will incorporate 
into 4th quarter 
report for 
FY2009-2010 
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incorporation of 
project walkout 
information. (VII-4) 
Develop process in 
order to evaluate 
outages that were 
avoidable due to 
improved system 
planning and 
preventive 
maintenance. (VII-6) 

February 2010 December 2010  Planned 

Incorporate the 
results of a traditional 
transmission utility 
system planning 
function. (VII-7) 

February 2010 April 1, 2011  Planned 

Establish the 
boundaries for 
continuity between 
the integrated 
transmission and the 
integrated 
distribution plans. 
(VII-8) 

February 2010 December 2010  Planned 

Adopt a results 
oriented approach to 
drive the 
development and 
implementation of 
asset management 
strategies by their 
relationship to 
equipment failure 
causal factors and 
system performance. 
(VII-9) 

February 2010 September 
2010 

 Planned 

Initiate or partner 
with NYISO on 
appropriate studies 
regarding the effect 
and needed response 
to increased 
application of 
Distributed 
Generation, 
Renewable 

Ongoing Ongoing  Planned 
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Resources, SMART 
GRID and other 
trends in utility 
system operations. 
(VII-10) 
Asset Management 
Strategies will be 
reviewed and revised 
accordingly over a 
two-year period 
beginning in January 
2010. 

January 2010 January 2011, 
January 2012 

 Planned 

 

Summary of Cost/Benefit and Risk Analysis 

Estimated need for 6 additional FTEs and $20,000 in Information System upgrades for all 
recommendations in System Planning.  This covers recommendations VII-1 through VII-6 
and VII-8 & VII-9. 

Two FTEs, and $500,000 of IT systems in asset management ($250k in FY11 and FY12 
respectively) to address recommendation VII-7. 

Measures of Success 

As part of the Implementation Plan the Transmission and Distribution Asset Management 
organizations will develop appropriate key performance indicators to appropriately evaluate 
the success of the development and execution of the SSP consistent with the Line of Sight 
goals. 
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F.  Program and Project Planning and Management 

Recommendation VIII-1 

Ensure that projects are managed in accordance with PMP requirements. 

Implementation Plan Leads 

Executive Sponsor Ellen Smith, Chief Operating Officer 

Team Lead Andy Hibbitt, Vice President Work Delivery 

Background Information  

The Project Management Playbook (PMP) intent is to improve National Grid’s ability to 
plan, engineer, design and construct capital projects on time, on budget, and within scope and 
quality requirements. This will be accomplished through enhanced project management 
processes, procedures, roles, and measurements that are adopted and embraced universally by 
our organization.  The Company’s implementation of actions to meet this recommendation 
will be coordinated with our actions to meet similar recommendations in this chapter. 

The PMP was rolled out in Fall 2007 and projects underway were individually assessed 
to determine whether there was any added value to implementing the procedure at that stage 
of the project life cycle.  All projects initiated after the roll out of the PMP that meet the 
criteria defined in the PMP, are being managed in accordance with this procedure.  Projects 
that do not meet the criteria are managed on a portfolio basis.  

Proposal to Implement Recommendation 

National Grid will conduct an assessment of the criteria used to determine whether a 
project should be managed in line with the PMP.  A formal guidance document will be 
produced that defines the criteria that will be used to determine what level of project 
management discipline should be applied to a project to provide a cost effective delivery 
model for each project. 

For projects that do not require management in line with PMP a formalized delivery 
procedure will be developed and documented. This process will describe those elements of 
project management which are appropriate for projects which fall into the category.  

Exhibit __ (PTZ-1) 
Page 59 of 109

68



IMPLEMENTATION PLAN  58

Schedule 

Major 
Activities/Milestones 

Estimated 
Start Date 

Estimate 
Completion 
Date 

Actual 
Completion 
Date 

Current 
Status 

Publish criteria 
document that defines 
the level of project 
management 
discipline that will be 
applied to a project. 

Apr. 2010 Sep 2010  Planned 

Fully document 
process for non PMP 
managed projects. 

Jan. 2010 Dec 2010  Planned 

 

Summary of Cost/Benefit and Risk Analysis 

Managing projects in line with documented procedures will facilitate the efficient 
delivery of the Company’s construction program.  There will be no incremental cost 
associated with the implementation of this recommendation 

Measures of Success 

For all projects initiated after the modifications, there will be a clear understanding what 
level of project management discipline will be applied to the project and a continuous  
improvement in the delivery of projects. 
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Chapter VIII - Program and Project Planning and Management  

Recommendation VIII-1-1 

Make Quality Assurance an integral part of the project management process for both in-
house and regional delivery venture work forces.  

Implementation Plan Leads 

Executive Sponsor Andy Hibbitt, Vice President Work Delivery 

Team Lead Jim Staid, Director Work Program Management 

 

Background Information  

The Auditors review of the project files suggests that quality assurance is not a formal 
element of the project management process. Specifically, the audit report states that: 

• Project files do not contain typical quality assurance documents such as: 

- Quality assurance plans, 
- Project management meeting minutes discussing the design and construction, 
- Equipment physical inspection reports upon receipt, 
- Construction inspection reports – concrete strength, field checks of conductor                         

spacing, wiring continuity test. 
 

• Transformer and relay test reports are typically included in project files. 

Proposal to Implement Recommendation 

National Grid has recently established a discrete Quality Assurance (QA) team, as part of 
Works Program Management (WPM), and is staffed by a QA manager supported by an 
analyst and three auditors.  The Group’s mandate is to establish a Quality Assurance system 
which ensures the quality of the project’s entire lifecycle, while driving continuous 
improvement.3  Each RDV (Regional Delivery Venture) also has a Quality Manager as part 
of their senior management staff with a similar mandate. 

The QA group’s Quality Management System (QMS) will include the establishment of a 
Project Management Quality System (PMQS), a Quality Council Management System 
(QCMS) and Construction Audit Program. The scope, requirements, authorities, 
responsibilities and documentation requirements of the QMS will be defined in the Quality 
Manual (QM) (Refer to Exhibit A: Draft Quality Manual).  Specific procedures will be 

                                                 
3 Transmission line and transmission/distribution substation project will adhere to the requirements of the Quality Assurance 
program. 
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completed and referenced in the Quality Manual (i.e., Quality Audits, Document Control, 
Management Reviews, Corrective and Preventive Action Plans, etc.). Additionally, to 
promote proper communication and sharing of information, a Quality Assurance section 
(containing QA procedures, results of audits and all other pertinent QA information) will be 
added to National Grid’s Sharepoint system for the use by all. 

 

The Project Management Quality System is a system based on QMS and will include: 

• PM Playbook describes the process that National Grid uses to delivery capital 
projects. 

• Work and Sub-work Instructions will detail work processes and requirements for 
completing the various steps within the PM Playbook, i.e. “how we do it” vs. the 
Playbook’s “what we do”.     

• Quality Documentation will define specific document control requirements for the 
many types of project documentation, including but not limited to any deliverables as 
required in the PM Playbook, i.e. Meeting Minutes, Project Estimates, Work 
Proposals, etc.  A Project Management Work Information Tracker and a Scope Creep 
Analysis Tracker will be established which will further ensure the success of the 
quality project documentation.  

• Project Management Audits will be internal audits conducted by the WPM-QA group 
which will assure that National Grid complies with the PMQS.  A minimum of 24 
audits are scheduled for each FY.  

 
The Quality Council will be chaired by National Grid’s Quality Assurance Manager, and 

include as its members each of the external RDV’s Quality Managers and the Director of 
Construction from the internal System Delivery group.  The mandate of the Council will be 
to establish a culture of quality, create QA synergies and share QA Best Practices across both 
the external RDVs and the internal System Delivery group.  The Quality Council will 
establish: 

• Bi-monthly Council Meetings will be held to promote best practices and innovation 
sharing between the external RDVs and the internal System Delivery group.  Bi-
monthly meetings commenced April 2009 and four meetings have been held since the 
April meeting. 

National Grid Quality Management System 
• Quality Manual 

Project Mgmt Quality System 
• PMP Playbook 
• Work & Sub-work Instructions 
• Quality Documentation 
• Project Mgmt Audits 

Quality Council Mgmt System 
• Bi-Monthly Council Mtgs 
• Mgmt Review 

Construction Audit Program 
• Project Quality Plans 
• Construction Audits 
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• Quality Council Manual will be established which will define the scope, 
requirements, authorities, responsibilities and documentation requirements of the 
Quality Council.   

• Management Reviews of the Quality Assurance program will be held periodically 
(annually at a minimum).  The Quality Council will present to management the 
current status of implementation, goals achieved, Best Practices and future directives.  
Management attendees will include the Director of WPM, VP of Work Delivery, and 
senior management at each of the external RDVs and the internal System Delivery 
group. 

 
The Construction Audit Program will focus on the construction processes, site controls 

and physical structure, validating the expected life-cycle of the asset.  This Program will 
largely be defined by Transmission Line Specifications SP.06.01.301 and Substation 
Specifications SP.08.00.001.  Each RDV, the internal System Delivery group and all sub-
contractors will be included in the Construction Audit program.  Construction Audits are 
evenly distributed across each RDV and the internal System Delivery group.    

• Project Quality Plans will be required for each project and will define relevant project 
documents, project specification requirements, construction method documents, and 
site specific quality requirements.   

• Training on the requirements of Step 3 of the PM Playbook will be scheduled for all 
Construction Supervisors, both external RDV and internal System Delivery.  National 
Grid’s Director of Construction will lead the training sessions, scheduling one session 
in New England and one in Syracuse.  

• Construction Audits will be rated by four possible categories:  Acceptance 
Observation, Minor Finding or Major Finding.   Construction Audits will be 
completed by National Grid’s QA Group’s QA Auditor.4 

 
Schedule 

Major 
Activities/Milestones 

Estimated 
Start Date 

Estimate 
Completion 
Date 

Actual Completion 
Date 

Current 
Status 

Project Management 
Quality System 

    

Quality Manual 7/2009 3/2010  In Process 

                                                 
4 (1) Acceptance is conformance to requirements.  (2) Observation is not a finding and has no affect on the 
grading of the audit, but a recommendation of improvement. (3) Minor Finding is a correctable item, will be 
responded to within 30 days, and will be verified by National Grid. (4) Major Finding is a non-conformance, 
affecting process, design or system specifications which could compromise the integrity of the project. 
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PM Playbook Work 
& Sub-work 
Instructions  

7/2009 3/2010  In Process 

Project Mgmt Audits 3/2010 On-going  Complete 

QMS Testing & Gap 
Analysis 

4/2010 12/2010  Planned 

Quality Council     

Bi-Monthly Council 
Meetings 

4/2009 On-going  Complete 

Construction Audits    Complete 

 

Summary of Cost/Benefit and Risk Analysis 

Balancing the “Cost of Quality”, (QA department and associated expenses) will be a 
positive variance versus the benefits of a documented, traceable, quality management system 
when the metrics of the projects provide deployment of continuous improvement teams to 
reduce cost, add efficiency, reduction and/or elimination of non-value added 
operations/functions, and reduce delivery time to completion of projects. 

Playbook audits will provide an evidence gathering tool that is used to evaluate how well 
we are meeting our requirements. This validation will confirm that defined requirements are 
being achieved.   

The construction audits validate the process during the “production phase”, rather than 
the “inspect after it is completed”. The construction audit also confirms that our contracted 
and internal RDV’s have validated the life cycle of the asset by confirming that National 
Grid specifications are being met. The lessons learned/continuous improvement program will 
be implemented using trending analysis compiled through a robust auditing program. 

Measures of Success 

The documented QMS work instructions will provide a roadmap to project managers on 
fitting the universe of projects into one process guide, the playbook.   

The work instructions will provide a training tool, documented project requirements, and 
an auditable system that will withstand an outside independent audit. 

Measures of success will include a decrease in the number of observations, major and 
minor findings, a decrease in repeat do-over work, a decrease in cost-overruns and delay in 
schedule. 
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Chapter VIII  Program and Project Planning and Management 

Recommendation VIII-1-2 

Have project managers actively monitor overall project progress against the baseline 
schedule and review cost versus progress and budget. (Refers to Finding VIII-11) 

Implementation Plan Leads 

Executive Sponsor Ellen Smith, Chief Operating Officer 

Team Lead Andy Hibbitt, Vice President Work Delivery  

 

Background Information  

The auditors considered that there was no demonstration of active monitoring and 
reviewing of projects. Some of the projects selected for analysis by the auditors included 
ones managed though a number of historical systems rather than current ones. 

 Proposal to Implement Recommendation 

To allow Project Managers (PM’s) to actively monitor overall project progress against 
baseline schedules and to review project costs against schedule and budget requires a link 
between cost and schedule.  In this regard, National Grid is evaluating changes to processes 
and procedures. Initiatives that are underway provide project managers with new tools to 
monitor their projects, including: Estimating Center of Excellence (ECoE), Project 
Controls/Reporting, Primavera Version 6 implementation and the development of new Work 
Breakdown Structure (WBS) /Cost Breakdown Structure (CBS).  

Estimating (Reference recommendation 3 & 4) 

National Grid has established an ECoE to focus on estimates for projects involving 
distribution lines. The ECoE is also providing common tools and processes for use on 
substation and transmission line projects. The ECoE  provides distribution engineers and 
designers with robust tools and information to prepare estimates commensurate with the 
desired accuracy throughout the projects lifecycle based on the maturity of the project. 

For Distribution, the employment of dedicated distribution line estimators will be 
determined by project level and complexity. This decision will be made following the full 
implementation of the ECoE.  Based on this evaluation, if dedicated distribution line 
estimators are determined to be required, following ECoE implementation, it would require a 
staff of four estimators; three in Distribution, and one dedicated to TxD projects. 
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For Transmission line and T&D Substation projects, Transmission Line Engineering 
(TLE) has hired two full time estimators and T&D Substation Engineering & Design (SED) 
is in the process of recruiting two full time estimators and is anticipated to be in place in 
2010.  

National Grid’s System Delivery group that delivers a portion of the Transmission Line 
and T&D Substation capital plan has also hired professional estimators. As of January 4th 
2010, the group is fully staffed and consists of four full-time estimators. 

The detailed implementation plan is in recommendation VIII 3 and 4 

WBS/CBS (Reference recommendation 2) 

The fundamental framework for project controls is created by aligning the CBS to the 
cost estimate, setting the information out in an integrated way with the deliverable based 
WBS. A robust WBS / CBS structure is being established by creating a direct mapping 
between the set template WBS structure and CBS categories. This mapping will ensure that 
projects will be scheduled in the same way from project initiation to project close out, 
allowing for projects to be viewed in a consistent format, and also allowing budgets to be 
aligned to this standardized structure of project deliverables. In turn, this allows for a roll 
up/drill down of project deliverables in direct alignment with the time profiled project 
estimate/cost data held in Primavera. 

 In a portfolio view, projects can be grouped or directly compared against each other, 
using the same WBS / CBS structures and summary information. This allows for 
consolidated project or program management reporting and also for cost control purposes. 
These standardized structures create a consistent enterprise view across projects and is key to 
effective management of the Portfolio. 

The budget and schedule are fundamental to the control process. It is against these two 
elements the progress of the project activities, and the production of the deliverables is 
measured. This is achieved by combining information on schedule, budget, project 
deliverables and utilizing earned value analysis. 

The detailed implementation plan is in recommendation VIII 2 

P6 implementation (Ref Chapter VIII-recommendation 2) 

With the implementation of Primavera 6, the Program Management group at National 
Grid will have a program view of overall resource and project requirements for both current 
and future year work. Program Management will move into a better position to provide 
support and performance reporting on National Grid’s resourcing and implementation plan. 
The Primavera system will support the planning and the movement of internal and external 
resources as required to meet work plan targets and milestones. Effective resource planning 
requires and overall concentration on improving project visibility, governance, 
accountability, and responsibility to the entire work implementation plan regarding total 
project cost, scope, and schedule inclusive of budget adherence. The implementation of 
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Primavera utilizing the newest version and configuration will provide improvements by 
driving the visibility of the work plan deeper into the organization via the WEB capability 
and also provide visibility of “ball in court” during the project life cycle. The WEB 
capabilities of Primavera P6 will also facilitate improved project team communications and 
information exchange to better deliver the planned work. The implementation of Primavera 
version 6 will provide National Grid a better platform from which it can provide improved 
project management and reporting. 

The detailed implementation plan is in recommendation VIII 2. 

Project Controls (Reference recommendation 2) 

Estimates for T&D substation and Transmission line projects will feed data into the 
Project Controls team for more robust project level reporting.  Project control reports are 
under development aligning with efforts underway in the areas of estimating and scheduling; 
the goal is to report against a consistent set of costs in the estimate, sanction paper and the 
“actuals” on a monthly basis.  

Project Controls and the associated reporting will strive for a consistent reporting format 
which may be aggregated and summarized at various levels dependent of the size and 
complexity of projects. The application is currently excel-based with the goal to automate the 
process through the use of an enhanced Primavera platform currently being implemented. 

The cost components tracked in the reports will be linked to the project schedule and 
WBS which is baselined. Actual costs from National Grid financial systems will be mapped 
to these cost components for comparison against the plan.  This will enable accurate 
reporting of Earned Value, Cost Performance Index (CPI) and Schedule Performance Index 
(SPI). 

The detailed implementation plan is in recommendation VIII 2. 

Schedule 

Major 
Activities/Milestones 

Estimated 
Start Date 

Estimate 
Completion 
Date 

Actual 
Completion 
Date 

Current 
Status 

Formal project 
reviews at 
governance boards 

April 2010 N/A  Planned 

Formal monitoring of 
non PMP projects 

Jun 2011 N/A  Planned 
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Summary of Cost/Benefit and Risk Analysis 

Greater scrutiny of all projects and enhances project controls processes will lead to more 
accurate forecasts and tighter control of project deliverables. 

Measures of Success 

Post project reviews will identify compliance with original project deliverables; interim 
project reviews will also provide levels of confidence in the process being followed. 
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Chapter VIII  Program and Project Planning and Management 

Recommendation VIII-1-3 

Adhere to policies and procedures regarding project cost control and re-sanctioning 
requirements. (Refers to Finding VIII-19). 

Implementation Plan Leads 

Executive Sponsor Ellen Smith, Chief Operating Officer 

Team Lead Andy Hibbitt, Vice President Work Delivery 

 

Background Information  

Corporate governance processes for re-sanctioning of projects are maintained in 
Transmission Group Procedure 11 (TGP11) and Distribution Asset Management 006A 
(DAM006A). 

As part of standard company compliance with Sarbanes Oxley legislation monthly 
assessments of cost control against sanctioned amounts are carried out. 

The Company’s implementation of actions to meet this recommendation will be 
coordinated with our actions to meet similar recommendations in this chapter. 

Proposal to Implement Recommendation 

The investment management procedures with respect to sanction and re-sanctioning are 
in existence and are a requirement for all staff.   Training will be provided to all staff 
involved in the management of project delivery. 

This training will include actions to be taken to maintain the company’s compliance with 
Sarbanes Oxley legislation, including the provision of monthly reporting and reviews. 

Schedule 

Major 
Activities/Milestones 

Estimated 
Start Date 

Estimate 
Completion 
Date 

Actual 
Completion 
Date 

Current 
Status 

Roll out Training for 
all staff involved in 
management of 
project delivery.  

April 2010 Jun 2010  Planned 
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Summary of Cost/Benefit and Risk Analysis 

There are no incremental costs associated with implementing this action.  Implementing 
this action will ensure compliance with Sarbanes Oxley legislation.  

Measures of Success 

Ongoing monitoring will determine whether all projects are compliant with authorization 
procedures through the existing monthly reporting process. 
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Chapter VIII  Program and Project Planning and Management 

Recommendation VIII-1-4 

Maintain comprehensive project management files. (Refers to Finding VIII-4) 

Implementation Plan Leads 

Executive Sponsor Ellen Smith, Chief Operating Officer 

Team Lead Andy Hibbitt, Vice President Work Delivery 

 

Background Information  

The Project Management Playbook (PMP) intent is to significantly improve National 
Grid’s ability to plan, engineer, design and construct capital projects on time, on budget, and 
within scope and quality requirements. The PMP was designed to manage larger, more 
complex projects and was not considered to be a cost effective procedure for all projects 
within the business plan particularly with smaller, short cycle projects. 

Projects selected for analysis by the auditor were not all expected to be managed in 
accordance with the PMP or had been active prior to issue of the PMP.  The audit recognizes 
that "two most recently initiated projects were fully documented in accordance with PMP".   

The Company’s implementation of actions to meet this recommendation will be 
coordinated with our actions to meet similar recommendations in this chapter. 

Proposal to Implement Recommendation 

A cross-functional team will: 

• Review and determine appropriate retention requirements for project documentation.  
This review will allow differing levels of project documentation consistent with the 
levels of project complexity.    

• Develop policy for employees’ use defining project documentation requirements and 
their associated storage mediums/locations. 

• Train staff on the new policy. 
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Schedule 

Major 
Activities/Milestones 

Estimated 
Start Date 

Estimate 
Completion 
Date 

Actual 
Completion 
Date 

Current 
Status 

Complete review and 
develop. 

Apr 2010 Oct 2010  Planned 

Training staff on the 
new policy 

Jan 2011 Jun 2011  Planned 

 

Summary of Cost/Benefit and Risk Analysis 

The policy will ensure project management files can be referenced during and/or after the 
project life cycle.  There will be no incremental cost associated with the implementation of 
this recommendation 

Measures of Success 

Efforts to refer and/or obtain project documentation at any given time will be further 
improved. 
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Chapter VIII - Program and Project Planning and Management  

Recommendation VIII-2 

Implement a Work Breakdown Structure (WBS) system to organize and manage projects. 
Use of a WBS should improve project cost and schedule management, monitoring, reporting, 
and feedback. (Refers to Finding VIII-13) 

Implementation Plan Leads 

Executive Sponsor Andy Hibbitt, VP Work Delivery 
John Hoffman, VP Operations 

Team Lead Jim Staid, Director Work Management  
Mary Fuller, Director of Program Management  

 

Background Information  

NG has traditionally used a WBS structure organized by Phase (PMBOK 5.3.2.1) with 
the degree of workout and detail of the sublevels at the discretion of the Project Manager. 
Historically the amount of detail contained in the WBS has primarily been directly related to 
complexity of the project and to a lesser degree the familiarity and comfort the project team 
has had in using the Primavera system. 

NG has also customarily budgeted and tracked costs at the project level or Level 1 of the 
WBS (see fig. 1).  Budgeting and tracking at Level 1 represent the total project costs. This 
high level method has inherent limitations on budget and cost management. It is always 
desirable to capture and track cost and budget at the lowest possible level of detail; however, 
without integrated financial and project management systems the manual data entry level of 
effort has been prohibitive to date at both a manpower and cost basis.  
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Proposal to Implement Recommendation 

 Presently NG is in the development and testing stages of programming a new financial 
to Primavera interface. This interface will facilitate the ability to capture resource hours and 
costs, as well as internal overheads and invoices to a secondary WBS level. The 
specifications of the interface are based on the use of the current Phase WBS structure. With 
this interface it will be possible to both budget and collect project costs consistently at a 
Level 2 WBS on select projects. To comply with the audit findings, National Grid will 
perform a Best Practices review to determine the appropriate level of WBS structure required 
by project type. Also a current systems review will be conducted to determine if the reporting 
functionality of the various IT systems will be impacted by a change from the current WBS. 
Currently National Grid’s financial systems support cost tracking at the individual activity 
level. Costs will be captured and tracked at the resource grouping or Department ID. The 
current configuration of National Grid financial systems limits the granularity obtainable in 
cost and budget data. However; the interface will provide improvement in data for 
monitoring project cost, schedule management and reporting. Project WBS structure and 
activity detail is planned to be reviewed during the interface development. Currently the 
interface is expected to be available with the Primavera P6 system rollout for the FY11 work 
plan in April of 2010.  
 
 In addition to the above work, a comprehensive review of Primavera version 6.2, 
associated applications and financial systems is being undertaken to identify a more 
comprehensive project controls reporting solution. 
 
Schedule 

• Continue with existing Phase 1, P6.2 Implementation Schedule as planned. 
Implement financial interface to Primavera as part of FY11 work plan as scheduled. 

• Review the recommendation with the Program Management and Project Management 
groups. Perform best practice review, and system assessment. 

•  Develop requirements specification and develop Implementation Plan. 
• Complete detail design and system plans. 
• Develop training and/or job aid for the Program Management and the Project 

Management groups on conditions where the inclusion and the proper implementation 
of incremental WBS levels will improve the project cost, schedule management, 
monitoring and reporting. 

• System/Process roll out, user training and verification testing. 
• Final close out: update documentation and procedures. 
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*Time line will vary as more details are discovered 

Summary of Cost/Benefit and Risk Analysis 

No incremental costs or savings are specifically attributed to the implementation this 
recommendation because these improvements were initiated prior to the 
findings/recommendations of the audit. 

Measures of Success 

• Implementation of a standardized WBS  
• Development and implementation of enhanced project cost, schedule management, 

monitoring and reporting.  
 

Major 
Activities/Milestones 

Estimated 
Start Date 

Estimate 
Completion 
Date 

Actual 
Completion 
Date 

Current 
Status 

Continue with existing 
P6 rollout schedule. 

On going April 2010   

Best Practices  & System 
Assessment 

January 2010 February 2010   

 Process and Systems 
Specification 
Requirements 

February 2010 March 2010   

Implementation Plan May 2010 June 2010   

Detail Design & Project 
Type/WBS Matrix 

June 2010 August 2010   

Systems Modification 
Plan 

August 2010 September 
2010 

  

Training Plan and Job 
Aids 

August 2010 September 
2010 

  

System Modification and 
Testing 

September 
2010 

October 2010   

User Training System 
Verification 

October 2010 January 2011   

Final Documentation & 
Close Out 

January 2011 February 2011   
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Chapter VIII Program and Project Planning and Management 

Recommendation VIII-3 

Complete implementation of ECoE roles and responsibilities including establishing 
estimating tools, metrics and policies, creating estimating units and identifying and resolving 
areas of estimating deviations. (Refers to Findings VIII-16, VIII-18, and, and VIII-26). 
 
Implementation Plan Leads 

Executive Sponsor Andrew Hibbitt, VP Work Delivery 

Team Lead Chris Brouillard, Director Investment Management 
Network Strategy 

 

Background Information  

The company does not employ a consistent, accurate process to develop engineering and 
construction project estimates.  Thus, a single estimating data source, software tool, process, 
and feedback mechanism is needed.  We have encountered spending plan development and 
project and portfolio management challenges in large part due to inaccurate project cost 
estimates.  Further, project lifecycle estimates and revisions need to be coupled to the 
spending plan, project, and program management software programs. 

Distribution project grade estimates are presently prepared by engineers and designers 
using National Grid’s work management system.  Investment and Conceptual grade estimates 
are developed using high level asset per unit costs contained in spreadsheets.  Estimates are 
built by selecting the applicable packets of work (“compatible units”).  The cost of each 
compatible unit is fixed in the work management system and spreadsheets. 

Transmission line and transmission substation estimates are prepared for each individual 
project by engineers using tools and templates provided by each function.  Transmission line 
estimates are prepared in an electronic spreadsheet based on a “compatible unit” 
methodology.  Substation estimates are prepared in an electronic database by selecting the 
appropriate compatible units and their associated costs. 

 
Proposal to Implement Recommendation 

National Grid plans to make changes in its estimation processes by making 
organizational, process, data, and software improvements through its Estimating Center of 
Excellence (ECOE).  

National Grid established an ECOE to focus on estimates for projects involving 
distribution lines, and the ECOE provides common tools and processes for use on 
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transmission line and substation projects.  Further, the ECOE  provides engineers and 
designers with robust tools and information to prepare estimates commensurate with the 
desired accuracy throughout the projects lifecycle based on the maturity of the project.  The 
ECOE has purchased a new estimating application (US Cost Success Enterprise) and is in the 
process of implementing it.  Estimates will be developed using “estimating units,” packets of 
work of a defined scope.  These estimating units will be aligned with the desired accuracy for 
the estimate at each stage of the project’s lifecycle; investment, conceptual, project, and 
delivery grade.  The ECOE will maintain up-to-date per unit data of the material and labor 
requirements and cost of each unit. 

For transmission line and substation projects, National Grid will employ professional 
estimators to validate the RDVs’ cost estimates (“target prices”).  The professionalism of the 
estimators will be demonstrated by their qualifications which may include education and 
training, estimating experience and estimating certification.   

For Distribution line projects, National Grid will utilize the ECOE estimating tool and 
process to tailor each project lifecycle estimate type (investment, conceptual, project grade) 
to the groups and individuals responsible for and closest to the project at each lifecycle 
milestone.  Through the ECOE, Distribution will also seek opportunities to develop the skills 
and professionalism of the estimators through education and training, estimating experience 
and estimating certification.  A document describing how estimates are to be prepared by 
project teams is being drafted.  

 
Schedule 

Implementation milestones are summarized in the table below. 

 
 
Major 
Activities/Milestones 

Estimated 
Start Date 

Estimate 
Completion 
Date 

Actual 
Completion 
Date 

Current Status 

US Cost Estimating 
Application 

In progress September 30, 
2010 

 On-Going 

Transmission Line 
Estimating Process 

In progress September 30, 
2010 

 On-Going 

Implement US Cost 
application (including 
start of estimating 
variance analysis) 

April 1, 2010 September 30, 
2010 

 Implementation 
to begin 
following tool 
configuration 
and process 
finalization 
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Summary of Cost/Benefit and Risk Analysis 

The distribution and transmission costs for ECOE software, staffing, and on-going 
maintenance is budgeted for under Transformation, department and functional maintenance 
budgets and are reflected in forward looking approved staffing levels.  Since this is an effort 
underway before the Management Audit recommendations were published, the costs to 
establish the new department and software tools, as well as training are not incremental to 
current business plans. 

 
Cost ($1000) 

IS Systems  FY11 FY12 FY13 FY14 FY15 NY or NY/NE 
None Incremental $0 $0 $0 $0 $0 NY/NE 

 Cost ($1000)  
Staff FY11 FY12 FY13 FY14 FY15 Opex/Capex Split
None Incremental $0 $0 $0 $0 $0 NY/NE 
Total $0 $0 $0 $0 $0  

 
Measures of Success 

National Grid will measure its success in the implementation of this recommendation by 
1) the percentage of substation and transmission line project estimates where the RDV’s 
target cost has been validated against the professional estimator’s estimate in accordance 
with the established procedure and 2) the percentage of distribution line projects that are 
within estimating tolerances for categories of estimates prepared using the US Cost 
application. 
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Chapter VIII -- Program and Project Planning and Management 

Recommendation VIII-4 

Establish groups of professional estimators for US transmission and distribution that will 
develop estimates for planning, engineering and construction.  Use these internal estimators 
to set and validate baseline estimates established for the RDV contractors.   

Implementation Plan Leads 

Executive Sponsor Andrew Hibbitt, VP Work Delivery 

Team Lead Chris Brouillard, Director  Investment Management 
Network Strategy 

Mark Browne, Director Line Engineering 

 

Background Information  

Distribution line project grade estimates are presently prepared by engineers and 
designers using National Grid’s work management system.  Investment and conceptual grade 
estimates are developed using high level asset per unit costs contained in spreadsheets.  
Estimates are built by selecting the applicable packets of work (“compatible units”).  The 
cost of each compatible unit is fixed in the work management system and spreadsheets. 

Substation and transmission line estimates are presently prepared for each individual 
project by engineers using tools and templates provided by each function.  Transmission line 
estimates are prepared in an electronic spreadsheet based on a “compatible unit” 
methodology.  Substation estimates are prepared in an electronic database by selecting the 
appropriate compatible units and their associated costs. 

In anticipation of an increasing workload, National Grid has recently established 
contracts with two consortia that, along with its internal work force, will provide design and 
construction services for transmission line and substation projects for the next five to eight 
years.  As part of the competitive tender process, rates for payment to each consortium were 
established.  Further, estimates to perform a variety of representative types of work were 
provided.  The internal delivery team is expected to provide similar estimates.  These 
estimates will be used by the consortia and the internal delivery team to prepare project 
estimates. 

Proposal to Implement Recommendation 

National Grid has established an ECOE to focus on estimates for projects involving 
distribution lines.  In addition, the ECOE also provides common tools and processes for use 
on substation and transmission line projects.  The ECOE will provide distribution engineers 
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and designers with robust tools and information to prepare estimates commensurate with the 
desired accuracy throughout the project’s lifecycle based on the maturity of the project.  The 
ECOE has purchased a new estimating application (US Cost) and which it is proceeding to 
implement.  Distribution line estimates will be developed using “estimating units,” packets of 
work of a defined scope.  The ECOE will maintain up-to-date estimates of the labor 
requirement and cost of each unit. 

For substation and transmission line projects, National Grid will employ professional 
estimators to validate the RDVs’ cost estimates (“target prices”).  The professionalism of the 
estimators will be demonstrated by their qualifications which may include education and 
training, estimating experience and estimating certification.   

A document describing how substation and transmission line estimates are to be prepared 
by project teams (which include either an RDV or System Delivery) and validated by 
National Grid has been drafted and has received preliminary executive approval.  In 
summary, the procedure calls for the RDVs’ target prices to be compared to estimates 
prepared by the professional estimators.  Differences between the estimates and target costs 
that exceed allowable tolerances must be adequately justified by the RDV and agreed to by 
National Grid.  Differences without sufficient justification may be rejected.  Additional work 
is required before the process can be fully implemented, including completion of the US Cost 
estimating application and the creation of standard estimate formats.   

For distribution line projects, the following approach, with underlying considerations, is 
being implemented. 

Distribution line’s estimating methodology reflects that distribution line estimating is 
driven by the wide variation of distribution project scope, cost, complexity, scheduling, 
materials, and construction and municipal regulations and practices.   It is not cost efficient 
or practical to utilize a single estimating group to prepare estimates for all construction over 
such a wide spectrum of accuracy requirements, work types, and municipality breadth.  
However, all user groups will follow the ECOE policies, guidelines, tools, and processes.  
Procedures and tools will be configured such that estimate grade, timeliness, accuracy, 
consistency, and refinement are provided for under the ECOE responsibility umbrella.  It will 
be the responsibility of each user group to apply the ECOE tools and processes and the 
responsibility of ECOE to ensure that user groups are complying with the tools, and 
processes as well as to ensure the accuracy of such tools processes and to make 
improvements where warranted. 

National Grid will utilize the ECOE estimating tool and process to tailor each project 
lifecycle estimate type (investment, conceptual, project grade) to the groups and individuals 
responsible for and closest to the project at each lifecycle milestone; i.e., Investment, 
Conceptual, Project, and Delivery grade estimates.  Through the ECOE, Distribution will 
also seek opportunities to develop the skills and professionalism of those individuals 
responsible for project estimating through education and training, estimating experience and 
estimating certification.  Distribution line projects with conceptual grade estimates greater 
than $1M are assigned project managers, and as such have additional resources available 
with which to support the development of scheduling, forecasting, and estimating details.  
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STORMS estimates will be prepared based upon updated CU’s provided through the ECOE 
support process.  A document describing how estimates are to be prepared by project teams is 
being drafted. 

 

As the ECOE based processes, tools, variance analysis, controls, and resources are 
employed; National Grid will evaluate the need for dedicated distribution line project 
estimators.  The ECOE estimating tool and process will be used to develop each project 
lifecycle estimate type (investment, conceptual, project, or delivery grade).  Distribution line 
projects between $100k and $1M could be assigned to an estimator for review and/or 
development, depending on their complexity. The final decision regarding the employ of 
dedicated distribution line estimators, and at what project level and complexity, will be made 
following the full implementation of the ECOE.  Blanket level work will continue to be 
estimated and processed through the STORMS system at the work order level.  Through the 
ECOE, Distribution will also seek opportunities to develop the skills and professionalism of 
the both groups of estimators through education and training, estimating experience and 
estimating certification.   

 

National Grid estimates that there are approximately 120 new distribution and TxD line 
projects in NY per year of $100k or greater total estimated cost.  Investment grade estimates 
would be developed by the Network Asset Planning group using the tools, processes, and 
information provided by the ECOE.  Conceptual grade estimates would be provided by the 
estimating group as would a degree of support for the design/estimate in STORMS.   

 

National Grid will review potential value from the use of professional estimators for its’ 
distribution line projects. If dedicated distribution line estimators are determined to be 
required, following ECOE implementation, it would require a staff of 4 estimators, 3 in 
Distribution, and 1 dedicated to Transmission projects managed by Distribution. However, 
National Grid will be reviewing the value from professional estimators once it has 
established a record of achievement using the tools and training developed for its improved 
estimation protocol. 

 

Schedule 

Major 
Activities/Milestones 

Estimated 
Start Date 

Estimate 
Completion 
Date 

Actual 
Completion 
Date 

Current Status 

Issue transmission 
estimating process 

In progress September 30, 
2010 

 Draft process 
complete 
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Hire professional 
estimators for 
substation and 
transmission line 
projects 

In progress September 30, 
2010 

 Five estimators 
hired to date 

Implement US Cost 
application 

In progress September 30, 
2010 

 Development in 
progress 

Determine 
Distribution line 
estimator 
requirements 

September 30, 
2010 

November 30, 
2010 

 To be initiated 
following 
ECOE 
implementation 

 

Summary of Cost/Benefit and Risk Analysis 

The incremental direct financial impact of implementing this recommendation is shown 
below.  The figures exclude costs which have already been requested in the FY10/11 
business plan.  They also do not include an allowance for inflation.  They include indirect 
costs. 

 
 
Measures of Success 

National Grid will measure its success in the implementation of this recommendation by 
1) the percentage of substation and transmission line project estimates where the RDV’s 
target cost has been validated against the professional estimator’s estimate in accordance 
with the established procedure; 2) the percentage of distribution line projects with estimates 
prepared using the US Cost application; and 3) the variance of estimates from job conception 
to job completion. 

Cost ($1000) 
IS Systems FY11 FY12 FY13 FY14 FY15 NY or NY/NE 
US Cost $0 $0 $0 $0 $0 NY/NE 

 Cost ($1000)  
Staff FY11 FY12 FY13 FY14 FY15 Opex/Capex Split
Dist. line Estimators (if required) $400 $400 $400 $400 $400 50% / 50% 
ECOE $0 $0 $0 $0 $0 50% / 50% 
Total $400 $400 $400 $400 $400 50% / 50% 
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Chapter VIII Program and Project Planning and Management 

Recommendation VIII-5 

Have Internal Audit or an outside firm audit the RDV joint venture and parent entities on a 
regular basis.  

Implementation Plan Leads 

Executive Sponsor Andy Hibbitt, Vice President Work Delivery 

Team Lead Kate Darwin, Director Regional Delivery 

 

Background Information 

The Regional Delivery Venture Agreement gives the Company rights to audit the RDV 
members as follows:- 

“37.7  Each of the RDV Members acknowledges the right of the Company and the other 
RDV Members or their representatives to inspect and audit any information record or 
account relevant to any Actual Cost or the RDV’s or any RDV Member’s overhead.” 

The Management Audit finding VIII-23 recognizes that while National Grid has 
contractual oversight and audit rights for the RDV and the RDV Member’s overhead (the 
joint venture parent entities), it presently does not audit either entity. In the future, NG will 
have Internal Audit or outside firms audit the RDV joint venture parent entities on a regular 
basis.” 

Proposal to Implement Recommendation 

The Company assumes the recommendation intends that such audits would be scheduled 
and conducted in a manner consistent with Corporate Audit’s existing policies, extend to the 
relevant entities and their operations, and be consistent with the Company’s rights under the 
Regional Delivery Venture (RDV) contracts.  

The Company has received approval and begun a Governance and Controls Review with 
the use of outside auditing firm. This audit will be focused on the overhead costs of the NY 
RDV. 
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Schedule 

Major 
Activities/Milestones 

Estimated 
Start Date 

Estimate 
Completion 
Date 

Actual 
Completion 
Date 

Current 
Status 

Issue terms of 
reference 

Undertake audit and 
issue final report 

Dec 16, 2009 

Jan  2010 

Jan  2010 

Mar. 2010 

 

 In Process 

Planned 

 

The Company will conduct further audits in accordance with its’ Corporate Audit policies 
and procedures at appropriate periods in the future.  

Summary of Cost/Benefit and Risk Analysis 

The cost is estimated to be $85k. No risks are identified. 

Measures of Success 

Achievement of the proposal will be measured by the completion and acceptance of the 
audit with prioritized actions, owners and timescales. Actions will be closed out when 
demonstrably complete in line with Corporate Audit’s existing practice. 
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Chapter VIII Program and Project Planning and Management 

Recommendation VIII-6 

Ensure that all capital work orders are closed to plant in-service (FERC Account 101) within 
90 days of equipment being energized.  (Refers to Finding VIII-25). 
 
Implementation Plan Leads 

Executive Sponsor Andrew Hibbitt, Vice President Work Delivery 
Team Leads Chris Brouillard, Director  Investment Management 

Network Strategy  
Tom Sullivan, Director Transmission Investment 
Management 
Lisa Figliozzi, Director Plant Accounting 

 

Background Information  

Current work order processing practices for distribution and transmission, line and 
substation work orders need improvement.  As Finding VIII-25 indicates, a significant 
number of work orders across distribution and transmission remain open greater than 6 
months after the work is completed.  These open work orders could also reflect situations 
where the work order becomes restrained in Construction Work in Progress resulting in 
situations where we are accruing AFUDC and not depreciation, or, for Construction 
Completed Not Classified restraints, the amounts remain unclassified with regards to specific 
depreciation rates.  In some instances, it may be necessary to transfer charges to expense if 
the work does not ultimately result in capital construction.    In other cases, the work orders 
may be open for legitimate scheduling or accounting reasons.   

 
Proposal to Implement Recommendation 

The company has established two cross-functional teams to investigate the causes of open 
work order processing delays, make short term corrective recommendations, and initiate 
actions tied to accepted recommendations.  The teams are also working to process the 
backlog of open work orders and to report monthly on the number of open work orders and 
progress. 

A summary of the cross functional team short term proposals that have been implemented 
to date follows: 

 
• Increased work order close-out $ tolerance thresholds to better correspond to % 

tolerance threshold and streamline close out, 
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• Periodic STORMS and PowerPlant exception reports, to identify the processing 
exceptions in both systems,  

• Separately identifying expense-only as-builts on monthly basis,  

• INFONET accessible reports of open or inactive work orders updated monthly,  

• Enhanced as-built status and retirement units in STORMS to expedite work order 
closeout,  

• Transformation restructuring – A Centralized Group was established for initiation of 
confirming work and the closeout of all work orders (previously done by Operations 
and Design in the field), 

• Identified patch enhancements to the working version of PowerPlant, version 9, and 
enhancements available via version 10 to automate work order close out activities that 
are presently conducted manually. 

NG plans to make corrections  in closing work orders to plant in-service by undertaking 
the following steps as part of a comprehensive plan to address delays in work order 
processing. 

 
• Complete a comprehensive review of open work orders at the various stages of 

processing, compile findings as to the major causes of work order delays in 
processing, recommend actions to eliminate or adequately mitigate the causes, 
implement the accepted recommendations, and develop tracking and reporting 
metrics.  STATUS - Underway 

• Complete an evaluation of systems enhancements, including STORMS and 
PowerPlant, addressing the causes of open work orders.  Include systems interface 
elements in the evaluation as well as changes to processing steps, validations, and 
tolerance thresholds.  STATUS - Underway 

• Evaluate modifications to guidelines governing work order processing and close out 
rules to streamline the processing of work orders through the accounting steps 
without sacrifice to the integrity of our reported information.  STATUS - Underway 

• Map the processing steps, and the groups and individuals responsible for those steps 
to determine if the responsible parties have the necessary information, knowledge, 
tools, and training to ensure that the work is processed timely and consistently.  
STATUS - Underway 

• Determine if the responsible groups have adequate staffing and necessary information 
to support the close out/exception resolution process.  STATUS - Initiated 

• Identify types of work that often involve payment or reimbursement to the company 
for construction and therefore necessitate that the work order be kept open to accept 
payment, often for several quarters or longer.  Recommend how to treat these 
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categories of work orders with respect to processing, closeout, and tracking metrics.  
STATUS - Initiated 

• Engage Northstar and Commission Staff as part of the implementation plan to clarify 
the recommendation drivers and to refine specifics and metrics with regards to 
implementing this recommendation.  STATUS - Planned 

• Develop the estimated scope, costs, schedule, metrics, and impact of the 
recommendations, individually and as a whole.  STATUS - Planned 

Schedule 

National Grid estimates that it will take approximately six months to complete the details 
of the plan.  In the interim, the open work order cross–functional team will continue with 
their work to evaluate and implement short term recommendations, close out the existing 
backlog of open work orders, and institute tracking and reporting metrics.   

Implementation milestones are summarized in the following table.  

 
Major 
Activities/Milestones 

Estimated 
Start Date 

Estimate 
Completion 
Date 

Actual 
Completion 
Date 

Current Status 

Short Term cross 
functional team 
initiatives 

In progress June 30, 2010  On-Going 

Initiate Long Term 
Solutions Study 

February 1, 
2010 

May 30, 2010  Framework and 
key area for study 
developed 

Present LT Study 
Recommendations and 
secure approvals 

June 1, 2010 June 30, 2010  Awaiting study 
results 

 

Summary of Cost/Benefit and Risk Analysis 

The estimated distribution, transmission, and shared services costs associated with this 
NYMA recommendation have not yet been finalized.  Our current estimate for system 
modifications and resource additions, that are incremental to existing budgets, is $1.4M.  
Upon completion of the study, estimated costs will be categorized, finalized, and 
incorporated into department budgets.   
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Cost ($1000) 

IS Systems  FY11 FY12 FY13 FY14 FY15 NY or NY/NE 
PowerPlant, STORMS, Business Objects $500 $500 $0 $0 $0 NY/NE 

 Cost ($1000)  
Staff FY11 FY12 FY13 FY14 FY15 Opex/Capex Split
Plant Accounting and EDO $400 $400 $400 $400 $400 50% / 50% 
Total $1400 $1400 $400 $400 $400 50% / 50% 
Measures of Success 

National Grid will measure its success in the implementation of this recommendation by 
developing metrics around the number, dollar amount, and time open without charges, and 
categories and FERC accounts of open work orders.  We will establish targets for these 
metrics and report monthly against the targets.  The metrics and targets will be finalized as 
part of the long term study to be completed by May of 2010. 
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G. Capital and Operating & Maintenance Budgeting 

Recommendation IX-1 

Conduct formal reviews of a sample of projects monthly for overall project cost control. 
The review should include the project manager, system planner, construction supervisor, and 
appropriate LOB management and include a review of estimates, cost tracking by work break 
down structure, progress versus cost, and forecast cost.  

Implementation Plan Leads 

Executive Sponsor Pam Viapiano, Vice President US Transmission Finance 

Team Lead Thomas Sullivan, Director Transmission Investment 
Christian Brouillard, Director Investment Management 
Network Strategy 

 

Background Information  

NG plans to conduct formal reviews per the recommendation.  Transmission will conduct 
the reviews at monthly TRAC meetings.  Distribution will conduct the reviews at the 
monthly SRAC meeting.   

Presently, the Transmission Portfolio Investment Management business analysts update 
individual Project Monthly Summary Reports on a routine monthly basis following booking 
of actual costs and review with the project manager. The report includes a summary of the 
project status relative to Playbook Steps and full breakdown of project forecasted costs and 
actual costs to date by spending category referenced in the Sanction Paper.  All internal 
booking of costs and invoices to contractors and suppliers are detailed in the Monthly 
Summary Report. These Monthly Summary Reports are used to makes changes to project 
spending forecasts per the Transmission Monthly Investment Management Process outlined 
in TGP-13. 

Changes to project cost forecasts are submitted to the Pre-TRAC meeting and subject to 
approval at the TRAC meeting. 

Distribution businesses present closure papers to the AMIC and DCIG respectively.  The 
closure paper is made for projects $1M or greater and provides the approval committee with 
final costs, schedule, milestones, significant issues, and lessons learned during the course of 
the project.    

The recommendation does not require new information systems but will be assisted by 
implementation of Prosight and changes to Primavera.  Costs for changes to Prosight for 
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transmission are included below.  Costs for upgrades for upgrades to Primavera are included 
with other Recommendations.   

The only new process will be the monthly review of a sample of projects at TRAC. No 
new staff would be needed for this review.  

Asset Management  staff will discuss and evaluate the appropriate number of projects to 
review at monthly TRAC/SRAC meetings.  Staff will also discuss how to choose the 
projects; perhaps from a random selection from the full portfolio of projects regardless of 
project value, or a random selection within each of several value ranges, with more selected 
from high value projects. 

Proposal to Implement Recommendation 

• National Grid began formal reviews of a sample of projects at TRAC and SRAC 
meetings in December 2009. 
- Selected projects for review will be announced at the previous monthly 

TRAC/SRAC meeting. 
 
- The appropriate business analyst, project manager, planner or asset manager, and 

construction supervisor will present the status of the project to TRAC/SRAC.  
The project manager will be responsible for preparing the briefing material and 
leading the discussion. 

 
- Follow-up actions, if any, will be documented in TRAC/SRAC minutes for 

tracking and assurance follow-up. 
 
- Significant variances to project schedule or costs will be reported in summary 

form to AMIC per TGP-11 or at DCIG for distribution projects $1M or greater.  
Critical projects will continue to be a subject of focus at SRAC.  

 
- TGP-13 will be updated to reflect the required formal review process.  TAM staff 

will discuss and evaluate the appropriate number of projects to review at monthly 
TRAC meetings.  Staff will also discuss how to choose the projects; perhaps from 
a random selection from the full portfolio of projects regardless of project value, 
or a random selection within each of several value ranges, with more selected 
from high value projects.  Likewise, Distribution will also determine the 
appropriate project selection criteria and process. A Distribution Asset 
Management Guideline will be developed to reflect the process for Distribution. 

 
Schedule 

National Grid estimates that it will take approximately two months to complete the 
details of the plan and began on a preliminary basis in December, 2009.  In the interim, the 
AM and Project Management teams will continue with their work to evaluate and implement 
the recommendation. 
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Implementation milestones are summarized in the table below. 

Major 
Activities/Milestones 

Estimated 
Start Date 

Estimate 
Completion 
Date 

Actual 
Completion 
Date 

Current 
Status 

Short Term AM and PM 
team initiatives  

  
December 2009 

December 
31, 2009 

 
Completed 

Update process 
documentation 

  
June 1, 2010 

  

 

Summary of Cost/Benefit and Risk Analysis 

The distribution, transmission, and shared services costs associated with this 
recommendation for upgrades to Prosight are $150,000.   

Measures of Success 

Established procedure that is followed monthly.  
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Chapter IX – Capital and Operating & Maintenance Budgeting 

Recommendation IX-2 

Reconcile the differences between planned work identified in the Resource Allocation 
Committee’s reports and expenditures proposed in the January 2009 Transmission and 
Distribution Capital Investment Plan.  

Implementation Plan Leads 

Executive Sponsor Pam Viapiano, Vice President US Transmission Finance 

Team Lead Thomas Sullivan, Director Transmission Investment 
Christian Brouillard, Director Investment Management 
Network Strategy 

 

Background Information  

The Transmission November 2008 TRAC monthly project file was provided in the DR 
209 Supplement. The anticipated 5-year expenditure of $1,681 million in the November 
TRAC is $155 million higher than the January CIP filing of $1,526 million.  Northstar split 
the November TRAC into “Approved Projects” and “Pending Projects” to develop Exhibit 
IX-13.  Northstar assumed the projects in the NY Forecast list are “Approved Projects” and 
NY Proposed Placeholders are the “Pending Projects.” 

This split of the TRAC file is intended primarily to distinguish projects that are pre-
strategy approval (NY Proposed Placeholders) versus projects with approved strategies (NY 
Forecast). 

The Distribution difference between the SRAC, provided in the DR 363 Supplement, and 
the CIP is $41 million.   

Proposal to Implement Recommendation 

Reconciliation files for Transmission and Distribution to be provided.  National Grid 
plans to engage NorthStar and PSC Staff as part of the implementation plan to help to refine 
specifics with regards to implementing this recommendation.  

Schedule 

National Grid estimates that it will take approximately two months to complete the 
details of the plan and begin on a preliminary basis in January.  In the interim, the PIM and 
Project Management teams will continue with their work to evaluate and implement the 
recommendation. 
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Implementation milestones are as follows:  

Major 
Activities/Milestones 

Estimated Start 
Date 

Estimate 
Completion 
Date 

Actual 
Completion 
Date 

Current 
Status 

Provide reconciliation 
files. 

February 2010 April 2010  Planned 

 
 
Summary of Cost/Benefit and Risk Analysis 

There are no costs associated with meeting the requirements of this Recommendation. 

Measures of Success 

The PSC Staff and NorthStar agree the January 2009 CIP and the November TRAC files 
have been reconciled.   
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Chapter IX – Capital and Operating & Maintenance Budgeting 

Recommendation IX-3 

Revise capital investment levels for projects and programs planned as part of the NMPC 
Transmission and Distribution Capital Investment Plan filed in January 2009 and obtain the 
necessary commitment for the funds required by NMPC.  

Implementation Plan Leads 

Executive Sponsor Pam Viapiano, Vice President US Transmission Finance 

Team Lead Thomas Sullivan, Director Transmission Investment 
Christian Brouillard, Director Investment Management 
Network Strategy 

 

Background Information  

The Condition of Physical Elements of Transmission and Distribution Systems was filed 
on October 1, 2009.  The report was the basis for the revised Capital Investment Plan filed in 
January 2010. 

The Capital Investment Plan is consistent with the LOB FY11-15 Business Plan 
submittal.  The Business Plan is under review.  In keeping with past practice the NG Board 
will approve a FY11 capital investment budget and approve the outer 4 years of the plan in 
February or March 2010. 

The Capital Investment Plan is consistent with the rate filing submitted to the NY PSC in 
January, 2010. The outcome of the rate case will demonstrate commitment of National Grid 
and the NY PSC to the NMPC Capital Investment Plan. 

Proposal to Implement Recommendation 

The Company has filed a revised Capital Investment Plan on January 29, 2010 which 
encompasses this review.  
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Schedule  

Major 
Activities/Milestones 

Estimated 
Start Date 

Estimate 
Completion 
Date 

Actual 
Completion 
Date 

Current 
Status 

Develop Capital 
Investment Plan  

October 
2009 

January 2010  Completed 

File CIP and Rate 
Case 

  
January 2010 

 Completed 

Conclude Rate Case  December 2010   
 

 
Summary of Cost/Benefit and Risk Analysis 

There are no costs associated with meeting the requirements of this Recommendation. 

Measures of Success 

The submission of the FY11 5 year Capital Investment Plan on January 29, 2010 was the 
measure of success for this recommendation. 
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Chapter IX – Capital and Operating & Maintenance Budgeting 

Recommendation IX-4 

Set specific target dates and complete the development and execution of Service Level 
Agreements between the US Transmission and ED&G LOBs and each of the organizational 
groups and departments that provide shared services to these LOBs as outlined by NG in the 
collaborative process.  

Recommendation IX-5 

Amend the service contracts so as to refer to and incorporate as appropriate, the master 
SLAs and the functional SLAs, which will provide full disclosure about the service levels 
and costs as well as the types of services provided and the cost methodologies for services 
provided. (Refers to Finding IX-17) 

Recommendation IX-6 

Include applicable master and functional SLAs with the annual update of service 
contracts filed with the PSC. (Refers to Finding IX-17) 

Implementation Plan Leads 

Executive Sponsor Ellen Smith, Chief Operating Officer 
Team Lead Jeff Way, Vice President Procurement 

 

Background Information  

This is a supplemental recommendation.  There are currently 4 centralized service 
companies within the National Grid USA system, three are legacy KeySpan service 
companies and one is a legacy National Grid service company.  The three legacy KeySpan 
service companies (“Legacy KeySpan Service Companies”) are: (i) National Grid Corporate 
Services LLC, (ii) National Grid Engineering & Survey Inc., and (iii) National Grid Utility 
Services LLC. National Grid USA Service Company, Inc. is the legacy National Grid service 
company. National Grid plans to consolidate three of its four service companies (excluding 
National Grid Engineering & Survey Inc.) once any necessary regulatory approvals are 
obtained and these service  companies can be unified on a common financial systems 
platform with common allocation methodologies.   

Proposal to Supplement Implementation Plan 

The Company has made significant progress to date in furtherance of the SLA model.  
However, given the importance and scope of this work, the Company believes additional 
time will be required to carefully consider appropriate approaches to fulfill these 
recommendations and integrate them into the work plan.  The Company’s implementation 

Exhibit __ (PTZ-1) 
Page 96 of 109

105



IMPLEMENTATION PLAN  95

approach will also benefit from the opportunity to consult with Staff.  Accordingly, the 
Company proposes to supplement the Implementation Plan for this recommendation 
following consultation with Staff.   
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H. Work Management 

Recommendation X-1 

Complete implementation of improvements to the work management program for field 
forces as identified in the collaborative process. Improvements include establishing an 
internal distribution construction workforce, completing the remaining three elements in the 
EDOT work management initiative, improving its work time standards, and tracking all 29 
value metrics for measuring field force productivity.  

Implementation Plan Leads 

Executive Sponsor John Hoffman, Vice President Operations 

Team Lead David Pretyman, Director of Operations Performance 

 

Background Information  

NMPC has a work management system and utilizes a scheduling tool (i-scheduler) to manage 
field work.  Currently, NG measures estimates against actual and is in the process of refining 
the estimating tools as referenced in this document.  
Staffing levels for internal crews are based on the required crew complement to respond to a 
24 hour storm emergency.  In a storm emergency the historical evidence has shown that 24 
hours is sufficient time to supplement internal crews with external crews.  By design, 
National Grid builds its plan to have internal and contractor crews on property throughout the 
year. 
 
Proposal to Implement Recommendation 

As part of the July 29, 2009 labor agreement extension, a Memorandum of Agreement 
was established between Niagara Mohawk Power Corp. and IBEW Local Union 97 regarding 
a “Pilot on Distribution Line Construction (DLC)”. A pilot structure has further been agreed, 
which outlines the DLC group implementation and measures of success over the pilot 
duration.  The DLC group will construct larger distribution project and program work, 
consistent with the type of work done by the contracted workforce, and will be measured on 
the same Key Performance Indicators (KPIs). 

Please note that National Grid plans to use the internal distribution construction 
workforce (DLC - Distribution Line Construction) to perform distribution construction work.  
This model is similar to the Transmission construction model in which the contracted 
Regional Delivery Ventures (RDVs) are benchmarked against internal transmission 
construction workforces, specifically the Transmission Line Services (TLS) and Substation 
Construction Services (SCS) groups. 
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As described to the NorthStar Auditors, National Grid has identified 29 performance 
measures.  These measures were identified in an unconstrained manner, and although more 
than 10 have been delivered and are being measured and monitored monthly, the remaining 
metrics are under design.  Where the metrics were defined as ‘desired’, we are actively 
reviewing the process and solution modifications and costs to actually deliver on those 
measures.  Based on this assessment, we will decide whether those specific measures are 
costs effective, or consider new or alternate metrics.   

Schedule 

Major 
Activities/Milestones 

Estimated 
Start Date 

Estimate 
Completion 
Date 

Actual 
Completion 
Date 

Current 
Status 

Analyze and design 
the remaining field 
productivity metrics 

11/01/2009 March 2010  In-progress 

Develop solution and 
process change 
requirements and 
details 

01/01/2010  March 2010  Planned 

Develop cost and 
effort estimates to 
deliver each metrics 

02/15/2010 March 2010  Planned 

Finalize direction 
based on costs benefit 
analysis 

03/24/2010 April 2010  Planned 

 

Summary of Cost/Benefit and Risk Analysis 

The costs to deliver all 29 metrics could be in the range of $500,000 -$1,000,000.  This is 
based on the complexity of delivering the remaining measures and based on the fact we spent 
$2,000,000 over the past two years to deliver on both the existing KPI’s and the performance 
supervisor scorecards. 

The only risk associated with implementing all 29 metrics is whether the costs to actually 
deliver each measure will provide the key insight and be cost effective. 

Measures of Success 

 Success will be measured by delivering wither all 29 measures or delivering the highest 
value measures for the right investment. 
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Chapter X – Work Management 

Recommendation X-2 

Deliver preliminary annual work plans, especially for mandatory projects, to the 
construction work forces 90 days prior to the start of the fiscal year so that materials can be 
ordered and staffing/resource schedules prepared in a timely manner.  

 Implementation Plan Leads 

Executive Sponsor John Hoffman, VP Operations 

Team Lead Mary Fuller, Director of Program Management 

Christian Brouillard, Director Investment Management 
Network Strategy 

 

Background Information  

Investment Management, under Transformation, is implementing the Prosite Integrated 
System Planning (ISP) software tool to improve National Grid's ability to develop and 
implement its multi-year capital spending plan.  The tool will directly interface with 
Primavera P6 project management system as well as accounting, work order, and estimating 
systems (also under development).  The Company is on schedule to have the ISP tool in 
place to develop our FY12 - FY16 five-year capital plan. 

National Grid has taken steps to accelerate flow of projects from strategies and project 
identification through to the engineering and design of projects.  This will result in a more 
robust and mature portfolio of projects available for resourcing and scheduling in addition to 
developing a backlog of schedule-ready work.   

National Grid is developing and documenting a process and schedule to guide the flow of 
work through the steps of strategy, identification, budgeting, resourcing, and approval to 
occur 6 months ahead of what was delivered in 2009. 

 The Program Management and Investment Management groups will schedule division 
operations meetings for January of 2011 to review the details of the FY12 
Spending/Resource plan.   

Proposal to Implement Recommendation 

Continue with development and implementation of US Cost estimating tool, Prosite and 
Primavera P6. 
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National Grid estimates that it will take approximately six months to complete the details 
of the work plan.  In the interim, the Investment Management, Program Management and 
Project Management teams will continue with their work to evaluate and implement the 
recommendation. 

Schedule 

Milestone Expected Completion 
Short Term Asset Management, 
Program Management and Project 
Management team initiatives (refine 
process) 

April 2010 

System Upgrade (Primavera P6) May 2010 
System Upgrade (US Cost)  June 2010 
System Upgrade (Prosite) June 2010 
Update process documentation June 2010 

 

Summary of Cost/Benefit and Risk Analysis 

Costs – The distribution, transmission, and shared services costs associated with this 
NYMA recommendation for development of US Cost, Prosight and Primavera 6 is included 
in budgeted Transformation costs.   Additional training for users of the Prosight tool is 
estimated to be $70K. 

One additional Program Manager for Stations is required for the Stations Work Plan 
build and implementation, with the cost of $200K. 

Measures of Success 

The measure of success will be successful development of procedures to implement the 
recommendation and the successful provision of a preliminary work plan 90 days in advance 
of the April 1, 2011 for FY2012. 
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Chapter X – Work Management 

Recommendation X-3 

Eliminate the remaining in-house tree trimmer positions. 
  
 Implementation Plan Leads 

Executive Sponsor John Hoffman, Vice President Operations 

Team Lead Gerry Convery, Director Vegetation Management 

 

Background Information  

Niagara Mohawk has employed an internal tree trimming workforce since the late 1970's. 
This workforce was responsible for performing the duties comparable to our current 
vegetation management contractors. These duties include tree trimming and cutting, tree 
removal, selective right-of-way clearing, landscaping installation and maintenance, herbicide 
application and storm response. The internal workforce numbers ranged from a high of 
approximately 141 internal tree trimmers, in 2001, to the 25 trimmers currently still 
remaining in the Distribution Forestry Group.  

Proposal to Implement Recommendation 

Included in the Memorandum of Agreement between Niagara Mohawk Power Corp. and 
Local Union 97, IBEW Regarding Extension to Labor agreement, ratified on July 29, 2009 a 
transition plan is in place for the in-house tree trimmers. 

• Transition plan facilitates the complete outsourcing of Forestry duties by April 1, 
2011. 

• Transition plan facilitates placement of employees into available jobs by both 
geographic and job type preference. 

• Employee transition will occur based on a mutually agreeable placement between the 
Company and the Union. 

 

Schedule 

As of 1/7/10, the company has 25 internal tree trimmers remaining in the Distribution 
Forestry group. In accordance with the agreed MOA, 4 FTEs retired on December 1st. 11 
FTEs transitioned to Operational positions on January 4th, 2010. Two FTEs could be placed 
in Operations in approximately 90 days pending results of the required CAST testing. Of the 
remaining 23 FTEs, 18 have identified their preference for a position. Depending on 
availability between now and 3/31/11, they could be placed in these preferred positions if 
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they become available. The last 5 FTEs have elected to stay in Forestry until 3/31/11 at 
which time they will be placed in accordance with the contract security clause.  

Summary of Costs and Benefits 

The Company has not completed its analysis of the estimated costs or savings from this 
recommendation, and will supplement the Implementation Plan as appropriate once 
completed.  

Measures of Success 

Not applicable.  
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Chapter X – Work Management 

Recommendation X-4 

Separate the EDOT project into elements and evaluate them as individual projects in the 
business planning process, rather than treating them as an on-going mega project. At a 
minimum, integrate the current EDOT into the business planning and performance 
management process.  

 Implementation Plan Leads 

Executive Sponsor John Hoffman, Vice President Operations 

Team Lead David Pretyman, Director Operations Performance 

Gary Dionne, Director Electric Distribution Program 
Office 

 

Background Information  

The auditor made the following observations in relation to this recommendation. 

X-18 - The EDOT program operates independently of the regular business planning and 
capital and O&M budgeting process. 

• While the development of the EDOT was in response to and independent from the FY08-
09 planning process, NG could have segmented the activities of the EDOT project into 
individual projects and aligned them with strategies and activities of the appropriate 
operating groups in the FY09-10 business plan.  

• The projected cost/efficiency savings were embedded in operating budgets for FY09-10 
and beyond, without the “owning” managers fully knowing what tools would be available 
to meet the efficiency targets.  

• The existence of the EDOT as a stand-alone project outside the FY09-10 business plan 
makes it difficult to determine whether its activities are in alignment with the overall plan 
and its elements.  

• EDOT includes cross-LOB and support and shared services coordination and the program 
and project management discipline to performance improvement initiatives that are 
lacking in the regular financial and operations planning and performance management 
processes and the functional governance group process.   

• EDOT preceded and is now operating in parallel to NG’s Global Transformation Program 
which could potentially result in realignments that make the EDOT initiatives irrelevant 

Exhibit __ (PTZ-1) 
Page 104 of 109

113



IMPLEMENTATION PLAN  103

or counterproductive. The Global Transformation program encompasses a range of 
initiatives that include: 

- Global procurement. 

- A global Enterprise Resource Planning (ERP) systems solution for front office, back 
office and customer systems. 

- Global shared service activities.   

Proposal to Implement Recommendation 

Going forward business planning will continue to integrate the EDOT benefits into the 
business planning process. 

• Sustainable management of EDOT benefits to be integrated into the EDO&G’s 
Performance Management process. 

• Hold monthly EDOT Value Case meetings with the team sponsors and business owners 
in order to monitor progress of the initiatives and benefits achieved. 

• Hold monthly EDOT Steering Committee Meetings to keep the business owners 
informed of the progress of the systems, processes, and procedures being implemented by 
EDOT. 

• Prepare weekly progress reports so business owners are aware of the status of the 
capabilities, systems and tools being implemented in EDOT. 

• Maintain a program level work plan and individual work plans for each of the individual 
projects within transformation. 

• Maintain the EDOT business case in order to track the progress of the individual projects 
by business owner. 

Note:  The EDOT initiatives have been done in coordination with the original global 
transformation program to ensure that the initiatives do not become irrelevant or 
counterproductive.  The global initiatives will serve to build on the work of EDOT. 

Schedule 

Implementation milestones are summarized in the table below. 

Milestone Expected Completion 
Align Transformation with Performance Management 
(organizationally) 

Complete 

Align Transformation with Business Planning 
Process 

Complete 
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Summary of Cost/Benefit and Risk Analysis 

There were no incremental costs associated with the proposed changes. 

Measures of Success 

The ability to see and manage transformation related activities and value will be assigned to 
owning managers and tracked within individual budgets.  Managers will be versed in the 
commitments. 
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Chapter X – Work Management 

Recommendation X-5 

Review the practicality of the new storm response plans to ensure that NMPC ratepayers 
will be provided with timely and qualified services in the event of a storm emergency.  

 Implementation Plan Leads 

Executive Sponsor John Hoffman, Vice President Operations 

Team Lead Robert Kearns, Director Emergency Planning 

 

Background Information   

National Grid’s legacy companies historically maintained electric system restoration plans 
(“storm plans”), governing each company’s response to a major restoration event.  The 
operational integration of these legacy companies has resulted in the availability of 
significantly greater quantities of line and forestry crews available for rapid deployment to 
impacted portions of National Grid’s overall service territory, directly benefitting customers.  
While the consolidation of clerical and design resources offers consistency and increased 
efficiency both on a day-to-day basis and during storms, these groups may also be rapidly 
deployed to impacted portions of National Grid’s service territory, to assist in the restoration 
process.     

Proposal to Implement Recommendation 

National Grid’s Transformation initiative includes provisions for the effective 
management of storms, post-centralization of clerical and design staff.  Associated 
enhancements to National Grid's storm plans are scrutinized by representatives of Emergency 
Planning and Operations, prior to implementation.  Specific aspects of the plans, relating to 
the centralization of resources are tested during drills and via actual deployment during 
minor weather disturbances, to ensure they are effective.  The National Grid's storm plans are 
also updated and tested on an annual basis.  These updates and tests ensure that issues are 
identified prior to actual storm emergencies and any required improvements are 
implemented.   

Certain storm response functions will be centralized and conducted remotely, post-
Transformation.  A clerical pool, based in Syracuse, NY, will conduct a variety of logistics 
functions, as well as time entry and miscellaneous data entry tasks for the entire Upstate NY 
region.  A quantity of clerical and design workers will remain within each division and will 
continue to perform certain storm response functions locally.  Additional resources who will 
remain within each division (I.e. Design Investigators and Supervisors) will be trained and 
will supplement in performing “storm board” (crew dispatching) functions.  Still others who 
will remain (I.e. Distribution Inspectors, Meter & Test Personnel, Relay Technicians, 
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Communication Technicians and Contractors), will assist in performing Damage Appraisal 
functions. 

As referenced above, logistics functions will be centralized in Syracuse, for the entire 
Upstate NY region.  Other functions as mentioned in the PSC Audit Report will be handled 
as follows: 

Running lunches to crews: Logistics plans includes distributing boxed lunches to line 
and forestry crew members at the start of each day, from their hotel or staging site.  In 
limited cases, where this service is not provided, crew leaders or supervisors may 
travel to a designated distribution point to retrieve lunches for crew members.  In 
other limited cases, National Grid Gas Distribution or Meter personnel will be called 
upon to deliver lunches to crew work locations. 

Distributing maps, contractor packages and other logistical materials: Remaining 
personnel who traditionally perform these “storm board” functions, as described 
above, will be supplemented by Design Investigators and Supervisors, in each 
division. 

Pre-check in of crews at night: This function is no longer performed.  Centralized 
logistics teams will assign hotel rooms.  Crew members, leaders and supervisors will 
continue to check in independently at designated hotels and register as hotel guests. 

Preparing documentation, including timesheets: This will be performed remotely, via 
the central clerical team located in Syracuse, NY. 

 
Post-Transformation storm response procedures will significantly limit the need for 

centralized clerical staff to travel to remote areas.  In most cases, functions which can be 
performed remotely (via Syracuse) will be.  Additional resources have been identified in the 
remote divisions, to supplement personnel who will conduct storm response functions locally 
(see first bullet, above).  In rare cases, employees who are normally assigned to Syracuse 
may be requested to travel to a remote division, either to supplement the local response or to 
provide relief for existing employees – several days into a long-term restoration event.  It is 
anticipated that the majority of these employees will be able to travel to their intended 
destinations, as would be the case for foreign (mutual aid) crews, material supplier vendor 
vehicles, fuel delivery vehicles and municipal emergency response vehicles, etc.     

National Grid’s logistics plan is robust and highly scalable.  Contractual agreements are 
in place with numerous local, regional and national vendors to supply lodging, vehicles, 
meals, laundry services, etc.  In addition, Base Logistics (a national logistics management 
vendor) has been retained to coordinate the setup, management and demobilization of 
“staging sites” which can be established throughout all of National Grid’s service territory.  
Utility companies, as well as fire services and other emergency response agencies have 
historically relied upon the “mutual aid” process to supplement the response to a major 
emergency.  Logistics plans are designed to be scalable, to ensure all supplemental workers 
called into an area, in response to an emergency, can be lodged, fed and generally cared for.  
This includes any internal personnel who may assist in a neighboring portion of National 
Grid’s service territory. 
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Schedule 

Identify and train centralized clerical staff to deploy 
to remote “impacted” areas to perform “storm board” 
functions. 

Complete 

Identify and train Design Investigators and 
Supervisors remaining in the divisions to perform 
“storm board” functions 

March 1, 2010 

 

Summary of Cost/Benefit and Risk Analysis 

There are no incremental costs associated with the proposed changes. 

Measures of Success 

Demonstrated response of Design Investigators, Supervisors and centralized Clerical Staff to 
perform “storm board” functions in future storms.  (Note: Centralized Clerical staff were 
rapidly and successfully deployed to NY-Central remote divisions, in response to a snow 
storm in December, 2009) 
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Q. Please state your name and business address. 1 

A. My name is Andrew F. Sloey.  My business address is One MetroTech 2 

Center, Brooklyn, NY 11201.  3 

 4 

Q. By whom are you employed and in what capacity? 5 

A. I am employed by National Grid USA Service Company (“National Grid 6 

Service Company”) as Chief Financial Officer, US Financial Services. 7 

 8 

Q. Please briefly describe your educational background. 9 

A. I hold a Bachelor of Business degree from Kuringai College (now the 10 

University of Technology, Sydney) and I am a fellow of CPA Australia.  11 

 12 

Q. What is your professional background? 13 

A. I am presently CFO of the US Financial Services group for National Grid 14 

plc (“National Grid”) businesses in the United States.  I relocated to the 15 

US in 2007 to integrate the accounting, financial reporting and planning 16 

functions of National Grid’s existing US business (consisting of utility 17 

companies in Upstate New York, Massachusetts, Rhode Island and New 18 

Hampshire) with its recently acquired subsidiary, KeySpan Corporation 19 

(serving customers in Brooklyn, Long Island, Massachusetts and New 20 

Hampshire).  Prior to this, I was based in the United Kingdom where I was 21 
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responsible for consolidating the accounting, financial reporting and 1 

planning operation within a Shared Services Organization established to 2 

support the UK operations.  I joined National Grid in August 2004 when 3 

National Grid acquired the UK subsidiary of Crown Castle International, 4 

an owner/operator of infrastructure for the cellular network and 5 

television/radio broadcast operators in the UK. At the time that Crown 6 

Castle UK was acquired, I was Finance Director of that business, having 7 

relocated from Crown Castle’s Australian subsidiary in 2002 where I 8 

served as the General Manager of Finance & Administration for Crown 9 

Castle’s business in Australia.  Prior to Crown Castle, I spent just under 20 10 

years with the multi-national consumer goods company, Reckitt & 11 

Colman, where I served in a number of senior finance and planning roles.  12 

 13 

Q. What is the purpose of your testimony? 14 

A. The purpose of my testimony is to describe the Service Company structure 15 

used by National Grid in the US, to explain the charges that have been 16 

assessed to and incurred by Niagara Mohawk Power Corporation d/b/a 17 

National Grid (“Niagara Mohawk”) during the Historical Test Year ending 18 

September 30, 2009 (“Historical Test Year” or “Test Year”), and the bases 19 

upon which those charges have been assessed and incurred.  I also discuss 20 

the Transaction Delivery Center and the transition of services to Syracuse. 21 
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Q. How is your testimony organized? 1 

A. In the first section I discuss the structure of the Service Companies and 2 

their contracts with Niagara Mohawk.  In the second section I discuss 3 

Service Company accounting and include a description of the types of 4 

charges assessed by the Service Companies, as well as a summary of the 5 

Historical Test Year charges in total and the specific charges assessed to 6 

Niagara Mohawk’s electric operations.  In the third section I describe the 7 

Transaction Delivery Center and the transition of services to Syracuse. 8 

 9 

Q. Do you sponsor any exhibits as part of your testimony? 10 

A. Yes.  I sponsor the following 17 exhibits, which were prepared or 11 

compiled by me or under my supervision and direction: 12 

(i) Exhibit __ (AFS-1): Service Company and Affiliate Company 13 

structure;  14 

(ii) Exhibit __ (AFS-2): National Grid USA Service Company Inc. 15 

Agreement with Niagara Mohawk; 16 

(iii) Exhibit __ (AFS-3): National Grid Corporate Services LLC 17 

Agreement with Niagara Mohawk including 2009 and 2010 18 

Service Requests; 19 
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(iv) Exhibit __ (AFS-4): National Grid Engineering & Survey, Inc. 1 

Agreement with Niagara Mohawk including 2009 and 2010 2 

Service Requests;  3 

 (v) Exhibit __ (AFS-5): National Grid Utilities Services LLC Agreement 4 

with Niagara Mohawk including 2009 and 2010 Service Requests; 5 

 (vi) Exhibit __ (AFS-6): Cost Allocation Policies & Procedures Manual 6 

for legacy National Grid; 7 

 (vii) Exhibit __ (AFS-7): Cost Allocation Policies & Procedures Manual 8 

for legacy KeySpan Corporation; 9 

 (viii) Exhibit __ (AFS-8): National Grid USA Cost Allocation Training 10 

Presentation Deck; 11 

 (ix) Exhibit __ (AFS-9): Example of Service Company Cost Allocation 12 

Methodology; 13 

 (x) Exhibit __ (AFS-10): National Grid USA Service Company, Inc. 14 

Expenditures by Expense Type/Total Charges for the Year Ended 15 

September 30, 2009; 16 

 (xi) Exhibit __ (AFS-11): National Grid USA Service Company, Inc. 17 

Expenditures by Charged Entity/Total Charges for the Year Ended 18 

September 30, 2009; 19 
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 (xii) Exhibit __ (AFS-12):  KeySpan Service Companies Expenditures 1 

Allocated to Niagara Mohawk for the Year Ended September 30, 2 

2009; 3 

 (xiii) Exhibit __ (AFS-13): Cost Allocations Driver Summary - Legacy 4 

National Grid and KeySpan Service Companies;  5 

 (xiv) Exhibit __ (AFS-14): FERC Form 60 National Grid USA Service 6 

Company Inc.; 7 

 (xv) Exhibit __ (AFS-15):  FERC Form 60 KeySpan Corporate Services 8 

LLC; 9 

 (xvi) Exhibit __ (AFS-16): FERC Form 60 KeySpan Engineering & 10 

Survey, Inc.; and 11 

 (xvii) Exhibit __ (AFS-17):  FERC Form 60 KeySpan Utilities Services 12 

LLC.  13 

 14 

Q. How are the Service Companies’ costs reflected in Niagara Mohawk’s 15 

rate filing in this proceeding? 16 

A. The Service Company data I sponsor for the Historical Test Year is used 17 

as the starting point for projecting Niagara Mohawk’s Service Company 18 

costs in the Rate Years ending December 31, 2011, December 31, 2012 19 

and December 31, 2013 (collectively, the “Rate Years”).  The projection 20 
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of these costs from the Historical Test Year through the end of the Rate 1 

Years is supported by the Revenue Requirements Panel. 2 

 3 

Service Company Structure 4 

Q. Please provide a brief description of National Grid’s Service 5 

Company structure. 6 

A. In the United States, National Grid is a multi-state utility holding 7 

company, with state-jurisdictional operating affiliates in New York, 8 

Massachusetts, New Hampshire and Rhode Island.  National Grid uses 9 

mutual service companies (“Service Companies”) in order to enable the 10 

state operating affiliates, including Niagara Mohawk, to deliver high 11 

quality and efficient service to customers.  As shown in Exhibit __ (AFS-12 

1), as of September 30, 2009, there are four Service Companies in 13 

operation at National Grid.  The Service Companies provide services to 14 

the National Grid regulated utilities as shown in Exhibit __ (AFS-1) and 15 

the unregulated companies (collectively, “Affiliate Companies”).  16 

National Grid Service Company is the only legacy National Grid service 17 

company and provides a full range of support services including corporate 18 

functions such as accounting, auditing, employee, tax, treasury and 19 

information services as well as construction, engineering and power 20 

supply services and has approximately 2,800 employees.  National Grid 21 
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Service Company provides services to all the regulated utilities as well as 1 

the unregulated companies owned by National Grid USA, Inc. (“National 2 

Grid USA”).  In contrast, the three legacy KeySpan Corporation Service 3 

Companies have been organized to provide separate areas of service that 4 

are, in the aggregate, comparable to the full range of services provided by 5 

National Grid Service Company.  The three legacy KeySpan Corporation 6 

Service Companies are: (i) National Grid Corporate Services LLC, with 7 

approximately 3,400 employees, (ii) National Grid Engineering & Survey, 8 

Inc., with approximately 650 employees and (iii) National Grid Utilities 9 

Services LLC, with approximately 150 employees (collectively the 10 

“KeySpan Service Companies” and, collectively with National Grid 11 

Service Company, the “Service Companies”).  National Grid Corporate 12 

Services provides traditional corporate and administrative services, 13 

National Grid Engineering & Survey provides engineering and surveying 14 

services and National Grid Utility Services provides gas and electric 15 

transmission and distribution systems planning, marketing and gas supply 16 

planning and procurement services.  Prior to the repeal of the Public 17 

Utility Holding Company Act of 1935 (“PUHCA”), National Grid USA 18 

and KeySpan Corporation were subject to the jurisdiction of the Securities 19 

Exchange Commission (“SEC”) under PUHCA.  As part of the regulatory 20 

provisions of PUHCA, the SEC regulated various transactions among 21 
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affiliates within a holding company structure.  Allocation methodologies 1 

approved by the SEC continue to be used to allocate Service Company 2 

costs to affiliates.   3 

 4 

Q. What agreements for services does Niagara Mohawk have with the 5 

Service Companies? 6 

A. Niagara Mohawk contracts with National Grid USA Service Company, 7 

Inc. for services.  Attached as Exhibit __ (AFS-2) is the Service Company 8 

Agreement between Niagara Mohawk and National Grid USA Service 9 

Company, Inc.  Niagara Mohawk also contracts with the KeySpan Service 10 

Companies for services.  Attached as Exhibit __ (AFS-3), Exhibit __ 11 

(AFS-4) and Exhibit __ (AFS-5) are the Service Company Agreements 12 

between Niagara Mohawk and the KeySpan Service Companies.   13 

 14 

Q. What types of services are provided by the Service Companies? 15 

A. The Service Company Agreements included as Exhibit __ (AFS-2), 16 

Exhibit __ (AFS-3), Exhibit __ (AFS-4) and Exhibit __ (AFS-5) provide a 17 

description of the services provided.  Further description of the services 18 

provided is also included in Appendix B of the legacy National Grid Cost 19 

Allocation Policies & Procedures Manual provided in Exhibit __ (AFS-6) 20 

and Appendix A of the legacy KeySpan Cost Allocation Policies & 21 
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Procedures Manual provided in Exhibit __ (AFS-7).  In general, the 1 

services provided are those typically required to operate a gas distribution 2 

or electric transmission or distribution utility and include, for example, 3 

accounting, construction, engineering, information systems, rates and 4 

regulatory support and treasury services.  The costs of these services 5 

include payroll, outside vendors, materials, personnel expenses and 6 

computer expenses, to name a few.    7 

 8 

Q. Do the Service Company Agreements with Niagara Mohawk 9 

discussed above establish performance thresholds and levels of 10 

services? 11 

A. No.  The Service Company Agreements form a contract between the 12 

Service Companies and Niagara Mohawk as to what type of services will 13 

be performed and the basis upon which the cost of delivering these 14 

services is to be charged. 15 

 16 

Q. Is National Grid developing agreements to define the level of services 17 

provided by the Service Companies to the Affiliate Companies? 18 

 A. Yes.  Consistent with the recommendations set forth in the Niagara 19 

Mohawk Management Audit, National Grid is developing Service Level 20 

Agreements between the US Electric Transmission, Electric Distribution 21 
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and Gas lines of business (“Lines of Business”) and organizational groups 1 

and departments that provide shared services to these Lines of Business 2 

(“Organizations”). 3 

 4 

Q. What is the purpose of the Service Level Agreements? 5 

A. The Service Level Agreements are separate from the Service Company 6 

contracts and are intended to focus on the efficiency and quality aspects of 7 

the services being provided to the Affiliate Companies and to establish 8 

clear performance measures. 9 

 10 

Q. Please explain the process for developing the Service Level 11 

Agreements. 12 

A. National Grid has created a two-tier approach for developing the Service 13 

Level Agreements.  The first tier incorporates the Master Service Level 14 

Agreements (“MSLA”) that generally describe each Organization’s annual 15 

objectives, services provided, key dependencies, costs, performance 16 

reporting and commitments to continuous improvement.  The second tier 17 

incorporates the Functional Service Level Agreements.  These agreements 18 

are more detailed and establish the key performance measures that will 19 

measure efficiency and quality. 20 

 21 
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Q. When does National Grid anticipate that the Master Service Level 1 

Agreements and Functional Service Level Agreements will be 2 

executed? 3 

A. National Grid is in the process of developing Service Level Agreements 4 

that cover the functions that deliver services across the Lines of Business.  5 

The review and completion of these Service Level Agreements may take 6 

up to a year.  As explained in Niagara Mohawk’s response to the 7 

Management Audit Report, the Company will file the final agreements 8 

with the Commission.  Further detail on the Company’s implementation 9 

efforts relative to Service Level Agreements is set forth in the Company’s 10 

implementation plan being submitted in Case 08-E-0827.  A copy of that 11 

plan is also included with Mr. Zschokke’s testimony in this rate case. 12 

 13 

Q. Does National Grid’s Service Company structure benefit customers of 14 

Niagara Mohawk? 15 

A. Yes.  The Service Company framework creates efficiencies of scale for 16 

Niagara Mohawk and all other Affiliate Companies.  By establishing a 17 

centralized entity to provide service to designated affiliates, National Grid 18 

is able to implement common corporate policies, streamlined business 19 

processes and integrated information services, all of which enhance the 20 

cost effectiveness of the services provided.  National Grid is able to obtain 21 
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advantages in purchasing certain goods and services from third parties 1 

because of the volume of purchases made by the Service Companies.  The 2 

Service Company framework provides for the consolidation and 3 

integration of common systems and the assignment of costs to the Affiliate 4 

Companies that are supported by each Service Company. 5 

 6 

Q. Do the Historical Test Year Service Company costs reflect the impact 7 

of the completed acquisition of KeySpan Corporation by National 8 

Grid? 9 

A. The acquisition of KeySpan Corporation by National Grid was completed 10 

in August 2007.  Since that time there has been a progressive 11 

consolidation of several Service Company functions across legacy 12 

National Grid and KeySpan Corporation.  One of the key strategies 13 

associated with the KeySpan Corporation acquisition was the realization 14 

of synergy savings for the benefit of customers and shareholders.  15 

Significant progress and synergies have been achieved to date through the 16 

consolidation of Service Company departments and locations.  However, 17 

integration to a single set of processes through implementation of a 18 

common platform is required to fully realize the synergy savings 19 

contemplated at the time of the KeySpan merger.   20 

 21 
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Q. Does National Grid intend to combine or reorganize the existing 1 

Service Companies? 2 

A. Yes.  As explained in Appendix 4 of the National Grid/KeySpan Merger 3 

and Gas Revenue Joint Proposal, National Grid USA intends to combine 4 

or reorganize the existing Service Companies.1  To date, none of the 5 

Service Companies have been restructured; however, National Grid USA 6 

remains committed to consolidating three of its four Service Companies 7 

(excluding National Grid Engineering and Survey, Inc.) once any 8 

necessary regulatory approvals are obtained and the Companies can be 9 

unified on a common financial systems platform with common allocation 10 

methodologies.  The Service Companies will propose a new consistent 11 

allocation methodology.  To the extent that costs increase or decrease to 12 

Niagara Mohawk as a result of this change, Niagara Mohawk will reflect 13 

the credit or debit to customers in a deferral account as identified in the 14 

testimony of the Revenue Requirement Panel. 15 

 16 

                                                 
1 Case No. 06-M-0878 et,al, Joint Petition of National Grid PLC and KeySpan Corporation for 
Approval of Stock Acquisition and other Regulatory Authorizations, Merger and Gas Revenue 
Requirement Joint Proposal dated July 6, 2007.  Also see, Order Authorizing Acquisition Subject 
to Conditions and Making Some Revenue Requirement Determinations for KeySpan Energy 
Delivery New York and KeySpan Energy Delivery Long Island (Issued and Effective September 
17, 2007).  The recently released management audit report in Case 08-E-0827acknowledges the 
initiative to consolidate the Service Companies and recommends continuation of that effort. 
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Q. Is the Company proposing any changes to the current allocation 1 

methodologies in this proceeding? 2 

A. No.  At this time, the platforms and systems needed to facilitate the 3 

consolidation have not been implemented.  Until the Service Companies 4 

are consolidated, we propose to maintain the current cost allocation 5 

methodologies. 6 

 7 

Q. Will the scope of services provided by the Service Company to 8 

Niagara Mohawk change between now and the end of the Rate Years? 9 

A. National Grid plans to continue to provide Niagara Mohawk the same 10 

Service Company services that were provided in the Historical Test Year 11 

through the end of the Rate Years.  12 

 13 

Service Company Charges 14 

Q. Please describe how National Grid Service Company charges for its 15 

services. 16 

A. National Grid Service Company charges are either directly charged to 17 

individual Affiliate Companies (where a service is performed for the 18 

benefit of a single Affiliate Company) or, when the service performed is 19 

for the benefit of multiple Affiliate Companies, charges are aggregated 20 

into Service Company “bill pools” and allocated to each Affiliate 21 
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Company that benefits from the service using approved allocation 1 

methodologies.  As shown in Exhibit __ (AFS-13), the cost allocation 2 

methodologies are determined by cost drivers (for example the number of 3 

employees in each company or the number of customers) to ensure that 4 

each Affiliate Company receives its appropriate share of the cost.  Bill 5 

pools have been established to accommodate different types of expense 6 

that are incurred by the Service Companies (for example, employee time, 7 

travel expenses and third party invoice costs).  Where it is not possible to 8 

use a specific cost driver as an allocator, a general allocator is used to 9 

distribute the cost based on the proportion of operation and maintenance 10 

costs of each Affiliate Company using the service.  To support compliance 11 

with the Service Company Agreements, validation rules have been 12 

established within legacy National Grid’s PeopleSoft general ledger that 13 

restrict service providing departments to only the appropriate ranges of bill 14 

pools.  To further explain the National Grid Service Company accounting, 15 

a presentation is included as Exhibit __ (AFS-8), the National Grid USA 16 

Cost Allocation Training Presentation Deck.  17 

 18 

Q. Please explain how the cost drivers for National Grid Service 19 

Company bill pools are determined. 20 
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A. We look for cost causation.  For example, the cost driver for the bill pool 1 

used to allocate Data Center costs is CPU usage by company.  Another 2 

example is the cost driver for the bill pool used for allocating Human 3 

Resource costs is the number of employees at each company.  Bill pools 4 

are established at the beginning of the fiscal year and reflect the prior 5 

year’s actual data or budget data for the upcoming year.  Bill pools may be 6 

updated during the year if there is a significant structural change to the 7 

organization such as a merger or sale of a business unit.  8 

 9 

Q. Please describe how the KeySpan Service Companies charge for their 10 

services. 11 

 A. All costs incurred by the KeySpan Service Companies are recorded on 12 

their books before being allocated. The process of allocating Service 13 

Company costs to Affiliate Companies is accomplished using functionality 14 

contained in Oracle General Ledger (“Oracle”), which supports an 15 

automated, rules-driven process known as “Mass Allocations.”  Mass 16 

Allocations is a recurring routine, run as a part of the monthly closing 17 

cycle that: (i) aggregates KeySpan Service Companies costs into “cost 18 

pools” (ii) calculates the amounts allocable to each Affiliate Company and 19 

(iii) generates and posts all required journal entries.  20 

 21 
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Q. Please explain the allocation rule designed to aggregate KeySpan 1 

Service Company costs into “cost pools”. 2 

A. A KeySpan Service Company cost pool is the aggregation of costs with a 3 

common set of attributes.  These attributes are reflected in the appropriate 4 

Oracle account code segments to define the cost of the underlying services 5 

or activities that are then distributed to the Affiliate Companies utilizing 6 

the service using an appropriate allocation code.  7 

 8 

Q. Please explain the allocation rule designed to calculate the amounts 9 

allocable to each Affiliate Company. 10 

A. Each KeySpan Service Company cost pool is assigned a specific 11 

“allocation code” that defines the basis used to distribute costs from the 12 

pool to the various Affiliate Companies. Cost pools and allocation codes 13 

are constructed based on cost causation principles and are designed to 14 

maximize usage of “direct” allocation codes.  Direct allocation codes are 15 

used when charges have been incurred to the direct benefit of a single 16 

Affiliate Company.  In these instances, all of the cost pool is charged to 17 

that Affiliate Company. Where it is not possible to use a “direct” 18 

allocation code, an “indirect” allocation code is assigned based on the 19 

most appropriate causation/driver method (for example, the number of 20 

employees or the number of meters in use).  Where it is not possible to 21 
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make an allocation based on either a direct or indirect allocation code, 1 

then a general allocator is used to distribute charges to Affiliate 2 

Companies that use a particular service.  For the KeySpan Service 3 

Companies, the approved general allocator is the “3 Point Formula.”  To 4 

further explain the KeySpan Service Companies’ accounting, a 5 

presentation is included in Exhibit __ (AFS-7). 6 

 7 

Q. What is the 3 Point Formula? 8 

A. The formula consists of three factors that achieve an appropriate allocation 9 

of costs to Affiliate Companies when direct charging or cost causal 10 

relationships can not be established.  It is a calculated ratio that compares 11 

each of the formula factors for the Affiliate Company to the total of the 12 

same factors for all recipient Affiliate Companies.  The factors are an 13 

equal weighting of Revenue, Assets, and Expenses.  These ratios are 14 

calculated annually based on actual reported in the books and records of 15 

the Affiliate Companies.  16 

 17 

Q. Please describe the accounting for shared assets owned or leased by 18 

the Service Companies. 19 

A. In order to provide support to the Affiliate Companies, the Service 20 

Companies own and lease a number of shared assets that are used either 21 
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by Service Company employees to provide services to the Affiliate 1 

Companies or used by the Affiliate Companies themselves on a shared 2 

basis.  These are principally shared office facilities and information 3 

technology (“IT”) equipment and software.  4 

 5 

Where assets are leased, the lease rentals are charged to Affiliate 6 

Companies at cost, consistent with the allocation methodologies explained 7 

above.  Where the Service Companies finance and own shared assets, the 8 

Service Companies charge Affiliate Companies an incurred return on the 9 

asset, booked depreciation expense, incurred operating and maintenance 10 

expense and any applicable taxes.  National Grid Service Company’s 11 

charges to affiliate companies include an operating charge determined in 12 

accordance with these principles and a financing charge that reflects a 13 

return on the debt and equity used by National Grid Service Company to 14 

finance the shared assets. 15 

 16 

KeySpan Corporate Services also assesses a charge for shared assets on 17 

the same basis. 18 

 19 

The financing charge assessed by the Service Companies is derived from 20 

their actual capitalization.  National Grid Service Company has a modest 21 
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equity component that is charged out at a 10.5 percent return and a much 1 

larger debt component that is derived from external loans obtained by 2 

KeySpan Corporation at an interest rate of 5.803 percent.2  The 10.5 3 

percent equity component is reflected in Exhibit __ (RRP-2). KeySpan 4 

Corporate Services’ similarly assesses interest charges on the minimal 5 

costs that flow to Niagara Mohawk as rent expense.   6 

 7 

Q. Please describe the accounting for shared assets owned or leased by 8 

Niagara Mohawk. 9 

A. In addition to shared assets owned by the Service Companies, there are a 10 

number of shared assets owned by Niagara Mohawk that are used to 11 

provide service to other Affiliate Companies.  An example is the 12 

Investment Recovery Center.  Where assets are leased, the lease rentals 13 

are charged to Affiliate Companies at cost, consistent with the allocation 14 

methodologies explained above.   15 

 16 

Where Niagara Mohawk finances and owns shared assets, Affiliate 17 

Companies also receive a charge that recovers Niagara Mohawk’s 18 

incurred return on the asset, booked depreciation expense, incurred 19 
                                                 
2 National Grid Service Company was authorized by the Securities and Exchange Commission on 
January 5, 2001 to earn a rate of return equal to 10.50% of contributed common equity.  See, 74 
S.E.C. Docket 183, 2000, National Grid USA Service Company, Inc. 70-9673 (Issued January 5, 
2001). 
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operating and maintenance expense and applicable taxes.  An example of 1 

how the charges are calculated is included as Exhibit __ (AFS-9). 2 

 3 

Q. Does National Grid have a process to ensure that Service Company 4 

costs are being accurately captured and allocated among its various 5 

business units? 6 

A. Yes.  There are numerous controls in place aimed at ensuring the accuracy 7 

of charges from the Service Companies to the Affiliate Companies.  8 

National Grid utilizes a cost allocation integrity compliance framework to 9 

provide assurance that Service Company costs are being accurately 10 

captured and allocated among its various business units.  The pillars of 11 

this framework are fully documented cost allocation policies and 12 

procedures for all Service Companies (Exhibits __ (AFS-6, 7), a training 13 

and awareness program including roles and responsibilities (Exhibits __ 14 

(AFS-8 and 13), a cost allocation compliance testing program, a Cost 15 

Allocation Review Committee and oversight provided by a Regulatory 16 

Cost Structure committee.  Other controls include the annual calculation, 17 

updating and approval of billing pool and allocation code percentages 18 

including year to year variance analysis, development and monthly review 19 

of clearing accounts, development and review of Service Company 20 

operating expenses and equity, monthly allocations run controls, monthly 21 
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review of suspense charges associated with intercompany billing and A/R 1 

to A/P monthly reconciliation.  In addition to that process, general budget 2 

reviews performed by Line of Business Finance departments identify and 3 

address any cost allocation issues that arise.  Please also refer to Exhibit 4 

__ (AFS-6), the Cost Allocation Policies & Procedures Manual for legacy 5 

National Grid and Exhibit __ (AFS-7), the Cost Allocation Policies & 6 

Procedures Manual for legacy KeySpan Corporation. 7 

 8 

Q. What actions is the Company taking in response to the Commission’s 9 

Order in Case No. 09-E- 0953? 10 

A. On December 23, 2009 the Commission issued an Order in the above 11 

referenced proceeding regarding the accounting treatment of the Texaco 12 

Tank Farm.  The Commission directed the Company to address in its next 13 

electric rate case filing how it has accounted for all operation and 14 

maintenance expenses, property taxes, SIR costs and capitalized costs 15 

relating to properties that are classified or should be classified as Non-16 

Utility Property in the Historical Test Year and Rate Years.  Accordingly, 17 

the Company has commenced a review of all plant including Non-Utility 18 

Plant.  The review is on-going and expected to be complete by May 1, 19 

2010.  As explained in the testimony of the Revenue Requirement Panel, 20 
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any adjustments based on this review will be provided in Corrections and 1 

Updates submitted in this proceeding. 2 

 3 

Q. Have you summarized the charges from the Service Companies to 4 

Niagara Mohawk in the Historical Test Year? 5 

A. Yes.  Please see Exhibits __ (AFS-10, 11 and 12) for a summary of all 6 

Service Company charges for the Historical Test Year ended September 7 

30, 2009. 8 

 9 

Q. Please describe Exhibits __ (AFS-10, 11 & 12). 10 

A. Exhibits __ (AFS-10 and 11) present National Grid Service Company 11 

charges in several ways.  First, the charges are sorted by charged company 12 

and segment in total and by bill pool.  Second, the charges are sorted by 13 

expense type in total and by bill pool. Exhibit __ (AFS-12) presents the 14 

KeySpan Service Companies charges as allocated to Niagara Mohawk for 15 

the year ended September 30, 2009. 16 

 17 

Q. For calendar year 2008, was National Grid required to make any 18 

regulatory filings setting forth its Service Company charges and their 19 

allocation among various business units? 20 
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A. Yes.  FERC Form 60, attached as Exhibits __ (AFS- 14, 15, 16 and 17), 1 

reflects these charges for the twelve months ended December 31, 2008. 2 

 3 

Q. How does the summary on Exhibits ___ (AFS-10 and 11) compare to 4 

Exhibit __ (AFS-14)? 5 

A. The costs reflected on Exhibits __ (AFS-10 and 11) are higher than those 6 

reflected in the FERC Form 60 for National Grid Service Company 7 

because Exhibits __ (AFS-10 and 11) amounts include “convenience” 8 

payments while the FERC Form 60 does not.  Convenience payments are 9 

invoices paid by the Service Company on behalf of the Affiliate 10 

Companies where this is the only service the Service Company is 11 

providing.  An example of this is payroll taxes.  Rather than send many 12 

checks to the IRS, the Service Company remits one check from the 13 

Service Company to the IRS, but directly allocates the appropriate 14 

expense amount to the Affiliate Companies in the general ledger.  Because 15 

National Grid Service Company creates the payment and directly allocates 16 

the costs, the originating company in the system is the Service Company.  17 

 18 

Transaction Delivery Center 19 

Q. Please explain the transition of services to Syracuse. 20 
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A.       Following National Grid’s acquisition of KeySpan Corporation there are 1 

numerous employees in various locations providing substantially similar 2 

support services of a transactional nature to the Affiliate Companies.  3 

National Grid is in the process of consolidating these support functions to 4 

the Syracuse Office Complex (“SOC”).  Functions being consolidated in 5 

the SOC include , Payroll, Accounts Payable, Employees Services and 6 

Transactional Procurement 7 

Q. What is the Transaction Delivery Center? 8 

A. The ability to attract talented and skilled workforce in our upstate New 9 

York region and the favorable operating economics make Syracuse an 10 

attractive location within National Grid’s US footprint.  As functions are 11 

transitioned to or consolidated in the SOC they are brought into National 12 

Grid’s newly created Transactions Delivery Center (“TDC”) located in 13 

Syracuse.  The TDC is designed to:  14 

 15 
·     facilitate better standards of service, greater efficiency and cost 16 

savings; 17 

·      centralize and streamline transactional activities;  18 

·      deliver high-quality services at the right cost; and  19 

·      design a TDC that is scalable and can accommodate future growth  20 
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The TDC enables the consolidation of facilities in Melville, Waltham and 1 

MetroTech to Syracuse.  In addition, process improvements are 2 

continually being implemented as the transition occurs.  The TDC enables 3 

the Company to achieve synergy savings identified in the KeySpan merger 4 

proceeding. 5 

 6 

Q. Has the Company included the capital costs associated with the 7 

Transaction Delivery Center in the Rate Years? 8 

A. Yes.  The Company has included capital investment costs associated with 9 

the TDC in the Rate Years as supported by the Infrastructure and 10 

Operations Panel and Revenue Requirement Panel.   11 

 12 

Q. Does that conclude your testimony? 13 

A. Yes it does.14 
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