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tatements

This Annual Report to Shareholders contains certain “for-
Ward-looking statements” within the meaning of, and su]Jject
to the safe harbor protection of the Securities Litigation
Reform Act of 1995. A number of important factors could
cause actual results to differ materiaﬂy from those stated in
the {orward-looleing statements. In this regard, reference is
made to the caption “FORWARD-LOOKING STATE-
MENTS” in Part I of the Company's Annual Report, on
Form 10-K, for the fiscal year ended December 31, 1999
which accompanies this Report, the provisions of which are

incorporated herein by reference and shall be applicable to
this Annual Report to Shareholders.
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inancial ighlishts

1999 1998 Change

Operating Revenues 8 521,940,00 $ 503,469,000

Net Income $ 48,573,000 $49,314,000 -1.5%

Average Shares Outstanding 16,862,000 17,034,000 -1.0 %

Dividends Declared Per Share

Total Assets $1,335,899,000 $ 1,316,038,000 1.5%
Electric Sales

Own Territory (kwh) 4 4,590,951,000
Natural Gas Firm Sales

(thousands of cubic feet) 9,986,443 9,236,506 8.1 %

.E lQCtl’iC (_‘ ustomers

Own —_[C‘-]“l'il()]"\:.r‘ (average) 211 808 268,71 1.0 %

Firm Gas Customers (average) 62,367 61,970 | 0.6 %
Note: 1000 safes 1'ncfm1re c{effuery service, 1008 sales num!}ers }ticwe E:een rew'sed fo r'nc-"ua’e c;e."fvery service )(m' comparison.
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eport to (9 i)areiloi(iers

Drive and determination paid off in 1999, as we
achieved or exceeded our goais in estat)iishing CH
Energy Group as a successful player in competitive
markets. At $2.88 per share, earnings bested our
expectations i)y $.09. Most importantly, we made
signiticant strides in implementing our strategy to
achieve a sustainable growtl'i in earnings per share of

6% per year by 2004.

CH Energ’y Group, Inc.

On December 15, 1999, CH Energy Group Ine.
was established as the liolding company of Central
Hudson Gas & Electric Corporation and Central
Hudson Energy Services, Inc.

Central Hudson Gas & Electric Corporation will
remain as the reguiatecl utility clelivering gas and elec-
tricity to our customers in the Hudson Vaiiey.

Central Hudson Energy Services, Inc. has con-
solidated the activities of our tamily of competitive
companies suppiying gas, electric, fuel oil and pro-
pane, as well as a full menu of energy services to
customers tiirougiiout the Northeast.

With the formation of CH Energy Group, Inc.,
and the capital that will be available from the sale of
the Danskammer and Roseton Generating Piants,
we will be investing at an acceierating pace in com-
petitive markets tliroughout the Northeast.

In 2000, our business plan is to achieve consoli-
(iatecl earnings ot $297 per sl'iare. We have aggres-
sively increased the earnings goais in the competi-
tive markets served l)y Central Hudson Energy Ser-
vices, Inc., to $.20/share in 2000.

Under the terms of our settlement agreement
with the PSC, reguiate(i electric earnings are cappe(i
at a 10.6% return on equity. Net income in excess
of the cap is deferred to offset any future stranded
cost that migilt result from the divestiture of genera-
tion assets.

Reguiatecl earnings from Central Hudson Gas &
Electric Corporation in 2000 are targeted to exceed
the maximum R.O.E. allowed IJy the Settlement
Agreement. However, the maximum reportai)le earn-

¢

ings will generate $2.77 per share. The decline from
1999 largely reflects adjustments for non-recurring
events that tavoraljiy impacte(i regulateci earnings in
1999 and the transfer of capital to our competitive
business units.

We anticipate deferring, in 2000, up to $4.4 mil-
lion, or $.17/s}1are in net income in excess of the
earnings cap to mitigate future stranded costs. The
amount of net income deferred in 1999 for this pur-
pose totaled $2.8 million.

This year, we have put in piace an incentive com-
pensation program which will more ciosely align man-
agement compensation with performance and the
creation of shareholder value. It will also further pro-
vide the opportunity to attract and retain employees
with the skills and experience that are essential to
our success in an increasingly competitive business
environment.

Central Hudson Energy Services, Inc.

In 1999 we began what will continue at a faster
pace uncler the lea(iersilip ot Aﬂan R. Page: oﬂering
customers in competitive markets an integrateci port-
folio that includes supplying at least three energy
sources — eiectricity, natural gas and fuel oil — aiong
with energy services that deliver security, comfort and
business solutions. In (ioing s0, we create a closer
bond between ourselves and our customers.

We have focused our competitive strategy on
retaiiing because it piaces us closest to the customer
and that’s what we do best. As a full-service retailer,
we are competing on price, particuiariy in the suppiy
market. But we measure our success i)y our ability
to add value for our customers and i)y 50 (ioing , build
1ong-stanciing reiationstiips ]:)eyon(i the sale of a com-
mO(iity.

When we make an investment, we expect it to be
profita]:)le within one year, to exceed the utility re-
turn on equity by the third year, and to grow by 10%
per year thereafter. While earnings were siightly be-
low projections in 1999, we did achieve our goal to
be protita]ale in the first year.



Our business plans for 1999 reflected ambitious
start-up schedules for three electric generating plan’cs.
Under the banner of SCASCO, we acquirecl the larg-
est retail natural gas supply company in New En-
gland and a second fuel oil company.

These acquisitions, along with the successful
start-ups in 1999 and the introduction of competi-
tive markets — inclucling the formation of the Inde-
penclent System Operator in New York — have fa-
voral)ly impactecl our outlook for increased pro{i’c—
ability in 2000.

In 2001 and thereafter, with reinvestment of the
proceeds from generating plant divestitures, we ex-
pect our unregula’ced business units earnings to grow
steadily to as much as 50% of consolidated earnings
]:»y the end of 2004. If opportunities to meet our
investment and earnings quality targets are slow to
clevelop, we will consider repurchasing stock as an
alternative. However, the acquisitions we have made
to-date are on track to meet our proﬁta})ility targets.

Central Hudson Gas & Electric Corporation

Central Hudson Gas & Electric Corporation re-
mains the lowest-cost electric provider in New York
and the region. Qur limited stranded cost exposure
is lileely to enhance our low-cost advantage. Our
regulatecl electric strategy is to utilize this price ad-
vantage, along with our solid financial rating, to re-
build the electric delivery system to meet the 21st-
century expectations of our customers for increased
reliability.

Our regula’cecl natural gas business provi&es a
unique opportunity to grow and diversify earnings.
In the year ahead we will be seeleing opportunities to
profitab]y expand the piping system into new areas
and new markets inclucling existing and proposed
electric generating plants. Central Hudson’s inte-
grated internal transmission pipeline system also has
the po’cential to increase proﬁts ]Jy providing down-
stream services.

At Central Hudson Gas & Electric Corporation,
we }aegan the year with the expectation that the ro-
bust recovery of the local economy would proéluce
increased electric and gas sales. But due to our sen-
sitivity to seasonal weather variations, ]3y the end of
the first quarter it seemed clear that the extremely
mild winter would significantly clepress our revenues
and earnings. :

Yet this unfavorable trend was 1argely reversed

Left to Rigkt: Carl E. Meyer, President and C}u'e][Operating Oﬁl;'cer
oj[Centra/Hua]son Gas & Electric C’orp.; Pau/]. Ganei, Chairman
oft/'ze Board, President and Ch ie]/Executive Oﬂ;'cer of CH Energy
Group, Inc.; and Allan R. FPage, President and C}zief Operating
Oﬁl;'cer of Central Hudson Energy Services, Inc.

with record—brealeing hot summer weather and sev-
eral non-operating gains that boosted electric earn-
ings l)y $.30 per share.

On Sep’ceml)er 16, the Hudson Vaﬂey was sub-
jec’ced to the remnants of Hurricane F‘loyd. Weather
reports up to the day of the storm forecasted major
damage in the Northeast along the Atlantic Coast
and lesser damage inland. As it turned out, the ma-
jor clamage in New York occurred in the Mid-Hud-
son Vaﬂey. Within 72 hours, however, we had re-
stored service to over 90% of the 88,000 custom-
ers whose service was interrupted.

Importantly, the $9 million cost of restoration
was offset entirely Ly the combination of increased
summer revenues and lower—’chan-plannecl operat-
ing costs.

Throughout the year, Central Hudson Gas &
Electric, under the leaclersl'xip of Carl E. Meyer, fo-
cused on achieving hig]ner levels of customer service,
improvecl relial)ility and increased numbers of highly
satisfied customers. Improved productivity contin-
ues to offset increased costs, and for the last six years,
the level of non-fuel operation and maintenance ex-
penses has remained relatively flat.

It is a well accepted principle that competitive %



markets ul’cimately find a way to stabilize or reduce
prices. For this reason, we have worked hard to miti- ,
~ gate and minimize our stranded costs so as to as-
- sure their recovery over a brief period and to help us

maintain our price advantage a]ong with the confi- g ‘As is usual with all new thing’s, lack of infor-

" dence of our customers and regulators. We believe mation bred prcju(licc and it was not an casy
matter to convince in(l.ustry tllat tllc mysteri-

that our alaility to minimize stranded costs and main-

tain low prices reduces risk to our shareholders as ous fo in an clectric motor could be used
to supplcmcnt steam.”

customers pursue alternatives—includin economic . .
p g 1925 antral llLl([S()]l l)ul)]lcali()n

I)ypass, municipalization and regula’cory or legisla- .
tive interventions — to artificiaﬂy hlgh prices. It is rather ironic that from that modest be-
The economy of the Hudson Vaﬂey is growing,

and increased revenues will offset inflation minimiz- -

ginning, clcctricity has done more to improve
the quality of life in the Mid Hudson Va“cy
than perllaps any other pro(luct or scrvice.

me the need for price mcreases. In our llonws, it has provi(lcc[ lig‘llting' and

3 rcfrig’cration, and introduced us to the tele-
= Then & Now @ Vvision, air C()n(liti()ncr, and pcrsonal com-

puter. In ])}ISiHCSS, it established the region

We believe that we have the strategy and capa- =

Teps . 25 a nlanu{acturing' center and one of the
bilities to succeed as an 1nc1epen(1ent company. If -

world's most technologically sopllisticalul ad-
an opportunity arises to coml)ine our resources With ; (ll'cssc.s. At tllc (lawn of tl& 21st centu ry, we
another organization that will potentiaﬂy enhance welcome the next cl1aptcr in our evolution —
shareholder Value, we will carefuﬂy evaluate it. In and the added opportunitics of (lcrcg’u]ati()n
any such com})ination, we will seek to lower our cost for the family of companics now known as
structure, to expand our competitive marleeting op- CH Energy Group, Inc.
portunities, and to acquire critical skills — while
maintaining a strong balance sheet and a strong fi-
nancial position.

As we celebrate our 100th anniversary, we dedi-
cate this Annual Report to our employees and our
customers:

To our past and present generations of employ—

ees, for their dedicated service to our customers and
their innovation in continuously striving to meet the
expectations of our customers for relia]:)ility, supe-
rior service and low cost; and to our customers, we
express our appreciation for their confidence and
trust.

( Our anniversary inspires confidence and not
; complacency. As we enter a new era and a new cen-
tury, we constantly chaﬂenge the long stanc[ing prac-
tices, policies and processes that are barriers to ef-
. £ective1y competing in a changing marlee’cplace. We
* welcome the opportunities of today and tomorrow.

Paul J. Ganci
Chairman of the Board, President
& Chief Executive Officer



System Operations: 1938, 1999

T}lroug’l'lout t})e ZOth Century, we embraced
very opportunity to improve relia 11ity, ser-

vice, and procluctivity. As just one indica-

tion, at the time of Central Hudson's incor-
poration in 1927 a decade before this

photog 'apl1 of our orig’inal Syst

tions center was taken — 1,172 enlployees
served 48,532 customers with 178,520
megawatt hours of electricity. By 1999,
1,107 employees served 271,308 customers
with 4,554,392 megawatt hours of electric-

ity. That’s fewer elnployees serving nearly

|
2, ? remn i

L
i

- . - ol .
six times as many customers \Vlt]l 25 times
as much product — an(t the same unwaver-

ing commitment to customer service.



Residential Customers: 1949, 19¢

]’crllaps the lecy to our cn(luring‘ g’rowll has
been our al ilily to a(lapl and re p(m(l to the
cllang‘ing’ needs of our customers ]arg’c nd
small I)uring the fivst decades of the 20th
century, Central Hudson sponsor | c()()lzing’
programs for local homemalers to introduce
them to the benefits of clectric and gas ap-
plianccs. T()(lay, the utility condu Yower
qua]ity studies Lo ensure the relial lllly of
clectric service lor sensitive compuler aj li-
calions, such as those used ])y the region's

A VEER Y Srowing Lcl ommuter po )u]ati()n.
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Business Customers: 1940, 1999

Since our Company’s inception a century ago, we have 1'ecog'nize(l a responsil)ility to serve as a
partner to in(lustry. From powering the factories of the early industrial age to ')ring’ing' the
wonder of c]cctricity to remote (lairy farms, Central Hudson Gas & Electric Corporation has
|1c]pccl to slmpc the cconomy of a region. That partncrslﬁp continues toclay, with Energ’y

Solutions support pr()vi(lc(l to the valley’s state-of-the-art computer manufacturers and other

cmpl()ycrs. It is also rcprcscnted in new business partnersllips, such as those our sul)sicliary,

Central Hudson E nterprises Corp()ration, has formed to supply elcctricity to business custom-

ers tln'()ug’lu)ut New York and other states.




Transmission/Distribution System: 1921, 1999

Tcd]nol()g'y and innovation hav sinvented the way we coms-
p]c > our (1ay-t()—(lay work. As just one example, consider that
for (lcca(lcs, p()]c holes were (lug' ])y hand and as many as 10
men were rcquirctl to raise the p()lc into position. The maxi-
mum po] luig'hl using this method was 535 l‘(.cl, and in a”,
five man—(lays were requir d lor the p()]c’s crection. Now —
within just minu ah icopter can lerry p()l s and placc
tllcln with precise accuracy Lo ()l‘r—lllc-r()a(l, remote locations
where mules once transporte 1 ()riginal structures. Pole llcig'hl
using this method can be up to 115 l‘ccl, and use of k

ters also minimizes environmental impacts.




Flectric Generation: 1900,

Elect icity was introduced to the Mid-Hud-
son Valley in 1884 at the Montgomery Street
Gencerating Station, th eig‘lltll central gdener-
ating station to he constructed ])y Thomas
I-dison. The structure is still in use | y Cen-
tral TTudson Gas & Electric Corporation to-
(lay as a substation. Chang‘cs in the electric
in(lustry have roduced new opportunitics for
our su])sidiary, CII Resources, Inc., which op-
crates clectric generation plants such as this

d bed plant in Niagara Falls. The out-

ervices companics.
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Product Innovation 1925, 16

In the carlicst decades of our operation, Central Hudson sold
a wide variety of clectric and gas aj liances: lights, irons,
vacuums, washing machines, fans and other labor-saving de-
vices. The practice was not discontinued until the Great De-
pression, when we voluntarily chose to stop competing with
local stores in recognition of the difficult cconomy. T()(lay,

our subsidiarics promote pro(lucts which improve the quality

of life {or those we scrve, inclucling‘ uses of clcan, offici

’

natural gas — such as la])()r-saving natural gas { rey laces.
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Procluctivit/ Enhancements: 1950, 1999

Urowtll in Central Hu(lson’s 1'cg'ulatccl elcctri a.n(l natural

g

century. Between 1950 an(l 2000, tlle nulnl)er of customers

as business was sig’nificant in the second half of the 20th

triplcd, revenues grew tllirty times as great, and clectric sales
became seven times larger. Our number of employees, how-
cever, remained virtually the same, at approxinmtely 1,150.
Programs such as Central Hudson’s mobile, pen-based com-
puter system illustrate our continuing determination to
increase pr()(luctivity. While the system climinates papcrworlz
for Commercial Representatives in the field, it also reduces
the need for office support — elilninating‘ 28 hours of paper-
worlk completed by our Customer Service Representatives every
(lay. In addition, con1plcte(1 work is autmnatically poste(l on
our mainframe system—p '()viding’ better and more tinlely
information for customer inquiries. In short, spee(l., silnplic—
ity, and empowerment have enabled employees in every
business unit to reach llig'ller levels of quality and customer

service, provicl d at lower cost.




WNSTED, CT

Expanding’ Markets: 1905, 1999

The Clang‘ of the tr()llcy is long silent on Main Street in Calslei”,
vet Central ITudson Gas & Flectric Corporation remains the
community’s reliable local electric and gas company. And now,
thanks to (lcrcg‘ulati()n, our Cmnpan\"s horizon extends be-
y()n(l the IMudson \"allcy for the lirst time, as well. Our
SCASCO fuel oil sul)sidiary, based in \Vins[ctl, Conneccticut,
is alrcady (1clivcrillg gas to customers in that state and 1lCi$:ll-
l)()ring‘ Rhode Island. It offers customers a full p()rt['()li() of
cuergy options, which will soon include the al lity to pur-

chase clcctricity, too.




h__m:mm:m l-mployces: 1936, 1999

We are committed to T?;:m and promoting em _Cv‘ccyn who
tter rellect th L?c_.m:% ol the customers we serve. We

_vllAv _.CC:WJ... YA P—un\. truc power C— FTC P — ~|.:C_..m.x< h.- roup or-
. . . _. . — — o —
MQ:—NM-:V: comes from its pcoplic: our cmployceces. Since the

very _gcm.m: 1ing, we have shared a m_vnnw..__ bond of service. It

was evident in the spiril ol ¢y _C.E..c <C_:_;cc_.m who con-
structed Central Hudson's Training Center in 19306, and it
conlinues —:Lmv, in c.-_u_c.<c0m like those who A:.m.m:mxon— a
recent bike-a-thon to henefit local residents ::.CZWT United

Way support.




orporate ¢ é;‘coclz [nformation

Annual Meeting

The Annual Meeting of holders of Common
Stock will be held on Tuesclay, April 25, 2000, at
10:30 a.m. at the Corporation’s General Offices,
284 South Avenue in Poughkeepsie, New York. The
management welcomes the attendance of sharehold-
ers. A summary report of the meeting will be mailed
to all shareholders of record at a later date.

Financial & Statistical Report

A comprehensive, 10-year financial and statisti-
cal supplement to this Annual Report will be avail-
able to shareholders attending the Annual Meeting.
Copies may also be obtained Ly writing or caﬂing
Glaclys L. Cooper, Corporate Secretary and Assis-
tant Vice President of Governmental Aﬂairs, at 284
South Avenue, Poughlzeepsie, NY 12601; tele-
phone: (914) 486-5292.

Common Stock Purchase Plan

CH Energy Group Inc. offers a Stock Purchase
Plan under which all potential investors may conve-
niently purchase common stock and reinvest cash
dividends. All }Jroleerage and other fees to acquire
shares are paicl Ly the Corporation. To participate,
contact Paul J. G'aj&os, Director of Shareholder Re-
lations at (914) 486-5204 or First Chicago Trust
Company of New York at (800) 428-9578.

Multiple Copies of This Report

Shareholders who receive multiple copies of this
Annual Report may, if tl'ley choose, reduce the num-
ber mailed l)y contacting First Cl’licago Trust Com-
pany of New York at (800) 428-9578.

Contact Information:

Analysts & Institutional Investors:
Steven V. Lant, Chief Financial Officer
and Treasurer; telephone: (914) 486-5254.

Transfer Agent & Registrar:

First Chicago Trust Company of New York
P.O. Box 2500

Jersey City, N] 07303-2500;

telephone: (800) 428-9578

between 8:30 a.m. and 7 p.m. weekdays,
or www.fctc.com.

Internet:

This Annual Report, our SEC fﬂings and the Pro-
spectus for our Stock Purchase Plan, as well as other
information about our Company, is available by ac-

cessing our website at Www.chenergygroup.com.

Stock Exchange Listing:
Common: New York Stock Excl'lange
Symbol: CHG

General Counsel:

Gould & Wilkie LLP
One Chase Manhattan Plaza
New York, NY 10005

Inclependent Accountants:
Pricewaterhouse Coopers LLP
1177 Avenue of the Americas
New York, NY 10036

Common Stock Market Price & Dividends Paid Per Share, ‘90 vs.08

1999
High Low Dividend
1st Quarter 45 35 3/, .54
2nd Quarter 42, 3/s 35%%/16 54
3xd Quarter 42 3/, 38 Yg .54
40 Y, 31 s .54

‘ 4th Quarter

1998
High Low Dividend
$433%, $39% $ .535
46 37 s 535
47 Y16 40 g 54
45 s 39 s 54



UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D. C. 20549

FORM 10-K
ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended...................... December 31, 1999

Commission file number: 0-30512
CH ENERGY GROUP, INC.

(Exact name of registrant as specijfie(l in its charter)

NeW YOIIQ 1‘4"1804460
(State or other jurisdiction of incorporation or organization) (IL.R.S. Employer Identification No.}
284 South Avenue, Poug}llzeepsie, New York 12601-4879
(Address of principal executive oHices) (Zip Code)

Registrant’s telephone number, including area code (914) 452-2000
Securities regis’cered pursuant to Section 12(1)) of the Act:
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FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K for the fiscal
year ended December 31, 1999 (“Form 10-K Annual
Report”) and the documents incorporated i)y reference
may contain statements which, to the extent they are
not recitations of historical fact, constitute “forward-
iooizing statements” within the meaning of the
Securities Litigation Reform Act of 1995 (“Reform
Act”). These statements will contain words such as
“]oeiieves," “expects," “inten(is," "plan," and other
similar words. All such torward-looleing statements are
intended to be sul)ject to the safe harbor protection
provided i)y the Reform Act. A number of important
factors attecting the Corporation’s business and
financial results could cause actual results to differ
materialiy from those stated in the torwani—iooieing
statements. Those factors include weati'ier, energy
suppiy and demand, developments in the iegisiative,
reguiatory and competitive environment, electric and
gas intiustry restructuring and cost recovery, future
market prices for energdy, capacity and anciiiary services,
nuclear intiustry regulation, the outcome of pemiing
litigation, and certain environmental matters,
particuiariy ongoing cleveiopment of air quality
regulations and industrial waste remediation
requirements.

ITEM 1
BUSINESS

Hol(ling' Company

CH Energy Group, Inc. (“Corporation”) was
formed in Aprii 1998 as a Wl'ioiiy—ownecl suiasidiary of
Central Hudson Qas & Electric Corporation (“Central
Hudson”). On December 15, 1999, effective upon a
one-for-one common stock share exc}iange between the
Corporation and the shareholders of Central Hudson,
the Corporation became the holding company parent
corporation of Central Hudson and its existing
subsidiary companies (“Holding Company
Restructuring”). Central Hudson’s preterre(i stock and
debt were not exchanged and remain securities of
Central Hudson. As a result of the Corporation
t)ecoming the i'ioiciing company parent of Central
Hudson on December 15, 1999, the prior years’
Consolidated Financial Statements herein represent the
accounts of Central Hudson on a consolidated basis as
preclecessor of the Corporation. For further information
regarding the Hol(iing Company Restructuring and/or
the Amended and Restated Settlement Agreement, )

dated January 2, 1998, among Central Hudson, the
Staff of the Public Service Commission of the State of
New York (“PSC”) and certain others {(“Agreement”)
entered into in the PSC’s Competitive Opportunities
Proceecting, which Agreement permitte(i the Hoiciing
Company Restructuring and which Agreement may affect
future operations of the Corporation, see Item 7 hereof,
under the caption “Competition/ Deregulation" and the
caption “Competitive Opportunities Proceecling Settlement
Agreement” in Note 2, - “Regulatory Matters” of the
Notes to the Financial Statements referred to in Item 8
of this Form 10-K Annual Report (eacti such Note Leing
hereinafter called the “Note”).

Because of its ownersiiip of Central Hudson, the
Corporation is a “pui)iic utiiity holding company’ under
the Public Utiiity Hoiding Company Act of 1935
(“PUHCA”). However, the Corporation is exempt from
the provisions of PUHCA under the intrastate
exemption provisions of 83(a)(1) of PUHCA, except
ttiat, under §9(a)(2) of such Act, the approval of the
Securities and Exchange Commission (“SEC”) is
requireci for a direct or indirect acquisition by a pui)iic
utility holding company of five percent (5%) or more of
the voting securities of any electric or gas utility

company subject to PUHCA.

The Corporation is not an operating company, but
merely holds stock in its affiliates.

On November 3, 1999, Central Hudson Energy
Services, Inc. (“Services”) was formed as a wiioily-
owned subsidiary of the Corporation for the purpose of
i)ecoming, upon the effective date of the Holding
Company Restructuring, the sui)—hoiding company
parent corporation for each of the Corporation’s
competitive business affiliates. Effective as of the
Holding Company Restructuring date, the Corporation
acquireri each of Central Hudson’s then existing wiioiiy—
owned sui)sidiary companies (witi'i the exception of
Phoenix Deveiopment Company, Inc. which remains a
sui)sidiary of Central Hu(ison). Also upon the Holding
Company Restructuring, Services became the parent
corporation of each of the Corporation’s ciirectiy and
inclirectly owned subsidiaries: nameiy, Central Hudson
Enterprises Corporation, SCASCOQO, Inc., Prime
Industrial Energy Services, Inc., CH Resources, Inc.,
CH Syracuse Properties, Inc., CH Niagara Properties,
Inc. and Greene Point Deveiopment Corporation,
(“competitive business affiliates”). For further information
regarding affiliates of the Corporation, see Part 1, Item 1
of this Form 10-K Annual Report under the captions
“Central Hudson” and “Other Affiliates of the

.o
Corporation.



Central Hudson

Generally: Central Hudson is the principai affiliate
of the Corporation. Central Hudson is a New York gas
and electric corporation formed on December 31,

1926, as a consolidation of several operating utilities
which had been accumulated under one management
(iuring the previous 26 years. Central Hudson
generates, purci'iases, sells at wholesale and distributes
electricity, and purciiases and distributes gas in New

York State.

Central Hudson, in the opinion of its generai
counsei, ilas, with minor exceptions, valid tranciiises,
unlimited in duration, to serve a territory exten(iing
about 85 miles aiong the Hudson River and about 25 to
40 miles east and west from such River. The southern
end of the territory is about 25 miles north of New
York City, and the northern end is about 10 miles
south of the City of A_ii)any. The territory, comprising
approximately 2,600 square miles, has a population
estimated at 623,500. Electric service is available
througilout the territory, and natural gas service is
provicleti in and about the cities of Pougiiizeepsie,
Beacon, N ewiaurgi'i and Kingston and in certain outiying
and intervening territories. The number of Central

Hudson empioyees, at December 31, 1999, was 1,107.

Central Hudson's territory reflects a diversified
economy, inciuding manutacturing inciustries, research
tirms, tarms, governmentai agencies, pu]aiic and private
institutions, resorts and wholesale and retail trade
operations. For information concerning revenues,
certain expenses, earnings per share and information
regarding assets for the Central Hudson Electric, Gas,
and Other segments, which are currentiy the most
signiticant inciustry segments of the Corporation, see
Note 10 - “Segments and Related Information.”

In 1999, the competitive marieetpiace continued to
cieveiop for electric utilities and certain Central Hudson
electric customers were given the opportunity to
purciiase energy and related services from sources other
than their local utiiity. These opportunities also exist for
Central Hudson natural gas customers.

Rates - Central Hudson

Generally: The electric and gas rates of Central
Hudson appiica]aie to service suppiie(i to retail customers
within the State of New York are reguiateci i)y the PSC.
Transmission rates and rates for electricity sold for
resale in interstate commerce i)y Central Hudson are
regulated ]:Jy the Federal Energy Regulatory
Commission (“FERC").

Central Hudson's present full-service retail rate
structure consists of various service classifications covering
residential, commercial and industrial customers. During
1999, the average price of electricity to such customers
was 8.51 cents per kilowatthour (“kWh”), representing a
0.7% increase from the 1998 average price.

Rate Procee(iing's - Electric and Gas: For
information regar(iing Central Hudson’s most recent
electric and gas cases filed with the PSC, see ltem 7

hereof under the caption “Rate Procee(iings - Central
Hudson.”

Cost A(ijustment Clauses: For information with
respect to Central Hudson's electric and gas cost
acljustment ciauses, see Note 1 - “Summary of
Signiticant Accounting Policies” hereof under the

caption “Rates, Revenues and Cost A(ijustment
Clauses.”

Reg’ulation

Generaﬂy: Central Hudson is sui)ject to regulation
i)y the PSC with respect to, among other things, service
rendered (including the rates ciiargeci) , major
transmission facility siting, accounting procedures and
issuance of securities. For certain restrictions on
Central Hudson’s activities imposeci i)y the Agreement,
see Note 2 hereof under the caption “Competitive
Opportunities Proceeciing Settlement Agreement.”

Certain of the Central Hudson and affiliate
activities, inciu(iing accounting and the acquisition and
disposition of certain property, are sui)ject to reguiation
i)y the FERC, under the Federal Power Act, ]:)y reason
of Central Hudson’s transmission facilities and Central
Hudson’s and certain affiliates’ sales for resale of
electric energy in interstate commerce.

Central Hudson is not sui)ject to the provisions of

the Natural Gas Act.

In the opinion of general counsel for Central
Hu(ison, Central Hudson’s major iiy(iroeiectric facilities
are not requirecl to be licensed under the Federal Power

Act.

Construction Program and Financing -

Centrai Hu(].son

For estimates of construction expen(iitures, internal
funds avaiiaiile, mandatory and optionai re(iemption of
iong—term securities, and worleing capital requirements
of Central Hudson for the year 2000, see the
sui')caption “Central Hudson Construction Program” in
Ttem 7 hereof under the caption “Capitai Resources and
Liquidity.”



For a discussion of Central Hu&sonjs capital
structure, {:inancing program and short-term ]oorrowing
arrangements, see Notes 5, 6 and 7 “Short-Term
Borrowing Arrangements,” “Capitalization - Capital
Stock” and “Capitalization - Long-Term Debt,”
respectively, and Item 7 hereof under the sul)captions
“Capital Structure,” “Financing Program of the
Corporation and Central Hudson” and “Short-Term

Debt” of the caption “Capital Resources and Liqui&ity.”

Central Hudson’s Certificate of Incorporation and
its various debt instruments do not contain any
limitations upon the issuance of authorized, but
unissued, preferred stock or of unsecured short-term

debt.

Central Hudson's various clebt instruments include
limitations as to the amount of additional funded
indebtedness which Central Hudson can issue. The
Corporation believes such limitations will not impair
Central Hudson's al)ility to issue any or all of the debt
described under the above-referenced su]ocaption
“Financing Program of the Corporation and Central
Hudson.”

Fuel Supply and Cost - Central Hudson

Central Hudson’s two primary fossil fuel-fired
electric generating stations are the Roseton Steam
Electric Generating Plant (“Roseton Plant”) (described
in Item 2 hereof under the subcaptions “Central
Hudson - Electric” and “Central Hudson - Roseton
Plant") and the Danskammer Point Steam Electric
Generating Station (“Dansleammer Plant") (referrecl to
in Item 2 hereof under the subcaption “Central Hudson
- Electric”). Units 1 and 2 of the Roseton Plant are
fuﬂy equippe& to burn both residual oil and natural gas.
Units 1 and 2 of the Danskammer Plant, which are
equippecl to burn residual oil or natural gas, are
operate& when economical. Units 3 and 4 of the
Danskammer Plant, which are operated predominantly,
are capal)le of })urning coal, natural gas, or residual oil.
For a discussion of Central Hudson’s plan under the
Agreement to sell, l)y auction, its interests in the Roseton
and Danskammer Plan’cs, see Note 2 hereof under the
caption “Competitive Opportunities Proceecling
Settlement Agreement.”

For the 12 months ended December 31, 1999, the
sources and related costs of electric generation for
Central Hudson were as follows:

Sources of AggregatePercentage of  Costs in 1999
Generation Energy Generated ($000)
Purchased Power 25.7% $ 48,051
Coal 333 34,747
Gas 7.9 13,978
Nuclear 12.5 3,760
Qi 18.9 31,322
Hydroelectric 1.7 200
Nitrogen Oxide (“NOx”) Allowances 645
Fuel Handling Costs 1,438
Deferred Fuel Cost (2,562)
$131,579

Residual Oil: At December 31, 1999, there were
1,038,775 barrels of fuel oil in inventory in Central
Hudson-owned tanks for use in the Danskammer and
Roseton Plants, which aggregate amount represents an
average daily supply for 42 days at an average of 25,000
barrels per day. The total oil storage capacity as of
December 31, 1999, for these Plants was 16,251 and
1,079,000 barrels, respectively. Central Hudson’s share
of the Roseton Plant’s oil storage capacity is 377,650
barrels.

During 1999, Central Hudson purchasecl 6,185
barrels of fuel oil for the Danskammer Plant.

During 1999, the Roseton Plant’s fuel oil
requirements were suppliecl Ly spot market purchases.
The prices under these spot contracts were determined
on the basis of published market indices in effect at the
time of delivery. During 1999, Central Hudson
purchasecl just over six million barrels of fuel oil for the
Roseton Plant.

Coal: In order to provicle for its future
requirements for coal to be burned in Units 3 and 4 at
the Danskammer Plant, Central Hudson entered into
three supply contracts for the purchase of an aggregate
of 720,000 tons per year of low-sulfur (0.7%

maximum) coal.

Two contracts provide for the delivery of coal Ly
water from sources in Venezuela and Colombia, South
America. The third contract provicles for the delivery of
domestic coal Ly water. The base price of purchases
under all three contracts is renegotiatecl ]ay the parties
on an annual basis. The contracts, as last renegotiated, cover



the term through December 31, 2001. All three
contracts can be terminateci, effective December 31,
2000, with six- months written notice to the suppiier.

In 1999, Central Hudson purci'iase(i 856,000 tons
of coal which arrived ]:)y water. Central Hudson
purchasecl 36,000 tons of this coal on the spot rnarlzet,
with the remainder i)eing provinieci under its three suppiy
contracts.

Nuclear: For information regarding fuel reioading
at Unit No. 2 of the Nine Mile Point Nuclear Station
(“Nine Mile 2 Piant"), of which Central Hudson owns a
9% interest, see Ttem 7 hereof under the sui)caption
“Nuclear Operations” of the caption “Results of
Operations.”

Environmental Quality Regulation -
Central Hudson

Central Hudson is sui)ject to reguiation i)y federal,
state an(i, to some extent, local authorities with respect
to the environmental effects of its operations, inciuding
regulations relating to air and water quaiity, aesthetics,
levels of noise, hazardous wastes, toxic sui)stances,
protection of vegetation and wildlife and limitations on
land use. In connection with such regulation, certain
permits are required with respect to Central Hudson’s
faciiities, which permits have been obtained and/or are
in the renewal process. Generally, the principai
environmental areas and requirements to which Central
Hudson is sui)ject are as follows:

Air: State regulations aHecting Central Hudson’s
existing electric generating piants govern the sulfur
content of fuel used tilerein, the emission of particulate
matter and certain other poiiutants therefrom and the
visii)iiity of such emissions. In addition, federal and
state ambient air quaiity standards for sulfur dioxide
(“SO2"), NOx and suspen«ie(i particuiates must be
compiie(i with in the area surrounding Central Hudson’s
generating piants. Based on the operation of continuous
emission stack monitoring systems, the Corporation
believes that present air quaiity standards for NOx, SO,
and parl:icuiates are satisfied in those areas.

Beginning in 1997, the New York State Department
of Environmental Conservation (“NYSDEC") i)egan an
initiative seelazing penai’cies from all New York electric
utilities for past opacity variances and requiring various
opacity reduction measures and stipulateti penaities for
future excursions after execution of a consent order. Each
New York State electric utiiity, inciu(iing Central Hucison,
is in the process of negotiating, or has negotiatecl, the
various terms and conditions of a draft consent order with
the NYSDEC. Central Hudson and the NYSDEC
entered into an Order on Consent, effective Aprii 26,

1999, pursuant to which Central Hucison, in settlement
of a claim i)y the NYSDEC that emissions from the
Roseton and Danskammer Plants exceeded appiicai)ie
opacity emissions standards, agree(i to a civil penalty of

$1.5 million for both Plants, of which $500,000 was
paid to the NYSDEC, and the remaining $1.0 million
of such penalty was suspen(ie(i upon Central Hudson
causing certain environmentaily beneficial projects in
Dutchess and Orange Counties, New Yotk to be
impiemented as set forth in said Order. Said Order also
provicies for (i) a new level of stipuiated penaity provisions
for future opacity exceedences and (ii) an Opacity
Reduction Program, all with respect to said Plants.

The Danskammer Plant burns coal having a
maximum sulfur content of 0.7%, fuel oil iiaving a
maximum sulfur content of 1% and natural gas. The
sulfur content of the oil burned at the Roseton Plant is
limited Ly stipuiation witii, among others, the
NYSDEC, to an amount not exceeding 1.5%
maximum and 1.3% weighted annual average. Such
sulfur content limitation at the Roseton Plant can be
modified ]:)y the NYSDEC in the event of ’ceci-inoiogicai
changes at such Piant, provicled that the SO, and NOx
emissions are limited to that which would have been
generateci i)y the use of oil with a sulfur content of
1.3% ona Weigilted annual average. Natural gas is also
burned at the Roseton Plant.

For information on the impact of the (i) Clean Air
Act Amendments of 1990 (“CAA Amenclments") on
Central Hudson’s efforts to attain and maintain
national ambient air quaiity standards for emissions
from its fossil-fueled electric power pian’cs, (ii) the
proposai of the federal Environmental Protection
Agency (“EPA”) to modii:y emission standards for NOx
and suspentieci particuia’ces, (iii) the proposai of the
NYSDEC to mociify NOx standards for generating
facilities operating in New York State, (iv) settlements
with the NYSDEC i)y Central Hudson of alieged
opacity violations, (v) the New York State Governor’s
initiatives reiating to air quaiity standards and (vi) an
investigation started i)y the New York State Attorney
General regarcling air emissions from coal-fired
generating piants, see Note 9 - “Commitments and
Contingencies," hereof under the caption,
“Environmental Matters - Air.”

Water: Central Hudson is required to comply with
appiicaiaie state and federal laws and reguiations governing
the discilarge of poiiutants into receiving waters.

The discharge of any poiiution into navigai)le
waterways is Pl‘Ol’lil)iteCl except in compiiance with a
permit issued i)y the EPA under the National Pollutant
Discharge Elimination System (“NPDES”) established
under the Clean Water Act. Lilzewise, under the New

York Environmental Conservation Law, poilutants cannot



be discharged into state waters without a State Pollutant
Discharge Elimination System (“SPDES”) permit issued
by the NYSDEC. Issuance of a SPDES permit satisfies
the NPDES permit requirement.

Central Hudson has received SPDES permits for
both the Roseton Plant and the Danskammer Plant, its
Eltings Corners maintenance and warehouse Jr.acility,
and its Rifton Recreation and Training Center. The
SPDES permits for the Roseton and Danskammer
Plants expirecl on QOctober 1 and November 1, 1992,
respectively, and such permit renewal applications for
such permits are pending before the NYSDEC. It is the
Corporation’s belief that the expirecl SPDES permits
continue in full force and effect pending issuance of the
new SPDES permits. Restriction on use of water for
cooling purposes at the Roseton Plant is Leing considered
as part of the Roseton Plant applica’cion (as referred to in
[tem 3 hereof under the caption “Environmental
Litigation”).

For further discussion of Central Hudson's
compliance with the Clean Water Act and Central
Hudson’s SPDES permit renewal proceeding, see
Note 9 - “Commitments and Contingencies,” hereof under
the caption “Environmental Matters - Water.”

For a clescription of litigation commenced against
Central Hudson for alleged violation of the En&angerecl
Species Act with respect to the Roseton and
Danskammer Plants, see Item 3 hereof.

Toxic Substances and Hazardous Wastes:
Central Hudson is subject to state and federal laws and
regulations relating to the use, hanclling, storage,
treatment, transportation and clisposal of industrial,
hazardous and toxic wastes.

The NYSDEC, in 1986, added to the New York
State Registry of Inactive Hazardous Waste Disposal
Sites (“Registry”) six locations at which gas
manufacturing plants owned or operated by Central
Hudson or by predecessors to Central Hudson were
once located. Two other sites, which formerly contained
gas manufacturing plants, were identified ]Jy Central
Huclson, but not placed on the Registry. Central Hudson
studied these eight sites to determine whether they contain
any hazardous wastes which could pose a threat to the
environment or public health ancl, if such wastes were
located at such sites, to determine the remedial actiorls
which may be appropriate.

All of these eight sites were studied l)y Central
Hudson using the Phase I guidelines of the NYSDEC
and five such sites were studied using the more extensive
Phase 11 guidelines of the NYSDEC. As a result of these
stuclies, Central Hudson concluded that no remedial

actions were required at any of these sites. In 1991, the
NYSDEC advised Central Hudson that four of the six

sites which had been originaﬂy placed on the Registry had
been deleted from such Registry. In 1992, the NYSDEC
advised Central Hudson that the two remaining sites
listed on the Registry had been deleted from the Registry.
The NYSDEC also indicated that such deletions of the
sites were su]aject to reconsideration in the future, at
which time new analytical tests could be required to
determine whether or not wastes on site are hazardous. In
February 1999, Central Hudson was notified by the
NYSDEC that it suspectecl that hazardous waste has
been clisposed at three of the previously identified sites,
one located in Beacon, New York and two located in
Poughl:zeepsie, New York. The Corporation expects
Central Hudson will perform preliminary site assessments -
itself under consent orders reached with the NYSDEC. If
the NYSDEC determines that significant quantities of
residues are not present or that the residues pose no threat
to pul)lic health or the environment given the current uses
of these three sites, NYSDEC will not require additional
investigations and/or remediation at such sites. If, after its
review of each such site assessment, NYSDEC determines
that significan’c residues are present, or the residues pose a
threat to pul)lic health or the environment at a site,
Central Hudson will lilzely be responsil)le for any required
remediation. The Corporation can make no pre&iction as
to the outcome of this matter.

H:, as a result of such potential new analytical tests,
or otherwise, remedial actions are ultimately required at
any of these eigh’c sites l)y the NYSDEC, the cost
thereof could have a material adverse effect (’che extent
of which cannot be reasonably estima’ced) on the
financial condition of the COrporation if Central
Hudson could not recover aH, or a substantial portion
’c}lereof, through insurance and rates. Central Hudson
has put its insurers on notice as to this matter and it
intends to seek reimbursement from such carriers for
amounts for which it may become liable.

For a discussion of litigation filed l)y the City of
New]:)urg}r, New York against Central Hudson involving
one of Central Hudson’s eight former manufactured gas
sites and a court ruling related there’co, see Note 9 -
“Commitments and Contingencies,” hereof under the
su]ocap’cion “Environmental Matters - Former
Manufactured Gas Plant Facilities.”

In August 1992, the NYSDEC notified Central
Hudson that the NYSDEC suspectecl that Central
Hudson’s offices at Little Britain Road in New
Windsor, New Yorlz, may constitute an inactive
hazardous waste clisposal site. As a result of the
NYSDEC’s review of a site assessment report prepared
Ly Central Hudson’s consultant and submitted to the
NYSDEC in 1996, Central Hudson agreed to perform
additional testing, which testing detected a limited amount
of subsurface soil contamination near one corner of the
site and contaminants in the groundwater beneath the
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site. Operations conducted on the site lJy Central
Hudson since it purchased the property in 1978 are not
believed to have contributed to either the soil or the
groundwater contamination. Central Hudson and the
NYSDEC have reached an agreement in principle that
Central Hudson will conduct a voiuntary clean—up o

the site on terms to be further negotiate(i between the
parties. The Corporation believes that the cost of such
site assessment and remediation will not be material.

Other: Central Hudson expen(iitures attrit)utat)le,
in whole or in substantial part, to environmental
considerations totaled $10.2 million in 1699, of which
approximately $1.5 million related to capital projects and
$8.7 million were charged to expense. [t is estimated that
in 2000 the total of such expenditures will be
approximateiy $10.6 million. Neither the Corporation nor
Central Hudson is involved as a defendant in any court
litigation with respect to environmental matters anci, to
the best of its lenowietige, no litigation against it is
threatened with respect ttiereto, except with respect to the
litigation described in Item 3 “Legal Proceedings” hereof
under the subcaption “Environmental Litigation - Roseton
and Danskammer Plants," and as described in Note 9-
“Commitments and Contingencies,” hereof under the
suthaption “Environmental Matters - Former
Manufactured Gas Plant Facilities.”

Other Central Hudson Matters

Labor Relations: Central Hudson has agreements
with the International Brotherhood of Electrical
Workers (“IBEW”) for its 779 unionized employees,
representing production and maintenance employees,
customer representatives, service workers and clerical
employees (exciu(iing persons in managerial, protessionai
or supervisory positions), which agreements were
renegotiated effective July 1, 1998. An agreement with
each of Locals 2218 and 320 of the IBEW Non-
Production Plant Workers continues ttirougli Aprii 30,
2003, and an agreement with IBEW Local 320
Production Plant Workers expires on August 31,
2003. The agreements provide for an average annual
general wage increase of 3.0% and certain additional
tringe i)enetits. Ettective August 1, 1999, Locai 2218
merged with Local 320 and Local 320 assumed the
agreement between Central Hudson and Local 2218.

Phoenix Development Company, Inc.: Phoenix
Development Company, Inc. (“Phoenix”), a New York
corporation, is a Wtiouy—owneti sut)siciiary of Central
Hudson. Phoenix was established to hold or lease real
property for the future use of Central Huclson, or to
participate in energy-relateri ventures. Currentiy, the assets
held t)y Phoenix are not material.

Other Affiliates of the Corporation

Central Hudson Energdy Services, Inc.: As set
forth above under the caption “Holding Company
Restructuring,” Services was established on
November 3, 1999 as a New York corporation and
became a wtiouy-owneci sut)si(iiary of the Corporation on
November 19, 1999. Services was formed for the
purpose of Lecoming, effective upon the Holding
Company Restructuring, the tioi(iing company parent
for each of the Corporation’s competitive business
atiiliates, other than Phoenix Development
Corporation. Services is not an operating company.

Central Hudson Enterprises Corporation:
Central Hudson Enterprises Corporation (“CHEC"), a
New York corporation, is a wholly-owned sui)sicliary of
Services, and is engagect in the business of marizeting
electricity, gas and oil and related services to retail and
wholesale customers; con(iucting energy autiits;
proviciing services inciu«iing, but not limited to, the
clesign, tinancing, installation and maintenance of
energy conservation measures and generation systems
for private businesses, institutional organizations and
governmental entities; and participating in
cogeneration, small ]ayciro, alternate fuel and energy
production projects and services.

Prime Industrial Energy Services, Inc.: In June
1999, CHEC formed Prime Industrial Energy Services,
Inc. (“Prime”), a New York corporation, as a wtiouy-
owned sui)sidiary, to acquire the assets of an ongoing
business engageci in project construction and proviciing
services with respect to electric generators installed on
customers’ property, tieating, ventilation and air
conciitioning.

SCASCO, Inc.: SCASCO, Inc. (“SCASCQO"), a

Connecticut corporation, is a wholly-owned sul)si(iiary of

CHEC. SCASCO conducts a fuel oil distribution
business in Connecticut. In February 1999, SCASCO
purctiasecl Island Sound Commercial Energy Sales, Inc.
(“Island Sound”), a Delaware corporation which held
contracts to sell natural gas to customers in
Connecticut and Rhode Jsland. In December 1999,
Island Sound merged into SCASCQO. In December
1999, SCASCO acquireti the assets of Lindstedt Qil
Company, an oil distribution company, to expan(i its
fuel ol sales in Connecticut. SCASCO operates
Lindstedt Qil Company as a division.



CH Resources, Inc.: CH Resources, Inc.
(“Resources”), a New York corporation, is a wtioﬂy-owne(i
sutjsiciiary of Services established for the purpose of
acquiring, cieveioping and operating electric generation
tacilities, the output of which is sold at the wholesale level
to CHEC and other energy services companies, as well as
ttlrougtl the New York State In_(iepen(ient System
Operator described in the caption “New York Power Pool/
Indepen(ient System Operator” of Ttem 2 herein. For a
description of the electric generating assets operatect by
Resources, see Item 2 under the caption “Resources.”

CH Syracuse Properties, Inc. and CH Niagara
Properties, Inc.: CH Syracuse Properties, Inc. (“CH
Syracuse”) and CH Niagara Properties, Inc. (“CH
Niagara”), are New York corporations and wtioﬂy-owned
subsidiaries of Resources used to lease real property for the
Niagara Falls and Syracuse (Solvay, New Yorle) electric

generating facilities owned and operateri ]3y Resources.

Greene Point Development Corporation:
Greene Point Development Corporation (“Greene
Point”), a New York corporation, is a wtloﬂy-owne(i

subsidiary of Services, which cieveiops and evaluates
business opportunities for the affiliate companies of
Services. The current assets held ]ay this sut)si(iiary are

not material.

Executive Officers of the Corporation

The names of the current officers of the Board of Directors and the executive officers of the Corporation, their

positions held and business experience during the past five (5) years and ages (at December 31, 1999) are as follows:

Officers of the Board

Name of Officer, Age
and Position Held

Principal Occupation or Employment and Positions and Offices ciuring the
past five (5) years

Paul J. Ganci, 61,
Chairman of the Boar(i,
President and Chief
Executive Officer

John E. Mack I1I, 65,
Chairman of the

Committee on Finance

]actz Ettron, 60,
Chairman of Committee
on Compensation and
Succession/Retirement

Heinz K. F‘riclrich, 66,
Chairman of the
Committee on Audit

Present position since November 2, 1999; a director of Central Hudson since
1904; Chairman of the Board and Chief Executive Officer of Central
Hudson, April 1999 to present; President and Chief Executive Officer of
Central Huclson, August 1998 - April 1999; President and Chief Operating
Officer of Central Hudson, December 1994 - August 1998; a director of
Services since November 1999; Chairman of the Board and Chief Executive
Officer of Services since November 1999.

Present position since November 19, 1999; Chairman of the Board and Chief
Executive Officer of ttie Corporation, April 1908 - November 2, 1999; a
director of Central Hudson from December 1994 - December 15, 1999;
Chairman of the Board of Central Hudson, August 1998 - April 1999.
Chairman of the Board and Chief Executive Officer of Central Huclson,
December 1994 - August 1998.

Present position since N ovember 19, 1999; a director of Central Hudson from
December 1994 - December 15, 1999; Chairman of the Board of EECO
Products, a t)aizery ingredients corporation; member of the St. Francis Health
Care Foundation.

Present position since November 19, 1999; Courtesy Protessor, University
of Florida at Gainesville since 1994




Executive Officers of the Corporation

Name of Officer, Age
and Position Held

Principal Occupation or Employment and Positions and Offices during the
past five (5) years

Carl E. Meyer, 52,
Executive Vice
President

Allan R. Page, 52,
Executive Vice
President

Arthur R. Upright, 56

Senior Vice President

Steven V. Lant, 42,
Chief Financial
Officer and Treasurer

Donna S. Doyle, 51,
Vice President -
Accounting and
Controller

Gladys L. Cooper, 48,
Corporate Secretary
and Assistant Vice

Relations

President-Covernmental

Denise D. VanBuren, 38,
Assistant Vice President -
Corporate Communications

Present position since November 19, 1999. For Central Hudson - a
director since December 15, 1999; President and Chief Operating Officer,
April 1999 to present; Executive Vice Presi&ent, April 1998 - April 1999;
Senior Vice President - Customer Services, April 1996 - April 1998; Vice
President - Customer Services, December 1994, - April 1996

Present position since November 19, 1999. For Central Hudson - Vice
President, November 1999 to present; Executive Vice President, April
1998 - November 1999; Senior Vice President - Corporate Services, April
1996 - April 1998; Vice President - Corporate Services, December 1994 -
April 1996; For Services - a director since November 1999; President and
Chief Operating Oﬁicer since December 3, 1999,

Present position since November 19, 1999. For Central Hudson - a
director since December 15, 1999; Senior Vice President - November
1998 to present; Assistant Vice President - Cost & Rate and Financial
Planning, December 1994 - November 1998; a director of Services since
November 1999.

Present position since November 19, 1999; except Chief Financial Officer,
Treasurer and Secretary, November 2, 1999 - November 19, 1999. For
Central Hudson - a director since December 15, 1999; Chief Financial
Officer and Treasurer, November 1999 to present; Chief Financial Officer,
Treasurer and Corporate Secretary, November 1998 - November 1999;

Treasurer and Assistant Corporate Secretary, December 1994 - November
1998; a director of Services since November 1999.

Present position since November 19, 1999; except Controller,
November 2, 1999 - November 19, 1999. For Central Hudson - Vice
President - Accounting and Controller, November 1999 to present;
Controﬂer, April 1995 - November 1999; Assistant Controller and
Manager of Taxes, Budgets & Customer Accounting, December 1994 -
April 1995.

Present position since November 19, 1999; except Assistant Secretary,
November 2, 1999 - November 19, 1999. For Central Hudson - Corporate
Secretary and Assistant Vice President - Governmental Relations,
November 1999 to present; Assistant Vice President - Governmental
Relations, September 1995 - November 1999; leave of absence for
educational purposes, December 1994 - September 1995.

Present position since November 19, 1999; Manager - Corporate
Communications, October 1998 - November 19, 1999; Media Relations
Director, December 1994 - QOctober 1998,

There are no fami/y re/ationslzips existing among any of the executive off;'cers 0][ the Corporation. Fach o][ the above

executive oﬁ[icers is elected or appointea] annua/]y Z)y the Board of Directors.




ITEM 2
PROPERTIES

Central Hudson

Electric: The net capability of Central Hudson’s electric generating plants as of December 31, 1999, the net
output of each plant for the year ended December 31, 1999, and the year each plant was placed in service or
rehabilitated are as set forth below:

Electric Generating Megawatt (“MW”)" Net Capability 1999 Unit
Plant Type of Fuel Year Placed In Service ~ Summer (99) Winter (98-99) Net Output (MWI’l)

Danskammer Residual Oil, 1951-1967 500 501 2,393,799
Plant ** Natural Gas and Coal
Roseton Plant Residual Oil 1974 425 413 1,367,433
(35% share)* and Natural Gas
Neversink Water 1953 23 22 45,170
Hydro Station
Dashville Water 1920 5 5 10,527
Hyclro Station
Sturgeon Pool Water 1924 16 16 46,916
Hyclro Station
High Falls Water 1986 3 3 5,343
Hydro Station
Coxsackie Gas Kerosene or 1969 19 24 4,161
Turbine (“GT”) Natural Gas
So. Cairo GT Kerosene 1970 . 18 22 2,856
Nine Mile 2 Nuclear 1988 103 105 786,507

Plant (9% share)
Total 1,112 1,111 4,662,712,

* Reﬂects maximum one-hour net capabi]ity of Central Hudson's ownerslzip ofgeneration resources ana’, t;terefore, does not
include ﬁ’rm purchases or sales.

** Plants sul)ject to auction based on the Agreement as described in Item 7 ]zereo]’ under the caption "Campetition/Deregulation -
Competitive Opportunities Proceea’ing Settlement Agreement” and in Note 2 - "Regu/atory Matters” }zereaf under the caption
“Competitive Opportunities Proceea’ing Settlement Agreement.”




Central Hudson has a contract with the Power
Authority of the State of New York (“PASNY") which
entitles Central Huclson to 49 MW net capal)ility from
the Blenheim-Gilboa Pumped Storage Hydroelectric
Plant through 2002.

Central Hudson owns 83 substations having an
aggregate transformer capacity of 4.9 million kVa. The
transmission system consists of 588 pole miles of line
and the distribution system of 7,333 pole miles of
overhead lines and 881 trench miles of underground

lines.

Load and Capacity: Central Hudson’s maximum
one-hour demand within its own territory, for the year
ended December 31, 1999, occurred on ]uly 6, 1999, and
amounted to 1,015 MW. Central Hudson’s maximum
one-hour demand within its own territory, for that part of
the 1999-2000 winter capal)ili’cy period, ’through
Fel)ruary 18, 2000, occurred on January 17, 2000 and
amounted to 860 MW.

Based on current projections of pealz one-hour
demands for the 2000 summer capability period, it is
estimated that Central Hudson will have capacity available
to sa’cis{:y its projectecl peak demands plus the estimated

installed reserve generating capacity requirements
Central Hudson is required to maintain as a member of
the New York State Independent System Operator
(“1s07).

See Note 2 under the caption “Inclependent System
Operator” for information regarding the termination of
the New York Power Pool (“NYPP") and the formation of
the ISO and the New York State Relial)ility Council
(“Relial)ility Council") to coordinate reliabili’ty and
operation of New York State’s bulk power transmission
systems.

Central Hudson plans to sell by auction its interests
in the Roseton and Danskammer Plants under the terms
of the Agreement. This sale is expecte& to occur Ly early
2001. For further information regarding the Agreement
and such auction and sale, see Note 2 - “Regulatory
Matters” and the caption, thereunder of “Competitive
Opportunities Proceeding Settlement Agreement.”
Following such sale, Central Hudson will no longer own
sufficient capacity to serve the peale demands of its
transmission and distribution customers and will need to
rely on purchased capacity from third party proviclers to
meet such demands.

The £ollowing table sets forth the amounts of any excess capacity of Central Hudson lay summer and winter

capability periods for 2000 and 2001:

*

(delivery only) customers
(2)  Excludes retail access customer requirements
(3) Based on full service requirements

Forecasted Peak - Forecasted Peak - Excess of Capacity over Peak
Total Full Peak Plus Installed Available Plus NYSISO Installed
Capability Delivery Rqts. Service Rqts. Reserve of 18%  Capacity Reserve Requirements
Period (MW) (1) Only (2) (MW) (3) (MW)  (MW) (3) Percent (3)
2000 Summer 985 935 1,103 1,178 75 6.2
2000-2001 Winter 840 800 1,103* 1,177 74 6.7

Summer perioa’ peak p/us reserve requirements carry over to the ][o//owing winter perioa].

(1) Total de’ivery requirements inchude requirements for both fu” service (aIe’ivery and energy) and retail access

Roseton Plant: The Roseton Plant is located in
Central Hudson’s franchise area at Roseton, New YorLz,
and is owned by Central Hudson, Consolidated Edison
Company of New York, Inc. (“Con Edison") and Niagara
Mohawk Power Corporation (“Niagara Mohawlz") as
tenants-in-common. The Roseton Plant, placed in
commercial operation in 1974, has a generating capacity
of 1,200 MW consisting of two 600 MW generating
units, both of which are capable of Leing fired either I)y
residual oil or natural gas (see subcaption below entitled
“Gas - Sufficiency of Supply and Future Gas Supply").
Central Hudson is acting as agent for the owners with
respect to operation of the Roseton Plant. Generaﬂy, the

owners share the costs and expenses of the operation of
such Plant in accordance with their respective ownership
interests.

Central Hudson, under a 1968 agreement, has the
option to purchase the interests of Niagara Mohawk
(25%) and of Con Edison (40%) in the Roseton Plant in
December 2004.. The exercise of this option is subject to
PsC approval. In December 1999, Central Hudson, in
conjunction with the proposed auction and sale of Central
Hudson’s interest in the Roseton Plant, notified Con
Edison of its intention to exercise its option, as defined

in the May 14, 1969 Option Agreement among the



Roseton Plant cotenants, to purcilase the interest of Con

Edison in the Roseton Plant on December 31, 2004.

For information with respect to Central Hudson’s
PSC oi)iiga’cion to sell its interest in the Roseton and
Danskammer Piants, see Note 2 - “Reguiatory Matters,”
under the captions Competltive Opportumtles Pioceeclmg
Settlement Agreement.”

The 345 kV transmission lines and related facilities
to connect the Roseton Plant with other points in the
system of Central Hudson and with the systems of Con
Edison and Niagara Mohawk to the north and west of
such Plant are 100%-owned by Central Hudson. The
share of each of the parties in the output of the Roseton
Plant is transmitted over these lines pursuant to a certain
transmission agreement reiating to such Plant, which
provicles, among other tiiings, for compensation to Central
Hudson for such use i)y the other parties. In a(i(iition,
Central Hudson has contract rigiits which entitle Central
Hudson to the lesser of 300 MW, or one quarter of the
capacity in a 345 kV transmission line owned by
PASNY, which connects the Roseton Plant with a Con
Edison substation to the east of such Plant in East
Fishkill, New York. In exchange for these rights, Central
Hudson agreed to provide PASNY capacity in the 345 kV
transmission lines Central Hudson owns from the
Roseton Plant, to the extent it can do so after satisf’ying
its o]oiiga’tions to Con Edison and Niagara Mohawk.

Nine Mile 2 Plant: For a discussion of Central
Hudson’s ownersiiip interest in, costs for, proposals of
certain other owners to sell their interests in and certain
operating matters relating to the Nine Mile 2 Plant, see
Item 7 hereof under the subcaption “Nuclear Operations,”
Note 3 - “Nine Mile 2 Plant,” and Note 1 - “Summary
of Significan’c Accounting Policies,” under the suiJcaption
"Jointiy-Owne(i Facilities.”

Gas: Central Hudson’s gas system consists of 161
miles of transmission pipelines and 996 miles of
distribution pipelines.

During 1999, natural gas was available to firm gas
customers at a price competitive with that of alternative
fuels. As compared to 1998, in 1999 firm retail gas sales,
normalized for weather, decreased i)y 2% and the average
number of firm gas customers increased i)y 1%. Sales to
interruptiiiie sales and transportation customers increased
5% in 1999 as compared to 1998. As compared to 1998,
in 1999 firm re’caii transportation saies, nounaiizecl for
weather, increased by 116% due to the average number of
customers using firm retail transportation service
increasing to 190 customers. In total, as compared with
1998 normaiize(i firm gas sales pius firm transportation

increased by 1% in 1999.

For further information regar(iing Central Hudson’s
incentive arrangements for interruptii)ie gas sales, see Item
7 hereof under the sui)caption “Sales - Central Hudson -
Interruptii)ie Gas Sales.”

Fror the year ended December 31, 1999, the total
amount of gas purciiase(i i)y Central Hudson from all
sources was 20,812,937 thousand cubic feet (“Mcf."),
which includes 2,145,478 Mdf. purcilaseci ciirectiy for use
as a boiler fuel at the Roseton Plant.

Central Hudson also owns two propane-air mixin
prop g

facilities for emergency and peak shaving purposes located
gency % g purp

in Pougi'iizeepsie and in Newi)urgii, New York. Each

facility is capable of supplying 8,000 Mcf. per day with

propane storage capai)iiity a(iequate to provicie maximum

faciiity sendout for up to three consecutive (iays.

Sufficiency of Supply and Future Gas Supply:
The peaie (iaiiy demand for natural gas i)y Central
Hudson’s customers for the year ended December 31,
1999, occurred on January 14, 1999, and amounted to
109,676 Mcf. Central Hudson’s firm peak-day gas
capability in 1999 was 116,918 Mcf. The peak daily
demand for natural gas i)y Central Hudson’s customers
for that part of the 1999-2000 iieating season through
February 18, 2000, occurred on January 27, 2000, and
amounted to 107,964 Mcf.

Other Gas Matters: FERC permits non-
ciiscriminatory access to the pipeiine facilities of interstate
gas pipeiine transmission companies su]aject to the
jurismiiction of FERC under the Natural Gas Act. This
rule allows access to such pipeiines iay the pipeline
transmission company’s customers enai)iing them to
transport das purciiaseci ciirectiy from third parties and
spot sources tiirougii such pipelines. Such access also
permits industrial customers of gas distribution utilities to
connect (iirectiy with the pipeline transmission company
and to contract ciirec’ciy with the pipeiine transmission
companies to transport gas, ti'iereiay i)ypassing the
distribution utility. None of Central Hudson’s customers
have elected this bypass option.

The PSC has authorized New York State distribution
gas utilities to transport customer-owned gas tiirough their
facilities upon request of a customer. Currentiy, interstate
pipeline transmission companies are located in certain
areas where Central Hudson provides retail gas service‘(tirie
Towns of Carmel, Pleasant Valley, Coxsackie, and
LaGrange in New York State).

For a discussion of the PSC proceeding relating to
issues associated with the restructuring of the natural gas
marieet, see Item 7 hereof under the sulJcaption “Natural
Gas - PSC Restructuring Poiicy Statement.”



Other Central Hudson Matters: The
Danskammer Plant and the Roseton Plant and all of the
other principai generating piants and important property
units of Central Hudson are held Ly it in fee simpie,
except (1) certain rigirts-ot—way, and (2) a portion of the
property used in connection with the hydroelectric piants
of Central Hudson consisting of ﬂowage or other riparian
rigi'lts. Central Hudson's present interests in the Roseton
Plant and the Nine Mile 2 Plant are owned as undivided
interests as a tenant-in-common with the other uti]ity
owners thereof. Certain of the properties of Central
Hudson are sui)ject to rigl'its-ot-way and easements which
do not interfere with Central Hudson’s operations. In the
case of certain distribution iines, Central Hudson owns
only a part interest in the poles upon which its wires are
installed, the remaining interest l)eing owned i)y teiep}lone
companies. Certain electric transmission facilities owned
]:)y others are used ]oy Central Hudson pursuant to iong-

term contractual arrangements.

All of the pi‘iysical properties of Central Hudson,
other than property such as material and supplies excluded
in Central Hudson’s First Mortgage Bond Indenture
(“Mortgage”) and its franchises, are sut)ject to the lien of
the Mortgage under which all of its Mortgage Bonds are
outstanding. Such properties are from time to time sui)ject
to liens for current taxes and assessments which Central
Hudson pays regularly as and when due.

During the three-year period ended December 31,
1999, Central Hudson made gross property additions of
$136.0 million and property retirements and adjustments
of $27.7 million, resulting in a net increase (inclu(iing
Construction Work in Progress) in uti.iity piant of
$108.3 million, or 7.3%.

Resources

Resources owns a 100 MW combined cycle gas
turbine taciiity in Solvay, New York (“Syracuse Piant") '
a 100 MW combined cycie gas turbine taciiity in Beaver
Falls, New York (“Beaver Falls Plant”), and in June
1999 acquired a 50 MW fluidized bed, coal-fired plant in
Niagara County, New York (“Niagara Falls Piant").
Because these electric generating facilities are used
exclusively for seiiing electricity at wholesale, Resources is
an “exempt wholesale generator” under Section 32(e) of
PUHCA and, therefore, is exempt from the provisions of
the Act.

The N iagara Falls Plant burns coal with a maximum
sulfur content of 5% in a fluidized-bed boiler that
ettectiveiy captures 90% of the sulfur or more. Total
annual usage is 200,000 tons of coal, all of which is
i)ougilt on the spot market. In addition, the N iagara Falls
Plant is permitteti under applicable environmental
regulations to burn petroleum coke (with a maximum

sulfur content of 5%), a solid fuel derived from the
distillation of crude oil, up to a maximum of 70% of that
Plant’s total fuel consumption. NOx emissions from such
Plant are limited to 0.30 pounds per Million British
Thermal Units. Upon the purcl'rase of the Niagara Falls
Plant in June 1999, Resources assumed a NYSDEC
Consent Order from the prior owner which require(i such
owmer to install a $350,000 ammonia DeNOx system to
effect compliance. Resources expects to have such system
in place by May 1, 2000 as required in such Consent
Order, the cost of which is not material.

The Syracuse Plant and the Beaver Falls Plant each
burn natural gas and No. 2 fuel oil.

SPDES permits are in effect for the Beaver Falls
Plant and the Syracuse Plant with expiration dates of
May 1, 2003 and December 1, 2001, respectively. All of
the Niagara Falls Plant’s [iischarge flows into the local
municipai wastewater system sui')ject to local permit
(which have been obtained) limits.

The operation of these Plants l)y Resources is sul)ject
to the same environmental quality regulations to which
Central Hudson is subject, as described under the caption
“Central Hudson - Environmental Quality Regu.iation -
Central Hudson” in Item 1 hereof.

ITEM 3
LEGAL PROCEEDINGS

Asbestos Litigation

For a discussion of iitigation against Central Hudson
involving as]:)estos, see Note 9 - “Commitments and
Contingencies,” hereof under the caption “Ashestos
Litigation.”

Environmental Litigation

Roseton Plant: On March 23,1992, a Consent
Order was approvecl ]:)y the Supreme Court of the State of
New York, Al]:)any County, in an action against the
NYSDEC and Central Hudson brought in 1991 by the
Natural Resources Defense Council, Inc., the Hudson
River Fisherman’s Association and Scenic Huclson, Inc.

Such Consent Order provities for certain operating
restrictions at the Roseton Plant reiating to the use of
river water for piant cooling purposes, which restrictions
have not, and are not expected to impose material
additional costs on the Corporation. The Consent Order
has since lapsed; however, both the NYSDEC and Central
Hudson continue to consider themselves bound ]:)y its
terms. For a (iescription of the pencling NYSDEC
proceeding involving the renewal of the SPDES permit for



the Roseton Piant, see Item 1 hereof under the
su]:)caption “Environmental Quality Regulation - Central
Hudson - Water,” and Note 9 - “Commitments and
Contingencies,” under the caption “Environmental
Matters - Water.” For a (iescription of Central Hudson’s
negotiations with the NYSDEC on a consent order for
alleged opacity violations, see Item 1 hereof under the
sui)caption “Environmental Quaiity Regulation - Central
Hudson - Air.”

Roseton and Danskammer Plants: In 1999,
Riverleeeper, Ine., commenced a citizen suit, in the United
States District Court for the Southern District of New
York, against Central Hudson under 811 of the
Endangered Species Act, 16 U.S.C. §1540, seeking
injunctive relief from Central Hudson’s aileged
unpermitte(i ta]aings of the enclangere(i shortnose sturgeon
tiirougl'l the Roseton and Danskammer Plants on the
Hudson River.

Alt}iough the Corporation believes Central Hudson
has not violated such Act, if the court were to grant the
relief requesteci by piaintitts, Central Hudson could be
required temporarily to cease operations of the Roseton
and Danskammer Plants. If Central Hudson were
requirecl to cease such operations for a substantial perioci
of time, it could have a material adverse effect on the
Corporation’s financial position and results of operations.

N er)urg'ii Manufactured Gas Site: For a
discussion of litigation filed against Central Hudson i)y
the City of Newi;urgii, New Yorlz, on May 26, 1995, in
the United States District Court, Southern District of
New Yorie, and Central Hudson’s response tl'iereto, see
Note 9 - “Commitments and Contingencies,” under the

sui)caption “Environmental Matters - Former
Manufactured Gas Plant Facilities.”

Catskill Incident

An explosion occurred in a ctweiiing in Central
Hudson’s gas service territory in Catskill, New York in
N ovemi)er, 1992 which resulted in personal injuries, the
death of an occupant and property clamage. Lawsuits were
commenced against Central Hudson arising out of such
incident. All but one of these suits were settled (iuring
1999 on terms which will not have a material effect on
the Corporation.

The remaining lawsuit was commenced i)y complaint,
dated October 18, 1693, and filed in the Supreme Court
of the State of New Yorlsz, Greene County, i)y Frank
Reyes for unspecitied personai injuries and property
damage aliege(i to have been caused i)y the Catskill
explosion described above. The complaint seeks $2 million
in compensatory ciamages and $2 million in punitive
damages from Central Hudson, based on theories of

negligence and gross negligence. In January 2000, the
Court dismissed this suit on the merits because of the
piaintitt’s failure to prosecute the case, but the time to
appeal has not expireci.

Central Hudson believes it has a(iequate insurance
with regarci to the above Reyes claim for compensatory
Liamages. Central Hudson’s insurance, however, does not
extend to punitive damages. If the Reyes lawsuit were to
be reinstated and if punitive (iamages were ultimateiy
awarded, such award could have a material adverse effect
on the financial condition of the Corporation.

Wappingers Falls Incident

Two consecutive fires and explosions occurred on
February 12, 1994, destroying a residence and
commercial establishment in the Viﬂage of Wappingers
Fa]ls, New York, in Central Hudson’s service territory.
Lawsuits have been commenced against Central Hudson
arising out of such incident, inciucting the toilowing:

On August 31, 1994, Central Hudson was served
with a summons and complaint in an action i)rought i)y
]olin Del.orenzo against Central Hudson and the Viﬂage
of Wappingers Falls in the Supreme Court of the State
of New Yorle, County of Dutchess. The complaint seeks
unspecitied amounts of ciamages, based on a theory of
negligence, for personal injuries and property damage
auegeti to have been caused i)y the incident.

On March 9, 1995, Central Hudson was served with
a summons and complaint in an action ljrought in the
Supreme Court of the State of New Yorle, County of
Dutchess, i)y Cengiz Ceng, intiividuaily and as executor
under the last will and testament of Nizamettin Ceng,
and Tarkan Thomas Ceng against Central Hudson and
the Vi]lage of Wappingers Falls. The compiaint seeks
recovery of $250,000 from Central Hu(ison, based on the
theory of negligence, for property damages aueged to have
been caused i)y the incident.

The above lawsuits have been consolidated into one
action against Central Hudson; however, no trial date has
been set.

The Corporation continues to investigate the
Wappingers Falls claims and presently has insufficient
information on which to pre(iict their outcome. The
Corporation believes that it has aciequate insurance with
regani to the claims for compensatory ciamages‘



ITEM 4
SUBMISSION OF MATTERS TO A
VOTE OF SECURITY HOLDERS

By unanimous written consent, dated November 19,
1999, of Central Hudson as sole shareholder of the
Corporation, effective on such date, the appointment of
Paul J. Ganci and ]ol‘m E. Mack III as directors of the
Corporation were ratified, confirmed and approved and the
£0Howing individuals were appoin’ced as directors of the
Corporation until the first annual meeting of shareholders
of the Corporation or until his/her successor is elected and
quali{ied: ]acl:z EHron, Heinz K. Friclrich, Edward P.
Swyer, Edward F. X. Gaﬂagher, Stanley J. Grubel,
Charles LaForge and Frances D. Fergusson.

(ART I

ITEM 5

MARKET FOR THE CORPORATION’S
COMMON EQUITY AND RELATED
STOCKHOLDER MATTERS

For information regarcling the market for the
Corporation’s common stock and related stockholder
matters, see Item 7 hereof under the captions “Capital
Resources and Liquiclity - Financing Program of the
Corporation and Central Hudson” and “Common Stock
Dividends and Price Ranges” and Note 6 - “Capitalization
- Capital Stock.”

Pursuant to applical)le statutes and its Certificate
of Incorporation, Central Hudson may pay dividends on
shares of its Preferred Stock only out of surplus.



ITEM 6

SELECTED FINANCIAL DATA OF THE CORPORATION AND ITS AFFILIATES
Five-Year Summary of Consolidated Operations and Selected Financial Data*

Operating Revenues
Blectric vooeiiieiiiieeriienn
GaS cevirrienrereee e

Operating Expenses
Operations. .cccoovveveerriennnrennen.
Maintenance....ocoevvvvveeinneennn..
Depreciation and amortization .
Taxes, other than income tax.
Federal income tax ....ccoovonv....

Total oo,
Operating Income ....oocceerncnne

Other Income
Equity Earnings - Competitive
Business Affiliates ..............
Allowance for equity funds
used during construction ....
Federal income tax ................

Other - €L viriniiiieeiiiievarenes
Total wooeeeeeeeeer v,

Income before Interest Cl’larges .
Interest Cl’larges ........................
Premium on Preferred

Stock Redemption - Net........
Preferred Stock Dividends

of Central Hudson....co...........

Net Income. ooovvvveeiiireeareeaeann...

Dividends Declared

on Common Stock ....ovvenn.....
Amount Retained in the Business
Common Stock Retirement ......
Retained Earnings -

beginning of V€AY cerrriiiiiiinens
Retained Earnings - end of year

Common Stock

Average sl'lares

outstancling (000s) .............
Earnings per share on

average shares outstan(ling .
Dividends declared per share ..
Book value per share

(at year—end) .......................

Total Assets .....ccoovrvvvereeierennn.
Long-term Debt .cvviiiiiiieincnn,
Cumulative Preferred Stock. .....
Common Equity ....ccovevernnnnn.

(In Thousands)

1999 1998 1997 1996 1995
$ 427,809 § 418,507 $ 416,429 $ 418,761  $ 409,445
94,131 84,962 103,848 95,210 102,770
521,940 503,469 520,277 513,971 512,215
284,149 266,472 284,714 267,779 274,665
28,213 26,904 27,574 28,938 29,440
46,913 45,560 43,864 42,580 41,467
64,269 63,458 64,879 66,145 66,709
27,758 29,775 29,190 32,700 29,040
451,302 432,169 450,221 438,142 441,321
70,638 71,300 70,056 75,829 70,894
4 756 362 792 201
. 585 387 466 986
(1,167) 1,187 2,953 1,632 353
11,942, 6,070 7,717 4,003 8,685
10,779 8,508 11,419 6,913 10,225
81,417 79,898 81,475 82,742 81,119
29,614 27,354 26,389 26,660 28,397
. B} . 378 169
3,230 3,230 3,230 3,230 4,903
$ 48,573 49,314 51,856 52,474 47,650
36,422, 36,567 37,137 37,128 36,459
12,151 12,747 14,719 15,346 11,191
(12,642 - - - -
133,287 120,540 105,821 90,475 79,284
$ 132,796 § 133,287 $ 120,540 $ 105821 § 90,475
16,862 17,034 17,435 17,549 17,380
$ 2.88 § 2.90 $ 297 $ 299 ¢ 2.74
$ 216 $ 2155 $ 2.135 $ 2.115 $ 2.095
$ 28.80 $ 28.00 $ 2761 $ 2687 $ 2596
$1,335899 $1,316,038  $1,252,090 $1,249,106  $1,250,092
335,451 356,918 361,829 362,040 389,245
56,030 56,030 56,030 56,030 69,030
484,406 472,180 477,104 471,709 454,239

This summary should be read in conjunction with the Consolidated Financial Statements and Notes thereto included in
Item 8 of this Form 10-K Annual Report.

¢



ITEM 7

MANAGEMENT’S DISCUSSION
AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS
OF OPERATIONS

COMPETITION/DEREGULATION

CH Energy Group, Inc.

As part of the Holding Company Restructuring, all
of the outstanding shares of Central Hudson common
stock were exchanged on a share-for-share basis for shares
of the Corporation and Central Hudson became a
subsidiary of the Corporation. Certificates for shares of
Central Hudson common stock are automaticaﬂy valid as
certificates of the Corporation and do not have to be
replaced. The transfer does not affect the value of the
stock or the Corporation’s dividend policy. The
Corporation trades on the New York Stock Exchange
under the sym]:)ol “CHG.”

The holding company striucture was formed to permit
quiclz response to changes in the evolving competitive
energy inclustry. The new structure permits the use of
financing techniques that are better suited to the
particular requirements, characteristics and risks of
competitive operations without agec’cing the capital
structure or creditworthiness of Central Hudson. This
increases the Corporation’s financial ﬂexil)ility hy aHowing
it to establish different capital structures for each of its
individual lines of business.

The Corporation is not an operating entity. The
Corporation’s operations are l)eing conducted tl'n:ough its
principal affiliates, Central Hudson and Services, as
described under the caption “Central Hudson” and “Other
Affiliates of the Corporation” in Item 1 hereof.

Central Hudson remains suhject to regulation of
retail rates Ly the PSC and wholesale rates lay the FERC.
However, as a result of competition/deregulation initiatives
and policy changes instituted by these agencies, Central
Hudson is experiencing increased electric and gas
competition as described in Item 1 hereof.

Competitive Opportunities Proceeding‘
Settlement Agreement

For a discussion of the Agreement approved l)y the
PSC in its Competitive Opportunities Proceecling and a
discussion of the impact of the Agreement on the
Corporation’s Accounting Policies, see the caption
“Competitive Opportunities Proceeding Settlement
Agreement” in Note 2 - “Regulatory Matters” hereof.

FERC - Electric

For information with respect to the establishment of
the ISO and Relia]oility Council and termination of the
NYPP, the caption “Independent System Operator” of
Note 2 herein.

Natural Gas -
PSC Restructuring Policy Statement

In November 1998, the PSC, by Order, issued its
"Policy Statement Concerning the Future of the Natural
Gas Industry in New York State and Order Terminating
Capacity Assignment” which sets forth the PSC’s view of
how best to ensure a competitive market for natural gas in
New York State. That Order requirecl local distribution
companies (“LLDCs”) to cease assigning capacity to
migrating customers no later than April 1, 1999, and
indicated LDCs will also be provicled a reasonable
opportunity to recover strandable capacity costs. LDCs are
also require& to clevelop individual plans to effectuate the
changes required })y the PSC and each LDC must
address gas supply and stranded cost strategies, rates and
customer education. In such Order, the PSC also
identified several generic issues related to the gas industry
which must be addressed. The PSC has indicated a desire
to address these issues through collaborative sessions on a
state-wide basis.

The Year 2000 Issue - Central Hudson

Certain computer systems and programs were
designe& to iclentify the year with two cligits. Concern
existed prior to 2000 that such systems might read dates
in the year 2000 and thereafter as if those dates represent
the year 1900 or thereafter. As a result, errors would
occur because computers would not distinguish between
1900 and 2000. All mainframe and personal computers,
and related system, application code and process control
systems using embedded chip technology could have been
aclversely affected lay the use of two &igit definitions for
the identification of the year component of date
information. If such adverse effects were not successfuﬂy
remediated before December 31, 1999, interruption to
Central Hudson’s electric and/or natural gas service could
have occured, with attendant lost revenues and adverse
customer relations impacts.

Central Hudson, in 1998, began a project (“Project”)
to remediate the year 2000 computer prolalems aHecting
all aspects of its operations. As a result of the Project,
Central Hudson did not experience any interruptions to its
critical opera’cional or customer systems on January 1,
2000 or thereafter as a result of this year 2000 computer
prol)lem.

L.



The total cost of the Project was estimated not to
exceed $3.0 million. The actual cost of the Project was
approximately $2.8 million, of which $1.3 million was
expended in 1999 and $1.5 million was expended in
1998.

None of the Corporation’s other competitive business

affiliates were affected as a result of the Year 2000 issue.

Rate Proceedings - Central Hudson

Electric

See the caption “Competitive Opportunities
Proceecling Settlement Agreement” in Note 2 hereof.

Gas

Central Hudson currently does not have a gas rate
case on file with the PSC. Central Hudson will continue
to monitor the financial position of its gas business to
determine the necessity of filing a gas rate case in the

future.

CAPITAL RESOURCES AND LIQuiDITY

Construction Program - Central Hudson

As shown in the Consolidated Statement of Cash
Flows, the cash expenclitures related to Central Hudson's
construction program amounted to $46.5 million in
1999, a $1.4 million increase from the $45.1 million
expended in 1998. As shown in the table below, cash
construction expenditures for 2000 are estimated to be
$59.1 million, an increase of $12.6 million compared to
1999 expenditures.

In 2000, Central Hudson expects to satisf:y its
external £unding requirements, either through short-term
Lorrowings or issuances of Medium Term Notes.

Central Hudson’s estimates of construction
expenditures, internal funds available, mandatory and
optional redemp’cion or repurchase of 1ong-term securities,
and worlzing capital requirements for 2000 are set forth
in the £onowing table:

2000
(In Thousands)
Construction Expenditures*

Cash Construction Expenditures ................................... $ 59,100
Internal Funds Available ...oo.vooorieeeeeee e, 55,200
Balance of Construction Requirements to be Financed ....... 3,900
Manda’cory Refunding of Long-Term Securities

Long-Term Debt ......cvoveviveeriviniriiccceeeeeeeseieeeeenn 35,100
Other Cash Requirements ............................................... 3,000
Equity Transfers to the Corporation for Competitive

Business Affiliates ....ooveveeerieenieeeeeeeeeeeeeeee e 38,000

Total Cash Requirements ......cccovveemriinennicnniicinians, $ 80,000
* Exc/m!ing the equity portion ofAi/owance for Funds Used During Construction

(“AFDC"), a noncash item.




Estimates of construction expenditures are subject
to continuous review and adjustment, and actual
expenciitures may vary from estimates. These construction
expenditures include capitaiizeni overheads, nuclear fuel
and the debt portion of AFDC and assume that the
pianned divestiture of the Roseton and Danskammer
Plants occurs on or about January 1, 2001. The actual
date of divestiture is iiizzeiy to occur in the first quarter of
2001 at the earliest.

As shown in the table above, it is presentiy estimated
that funds available from internal sources will finance
93% of Central Hudson's cash construction expenciitures
in 2000. During this same perioci, total external tinancing
requirements of Central Hudson are projected to amount
to $80 miiiion, of which $35.1 million is related to
manciatory reclemption of iong-term securities and
$38.0 million is related to the equity transfers to the
Corporation for allocation to the Corporation’s competitive
business affiliates.

Capitai Structure

Since 1996 Centrai Hu(ison maintained its common
equity ratio between 50-53%, which range was targeted in
order to maintain a solid A senior debt rating. Central
Hudson’s senior debt ratings, all reaffirmed ciuring 1999,
are A2 i)y Moocly’s Investors Service and A i)y Standard
and Poor’s Corporation, Duff & Piieips Credit Rating
Company and Fitch/IBCA.

Central Hucison, under the terms of the Agreement,
will divest its fossil generation assets no later than
June 30, 2001. A portion of the proceeds of such
divestiture is pianne(i to be used to redeem a portion of the
existing debt of Central Hudson. While the total proceecis
to be realized and portion of such procee(is to be used for
debt reduction cannot be accurateiy pre(iicte(i, Central
Hudson intends to redeem sufficient debt to maintain a
strong investment gra(ie rating after divestiture. The
capitai structure require(i to realize this goal will ciepenci on
the stiii-evolving poiicies of the credit rating agencies, the
perceived risk protiie of Central Hudson after divestiture,
and its prospective financial ratios.

Central Hudson represents 93% of the Corporation’s capitai structure, which is set forth below at

the end of 1999, 1998 and 1997:

Year-end Capitai Structure

1999 1968 1997
Long-term debt ........cooeviomriiiiciinn, 38.6% 41.0%(a) 40.5%
Short-term debt .ooovveeveiioiiiiii, 5.2 1.9 -
Preferred stock .oooovioiiieeiiieiie, 5.8 6.1 6.3
Common equity ...ccooccerveerrenenriieenenee 50.4 51.0 53.2
100.0% 100.0% 100.0%

(a) Excludes $16.7 million o]/ bonds issued tlzrouglz the New York Energy Research and Deve/opment
Autliority (“NYSERDA”) on December 2, 1008, see Note 7 - "C’apita/ization - Long-Term Debt.”

Financing Program of the
Corporation and Central Hudson

Central Hudson’s Stock Purchase Plan, which can
be either an originai issue pian or an open market
purciiase pian and is currentiy an open-marieet purci’xase
pian, was assumed i)y the Corporation upon the Hoiding
Company Restructuring.

Central Hudson has petitione(i the PSC to amend
the Agreement to extend the time in which it may transfer
up to $100 million to its competitive business affiliates.
Currently, such transfer must be made prior to the
Hoi(iing Company Restructuring. The petition requests
an extension prior to the receipt of procee(is from the
auction of Central Hudson’s fossil generation assets.

Approximately $51.5 million has been transferred to such

affiliates as of December 31, 1999. Central Hudson
may, pursuant to this authorization, issue, not later than
]une 30, 2001, up to $100 million of new securities,
inclu(iing up to one million shares of common stock in
furtherance of its business pian.

The Corporation may establish a program and may
repurciiase up to one million shares of its Common
Stock. Future repurci'iases will be established as
conditions warrant.

For a discussion of Central Hudson’s refinancings
on August 3, 1999 of its 1984 7 3/8% Series and 1985
and 1987 Series A and B Pollution Control Revenue
Bonds, and the issuance and sale of unsecured Medium
Term Notes, Series C, on January 15, 1999 and
January 31, 2000, see Note 7 hereof.



During 2000, two Central Hudson debt series
totaling $35 million will mature. Additionally, Central
Hudson will be require(i to finance a portion of its planne(i
construction expenditures externally, as discussed above,
along with potential transfers of up to $50 million of
additional equity to the competitive business affiliates.
These cash requirements will be financed i)y a
combination of temporary cash reserves, short-term
t)orrowing and the issuance of Medium Term Notes.

In addition to the potential equity transfers from
Central Hudson, the competitive business affiliates will
fund their acquisitions in 2000 through the Corporation’s
$50 million revolving credit agreement, discussed under

the subcaption “Short-Term Debt.”

For more information with respect to Central
Hudson’s tinancing program in generai, see Note 6 -
“Capitaiization - Capital Stock” and Note 7 -
UCapitaiization - Long-Term Debt.”

Short-Term Debt

As part of the Holding Company Restructuring, the
Corporation has established a revolving credit agreement
with three commercial banks for i)orrowing up to

$50 million through December 4, 2001.

As more tuuy discussed in Note 5 - “Short-Term
Borrowing Arrangements” hereof, Central Hudson has a
revolving credit agreement with four commercial banks for

borrowing up to $50 million through October 23, 2001.

In aclciition, Central Hudson has several committed and
uncommitted bank facilities ranging from $.5 million to
$50 million from which it may obtain short-term
tinancing. Such agreements give Central Hudson
competitive options to minimize its cost of short-term
tnorrowing. Authorization from the PSC limits the
amount Central Hudson may have outstanxiing at any
time under all of its short-term Lorrowing arrangements to

$52 million in the aggregate.

Services has short-term lines of credit totaiing

$10.5 million.

REsuLTS OF OPERATIONS

The toﬂowing discussion and analysis includes an
explanation of the signiticant ctianges in revenues and
expenses when comparing the 1998 results of Central
Hudson to the 1999 results of the Corporation and the
1998 results of Central Hudson to the 1997 results of
Central Hudson. Additional information reiating to
ctianges between these years is provicleci in the Notes.

Earnings

Earnings per share of common stock are shown after
provision for dividends on preterred stock and are computeci
on the basis of the average number of common shares
outstanding during the year. The number of common
shares, the earnings per share and the rate of return
earned on average common equity are as follows:

Average shares outstanding (000s) ..........
Earnings per share™ . oo
Return earned on common equity

per financial statements ........cccevieennee.

business afﬁ/iates.

1999 1998 1997
16,862 17,034 17,435
$2.88 $2.90 $2.97
10.0% 10.3% 10.8%

* See Note 10 - “Segments and Related Information” for earnings per share of the competitive

Earnings per share in 1999, when compared to
1998, decreased $.02 per share. This decrease resulted
primarily from increased empioyee welfare costs due to a
favorable premium adjustment recorded in 1998, plus an
increase in 1999 in labor costs charged to operations
expense instead of capital construction costs. In addition,
the decrease was due to increased (iepreciation on Central
Hudson’s plant and equipment and an increase in
maintenance costs due iargely to scheduled maintenance
pertormecl on one of the electric generating plants.

The decreased earnings in 1999 were partia].ty offset
i)y the net effect of various nonrecurring items, inclu(iing

the sale of the Corporation’s New York Stock Exchange
symbol in 1999 and, in 1998, the write-off of non-
recoverable purctiased power expenses. Additional offsets
include increases in electric net operating revenues from an
increase in own-territory sales due largely to warmer
summer weather (cooling (tegree ciays were 32% tiigtier
than last year) and from sales of electricity for resale.
These increases were reriuce(i, in accordance with the
Agreement’s return on equity cap provision, \t)y the deferral
of revenues in excess of the cap. Gas net operating
revenues remained flat compare(i to last year. Firm gas
sales increased t)y 8%; however, the resulting increase in
net operating revenues in 1999 was offset }Jy the effect of



il

a favorable reconciling gas cost actjustment recorded in
1998. A further ottsetting item is the favorable impact of
Central Hudson’s common stock repurchase program of

$.03.

Earnings per share in 1998 when compared to 1997
decreased $.07 per share. This decrease resulted primarily
from the net effect of nonrecurring items recorded in 1098
anci 1997. The 1998 nonrecurring items are tile final
provision for the nonrecoverable portion ofa purciiaseci
power contract and the gain on the sale of an investment.
Nonrecurring items in 1997 included the recording of tax
actjustments from the favorable settlement of various
Internal Revenue Service (“IRS™) audits and the initial
provision {or the nonrecoverable portion ofa purchase(i
power contract. Also contrii)uting to the decrease was
increased ctepreciation on Central Hudson's piant and
equipment and decreased net operating revenues. The
reduction in net operating revenues was primariiy from a
decrease in gas usage t)y residential, commercial and
industrial customers due to milder weather. Heating
billing degree days, as compared to 1997, were 11% lower
in 1998.

These decreased earnings in 1998 were partialiy offset
iay the favorable earnings impact of decreased operation
and maintenance expenses, inciu(iing a reduction in

See the table below for details of the variations:

employee compensation due to fewer employees and
associated empioyee welfare costs and the favorable impact
of Central Hudson’s common stock repurcilase program of

$.07.

The Corporation has established a projection for
earnings in calendar year 2000 of $2.97 per share. This
projecte(i ievel, which is $.09 per share above the actual
1999 level of 3152.88 per stlare, reflects the pianne(i
transfer of equity capitai from Central Hudson's
operations to competitive business affiliates over the course
of the year. These transfers will fund expansion of
competitive business affiliates into new competitive energy
markets to take a(ivantage of opportunities expectect to
(ieveiop due to inctustry restructuring. As a result of the
Corporation’s strong financial condition and conservative
dividend poiicy, the Corporation expects that new business
cieveiopment activities will not impact the Corporation’s
ai)iiity to maintain the current level of ctivitiend, aittiougtl

no assurances can be given.

Operating Revenues

Total operating revenues increased $18.5 million
(4%) in 1999 as compared to 1998 and decreased
$16.8 million (3%) in 1998, as compared to 1997.

Increase or (Decrease) from Prior Year
1999 1998
Electric Gas Total Electric Gas Total
Operating Revenues* (In Ttlousan(is)

Customer sales uveevrn..... $ 1,527 $ 8,432 $ 15,959 $ 770 $(12,797) $ (12,027)
Sales to other utilities ..... 2,254 (436) 1,818 6,991 561 7,552
Fuel cost adjustment ....... 8,473 2,127 11,200 1,743 (8,172) (6,429)
Deferred revenues ............ (10,195) (1,844) (12,039) (7,013) 1,563 (5,450)
Miscellaneous ovene....... 1,243 290 1,533 (412) (42) (454)

Total.oooorrrorvvvvcnines $9302 $9169 $18471 § 2079  §(18,887) $ (16,808)
* These operating revenues reﬂect on]y Central Hudson revenues since the competitive business aﬁ[i/iates' earnings are included based

on the equity methad af accounting.

Sales - Central Hudson

Central Hudson’s sales vary seasonaiiy in response to
weather. Generaiiy, electric revenues peaiz in the summer
and gas revenues peaiz in the winter.

Sales of electricity within the Central Hudson service
territory, inciucting electricity suppiiect i)y others, increased
4% in 1999 compared to 1998 primarily due to the hotter
weather in 1999. Cooling degree days in 1999 were 32%
higher than in 1998. In 1998, electric sales to residential,
commercial and industrial customers increased 1%, 3%
and 2%, respectiveiy.

Sales of firm natural gas within the Central Hudson
service territory, inciucting gas suppiie(i t>y others,
increased by 8% from 1998 to 1999 resulting, in part,
from a 3% increase in iieating (iegree (iays due to colder
weather experienced in 1999.

Firm sales of natural gas (whicii excludes
interruptii)ie and transportation sales) decreased 10% in
1998 due primarily to a decrease in usage by residential
and commercial customers iargeiy due to the unseasonable
weather conditions experience(i in 1998.

Ci’ianges in sales from prior years i)y major customer
ciassitication, inciu(iing interruptii)ie gas sales are set forth
below. Also included are the changes related to energy
rieiivery sexvice.



% Increase (Decrease) from Prior Year
Electric (MWh) Gas (Mdf)
1999 1998 1999 1998
Residential ......ccovevereviernenen. 6 1 6 (11)
Commercial .....ccovrvveriiieeeriann, 5 3 7 (7)
Industrial oo, 1 2 11 (18)
Interruptii)ie ........................... N/A N/A 14 (15)

Residential and Commercial Sales: Residential
electric and gas sales are primarily affected by the growtil
in the number of customers and the ciia,nge in customer
usage. In 1099, sales of electricity to residential
customers increased 6% due to an increase in usage per
customer. Commercial sales increased 5% resulting
primarily from a 3% increase in usage per customer.
Hotter weather conditions (cooiing ciegree (iays were 32%
higher) contributed to the increase in residential and
commercial sales of electricity. Sales of gas to residential
customers increased 6% due primariiy to a 5% increase in
usage per customer. Commercial sales increased 7% due
to a 5% increase in usage per customer and a 2% increase
in the number of customers.

In 1998, sales of eiec’cricity to residential customers
increased 1% due primariiy to an increase in usage per
customer. Commercial electric sales increased 3% which
was largeiy the result of an increase in the number of
customers. Unseasonable weather conditions (i)iﬂing
xiegree (iays were 11% iower) was a significant factor in
the decrease in residential and commercial sales of gas.
Sales of gas to residential customers decreased 11% due
to the net effect of a 12% decrease in usage per customer
and a 1% increase in the number of customers.
Commercial sales decreased 7% due to the net effect of a
10% decrease in usage per customer and a 3% increase in
the number of customers.

Industrial Electric Sales: In 1999, as compared to
1908, industrial electric sales increased 1%. In 1998, as
compare(i to 1997, industrial electric sales increased 2%
primari.iy due to increases in usage ]3y several iarge
industrial customers.

Industrial Gas Sales: In 1999, firm gas sales to
industrial customers increased 11% primarily because of
an increase in usage i)y a iarge industrial customer. Firm
gas sales to industrial customers for 1998 decreased 15%

primariiy because of decreased usage by a large industrial
customer and conversion of several customers to firm
transportation service.

Interruptible Gas Sales: In 1999, interruptible gas
sales, inciuding transportation and boiler fuel, increased
14% largely due to an increase in boiler gas usage for
electric generation. In’cerruptii)ie gas sales decreased 16%
in 1998, due largely to a decrease in natural gas sold for
use as a boiler fuel for electric generation. The use of gas
as a boiler fuel at the Roseton Plant is dependent upon its
economic benefit as comparecl to the use of oil for
generation or the purciiase of eiectricity to meet Central
Hudson’s load requirements. Due to silaring
arrangements, as described in the caption “Incentive
Arrangements” of Ttem 7 hereof that are in piace for
interruptii:;ie gas sales and interruptii)ie transportation of
customer-owned gas, variations from year to year typicaliy
have a minimal impact on earnings.

Incentive Arrangements

Pursuant to certain incentive formulas approvecl i)y
the PSC, Central Hudson either shares with its
customers, certain revenues and/or cost savings exceeding
defined precietermine(i levels, or is penaiizeci in some cases

for shortfalls from the ’cargete(i levels or defined

perforrnance stanciartis .

Incentive formulas are in piace for fuel cost
variations, sales of eiec’czicity to other uti]ities, in’cerruptii)le
gas saies, gas capacity release transactions and customer
satisfaction, electric reiia]oiiity and ieeeping customer
appointments.

The net results of these incentive formulas were to
increase pretax earnings i)y $2.3 miiiion, $1.0 million and
$700,000 during 1999, 1998, and 1997, respectiveiy.



Operating Expenses

Changes from the prior year in the components of Central Hudson’s operating expenses are listed below:

Increase or (Decrease) from Prior Year
1999 1998
Amount % Amount %
{In Thousands)
Operating Expenses™
Fuel and purchase(i electricity ............ $ 6,318 5 $ 3,280 3
Purchased natural gas.........occovenen... 8,993 20 (16,550) (27)
Other expenses of operation .............. 2,366 3 (4,972) (5)
Maintenance ......occceeveeeveivienreienennnn. 1,309 5 (670) 2)
Depreciation and amortization ........... 1,353 3 1,696 4
Taxes, other than income tax............. 811 1 (1,421) (2)
Federal income tax ......cccocveeuveenenen. (2,017) (17) 585 2
Total v $ 19,133 4% $ (18,052) 4)%
e e et e i the competiie businscs afiats” carnings

The most signii:icant elements of operating expenses
are fuel and purciiaseci electricity in Central Hudson’s
electric (iepartment and purciiasecl natural gas in Central
Hudson’s gas department. Approximately 31% in 1999,
and 30% in 1998 of every revenue dollar billed by Central
Hudson’s electric department was expencle(i for the
combined cost of fuel used in electric generation and
purcilase(i electricity. The corresponciing tigures in Central
Hudson's gas clepartment for the cost of purciiaseti gas
were 57% and 53%, respectively.

In an effort to izeep the cost of electricity at the lowest
reasonable level, Central Hudson purciiases energy
from sources such as the ISO, Canadian iiyciro sources
and energy marketers whenever energy can be purciiase(i at
a unit cost lower than the incremental cost of generating
the energy in Central Hudson’s piants.

Fuel and purci'iaseci eiectricity increased $6.3 million
{5%) in 1999 due to the increase in electric sales as well
as sales of eiectricity for resale.

Purciiaseci natural gas costs increasecl $90 miiiion
(20%) in 1999 largely due to higher firm and interruptible
gas sales, inciu(iing gas used as a boiler fuel. Purchased
natural gas decreased $16.6 million (27%) in 1998
prirnarily due to lower firm and interruptii)ie gas sales,
inciutiir_ig gas used as a boiler fuel. Other expenses of
operation increased i)y $2.4 million (3%) in 1999 iargeiy
due to an increase in empioyee welfare costs and an
increase in the amount of labor costs ciiarge(i to
operations instead of capitai construction activities. The
increase in empioyee welfare costs is prirnariiy due to the
effect of a favorable premium a(ijustment recorded in

1998. In 1998 other expenses of operations decreased
$5.0 million (5%) resulting from decreased employee
compensation due to fewer empioyees and associated
fringe benefits. See Note 4 - “Federal Income Tax,”
hereof for an anaiysis and reconciliation of the federal
income tax.

Other Income and Interest C}iarg’es

Other income and deductions increased $2.2 million
in 1999 as compare(i to 1998. The net increase results
primariiy from income (nonrecurring) derived from the sale
of the Corporation’s stock symi)oi; interest earned on
proceecis held in escrow from debt issued for the scheduled
reiina,ncing of existing debt and an increase in carrying
ci'iarges due Central Hudson on accumulated pension
expense credits (noncasii) used to reduce customer rates.
The net increase in other income was also offset i;y
increases in federal income tax, a reduction in allowance
for funds used ciuring construction and a reduction in
equity earnings from competitive business affiliates. The
reduction in competitive business affiliates’ earnings is due
to start-up costs of the generating piants acquire(i ioy
Resources and a nonrecurring item recorded in 1998 for
the gain on the sale of an investment. In 1998 other
income and deductions decreased $3 million (27%),
primarily due to interest refunded in 1997 from the
settlement of various IRS audits.

Total interest ci'iarges (exciu«iing AFDQ) increased
$2.3 million (8%) in 1999 and increased $1.0 million
(4%) in 1998 because of an increase in i‘inancing activity.
Interest earned on the escrow funds discussed above
iargeiy offset the increase in interest on debt in 1999.



The toliowing table sets forth some of the pertinent data on the Corporation’s outstanding debt:

Long-term debt:
Debt retired ...vovieierieeiircee e
Outstanding at year-enct:*
Amount (inciucting current portion) .....cceeeennn.n.
Effective rate .....ocovvveverieereieeeieeeeeseeeeees e,
Short-term debt:
Average (iaiiy amount outstancting ......................
Weigtitect average interest rate ................

1999 1998 1997
(In Thousands)
$ 25,818 $ 90 $ 85
371,180 396,998 363,744
6.43% 6.56% 6.78%
$ 10,274 $ 1,171 $ 1,692
6.22% 5.51% 5.54%

* Incluc]ing debt o)(competifiue business affiliates of 80.0 million in 1008 and $7.6 millon in 1007.

See Note 5 - “Short-Term Borrowing Arrangements” and Note 7 - "Capitaiization - Long-Term Debt” hereof for
additional information on short-term and iong-term debt of the Corporation.

Nuclear Operations

Nine Mile 2 Plant: The Nine Mile 2 Plant is
owned, as tenants-in-common, t)y Central Hudson,
Niagara Mohawk, New York State Electric & Gas
Company (“NYSEG”), Long Island Ligtlting Company
(“LILCO”), a subsidiary of the Long Island Power
Autilority (“LIPAY), and Rochester Gas and Electric
Corporation (“Rochester”). Niagara Mohawk operates the
Nine Mile 2 Plant.

Central Hudson owns a 0% interest of the Nine
Mile 2 Piant, which is discussed in Note 3 -
“Nine Mile 2 Plant.”

Central Hudson’s share of operating expenses, taxes
and clepreciation pertaining to the operation of the Nine
Mile 2 Plant are included in the Corporation’s financial
results. In both 1999 and 1998, underruns in costs of
operations and maintenance expenses were entirely
deferred for the future benefit of customers (see Note 2 -
“Regulatory Matters”).

For a discussion of the agreements among and
proposals of Niagara Mohawk, NYSEG and Rochester
'regarding clisposition of their interests in the Nine Mile 2
Plant, see Note 3 hereof.

In August 1997, the PSC Staff issued a “Notice
Soliciting Comments on Nuclear Generation” requesting
comments and alternative approacties t)y interested parties
on a “Staff Report on Nuclear Generation” (“Nuciear
Report”). The Nuclear Report concludes that nuclear
generation aiong with non-nuclear generation taciiities,
should be sutJject to the discipiine of market-based
pricing.

In March 1998, the PSC initiated a procee(iing to

examine a number of issues raised i)y the Nuclear Report

and the comments received in response to it. In reviewing
the Nuclear Report and parties’ comments, the PSC,
among others: (a) actopted, as a rebuttable presumption,
the premise that nuclear power should be priced ona
market basis to the same clegree as power from other
sources, with parties ctiaiienging that premise iiaving to
bear a substantial burden of persuasion, (t») characterized
the proposais in the Staff paper as i)y and iarge consistent
in concept with the PSC’s goai of a competitive, market-
based electricity in&ustry, and (o) questionect PSC Staff’s
position that would leave funding and other
decommissioning responsii)iiities with the sellers of nuclear
power interests. The parties in this proceecting cieveiope(i a
consensus report that discusses ownerstiip and rate-
maieing alternatives for future consideration, which report

was submitted to the PSC in June 1999.

For information on the NRC Plant Performance
Review of Nine Mile 1 and Nine Mile 2 Piants, see
Note 3 - “Nine Mile 2 Plant” hereof.

Nuclear Decommissioning: A decommissioning
study for the Nine Mile 2 Plant was completed in 1995.
The stutiy’s estimate of the cost to decommission that
Plant is signiticantiy tiigtier than previous estimates. The
Corporation believes that decommissioning costs, if tiigtier
than currentiy estimated, will uitimately be recovered in
rates t)y Central Hudson, alttiougti no such assurance
can be given. However, future cleveiopments in the utiiity
inctustry, inciucling the effects of dereguiation and
increasing competition, could change this conclusion. The
Corporation cannot prectict the outcome of these
developments. For further information on
decommissioning, see Note 3 - “Nine Mile 2 Plant.”

In February 1996, the Financial Accounting
Standards Board (“FASB”) issued an exposure draft
entitled “Accounting for Certain Liabilities Related to
Closure and Removal of Long-Lived Assets,” which




includes nuclear plant decommissioning. Over the past
four years, this exposure draft has been the source of
continual debate. The FASB has committed to
completing this project and is proceeding toward issuance
of another exposure draft expected in the first quarter of
2000 with an effective date for financial statements for
fiscal years i)eginning after June 15, 2001. If the
accounting standard proposeti in such exposure draft is
a(iopted, it could result in tiigtier annual provisions for
removal or decommissioning to be recognize(i earlier in the
operating life of nuclear and other generating units and
an accelerated recognition of the ctecommissioning
obliga{:ion, The FASB is continuing to expiore various
issues associated with this project inciuciing iiai)ﬂity
measurement and recognition issues. The FASB is
(ieiiiaerating this issue and the resuiting final
pronouncement could be different from that proposer.l in
the exposure draft. The Corporation can make no
pre(iiction at this time as to the ultimate form of such
proposeci accounting standarct, assuming it is actoptect, nor
can it make any predic’cion as to its ultimate ei'tect(s) on
the financial condition of the Corporation.

The NRC issued a policy statement on the
Restructuring and Economic Dereguiation of the Electric
Utiiity Intiustry (“Poiicy Statement”) in 1997. The Policy
Statement addresses NRC’s concerns about the actequacy
of (iecommissioning funds and about the potential impact
on operationai sate’cy and reserves. It gives the NRC the
rigtit, in tiigtlly unusual situations where aciequate
protection of pul)lic health and satety would be
compromise(i, to consider imposing joint and several
iia])iiity on minority co-owners when one or more co-
owners have defaulted on their contractual ol)ligations.
On January 5, 1999, the NRC commenced a ruiemaieing
proceeciing initiated t)y a group of utilities which are non-
operating joint owners of nuclear piants. These utilities
request that the enforcement provisions of the NRC
regulations be amended to ciarity NRC poiicy regar(iing
the potential 1iai)ili’cy of joint owners if other joint owners
become i‘inanciauy incapa]:)ie of ]Dearing their share of the
burden for safe operation or (iecommissioning of a nuclear
power plant. Current NRC regulations allow a utiiity to
set aside ciecommissioning funds annua]ly over the
estimated life of a piant. In addition to the above Poiicy
Statement, the NRC is proposing to amend its
regulations on ciecommissioning tun(iing to reflect
conditions expecteci from ciereguiation of the electric power
industry. Central Hudson is unable to pre(iict how such
increased stringency may affect the results of operations

or financial condition of the Nine Mile 2 Plant.
Refueling Outage: The Nine Mile 2 Plant is

scheduled to commence its seventh retueling outage

March 3, 2000.

Ot}ler Matters

New Accounting Standards: In June 1998, the
FASB issued Statement of Financial Accounting
Standards No. 133, “Accounting for Derivative
Instruments and Heciging Activities” (“SFAS 1337).
This Statement establishes accounting and reporting
standards for derivative instruments and for he ging
activities. It requires that an entity recognize all derivatives
as either assets or liabilities in the balance sheet and
measure those instruments at fair value. Any gain or loss
resulting from ctlanges in such fair value is required to be
recognized in earnings to the extent the derivatives are not
effective as he(iges. The Corporation currently owns
derivative instruments under an energy tra(iing risk
management program implemented in 1999 to manage
the price risks associated with fuel purchases for
generation, natural gas purctiases for native load
customers and wholesale power transactions. The
Corporation uses various financial instruments, such as
tutures, options, swaps, caps, floors and collars to
stabilize the price voiatiiity of these commodities. At this
time, the Corporation believes that the tie(iging program
will not have a material impact on its financial position
or results of operations.

The FASB issued Statement No. 137 “Accounting
for Derivative Instruments and He(iging Activities -
Deferral of the Effective Date of FASB Statement No.
133" in June 1999, amentiing SFAS 133 to defer the
efective date t)y one year to all fiscal quarters of all fiscal
years beginning after June 15, 2000. This proposed
change is made in response to requests to consider
cteiaying the effective date to provic.te more time to stuciy,
understand and implement the provisions of the SFAS
133.

For information about market risk and activities
relating to derivative financial instruments and other
financial instruments, see Item 7A - “Quantitative and
Quaiitative Disclosure about Market Risk.”

Other Issues: On an ongoing basis, Central Hudson
assesses environmental issues which could impact Central
Hudson and its customers. Note 3 - “Nine Mile 2 Plant”
and Note 9 - “Commitments and Contingencies" discuss
current environmental issues attecting Central Hudson,
including (1) the 1995 decommissioning cost study of the
Nine Mile 2 Piant, (ii) the Clean Water Act and the CAA
Amendments, which Amendments require control of
emissions from fossil-fueled electric generating units, and
air opacity settlements, (i) a lawsuit filed against Central
Hudson i)y the Rivertzeeper, Inc., (iv) the environmental
initiatives of the New York State Governor, (v) the
investigation t)y the New York State Attorney General of
older New York State power piants for possil)ie violation of
air emission rules and () a iegai action filed in 1995
against Central Hudson by the City of Newburgh, New
York.



FINANCIAL INDICES

Selected financial indices for the last five years are set forth in the foﬂowing table:

Pretax coverage of total interest cl'xarges:

Including AFDC .ot
Excluding AFDC et
Funds from Operations ....ccccvvrecririiiniiincinneinen,

Pretax coverage of total interest
charges and pre{:erred stock dividends .....cccooveceuenene.

Percent of construction expen&i’cures
financed from internal funds ......ccoooeviiiriniiene

AFDC and Mirror CWIP* as a percentage

of income available for common 5tock weveeeeeriee,

Effective 1ax Tate vveeevreeerreeeeeeeeereeeeeeseeeesereessaee e

* Refer to Note 2 - “Regu/atory Matters” under the caption “Summary o][ Regu]atory Assets and Liabilities” and the subcaptions
"Deferred Finance Clzarges and Deferreci Nine Mile 2 Plant Costs” for a a]efinitian o](Mirror CWIP.

1999 1998 1997 1996 1995
3.59x 3.83x 3.94x 4.08x 3.68x
3.30x 3.54x 3.69x 3.83x 3.43x
4.34x 4.39x 5.18x 5.20x 4.69x
3.09x 3.27x 3.37x 3.47x 2.97x
100% 100% 100% 100% 100%

19% 17% 13% 13% 16%

36% 35% 32% 36% 35%

COMMON STOCK DIVIDENDS AND PRICE RANGES

Central Hudson and its principal predecessors have pai(l dividends on its common stock in each year commencing in
1903, and such common stock has been listed on the New York Stock Exchange since 1945, The price ranges and the
dividends paid for each quarterly periocl during the last two fiscal years are as follows:

1999 1998
High Low Dividend High Low Dividend
Ist Quarter .ouveeeereeerereiaeiiieeeneens $ 45 $ 353/, $ .54 $ 433, $ 395, $ 535
2nd Quarter ...cooviieueriiiererienaes 423/s 35%/16 54 46 38%s .535
3rd Quarter...oocoovviceeririeerieenen 423/, 387 54 4716 4075 54
4th Quarter” ....cooovvievrieerieene 40/, 31%s .54 4515 39%/s .54
* On December 15, 10009, the Holding Company Restructuring took place.

On June 26, 1998, Central Hudson increased its
quarterly dividend rate to $.54 per share from $.535
per share. In 1999, Central Hudson maintained its
quarterly dividend rate at $.54 per share.

Following the Holcling Company Restructuring, all
future declarations of dividends will be made })y the
Corporation. Any determination with regarcl to future
dividend (leclarations, and the amounts and dates of such
dividends, will depen(l on the circumstances at the time of
consideration of such declaration.

The Agreement provides certain dividend payment
restrictions on Central Hudson, inclutling the £ollowing:
in the event of a clowngrade of Central Hudson senior
debt rating below BBB+ I)y more than one credit rating
agency, if the stated reason(s) for the downgrade is the
performance of, or concerns al)out, the financial condition
of the Corporation or any affiliate other than Central

Hudson, dividends will be limited to a rate of not more
than 75% of the average annual income available for
dividends on a two-year rolling average basis. In the event
that Central Hudson’s senior debt is place(l on “Credit
Watch” (or the equivalent) for a rating below BBB by
more than one credit rating agency, if the stated reason(s)
for the downgrade is the performance of, or concerns
about, the financial condition of the Corporation or any
affiliate other than Central Huclson, dividends will be
limited to a rate of not more than 50% of the average
annual income available for dividends on a two-year rol]ing
average basis. In the event of a clowngrade of Central
Hudson’s senior debt rating below BBB- I)y more than
one credit rating agency, if the action is stated as ]r)eing
due in substantial part to the performance of, or concerns
about, the financial condition of the Corporation or any

affiliate other than Central Hudson, no dividends will be

paid l)y Central Hudson until Central Hudson’s senior e



debt rating has been restored to BBB- or higher loy all

credit rating agencies then rating Central Hudson.

The number of registerecl holders of common stock of
the Corporation as of December 31, 1999, was 20,472.
Of Jchese, 19,757 were accounts in the names of
individuals with total holdings of 4,746,116 shares, or an
average of 240 shares per account. The 715 other
accounts, in the names of institutional or other non-
individual holders, for the most part, hold shares of
common stock for the benefit of individuals.

ITEM 7A
QUANTITATIVE AND QUALITATIVE
DISCLOSURE ABOUT MARKET RISK

The Corporation’s primary market risks are
comrnoclity price risk and interest rate risk and, lie
principaﬂy, in terms of materiality, with Central Hudson,
its principal affiliate company. However, Central
Hudson’s exposure to commodi’cy price risk related to its
purchases of natural gas, fuel for electric generation and
other power supp]ies is mitigated l)y its electric and gas
cost acljustment clauses. These acljustment mechanisms
provide for the return or collection of costs to or from
customers for costs below or in excess of base costs
included in rates charged to customers. Adclitionally,
variations in electric fuel costs are su]aject to a fuel costs
incentive mechanism with an annual exposure of up to
$3.0 million in additional revenues or costs.

In 1999, Central Hudson implemented an energy
risk management program (assumed l)y the Corporation
upon the Holding Company Restructuring) with its
primary goal being to further manage, through the use of
defined risk management practices, price risk associated
with commoclity purchases in its operations. The
Corporation’s written policy and procedures for this

program allows {or the use of derivative financial
instruments to hedge price risk and prohihits the use of
these instruments for speculative purposes. Additionaﬂy,
the PSC in a Memorandum and Resolution
(“Resolution”), effective April 13, 1999, authorized the
inclusion of risk management costs as a recoverable
component of the Gas Acljustment Clause (“GAC"). The
Resolution defines these costs as “costs associated with
transactions that are intended to reduce price vola’cility or
reduce overall costs to customers. These costs include
transaction costs, and gains and losses associated with
other risk management entities.”

Central Hudson, starting in September 1999,
purchased derivative instruments to heclge a small portion
of its total gas supply requirements for the period
November 1999 througll October 2000. The fair value of
these derivative financial instruments at December 31,
1999 is not material to the Corporation’s financial
position or results of operations. Aclcli’cionaﬂy, resultant
transaction gains and losses actually realized in 1999 were
included in Central Hudson’s GAC, as authorized l)y the
PSC. With regartl to electric energy operations, Central
Hudson and Services have Legun to enter into derivative
instruments to hedge purc}lasecl electric transactions.
There were no electric derivative instruments outstanding
at December 31, 1999, and the transactions occurring in
1999 were not material to the Corporation’s financial
position or results of operations.

Central Hudson manages its interest rate risk
through the issuance of fixed-rate debt with varying
maturities and ’chrough economic refunclings of debt
through optional re{uncling. A portion of Central
Hudson’s long-term debt consists of variable rate debt for
which interest is reset on a periodic basis reﬂecting current
market conditions. The difference between costs associated
with actual interest rates and costs embedded in customer
rates are deferred for eventual passljacle or recovery to or
from customers.
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.@eport of QQn(lepen&ent C%ccountants

To the Board of Directors and Shareholders of
CH Energy Group, Inc.

In our opinion, the consolidated financial statements
listed in the accompanying index present fairiy, in all
material respects, the financial position of CH Energy
Group, Inc. and its subsidiaries at December 31, 1999
and 1998, and the results of their operations and their
cash flows for each of the three years in the perioti ended
December 31, 1999, in conformity with accounting
principles generaﬂy accepted in the United States. These
financial statements are the responsii)ility of the
Corporation’s management; our responsibility is to express
an opinion on these financial statements based on our
audits. We conducted our audits of these financial
statements in accordance with au(iiting standards generaﬂy

PRICEAVATERHOUSE(QOPERS

accepted in the United States which require that we plan
and perform the audit to obtain reasonable assurance
about whether or not the financial statements are free of
material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and
disclosures in the financial statements, assessing the
accounting principles used and significant estimates made

y management and evaluating the overall financial
statement presentation. We believe that our audits provicie
a reasonable basis for the opinion expresseci above.

PM“"‘&“[““ ALP
PRICEWATERHOUSECOOPERS LLP

New Yoria, New York
January 28, 2000

&tatement of O%nagement’s .@esl)onsil)ility

Management is responsil)ie for the preparation,
integrity and oi)jectivity of the consolidated financial
statements of CH Energy Group, Inc. and its competitive
business affiliates (co]lectively, the “Corporation") as well
as all other information contained in this Form 10-K
Annual Report for the fiscal year ended December 31,
1999. The consolidated financial statements have been
prepare(i in coniormity with generaﬂy accepte(i accounting
principles and, in some cases, reflect amounts based on
the best estimates and judgemen’cs of the Corporation’s
Management, giving due consideration to materiality.

The Corporation maintains a&equate systems of
internal control to provi(ie reasonable assurance that,
among other t}iings, transactions are executed in
accordance with Management’s aut].'iorization, that the
consolidated financial statements are prepareti in
accordance with genera]ly accepte(i accounting principles
and that the assets of the Corporation are properly
safeguar(ieti. The systems of internal control are
(iocumente(i, evaluated and tested ])y the Corporation’s
internal auditors on a continuing basis. Due to the
inherent limitations of the effectiveness of internal
conttols, no internal control system can provi(ie absolute
assurance that errors will not occur. Management believes
that the Corporation has maintained an effective system
of internal control over the preparation of its financial
information, inciu(iing the consolidated financial
statements of the Corporation as of December 31, 1999.

Independen’c accountants were engage& to audit the
consolidated financial statements of the Corporation and
issue their report thereon. The Report of Independent
Accountants, which is presentecl above, does not limit the
responsii)iiity of Management for information contained in
the consolidated financial statements and elsewhere in this
Form 10-K Annual Report.

The Corporation’s Board of Directors maintains a
Committee on Audit which is composed of Directors who
are not employees of the Corporation. The Committee on
Audit meets with Management, the Internal Auditing
Manager and the Corporation’s inciepemient
accountants several times a year to discuss internal
controls and accounting matters, the Corporation’s
consolidated financial statements, the scope and results of
the audits performeci iay the in(iepencient accountants and
the Internal Auriiting Department. The inclepencient
accountants and the [nternal Auditing Manager have
direct access to the Committee on Audit.

o

Paul J. Ganei
Chairman of the Board, President & C’lu'ef Executive O}_[ficer

Loen L.

Donna S. Doyle
Vice President - Accounting and Controller
February 4, 2000



%gonsoliclatecl &tatement of Cﬁncome

Year ended December 31, (In Thousands) 1999 1998 1997
Operating Revenues
EleCric «ovvveeereiieeeiciees et e $ 427,809 $ 418,507 $ 416,429
GBS ittt ettt 94,131 84,962, 103,848
Total Operating Revenues.......................... 521,940 503,469 520,277
Operating Expenses
Operation:
Fuel used in electric generation ....coicceeereicenninnenne. 85,848 84,688 66,117
Purchased electricity .......cocovveviviceiiiieicceienn. 45,731 40,573 55,864
Purchased natural gas .....cocoooovviecviiiiiccee. 53,957 44,964 61,514
Other expenses of operation .o..eceerieieenniieneiieenena. 08,613 096,247 101,219
Maintenance .. ouuiviieieiiiieeiiiieeiiiieereieeeeeieeeara e 28,213 26,904 27,674
Depreciation and amortization (Note 1)........ocoeveueee..e 46,913 45,560 43,864
Taxes, other than income tax woveverveeeeieeesieee e, 64,269 63,458 64,879
Federal income tax (Note 4) .......ccovvevvveeeericereeeenene 27,758 29,775 29,190
Total Operating Expenses.............cc.o.ce...... 451,302 432,169 450,221
Operating Income ......ccoooeeeeiiiciiiiiiiie e 70,638 71,300 70,056
Other Income
Equity Earnings - Competitive Business Affiliates ......... 4 756 362,
Allowance for equity funds used
during construction (Note 1) ..vvvervvviciericie i - 585 387
Federal income tax (Note 4) .....cccoovvvereieeenieeciseenieens (1,16%7) 1,187 2,953
Oher = MOt oot ee s e e eeeeenaas 11,942 6,070 7,717
Total Other Income....ooveeveveeeeeeeeeeenn. 10,779 8,508 11,419
Income before Interest Charges .................................... 81,4«17 79,898 81 ,475
Interest C}larges
Interest on long-term debt e, 24,151 23,115 23,097
Other INterest .o.veeveuveeeeeeeee oo eeeereereeeeeeeee e 4,860 3,639 2,647
Allowance for borrowed funds used
during construction (Note 1) ..ccocooveirviieriivennenn, (390) (324) (261)
Amortization of expense on debt..........ocooovveiiiininnn, 993 924 906
Total Interest Charg‘es ................................ 29,614« 27,3545 26,389
Preferred Stock Dividends of Central Hudson ............ 3,230 3,230 3,230
Net INCOME ..ovviiveiiiiiieeeee et eee $ 48,573 $ 49,314 $ 51,856
Common Stock:
Average shares outstanding (0005) .......ccoocovvevrrrennnnee. 16,862 17,034 17,435
Earnings per share (basic and diluted) ......................... $ 2.88 $ 2.90 $ 2.97
gonsolidate(l 5 tatement of .@etained %arning’s
Year ended December 31, (In Thousands) 1999 1998 1997
Balance at ]:)eg'inning of FEAT woiieiiieiienirieeeirecaerereeenereaneen $ 133,287 $ 120,540 $ 105,821
Net INcome c.ouveeiiiiiiee et aee e 48,573 49,314 51,856
Common Stock Retirement (cancellation) .................... (12,642) - -
Dividends declared:
On common stock ($2.16 per share 1999; $2.155 per
share 1998; $2.135 per share 1997 .....c.cooovvveeennn. (36,422) (36,567) (37,137)
Balance at end of £ 5 $ 132,796 $ 133,287 $ 120,540

The Notes to Consolidated Financial Statements are an integm/ part ]'zereof

¢



%?onsolidate(l @alance (%)eet

At December 31, (In Thousands) 1999 1998
ASSETS
Utility Plant
ELe0bEIC vttt ettt ettt et $ 1,250,456 $ 1,222,743
GBAS 1eeetrticrtt ettt ettt e e et e s e e et e e et e e e ta e e e tt e e r e et et e b e e e sa e e nreesnreensneesrnes 164,767 158,165
COMMIMION c.tttteee ittt e eetee e ettt ee e stteeeesnraeeeeebeeeessinseesssnnaeeaesssseenssssenesians 100,659 94,271
Nuclear fuel coovoviiiieeeiiee e 42,847 42,317
1,558,729 1,517,496
Less: Accumulated depreciation ........................................................... 638,910 597,383
Nuclear fuel amortization .....eeouveeeeeeeeeeeeeeeeeeeeseeee e seees e snes 38,354 35,381
881,465 884,732
Construction work in £ o= = 39,951 413,512
Net Utility Plant .....ccoooovoiiiiiiieiiicieeeeee e 921,416 928,244
Other Property and Plant ... 31,544 19,059
Investments and Other Assets
Prefunded PENSION COBES evivnmiiiieriiiiiiiiien e e st e scnraeee e e aranees 46,038 40,218
OREr ettt ettt 21,226 18,209
Total Investments and Other Assets .........ccooovvivirviiiiieeninnn. 67,264 58,427
Current Assets
Cash and cash equivalents ................................................................... 20,385 10,499
Accounts receivable from customers - net of allowance for doubtful
accounts; $2.9 million in 1999 and $2.4 million in 1998 ........ 57,600 45,564
Accrued unbilled utility LEVEIIUES 1evvneeernraerrrinnesernnnserennsesasnssnaeesmnnnsesonns 16,327 15,233
Other 160eIVables ...veerteeeeeeee et eee e e 4,092 4,555
Materials and supplies, at average cost:
FUEL e 19,053 11,797
Construction and operating .......c...coceuiseerresrereosrereenserscssesssenes 12,432 11,790
Special deposits and prepayments .....cccocceeviiieiriiiieiieeiee e 17,533 34,823
Total Current Assets .......ccocvivvvvieeiieeeieeeeeeeeeeee s eeeeeeeeeaeean 147,422, 134,261
Deferred Cl’larges
Regulatory assets (NOte 2) ovvvrcrrirerirrerieieieieceeeieeneiseese e eencseneeces 137,487 149,261
Unamortized debt expense ......coooiieimriocniiieiiecc e 5,016 5,062
T ettt ans 25,750 21,724
Total Deferred C}larges ........................................................... 1()8,253 176,047
TOTAL ASSETS ...t ssessssse st eenseesss s sissssesenoes $ 1,335,899 $ 1,316,038

¢

The Notes to Consolidated Financial Statements are an integra/ part hereof.




The Notes to Consolidated Financial Statements are an integra/ part }zereaf.

At December 31, (In Thousands) 1999 1998
CAPITALIZATION AND LIABILITIES
Capitalization
Common Stock Equity
Common stock, $.10 par value (Note 6) ..ocovvveeeereeeeeeeeen $ 1,686 $ 87,775
Paid-in capital (Note 6) evveeieeeeeeteeeete e 351,230 284,465
Retained JoEE 7 3 e T L O USSP 132,796 133,287
Reacquired capital stock (Note 6) ....c.oveveriveeirieeeeiiveeereeee e - (27,143)
Capital stock expense .......ccooveeriieerineeeeiieeeeeeeeeee e (1,306) (6,204)
Total Common Stock Bquity.....ccccoieevivieeiiveeiiiicrecenn 484,406 472,180
Cumulative Preferred Stock (Note 6)
Not subject to mandatory redemption ........ccceoeerivrcerieenerirennan. 21,030 21,030
Subject to mandatory redemption ........c.ceevevrviieiiieerieieeien, 35,000 35,000
Total Cumulative Preferred Stock ........cooovvveviviiinnnn. 56,030 56,030
Long-Term Debt (Note 7) c..voevevivevirivieeiiecieecereeeeee e 335,451 356,918
Total Capitalization........cccooceevvievirieeiieeec e 875,887 885,128
Current Liabilities
Current maturities of long-term debt .....cocooovviiieiiiiie 35,100 39,507
Notes payable ......ocouiieiieiieeciie e 50,000 18,000
Accounts payable ........occ.ioiiiiiie e 36,746 23,591
Dividends payal)le ................................................................................ 9,013 9,913
Accrued taxes and interest .........oooeeeiieieiiieieiiiiee e (162) 6,334
ACCTUEd VACAHON <.ttt ettt een 4,344 4,400
Customer deposits .......oveviveevirieeeertiereeeeeeeeeesesesese sttt en 4,471 4,248
Oher ©voieeiiieieieeete ettt e ae e e reaes 7,545 7,932
Total Current Liabilities .......c..cccooviviiiiieioieieceeen. 147,957 113,925
Deferred Credits and Other Liabilities
Regulatory liabilities (Note 2) ...oovivieriieniiiieeee e 87,039 81,065
OPerating TeSEIVES ..c...cueiirieriiieeriieeniiieetereesrteeestresenseesseneessseesssanessnens 6,294 5,995
OHhEr oot ettt 19,101 27,251
Total Deferred Credits and Other Liabilities.................... 112,434 114,311
Deferred Income Tax (Note 4) ....ccoooooveviieiviieeeerieeeeeeeeeee e 199,621 202,674
Commitments and contingencies (Notes 2, 3 and 9)..........c..cccevovvnnne.
TOTAL CAPITALIZATION AND LIABILITIES .........ccoovsienivicnnnnn. $ 1,335,899 $ 1,316,038

¢



gonsdi(lated Q%a)tement of %le}l Lglows

Year ended December 31, (In T}lousands) 1999 1998 1997
Operating Activities
Net Income ooooiiiiieiiiiiiiiieeee e $ 48,573 $ 49,314 $ 51,856
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation and amortization including
nuclear fuel amortization .......oceevveeereveenenenn. 51,186 49,011 48,348
Deferred income taxes, net ....ociiiiiiiiiiieniiininienn, 4,219 (1 16) 14,077
Allowance for equity funds used
during construction ..........ccoeveeeevieeriereneeienns - (585) (387)
Nine Mile 2 Plant deferred
finance charges, net ....ccoooovevveeevieeieee (4,855) (4,855) (4,855)
Provisions for uncollectibles .....c.oovevvieeeveeniann 2,930 2,639 3,493
Net accrued/deferred pension costs ........ccocveee.e... (10,968) (12,277) (8,555)
Deferred gas costs .....ooevrveeeieeriiieeieeeieeeeeenn, 3,080 1,072 3,475
Deferred gas refunds ...c.c.ovovvvevereiereeeieean, (19) (1,640) 1,695
Other - net c.ooviiivieiieeieeeeeeeeeeeee e 9,423 4,888 7,233
Changes in current assets and lia})ili’cies, net:
Accounts receivable and unbilled utility revenues .. (15,474) (46) (4,420)
Materials and supplies .......................................... (7,898) 513 3,995
Special deposits and prepayments ........ccoovnnnee.. 17,291 (20,613) (770)
Accounts payable ..o 13,155 (777) (1,769)
Accrued taxes and interest .........ccococvvireeririeennnnan, (6,665) 3,094 (2,107)
Other current liabilities..........cccoooveevrvieiiiiiiean, (175) 1,695 (61)
Net cash provided by operating activities.................... 103,803 71,317 111,248
Investing Activities :
Additions to Plant ...oooeiieiiee e (46,495) (45,661) (43,868)
Allowance for equity funds used &uring construction ........ - 585 387
Net additions to plant .....cccocvevevieiiiieeieecee e (46,495) (45,076) (43,481)
Competitive Business Affiliates fixed asset additions ........ (11,945) (19,460) -
Nine Mile 2 Plant decommissioning trust fund................ (868) (868) (868)
Other = Net vovcviviieirieecr et (589) (801) 396
Net cash used in investing activities ...........c...cocoeune. (59,897) (66,205) (43,953)
Financing Activities
Proceeds from issuance of long-term debt v, 176,250 35,250 2,000
Net borrowings (repayments) of short-term debt............... 32,000 18,000 (15,600)
Retirement & redemption of long-term debt ..........co.......... (201,318) (2,466) (2,282)
Dividends paid on common stock .......ccoeviviveririeennnne. (36,422) (36,706) (37,196)
Debt iSSUANCE COBS ©uverireinriiieiiieieeieieeereeres e esenans (4,530) - -
Reacquired capital stock .......ooooivveiiieiiieiiecee e, - (17,745) (9,398)
Net cash used in financing activities ..........ccc0cvevennnene. (34,020) (3,667) (62,476)
Net Cllang‘e in Cash and Cash Equivalents ....................... 9,886 1,445 4,819
Cash and Cash Equivalents at Beginning of Year ............ 10,499 9,054 4,235
Cash and Cash Equivalents at End of Year .coooevvveevnnnn. $ 20,385 $ 10,499 $ 9,054
" Supplemental Disclosure of Cash Flow Information
Interest paicl (net of amounts capitalized) ......................... $ 26,307 $ 24,002 $ 24,309
Federal income taxes pai& ................................................ 29,025 26,900 17,111

i The Notes to Consolidated Financial Statements are an integra/ part Izereaf.



Q%tes to %onsolidate(l Qgginancial 5 tatements

NOTE 1
SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

Principles of Consolidation

The consolidated financial statements include the
accounts of CH Energy Group, Inc. (“Corporation”), and
its subsidiaries. Intercompany balances and transactions
have been eliminated.

The Corporation’s subsidiaries are each clirectly or
indirectly wi'ioﬂy owned and their businesses are comprised
of an electric and gas uti]ity lancﬂioi(iing, cogeneration,
fuel oil, electric generating or energy management
companies and electric and gas sales. The net income of
the Corporation’s subsidiaries, other than Central
Hudson, is reflected in the Consolidated Statement of
Income as “Equity Earnings - Competitive Business

iliates.”

In April 1998, Central Hudson Gas & Electric
Corporation (“Central Hudson”) formed a wholly-owned
subsidiary named CH Energy Group, Inc., which, after a
one-for-one share exchange on December 15, 1999
(“Holding Company Restructuring”), became the holding
company parent of Central Hudson and its existing
subsidiaries (with the exception of Phoenix Development
Company, Inc., which remains a sui-)sitiiary of Central
Hudson). On November 3, 1999, Central Hudson
Energy Services, Inc. (“Services”) was formed as a New
York corporation, and on November 19, 1999, Services
became a whoﬂy—ownecl su])sicliary of the Corporation for
the purpose of becoming, upon the Hol(iing Company
Restructuring, the hoiding company parent of Central

Hudson Enterprises Corporation, SCASCO, Inc., Prime

Industrial Energy Services, Inc., CH Resources, Inc.,
CH Syracuse Properties, Inc., CH N iagara Properties,
Inc. and Greene Point Development Corporation
(“competitive business attilia’ces”). See Note 2 -
“Regulatory Matters,” under the caption “Competitive
Opportunities Proceeding Settlement Agreement” for
further details.

Rates, Revenues and
Cost Adjustment Clauses

Central Hudson’s electric and gas retail rates are
regulatect l')y the Public Service Commission of the State
of New York (“PSC”). Transmission rates, facilities
Ciiarges and rates for electricity sold for resale in interstate
commerce are regulatecl ]oy the Federal Energy Regulatory
Commission (“FERC”).

Central Hudson’s tariff for retail electric service
includes a fuel cost adjustment clause pursuant to which
electric rates are acljusted to reflect changes in the average
cost of fuels used for electric generation and in certain
purchase(i power costs, from the average of such costs
included in base rates. Central Hudson’s tariff for gas
service contains a comparai:)ie clause to acljus’c gas rates for
changes in the price of purctiased natural gas.

Utility Plant

The costs of additions to utility plant and
replacements of retired units of property are capitalizeci at
original cost. Central Hudson’s share of the costs of Unit
No. 2 of the Nine Mile Point Nuclear Station (“Nine
Mile 2 Plant”) are capitaiizect at originai cost, less the
disallowed investment of $169.3 million which was
recorded in 1987. Capitalized costs include labor,
materials and supplies, indirect charges for such items as
transportation, certain taxes, pension and other employee
benefits and Allowance for the Cost of Funds Used
During Construction (“AFDC”), a noncash item, or
capitalizeti interest. Repiacernent of minor items of
property is included in maintenance expenses.

The original cost of property, together with removal
cost, less salvage, is charged to accumulated depreciation
at such time as the property is retired and removed from
sexvice.



Jointly-Owned Facilities

Central Hudson has a 9%, or 103 megawatt (“MW”), undivided interest in the 1,143 MW Nine Mile 2 Plant (see
Note 3 - “Nine Mile 2 Plant”) and a 36%, or 420 MW, undivided interest in the 1,200 MW Roseton Electric

Generating Station (“Roseton Plant").

Central Hudson’s share of the respective investments in the Nine Mile 2 Plant and the Roseton Plant, as included
in its Consolidated Balance Sheet at December 31, 1999 and 1998, were:

Nine Mile 2 Plant

Roseton Plant

Plant in service eoveeerveverreeanene.
Accumulated tlepreciation ............

Net Plant ooveeeer oo

Construction work in progress .....

Plant in service ...o.ococerveerrurennes
Accumulated depreciation ............

Net Plant covveeereeeeeeeeeeeeennne

Construction work in progress .....

1999 1998
(In Thousan&s)

....... $ 314,844 ¢ 315358
...... (81,799) (77,178)
...... 233,045 238,180
....... 2,204 2,132
....... $ 135561 § 135,197
...... (83,754) (80,486)
...... 51,807 54,711
....... 325 213

Allowance For Funds
Used During Construction

Central Hudson’s regulated utility plant includes
AFDC, which is defined in applical)le regulatory systems
as the net cost of borrowed funds used for construction
purposes and a reasonable rate on other funds when so
used. The concurrent credit for the amount so capi’calize(l
is reportecl in the Consolidated Statement of Income as
follows: the portion applical)le to borrowed funds is reportecl
as a reduction of interest charges while the portion
applicable to other funds (’che equity component, a non-
cash item) is reported as other income. The AFDC rate
was 6.25% in 1999, 8.5% in 1998 and 8.0% in 1997.

For a discussion of the effect of Statement of
Financial Accounting Standards No. 71, “Accounting for
the Effects of Certain Types of Regulation (“SFAS 717),
as issued ]:)y the Financial Accounting Standards Board
("FASB") , on Central Hudson’s fossil-fueled generating
plants, see Note 2 - “Regulatory Matters,” under the
caption “Impact of Settlement Agreement on Accounting
Policies.” Accordingly, beginning in 1998, significant
capital projects relating to the fossil-fueled generating
plants include capitalizecl interest instead of AFDC. For
1999 and 1998, no such projects met the criteria for
capitalizecl interest.

Depreciation and Amortization

For financial statement purposes, Central Hudson’s
clepreciation provisions are computed on the straigll’c—line
method using rates based on studies of the estimated
useful lives and estimated net salvage value of properties,
with the exception of the Nine Mile 2 Plant which is
depreciated on a remaining life amortization method. The

year 2026, the year in which the Nine Mile 2 Plant

operating license expires, is used as the end date in the
&evelopment of the remaining life amortization. Central
Hudson performs clepreciation studies on a continuing
basis and, upon approval by the PSC, perioclicauy adjusts
the rates of its various classes of depreciaMe property.

Central Hudson's composite rates for depreciation
were 3.22% in 1999, 3.21% in 1998 and 3.16% in
1997 of the original cost of average (leprecial)le property.
The ratio of the amount of accumulated depreciation to
the cost of depreciable property at December 31 was
41.0% in 1999, 39.6% in 1998 and 38.2% in 1997.

For federal income tax purposes, the Corporation
uses an accelerated method of depreciation and generaﬂy
uses the shortest life permitted for each class of assets.

The cost of the Nine Mile 2 Plant nuclear fuel
assemblies and components is amortized to operating
expense based on the quantity of heat prorlucecl for the
generation of electric energy.

Cash and Cash Equivalents

For purposes of the Consolidated Statement of Cash
Flows, the Corporation considers temporary cash
investments with a maturity, when purchased, of three
months or less to be cash equivalents.

Fe(leral Income Tax

The Corporation and its affiliates file a consolidated
federal income tax return. Federal income taxes are
allocated to operating expenses and other income and
deductions in the Consolidated Statement of Income.
Federal income taxes are deferred under the liability
method in accordance with Financial Accounting

Standard No. 109, “Accounting for Income Taxes,”



(“SFAS 1097). Under the 1ia1)ility method, deferred
income taxes are provicled for all differences between
financial statement and tax basis of assets and liabilities.
Additional deferred income taxes and offsetting regulatory
assets or liabilities are recorded by Central Hudson to
recognize that income taxes will be recoverable or

refundable through future revenues.

Use of Estimates

Preparation of the financial statements in accordance
with generaﬂy accepted accounting principles includes the
use of estimates and assumptions lay management that
affect the reporl:ed amounts of assets and liabilities and
disclosures of contingent liabilities at the date of the
financial statements and reported amount of revenues and
expenses during the reporting period. Actual results may
differ from those estimates.

New Accounting Standards and
Other FASB Projects

In June 1998, the FASB issued Statement of
Financial Accounting Standards No. 133, “Accounting
for Derivative Instruments and Heclging Activities”
(“SFAS 133"). This Statement establishes accounting
and reporting standards for derivative instruments and for
hedging activities. It requires that an entity recognize all
derivatives as either assets or liabilities in the balance sheet
and measure those instruments at fair value. Any gain or
loss resulting from changes in such fair value is requirecl
to be recognize& in earnings to the extent the derivatives
are not effective as hedges. The Corporation has
implemented an energy tracling risk management program
to manage the price risks associated with fuel purchases
for generation, natural gas purchases for native load
customers, and wholesale power transactions. The
Corporation may utilize various financial instruments,
such as futures, options, swaps, caps, floors and collars
to stabilize the price volati]ity of these commodities. At this
time, the Corporation believes that the heclging program
will not have a material impact on its financial position or
results of operations.

In June 1999, the FASB issued FASB Statement
No. 137 “Accounting for Derivative Instruments and
Hedging Activities - Deferral of the Effective Date of
FASB Statement No. 133,” amending SFAS 133 to
defer the effective date Ly one year to all fiscal quarters of
all fiscal years beginning after June 15, 2000. This
proposed change is made in response to requests to
consider delaying the effective date to provide more time to
study, understand and implemen’c the provisions of the

SFAS 133.

Plant Decommissioning: In February 1996, the
FASB issued an exposure draft entitled “Accounting for
Certain Liabilities Related to Closure and Removal of
Long-Livecl Assets,” which includes nuclear plant

clecommissioning. Over the past four years, this exposure
draft has been the source of continual debate. The FASB
has committed to completing the project and is proceeding
toward issuance of another exposure draft expectecl in the
first quarter of 2000 with an effective date for financial
statements for fiscal years beginning after June 15, 2001.
If the accounting standard proposed in such exposure
draft were adopte(l, it could result in higher annual
provisions for removal or c],ecommissioning to be recognized
earlier in the operating life of nuclear and other generating
units and an accelerated recognition of the
clecommissioning obligation. The FASB is continuing to
explore various issues associated with this project,
including liability measurement and recognition issues.
The FASB is clelil)erating this issue and the resulting
final pronouncement could be different from that proposecl
in the exposure draft. The Corporation can make no
prediction at this time as to the ultimate form of such
proposed accounting standard, assuming it is adopted, nor
can it make any prediction as to its ultimate effect(s) on
the financial condition of the Corporation.

NOTE 2
REGULATORY MATTERS

Competitive Opf)ortunities
Proceeding‘ Settlement Agreement

In response to the May 1996 Order of the PSC
issued in its generic Competitive Opportunities Proceeding
(“Proceedingn), Central Hudson, the PSC Staff and
certain other parties entered into an Amended and
Restated Settlement Agreement, dated January 2, 1998,
(“Agreement”). The PSC approvecl the Agreement by its
final Order issued and effective June 30, 1998.

Shortly after the PSC issued its May 1996 Oxder,
Central Hudson and other electric utilities filed a court
chauenge to such Order. The chaﬂenge was denied and
Central Hudson and other electric utilities appealecl such
denial. The Public U’cility Law Project (“PULP”), which
had intervened in the proceeding, filed a similar appeal.
PULP subsequently filed a court chaﬂenge to the PSC’s
Order approving the Agreement of Central Hudson and
filed similar c]naﬂenges to similar agreements of other
electric utilities. Central Hudson subsequently moved to
dismiss PULP’s chaﬂenge to the Agreement. In August
1999, Central Hudson and other electric utilities filed
with the court a request to withdraw their appeal with
respect to the denial of the chaﬂenge to the PSC’s May
1996 Order without prejudice to restoration of such
appeal should PULP’s challenge to the restructuring
agreement of any of the electric utilities be successful.
Said request to withdraw the appeal without prejudice was
granted by the Appellate Court on January 12, 2000.
The appeal of PULP remains pending at this time, and
the Corporation can make no prediction as to the potential
outcome.



The Agreement generaliy includes the toiiowing

provisions: (i) continuation of a basic electric rate freeze,

ong with a piiase-in of retail access, for residential,
commercial and small industrial customers tiirougti June
2001; (i) a 5% reduction in base electric rates for iarge
industrial customers; (iii) a 10.6% return on equity
(“ROE”) cap with excess earnings, if any, deferred for
- stranded cost mitigation (as of December 31 , 1999,
Central Hudson has recorded an estimated regulatory
liability of $3.5 million due to excess earnings); (iv) a
reasonable opportunity to recover all prucientiy incurred
strandable costs, defined as “production expenditures made
in Central Hudson in tuitiliing its oi)iigation to serve and
provi(ie safe, reliable electric service to customers within its
franchise territory which are not expecteti to be recoverable
in a competitive eiectrlcity market”; ) functional
separation of Central Hudson’s Danskammer Steam
Generating Station (“Dansizammer Piant") and its
interest in the Roseton Plant in 1998; (vi) transfer of title
in an auction of Central Hudson’s Danskammer Plant
and its interest in the Roseton Plant to be compiete(i i)y
June 30, 2001 (an affiliate of Central Hudson’s was
given the option to bid, and the PSC reserved its autiiority
to require an auction and transfer of Central Hudson'’s
fossil-fueled electric generating assets prior to June 30,
2001 if such action is found by the PSC to be in the
pui:)iic interest); (vii) approval to effect a iiolriing company
restructuring not later than June 30, 2001; (viii) certain
reguiation of Central Hudson’s operations; (ix) standards
of conduct in transactions between Central Hudson and
its competitive business affiliates inclu(iing the
Corporation; (x) protiit)itions against Central Hudson
malzing loans to the Corporation or any other affiliate or
Central Hudson guaranteeing debt of the Corporation or
any other attiiiate; {xi) limitations on the transfer of
Central Hudson employees to affiliates and on the use of
Central Hudson officers in common with affiliates
and (xii) permission for Central Hudson to transfer up to
$100 million of equity to competitive business affiliates
prior to such txolding company restructuring; i’iowever,
Central Hudson has petitione(i the PSC to extend such
perioci until receipt of the procee(is from the auction of its
fossil generation assets.

In addition, the PSC directed the PSC Staff to
provicie assurance that Central Hudson does not incur
impru(ient generation costs which could be avoided i)y
divestiture of fossil-fueled electric generating assets prior to
June 30, 2001, and added a provision (ieaiing with
mergers and acquisitions; nameiy, pursuant to a petition
filed jointiy or inctiviciualiy ijy Central Hudson, Central
Hudson will have the flexibility to retain, on a cumulative
iJasis, all savings associated with an acquisition or merger
with another utility fora perioni of five years from the date
of ciosing of any merger or acquisition, up to the amount
of the acquisition premium paici over the lesser of book
value or fair market value of assets mergecl or acquired.
Savings in excess of the recovery of such premium will be

(iispose(i of t)y the PSC for the benefit of customers.

The consideration received in Central Hudson in an
auction, referred to in {vi) of the second prece(iing
paragraph above, will, up to the net book value of the
assets sold, be available for (iisposition for the benefit of
shareholders without PSC approval. Any excess over such
net book value will be requireci to be used to offset Central
Hudson’s fossil-fueled generation related regulatory assets
and, to the extent of any remaining consideration, to
reduce the book cost of Central Hudson’s investment in
the Nine Mile 2 Plant. In the event that the sale price of
any such assets is below Central Hudson’s then current
net book value, the difference will be preserve(i for recovery
as strandable costs. Central Hudson’s potentiai strandable
costs are those prior utility investments and commitments
that may not be recoverable in a competitive energy
market, which are predominantly related to Central
Hudson’s investment in the Nine Mile 2 Plant. During
the period ending June 30, 2001, Central Hudson will
continue to recover its potential electric strandable costs in
the rates it ctxarges its transmission and distribution
customers. Foﬂowing June 30, 2001, Central Hudson
will be given a reasonable opportunity to recover, ti'u:ougl'i
a non-i)ypassai)ie ciiarge to customers, all prudently
incurred, verifiable and appropriateiy mitigatecl electric
strandable costs.

In November 1999 Central Hudson filed a proposal
with the PSC that no Central Hudson affiliate would bid
in its auction, provi(ied that the PSC approve Central
Hudson’s auction plan and certain related accounting and
rate-making proposals. For further information, see the
subcaption below “Auction of Fossil Generation Plants.”

After such ciivestiture, Central Hudson expects to be
oi)iigate(i to continue to serve a portion of its electric
customers. The Corporation cannot prexiict the amount of
such service which Central Hudson will be ot)iigateri to
provicte or the cost or avai]at)i]ity of electricity to satisty
customer service oi)iigations‘

Impact of Settlement Agreement
on Accounting Policies

The Agreement created certain ciianges to the
Corporation’s accounting policies. The Corporation’s
accounting policies conform to generaiiy accepte(i
accounting principies, which, for reguiate(i pui)iic utilities,
include SFAS 71. Under SFAS 71, reguiatect companies
appiy AFDC to the cost of construction projects. Because
Central Hudson'’s fossil-fueled generating plants are no
ionger sut)ject to SEAS 71, capitaiize(i interest will be
appiieci instead of AFDC. Under SFAS 71, reguiate«i
companies defer costs and credits on the balance sheet as
regulatory assets and liabilities when it is pro]oai)le that
those costs and credits will be allowed in the rate-maieing
process in a perioct different from when they otherwise
would have been reflected in income. These deferred
reguiatory assets and liabilities are then reflected in the
income statement in the perioci in which the same



amounts are reflected in rates. If some of an enterprise’s
operations are regulateti and meet the appropriate criteria,

SFAS 71 is applie(l only to the regulatetl portion of the

- ’ -
enterprise s operations.

During 1997, the FASB Emerging Issues Task
Force (“EITE”) concluded that an entity should
discontinue application of SFAS 71, to any portion of
its business when a (ieregulation transition plan isin place
and the terms are known. However, the EITF further
qualifie(i, in its Issue No. 97-4, that regulatory assets
and liabilities should be evaluated based on where the cash
flows are to be derived in the determination of the
applical)ility of SFAS 71. When the cash flows are from
rates to be cllargecl to customers of the regulatecl business
for recovery and settlement, respectively, of regulatory
assets and liabilities, tliey should not be eliminated until:

Summary of Reg’ulatory Assets and Liabilities

a) tliey are recovered or settled tl'lrougl'i the regulatecl cash
flows or l)) tlley are in(iivi(iually impaire(i or the regulator
eliminates the individual olaligation or ¢) the portion of the
business provicling the regulateci cash flows no longer
meets the criteria of SFAS 71. None of these conditions
have occurred as applie(i to Central Hudson’s fossil-fueled
generation regulatory assets and Liabilities even tl'rougl'i the
Agreement put into place a cleregulation transition plan
with the ultimate goal of (iivesting Central Hudson’s
fossil-fueled generating plant assets. Tllerefore, these
balances continue to be reflected in the total for regulatory
assets and liabilities in the Corporation’s Consolidated
Balance Sheet. At December 31, 1999 and 1998, net
regulatory assets associated with the fossil-fueled
generating assets totaled $1.0 million and $2.5 million,
respectively. The fossil-fueled generating assets continue
to be recorded as utility plant.

The following table sets forth Central Hudson's regulatory assets and liabilities:

At December 31, 1999 1998
Regulatory Assets (Debits): (In Thousands)
Deferred finance cliarges -
Nine Mile 2 Plant ..cc.oeveeeerveeeeeeeeereeeeeeene $ 66,181 $ 67,326
Income taxes recoverable
through future rates .....ccccovvveeiveeeriiene 26,426 35,221
Deferred Newburgh Gas Site (Note 9) ............. 15,114 22,679
Otller .............................................................. 29,766 24,035
Total Regulatory Assets ceeviviiiriiiceiieneniin, $ 137,487 $14«9,261
Regulatory Liabilities (Credits):
Deferred finance charges -
Nine Mile 2 Plant c.covveeeereeeeeeeeeieeeeeeeeeeen. $ 4,431 $ 10,431
Income taxes refundable ......ccoovviovviieriie. 15,978 17,574
Deferred Nine Mile 2 Plant costs......coovcuun.c. 20,895 15,790
Deferred pension costs overcollection(Note 8) . 6,545 11,693
Deferred OPEB costs overcollection (Note 8) .. 13,035 9,796
Customer benefits account .......ocevvvvveeervecnneenen, 9,158 5,447
OEE et eeeeer e oo oot e eeaens 16,997 10,334
Total Regulatory Liabilities ........cccceueee.e. 87,039 81,065
Net Regulatory Assets .......occeveveeriennnen. $ 50,448 $ 68,196

Some of the signi{icant regulatory assets and liahilities include:

Deferred Finance C]:larges - Nine Mile 2 Plant:
During the construction of the Nine Mile 2 Plant, the
PSC authorized the inclusion in rate base of increasing
amounts of Central Hudson’s investment in that Plant.
Central Hudson did not accrue AFDC on any of the
Nine Mile 2 Plant construction work in progress
{(“CWIP") which was included in rate base and for which
a cash return was l)eing allowe(i; luowever, the PSC
orclerecl, effective January 1, 1083, that amounts be
accumulated in deferred debit and credit accounts equal to

the amount of AFDC which was not being accrued on
the CWIP included in rate base (“Mirror CWIP”). The
balance in the deferred credit account is available to reduce
future revenue requirements l:)y amortizing portions of the
deferred credit to other income or l)y the elimination
tllrougll writing off other deferred balances as directed l)y
the PSC. The Corporation expects such application of the
deferred credit will occur over a perioti su]astantially shorter
than the life of the Nine Mile 2 Plant. When amounts of

such deferred credit are applied in order to reduce revenue

¢



requirements, amortization is started for a corresponcting
amount of the deferred del)it, which amortization
continues on a level basis over the remaining life of the
Nine Mile 2 Plant, resulting in recovery of such
corresponding amount ti’erugi’l rates. Mirror CWIP is
expecteci to be exhausted i)y the end of the useful life of
the Nine Mile 2 Plant either through the amortization or
write-off proceciures described above or ttirougii the write-
off of the remaining debit and credit as directed by the
PSC. The net effect of this procedure is that at the end
of the amortization pen'oct for the deferred credit, the
accounting and rate—maieing treatment will be the same as

if the Nine Mile 2 Plant CWIP had not been included in

rate base cluring the construction period.

Pursuant to a PSC Order issued and effective
February 11, 1994, in an electric rate proceeding,
Central Hudson was authorized to amortize $6 million
annuaiiy of the deferred credit t)eginning in December
1993.

The $6 million amortization of the deferred credit will
be continued unless changed t;y a future PSC rate order
or until it is exhausted. Under provisions of the Agreement,
this amortization will be replace(i with other deferred credits
to the extent necessary to proviiie for full replacement of
the expiring Mirror CWIP credits. The current level of the
deferred debit amortization of $1.1 million is based on the
level of deferred credits that have been utilized througi'i the
most recent rate year. Credit amounts utilized sui)sequentiy
are included in the deferred debit amortization level at the
time of the next PSC rate order for the new rate year
based on the then remaining life of the Nine Mile 2 Plant.

Income Taxes Recoverable/Refundable: The
adoption of SFAS 109 in 1993 increased Central
Hudson's net deferred tax o]aligation. Asitis proi)a]:)le
that the increase will be recovered from customers, Central
Hudson established a net regulatory asset for the
recoverable future taxes.

Deferred Nine Mile 2 Plant Costs: The existing
rate-making for the Nine Mile 2 Plant, as directed by the
PSC in its Order on Nine Mile 2 Operating and Capitai
Forecast for 1996 (“Supplement No. 57), provides for the
deferral of the difference between actual and authorized
operating and maintenance expense. Supplement No. 5
continues in effect until ctianged ]Jy a sui)sequent rate
order. For 1999 and 1998, the Nine Mile 2 Plant
incurred less actual expense than authorized, and Central
Hudson’s share has been recorded as a regulatory liability

in accordance with Supplement No. 5.

Customer Benefits Account: The Agreement
requires that Central Hudson set aside $10.0 million per
calendar year in a Customer Benefits Account to fund rate
reductions and retail access options. Fun(iing sources include

$3.0 million from shareholder sources, $3.5 million from

1l

fuel cost savings generatecl i)y the installation of Central
Hudson’s coal dock unioa(iing tacility at its Danskammer
Plant and $3.5 million from deferred credits related to the
reconciliation of pension and OPEB costs. The
Agreement also stipulates that unused tun(iing
accumulated to the end of the Agreement term is to be
used for o{‘tsetting strandable costs or providing other
ratepayer benefits.

Auction of Fossil Generation Plants

Under the Agreement, Central Hudson is requirecl to
sell its fossil generation piants and transfer title i)y
June 30, 2001. Central Hudson has provided for the
necessary internal and external resources to carry out the
auction that is called for in the Agreement. Central
Hudson has agreements with Niagara Mohawk Power
Corporation (“Niagara Mohawk”) and Consolidated
Edison Company of New York, Inc. (“Consolidated
Edison”) for the (iisposition of their co-tenancy interests in
the Roseton Plant in conjunction with such auction. On
Novem]:)er 19, 1999 ; Centrai Huctson tiled Witl’l ttie pPsC ,
for review and approvai, an auction pian for a combined
auction of the Roseton Plant and the Danskammer Plant
{(“Auction Plan"). The Auction Plan is intended to
maximize the value received ljy the assets and provi(ie for
an orderiy process and an objective bid evaluation. The
Auction Plan tiiing also requests the PSC’s approvai for
certain accounting and rate-making proposais relating to

the Agreement.

In the Agreement, the consideration received t)y
Central Hu(ison, after transaction costs , in the sale of its
interest in such Plants is available to Central Hu(ison, up
to the net book value of such Piants, for investment in
competitive business affiliates or other disposition for the
benefit of shareholders without PSC approval
(“Unregulated Investments”). In the Agreement, Central
Hudson also retained the rigtit for an affiliate to
participate in the auction process of such Plants. In the
event that no such affiliate were to bid in such auction,
Central Hudson would retain, for Unreguiatecl
Investments, an additional amount of such consideration
equal to 10% of the consideration of such sale in excess
of the net book value of its interest in such Piants; such
excess i)eing hereinafter called the “Earned Auction
Incentive.” However, the aggregate of all such
consideration to be so available to Central Hudson cannot

exceed $17.5 million (“Cap”). In the Auction Plan tiiing,
Central Hudson stated to the PSC that it is Wi]ling to
waive the rigiit of an affiliate of Central Hudson to
participate in such auction if the PSC approves all the of
the accounting and rate—malzing proposals described in the
Auction Plan filing, inclu(iing the toliowing: (i) an
increase in the Cap, ona formula basis, not to exceed
$18.5 million; (ii) any Earned Auction Incentive
recognized as income over a period of three to five years
and (iii) the Barned Auction Incentive would appiy not



just to Central Hudson’s interest in the Roseton Plant
and the Danskammer Plant, but would apply to the gross
consideration received from a combined auction of these

Plants less the gross proceecls to be provided to the other
owners of the Roseton Plant.

The Corporation can make no prediction as to what
action the PSC will take on the Auction Plan {-ﬂing,

including said accounting and rate-making proposals.

Approval of the auction plan is expected early in 2000.

Selection of the winning bidder(s) is anticipated later in
2000, with the actual sale to take place in early 2001
after all regulatory approvals are obtained.

Independent System Operator

Central Hudson was a member of the New York
Power Pool (“NYPP"), whose members, major investor-
owned State electric utility companies, Long Island
Lighting Company (“LILCQO?”), as a subsidiary of the
Long Island Power Authority (“LIPA") and the Power
Autl'xori’cy of the State of New York (“PASNY™), ]oy
agreement, provicled for coordinated operation of their bulk
power electric systems.

As part of the ongoing discussions regarcling the
restructuring of the electric industry in New York State
referred to under the caption “Competitive Opportunities
Proceeding Settlement Agreement” of this Note 2,
proposals were made to terminate the NYPP and establish
the foﬂowing: a new market structure that included as its
leey elements the establishment of an Inclependent System
Operator (“ISO7) and the New York State Relia]:)ility
Council ("Relial)ility Council") , coﬂectively to replace the
NYPP. On Septem]oer 15, 1999, FERC gave its final
approval for the ISO and the Relial)ility Council. In
November 1999, the NYPP was terminated and the ISO
and Relial)ility Council ]:)egan operations.

The ISO is open to ])uyers, sellers, consumers and
transmission proviclers; each of these groups is representecl
on the Board of Directors of the 150, which is a not-for-
proﬁt New York corporation. The Relia]oility Council’s
mission is to promote and preserve the relial)ility of the
bulk power system within New York State through its
primary responsﬂ)ili’cy for the promulgation of relial)ili’cy
rules; the ISO will develop the procedures necessary to
operate the system within these relia})ility rules. The
Relia]:)ility Council is governecl l)y a committee comprised
of transmission provi(lers and representatives of Luyers,
sellers and consumer and environmental groups.

The Corporation does not expect that such NYPP
restructuring will have a material adverse effect on its
financial position or results of operations.

NOTE 3 - NINE MILE 2 PLANT

General

The Nine Mile 2 Plant is located in Oswego County,
New Yorlz, and is operated })y Niagara Mohawk. The
Nine Mile 2 Plant is owned as tenants-in-common ]oy
Central Hudson (9% interest), Niagara Mohawk (41%
interest), New York State Electric & Gas Corporation
(“NYSEG”) (18% interest), Long Island Lighting
Company (“LILCO”), as a subsidiary of the Long Island
Power Authority (‘LIPA”) (18% interest) and Rochester
Gas and Electric Corporation (“Rochester”) (14%
interest). The output of the Nine Mile 2 Plant, which has
a rated net capa]oility of 1,143 MW, is shared, and the
operating expenses of the Plant are allocated to the
cotenants in the same proportions as the cotenants’
respective ownership interests. Central Hudson’s share of
direct operating expense for the Nine Mile 2 Plant is
included in the appropriate expense classifications in the
accompanying Consolidated Statement of Income.

Under the Operating Agreement entered into ]:)y the
cotenants in January 1993, Niagara Mohawk acts as
operator of the Nine Mile 2 Plant, and all five cotenants
share certain policy, }Judget and managerial oversight
functions. The Operating Agreement remains in effect
sul)ject to termination on six months notice.

On Sep’ceml)er 30, 1999, the Nuclear Regulatory
Commission (“NRC”) issued a Plant Performance Review
on the Nine Mile 2 and Nine Mile 1 (wholly owned by
Niagara Mohawk) Plants. The NRC stated that it will
increase its scrutiny of the operation of the Nine Mile
Plants over the next six months as a result of a decline in
the performance of those Plants due to weaknesses in
areas such as plant maintenance, work planning and
scheduling and engineering support. Niagara Mohawk has
announced significant management changes at the Nine
Mile Plants, including the reassignment of several
experience& employees to the site. If operating
performance of the Nine Mile 2 Plant deteriorates {:urther,
significant expenditures may be required to improve
performance, the impact of which on the Corporation
cannot now be pre&ictecl.

Niagara Mohawk and NYSEQG have each entered
into an agreement to sell their interest in the Nine Mile 2
Plant to AmerGCen Energy Company, L.L.C.
(“AmerGen”). AmerGen would replace Niagara Mohawk
as the operator of the Nine Mile 2 Plant. Niagara
Mohawk has also entered into an agreement to sell its
100% interest in the adjacent Nine Mile Point Unit
No. 1 Nuclear Plant (“Nine Mile 1 Plant”) to AmerGen.

The cotenant owners of the Nine Mile 2 Plant have
rights of first refusal under the Basic Agreement, dated



September 22, 1975, creating the tenancy-in-common
ownership of the Nine Mile 2 Plant. Pursuant to such
rights, each cotenant has the righ’c to acquire all or a
proportionai share of another co-tenant’s interest in the
Nine Mile 2 Plant })y matciiing the terms of the co-
tenant’s sale of its interest in the Nine Mile 2 Plant to
a third party.

In Juiy 1999, AmerGen, Niagara Mohawk and
NYSEG filed joint petitions with the PSC, pursuant to
Section 70 of the Public Service Law of New York
seeleing the PSC’s consent for the transfer of such
interests in the Nine Mile 2 Plant and Nine Mile 1 Plant.
In July 1999, Niagara Mohawk, NYSEG and AmerGen
jointly filed for requisite approvals with FERC with
respect to such transfers. In Septemi)er 1999, Niagara
Mohawk, NYSEG and AmerGen filed jointly with the
NRC for requisite approvais with respect to such transfers.
In eariy December 1999, NYSEG petitioneci the PSC for
an emergency cieciaratory ruiing as to whether Rochester

may acquire additional interests in the Nine Mile 1 Plant

and the Nine Mile 2 Plant. By Order issued in December
1999, the NRC suspen(ie(i its proceeding pencling the
determination of Rochester, Central Hudson and LILCO
of their rigilts of first refusal with respect to the proposeci
transfer to AmerGen.

On December 21, 1999, Rochester exercised its rigiit
of first refusal under the Nine Mile 2 Plant Basic
Agreement to match the AmerGen offer to purchase the
collective 59% interests of Niagara Mohawk and NYSEG
in the Nine Mile 2 Plant. Rochester would also match
AmerGen’s offer to purchase Niagara Mohawk's 100%
interest in the Nine Mile 1 Plant. Rochester pui)iiciy
announced that it had entered into arrangements with a
su]:)si(iiary of Entergy Corporation to operate the Nine
Mile 2 Plant and the Nine Mile 1 Plant. In December
1999, Central Hudson elected not to exercise its right of
first refusal with respect to the Nine Mile 2 Plant.

The Corporation can make no prediction as to the
outcome of the proposeti acquisition of interests in the
Nine Mile 1 and Nine Mile 2 Plants by AmerGen or

Rochester or the effect of any such acquisition on Central
Hudson.

Radioactive Waste

Niagara Mohawk has contracted with the U.S.
Department of Energy (“DOE") for (iisposal of in'gil-levei
radioactive waste (“spent fuei") from the Nine Mile 2
Plant. Despite a court order reaffirming the DOE’s
o]:)ligation to accept spent nuclear fuel by January 31,
1998, the DOE has forecasted the start of operations of
its high-ievel radioactive waste repository to be no earlier
than 2010. Central Hudson has been advised i)y Niagara
Mohawk that the Nine Mile 2 Plant spent fuel storage

pooi has a capacity for spent fuel that is adequate until
2012. If DOE schedule slippage should occur, facilities
that extend the on-site storage capa]oi.iity for spent fuel at

the Nine Mile 2 Plant i)eyon(i 2012 would need to be

acquirecl.

Nuclear Plant Decommissioning Costs

Central Hudson’s 9% share of costs to decommission
the Nine Mile 2 Plant is estimated to be approximateiy
$209.6 million ($83.3 million in 1999 dollars) and
assumes that decommissioning will i)egin siiortly after the
operating license expires in the year 2026. This estimate
is based upon a site-specific study compieteci in December

1996.

In order to assist Central Hudson in meeting this
o])iigation, Central Hudson makes annual contributions
of $868,000 to a qualii'ied external (iecommissioning trust
fund. The total annual amount allowed in rates is
$999,000, but the maximum annual tax deduction
allowed is $868,000. Currentiy, the difference between
the rate allowance ($999,000) and the amount
contributed to the external quaiifieci fund ($868,000) is
recorded as an internal reserve ($131 ,000), and the funds
are held i)y Central Hudson.

The quaiiiieci external decommissioning trust fund
at December 31, 1999 and 1998, amounted to
$17.4 million and $13.9 million, respectively, including
net reinvested earnings to date of $9.0 million. The
qualifie(i external clecommissioning trust fund is reflected
in the Consolidated Balance Sheet in “Investments and
Other Assets-Other.” At December 31, 1999, the
external decommissioning trust fund investments carrying
value approximate(i fair market value. The amount of
accumulated decommissioning costs recovered tin'ough
rates (inclucling both the external fund and the internal
reserve) and the net earnings of the external
ciecommissioning trust fund are reflected in accumulated
Liepreciation in the Consolidated Balance Sheet and
amount to $19.3 million and $15.6 million at
December 31, 1999 and 1998, respectively.

Reference is made to the su]ocaption “New
Accounting Standards and Other FASB Projects - Plant
Decommissioning” in Note 1 - “Summary of Significant
Accounting Policies” for details of the propose(i cilanges in
accounting for nuclear decommissioning costs.

The Corporation believes that if decommissioning
costs are greater than currentiy estimated, such revised
costs would be recovered in Central Hudson's rates.
However, future cieveiopments in the utiiity intiustry,
inciuding the effects of ciereguiation and increasing
competition, could change this belief.



NOTE 4 - FEDERAL INCOME TAX

Components of Federal Income Tax

The fo]lowing is a summary of the components of federal income tax as reported in the Consolidated Statement of Income:

1999 1998 1997
(In Thousands)
Charged to operating expense:
Federal income tax «.oooveeveeeeeeeeeeeeeeeeeee e, $ 22,160 $ 28,408 $ 19,004
Deferred income tax «...eevveeeeeeeeeeeeeeeeeeeeeeeeseeeeser e, 5,598 1,367 10,186
Income tax charged to operating expense............c......... 21,158 29,775 29,190
CI'larged (cre&i’ced) to other income and deductions:
Federal income tax ....o.eovoveeereeeeereeeeeeeeeeeeeeeeeee e, 2,545 296 (6,844)
Deferred income tax ....c.o.ovvvivereviieeeisicsieeeereeeerseeen. (1,378) (1,483) 3,891
Income tax (creclited) to other
income and deductions .........cccoveeereeeieeeeerreennn. 1,167 {1,187) (2,953)
Total federal income tax .coveveeeereeecerreeeinnn, $ 28,925 $ 28,588 $ 26,237

Reconciliation: The foﬂowing is a reconciliation between the amount of federal income tax cornputed on income before
taxes at the statutory rate and the amount reportecl in the Consolidated Statement of Income:

1999 1998 1997
(In Thousands)
Nt FI1COMIE uvvirrieceiiiieeiieiie ettt eeeetieeeerreeeeeeaereeeseeneneen $ 48,573 $ 49,314 $ 51,856
Preferred Stock Dividend .....voveveeeeeeeeeeeeeeeeeeeeeenn 3,230 3,230 3,230
Federal income tax «.voovveeeeeeeereeeeeeeeeeeeeeeeeeeees e 24,705 28,704 12,160
Deferred income tax. .......ooovivemviiueeeeceeieeeeeeeeeeeeereena 4,220 (116) 14,077
Income before taxes .........ooevvvveriiiiemrireeeeeeeeeeeeereseaenn. $ 80,728 $ 81,132 $ 81,323
Computed tax @ 35% statutory rate.....cccevvveeervreenneennn.. $ 28,255 $ 28,396 $ 28,463
Increase (decrease) to computed tax due to:
Pension eXpense ..ccuvveveireeriinereriineirenrriineeneeeneseeeenen (3,097) (4,486) (2,855)
Deferred finance cllarges -
Nine Mile 2 Plant ......cc.ooovvveiiieiivieeeeceee e, (1,699) (1,700) (1,699)
Deferred environmental
remediation COSES ...evvviirmriiiriieisiieeeeeeeesreeeennenene (1,683) (578) (286)
Alternative minimum tax..........ocovvvvemirieeeerereenieerne - (1,048) (7,350)
Tax depreciation ........oveeveeeeerieenievieeeeeeeeeesseeee e (550) 4,248 (4,225)
Customer Benefits Account ......eevevveeveveeereeereeeererennns 1,299 1,906 -
Nine Mile 2 settlement costs ....c.covoveeeeeeeveeeeeeeeerin, 1,402 1,282 1,567
Deferred BaS COSES 1vrmnnniiniiiiiieiii e 1,078 375 1,216
Deferred storm costs .........ocerverreereeeereeeeeseresrenaen, - - (2,257)
Oher  eoooeeeeeeeeeeeoeeeeeoeoeoeoeoeoeoeeeeoe oo 300 (309) (414)
Federal income tax «.ve.vveeereveereeeeee oo erenns 24,705 28,704 12,160
Deferred income tax.......ocovoveivieeeeeeeeeeee oo, 4,220 (116) 14,077
Total federal income tax ....ooveveeereeeeeeeeeeeeeeeeeeeeenn $ 28,925 $ 28,588 $ 26,237
Effective tax rate ....oiieieieieeeeeereeeeeeeeeeeeeeeeeeesseeseeee. 35.8% 35.2% 32.3%




The following is a summary of the components of deferred taxes at December 31, 1999 and 1998, as reported in the

Consolidated Balance Sheet:

F‘uture revemnues - recovery 0]‘;

Net Accumulated Deferred Income

Accumulated Deferred IncomeTax Assets:
Future tax benefits on investment tax
credit basis difference....c.oco.....
Unbilled revenues ....ccoveeeiiveerveennnnn.
OHher et
Accumulated Deferred Income Tax Assets

Accumulated Deferred Income Tax Liabilities:
Tax depreciation ..............................
Accumulated deferred investment tax credit .

plant basis differences ...cuen.......

Other .............................................
Accumulated Deferred Income Tax Liabilities ...

1999 1998
(In Thousands)
............ $ 13,229 $ 14,033
............ 5,718 5,261
............ 37,844 32,938
.......... $ 56,791 $ 52,232
............ $ 179,927 $ 180,339
24,569 26,0062,
............ 8,787 11,319
............ 43,129 37,186
256,412 254,906
............ $ 199,621 $ 202,674

Tax Lial)ility ...................................

NOTE 5 - SHORT-TERM
BORROWING ARRANGEMENTS

As part of its establishment as a holding company,
the Corporation has established a $50 million revolving
credit agreement with three commercial banks through

December 4, 2001. At December 31, 1999, the
Corporation had no outstanding short-term debt.

In addition, Central Hudson has in effect a revolving
credit agreement with four commercial banks which allows
it to borrow up to $50 million through October 23, 2001,
(“Borrowing Agreement”). The Borrowing Agreement
gives Central Hudson the option of Lorrowing at either
the higher of the prime rate or the sum of the federal
funds rate plus 1/2 of 1%, or three other money market
rates, if such rates are lower. Compensating balances are

not required under the Borrowing Agreement. In addition,
Central Hudson maintains confirmed lines of credit
totaling $1.5 million with regional banks. There were no
ou’tstancling loans under the Borrowing Agreement or the
line of credit at December 31, 1999 or 1998. In order to
diversify its sources of short-term financing, Central
Hudson has entered into short-term credit facilities
agreements with several commercial banks. At

December 31, 1999, Central Hudson had outstanding
short-term debt of $50 million.

Authorization from the PSC limits the amount
Central Hudson may have outstancling, at any time,
under all of its short-term ]oorrowing arrangements to

$52 million in the aggregate.

The subsidiaries of Services have lines of credit
totaling $10.5 million. There were no borrowings against
these lines of credit at December 31, 1999.



NOTE 6 - CAPITALIZATION - CAPITAL STOCK
Common Stock, $.10 par value; 30,000,000 shares authorized:

January 1, 1997 .oooiiiiiiiee e
Repurchased under common
stock repurchase plan oo
December 31, 1997 ....ooooeoeeeeeeeeeeeeeeeeeen,
Repurchased under common
stock repurchase plan .................................
December 31, 1998 ..oviveeemrieeereeeeeeeeeeeere,
Cancellation - Reacquired Stock vveiiiiiiee,
Share Exchange - Formation of Holcling Company
Reduction in par valte o,
Transfer of capital stock E€XPENISE evvvrrinnrirnnnnnn,

December 31, 1999 .......covvoerieereeeeeeeeee,

Reacquired
Common Stock Paid-In Capital
Shares Amount Capital Stock
Qutstanding ($000) ($000) ($000)
17,554,987  $ 87,775 § 284,465 § -
(275,200) - - (9,398)
17,279,787 87,775 284,465 (9,398)
(417,700) ; - (17,745)
16,862,087 87,775 284,465 (27,143)
; (3,465) (11,227) 27,143
; (82,624) 82,624 ;
- - (4,632) -
16,862,087 $ 1,686 $351,230 $ -

Cumulative Preferred Stoclz, Central Hudson, $100 par value; 1,200,000 shares authorized:

Final Redemption Shares Outstanding
Redemption Price December 31,
Series Date 12/31/99 1999 1998
Not Sul)ject to Man(latory
Redemption:
4.50% $107.00 70,300 70,300
4.75% 106.756 20,000 20,000
4.35% 102.00 60,000 60,000
4.96% 101.00 60,000 60,000
210,300 210,300
Subject to Manda’cory
Redemption:
6.20% 10/1/08 (a) 200,000 200,000
6.80% 10/1/27 (b) 150,000 150,000
350,000 350,000
Total 560,300 560,300

(a) Cannot be redeemed prior to October 1, 2003. Sul)ject to mana’atory annual sin]eing ﬁma] payment of $1.0 million
commencing October 1, 2003 with final payment of $15.0 million on the Ffinal redemption date.

(b) Cannot be redeemed prior to October 1, 2003. Subject to mandatory annual sinking fund payment of $600,000
commencing October 1, 2003 through final redemption date.

Central Hudson had no cumulative preferred stock redemptions or issuances during 1999 and 1998.

Expenses incurred on issuance of capital stock are
accumulated and reported as a reduction in common stock
equity. These expenses are not Leing amortized, except
tha’c, as directed l)y the P SC, certain issuance and
redemption costs and unamortized expenses associated

with certain issues of preferred stock that were redeemed

have been deferred and are being amortized over the

remaining lives of the issues su})ject to mandatory

reclernptions.

The Corporation may establish a program and may

reputchase up to one million shares of its Common
Stock. Future repurchases will be established as

conditions warrant.

¢



NOTE 7 - CAPITALIZATION - LONG-TERM DEBT

Details of long-term debt are as follows:

December 31,
1999 1998
Series Maturity Date (In Thousands)
First Mortgage Bonds:
6.10% (a) April 28, 2000 $ 10,000 $ 10,000
7.70% (a) June 12, 2000 25,000 25,000
7.97% {a) June 11, 2003 8,000 8,000
7.97% {a) June 13, 2003 8,000 8,000
6.46% (a) Aug. 11, 2003 10,000 10,000
6 1/4% (b) June 1, 2007 4,230 4,325
9 1/4% May 1, 2021 70,000 70,000
8.12% (a) Aug. 29, 2022 10,000 10,000
8.14% (a) Aug. 29, 2022 10,000 10,000
8375%  (b)(d) Dec. 1, 2028 - 16,700
155,230 172,025
Promissory Notes:
1984 Series A (7 3/8%) (c){e) Oct. 1, 2014 - 16,700
1984 Series B (7 3/8%) (c)(e) Oct. 1, 2014 - 16,700
1985 Series A (Var. rate) (c)(f) Nov. 1, 2020 - 36,250
1985 Series B (Var. rate) (c)(f) Nov. 1, 2020 - 36,000
1087 Series A (Var. rate) (c)(g) June 1, 2027 - 33,700
1987 Series B (Var. rate) (c)(g) June 1, 2027 - 9,900
1998 Series A (4.20%)  (c) Dec. 1, 2028 16,700 16,700
5.38% (a) Jan. 15, 1999 - 20,000
5.93% (a) Sept.10, 2001 15,000 15,000
7.85% (a) July 2, 2004 15,000 15,000
1999 Series C (6%) (a) Jan. 15, 2009 20,000 -
1999 Series A (5.45%) (o) Aug. 1, 2027 33,400 -
1999 Series B {(Var. rate) (c) July 1, 2034 33,700 -
1999 Series C {Var. rate) (c) Aug. 1, 2028 41,150 -
1999 Series D (Var. rate) (c) Aug. 1, 2028 41,000 -
215,950 215,950
Secured Notes Payable of Services - 9,023
Unamortized Discount on Debt (629) (673)
Total long-term debt 370,551 396,425
Less Current Portion (35,100) (39,507)
$ 335,451 $356,918
(@) Issued under Central Hudson's Medium Term Note Program.
() First Mortgage Bonds issued in connection with the sale lay the New York State Energy Research and Deue/opment Autlzority
(“NYSERDA”) o]( tax-exempt po”ution control revenue bonds.
(¢) Promissory Notes issued in connection with the sale by NYSERDA o][ tax-exempt po/’ution control revenue bonds.
(d) Redeemed March 1, 1090.
(e) Redeemed October 1, 1900.
(]9 Redeemed November 1, 1090.
(g) Redeemed September 1, 1000.
The subsidiaries of Services had no long-term debt as of December 31, 1999.




Long-Term Debt Maturities

The aggregate principal amounts of Central Hudson
long-term debt maturing for the next five years, inclu(ling
sinleing fund requirements, and thereafter are as follows:
$35.1 million in 2000, $22.6 million in 2001; including
$7.5 million Medium Term Notes issued January 31,
2000, $.1 million in 2002, $26.1 million in 2003,
$15.1 million in 2004 and $279.7 million thereafter.

First Mortgage Bonds

Central Hudson, on December 2, 1998, refinanced
the 8.375% Series of pollution control Loncls, issued on
its behalf by NYSERDA in 1988 in the aggregate
principal amount of $16.7 million, which bonds are
supported ]:)y Central Hudson'’s First Mortgage Bonds of
like principal amount. Such bonds were refinanced with
lower cost NYSERDA poﬂution control bonds, which
bonds are supported by Central Hudson’s Promissory
Note of like principal amount, at a fixed rate of 4.20%
for their initial term of five years and thereafter are subject
to repricing. The 8.375% Series was redeemed on
March 1, 1999, in order to coordinate with the Artidle
XXI Mortgage Indenture requirements noted below under
the su]:)cap’cion “Mortgage Indenture Covenant.”
Accordingly, these bonds have been included in the
“Current Maturities of Long-Term Debt” on the
Corporation’s Balance Sheet at December 31, 1998,

Medium Term Notes

On January 15, 1999, Central Hudson issued and
sold a $ZO million tranche of its unsecured Medium Term
Notes, Series C, under its Medium Term Note program.
Such notes bear a fixed annual interest rate of 6.00%,
mature on January 15, 2009, and are not redeemable at
the option of Central Hudson prior to maturity. The net
proceeds to Central Hudson from the sale of such notes
were $19,875,000 or 99.875% (before deducting
expenses). Such proceeds were appliecl to the payment at
maturity on January 15, 1999, of a $20 million tranche
of Central Hudson’s unsecured Medium Term Notes,
Series A, that bore interest at a fixed annual interest rate

of 5.38%.

On January 31, 2000, Central Hudson issued and
sold a $7.5 million tranche of its unsecured Medium
Term Notes, Series C, under its Medium Term Note
program. Such notes bear a fixed annual interest rate of
7.05%, mature June 30, 2001, and are not redeemable
prior to maturity. The net proceecls to Central Hudson
from the sale of such notes were $7,488,750 or 99.85%
(before cleducting expenses). Such proceeds were applied to

the payment of worlzing capital requirements of Central
Hudson.

Settlement Agreement

Central Hudson has petitione& the PSC to amend
the Agreement to extend the time in which it may transfer
up to $100 million to its competitive business affiliates.
Currently, such transfer must be made prior to the
Holding Company Restructuring. The petition requests
an extension prior to the receipt of proceecls from the
auction of Central Hudson’s fossil generation assets.
Approxima’cely $51.5 million has been transferred to such
affiliates as of December 31, 1999. Central Hudson may,
pursuant to this authorization, issue, no later than
June 30, 2001, up to $100 million of new securities,
including up to one million shares of common stock in
furtherance of its business plan. Central Hudson expects
to issue Medium Term Notes to finance such fund
transfers H ]nowever, the amount and timing of any such
issuance is not determinable at this time.

NYSERDA

As discussed in the subcaption “First Mortgage
Bonds” al)ove, Central Hudson refunded certain of its
outstanding NYSERDA Bonds in 1999. On August 3,
1999, Central Hudson refinanced its 7 3/8% Series
po]lution control bonds issued on its behalf in 1984 in the
aggregate principal amount of $33.4 million by
NYSERDA by refunding such bonds with the proceecls of
the issuance and sale on that date of $33.4 million
aggregate principal amount of a new series of NYSERDA
bonds (the “1999 NYSERDA Bonds, Series A”). The
1999 NYSERDA Bonds, Series A carry an effective
interest rate of 5.47%, are unsecured and are insured as
to payment of principal and interest as tlley become due
]3y a municipal bond insurance policy issued Ly AMBAC
Assurance Corporation. As a part of such re{-inancing, the
maturity of these bonds was extended from October 1 ,
2014 to August 1, 2027.

On August 3, 1999, Central Hudson refinanced its
1985 Series A and B and its 1987 Series A and B
NYSERDA Bonds, $115.85 million aggregate principal
amount, all of which series were su]aject to weelely
repricing, with three new series of NYSERDA Bonds:
1999 Series B, $33.7 million principal amount, 1999
Series C, $41.15 million principal amount and 1999
Series D, $41.0 million principal amount (the “1999
NYSERDA Bonds, Series B, C, D”). The 1999
NYSERDA Boncls, Series B, C, D are in multi-modal
{:orm, which allows Central Hudson to convert these series
to various variable rate modes as well as to fix the rate of
interest for periods of time up to the remaining life of the
bonds. The 1999 NYSERDA Bonds, Series B, C, D
were initiaﬂy issued in Dutch Auction mode, under which
the rate of interest is determined every 35 clays I)y an
auction process. The 1999 NYSERDA Bonds, Series B,
C, D are unsecured and insured as to payment of
principal and interest as they become due ]oy a municipal

bond insurance policy issued ]Jy AMBAC Assurance



Corporation. As part of the refinancing, the maturities of
such refinanced series were extended to August 1, 2028,
except that the maturity date of the 1987 Series B, which
is sui)ject to alternative minimum tax, was extended to
July 1, 2034. In its rate orders, the PSC has authorized
deferred accounting for the interest costs on Central
Hudson’s variable rate NYSERDA Bonds. The
authorization provicies for full recovery of the actual
interest costs supporting u’ciiity operations. The percent of
interest costs supporting utility operations represents
approximateiy 95% of the total costs. The deferred
balances under such accounting were $5.9 million and
$4.9 million at December 31, 1999 and 1998,
respectively, and were included in “Reguiatory Assets” in
the Corporation’s Consolidated Balance Sheet. Such

deferred l)alances are to be aticiressed in future rate cases.

Letters of Credit

Central Hudson had in place irrevocable letters of
credit which supporteci certain payments requireci to be
made on the 1985 and 1987 NYSERDA Bonds. Such
letters of credit were terminated in 1999 as part of the
refun(iing of the uncieriying NYSERDA bonds in a

format that does not require such letters of credit.

Debt Expense

Expenses incurred on debt issues and any discount or
premium on debt are deferred and amortized over the lives
of the related issues. Expenses incurred on debt
re(iemptions prior to maturity have been deferred and are
generaﬂy i)eing amortized over the shorter of the remaining
lives of the related extinguished issues or the new issues as

directed i)y the PSC.

De]:)t Covenants

Certain debt agreements require the maintenance i)y
Central Hudson of certain financial ratios and contain
other restrictive covenants.

Mortgage Indenture Covenant

Article XXI of Central Hudson’s Indenture of
Mortgage, pursuant to which Central Hudson’s First
Mortgage Bonds are outstanding (’che “Mortgage”),
requires generauy tha’c, to the extent that the cost of
property additions (as defined in the Mortgage) acquire(i
]ay Central Hudson niuring a calendar year is less than the
allowance for (iepreciation on property subject to the
Mortgage (caicula’ceci pursuant to the Mortgage) for such
calendar year, Central Hudson must (ieposit cash with the
Mortgage Trustee in the amount of such (ieficiency, less
certain credits available to Central Hudson under the
Mortgage (the “Article XXI Deficiency”).

Any cash ciepositecl with the Mortgage Trustee as a
result of an Article XXI Deficiency may be withdrawvn i)y

Central Hudson in an amount equai to the cost of

property additions acquirecl by Central Hudson sui;sequent
to such calendar year, or may be appiieci i)y the Mortgage
Trustee, at the request of Central Hudson, to redeem or
purchase outstamiing mortgage bonds in accordance with
the provisions of the Mortgage. If any such cash left on
deposit with the Mortgage Trustee for 12 consecutive
months or more is in excess of $350,000, the amount of
such cash in excess of $250,000 must be applied by the
Mortgage Trustee to redeem or purci'iase mortgage Londs,
sui)ject to certain exceptions set forth in the Mortgage.
Article XX of the Mortgage will remain in effect so long
as any of Central Hudson's mortgage bonds of any series
created prior to 1994 are outstanding under the Mortgage.

For calendar year 1998, Central Hudson experience(i
an Article XXI Deiiciency in the approximate amount of
$16.3 million, in satisfaction of which it (iepositeci with
the Mortgage Trustee cash in that amount received ]:)y
Central Hudson from the procee«is of the 1998 NYSERDA
Bonds. Such cash (ieposite(i was appiie(i i)y the Mortgage
Trustee, at the request of Central Hudson, to the
redemption, on March 1, 1999, of Central Hudson’s
First Mortgage Bonds, 8.375% Series due 2028. For
calendar year 1999, Central Hudson experienced an
Article XX1 De{'iciency in the approximate amount of
$7.6 rniﬂion, in satisfaction of which it depositeti with the
Mortgage Trustee cash in that amount. Such cash
deposi’ceci will be appiiecl i)y the Mortgage Trustee, at the
request of Central Hudson to the retiemp’cion, on
April 28, 2000, of the 6.10% Series Mortgage Bonds.

NOTE 8
POSTEMPLOYMENT BENEFITS

Pension Benefits

Central Hudson has a non-contrii)utory retirement
income pian (“Retirement Pian") covering sui)stan’cialiy all
of its empioyees and certain empioyees of Central Hudson
Enterprises Corporation (“CHEC”), a whoﬂy-owned
suiasiciiary of Services. The Retirement Plan provides
pension benefits that are based on the empioyee's
compensation and years of service. It has been Central
Hudson’s practice to provid.e periociic upclates to the
benefit formula stated in the Retirement Plan.

Central Hudson’s fun(iing poiicy is to make annual
contributions equai to the amount of net periociic pension
cost, but not in excess of the maximum allowable tax-
deductible contribution under the federal income tax law
nor less than the minimum requirement under the

Employee Retirement Income Security Act of 1974,

The accounting for pension benefits reflects acioption
of Psc-prescrii)e(i provisions which, among other ti'iings,
requires ten-year amortization of actuarial gains and losses
and deferral of differences hetween actual pension expense
and rate allowances.



In addition to the Retirement Plan, Central Hudson
sponsors an Executive Deferred Compensation Plan for
eligiljle officers and a nonquali{:iecl Retirement Benefit
Restoration Plan.

Other Postretirement Benefits

Central Hudson provicles certain health care and life
insurance benefits for retired employees through its post-
retirement benefit plan (“Bene{:it Plan") (’chis includes
retirees of CHEC). Sul)stantiauy all of Central Hudson’s
employees may become eligible for these benefits if they
reach retirement age while worlzing for Central Hudson.
These and similar benefits for active employees are
providec], through insurance companies whose premiums
are based on the benefits paid during the year. In order to

reduce the total costs of these Lene{;its, Central Hudson
requires employees who retired on or after October 1,
1994, to contribute toward the cost of such benefits.

The Corporation is {'ully recovering its net periodic

postretirement costs in accordance with PSC guidelines.

Under these guidelines, the difference between the amounts
of postretirement benefits recoverable in rates and the
amounts of postretirement henefits determined Ly the
actuary under SFAS 106, "Employers Accounting for
Postretirement Benefits Other Than Pensions,” are de-
ferred as either a regulatory asset or lia})i]ity, as appropriate.

Reconciliations of Pension and OPEB Plans’ benefit
obligation, plan assets and funded status, as well as the
components of net pen'odic pension cost and the Weighted
average assumptions are as follows:

Change in Benefit Obligation:
Benefit o]nligation at beginning of year ..o,

Service oSt .overirirmiiereriierieeee e
Interest cost...coovevenirounriiriiiiiccriice e
Participant contributions ........ccoooccvveerrerena,
Plan amendments ...........coo.ooeevveemireree,
Benefits paicl ......................................................
Actuarial (gain)or loss ..oovivieeviieiriceeeere

Benefit Ol)ligation at End of Year ......ccoovvevennnn.
Change in Plan Assets:

Fair value of plan assets at beginning of year ......
Actual return on plan assets ....cooovvviiiiiciiiiennn.
Employer contributions .........oceovveiriecerienn,
Participant contributions ............ccoovvovuiecnnrnens,
Benefits paid
Administrative Expenses .....cooevreeeviveeieiieireenn,

Fair Value of Plan Assets at End of Year..oooorveennn...

Reconciliation of Funded status:
Funded status ...oo.ovoveeeieieiic e,
Unrecognized actuarial (8ain) wvvreeeieeeriieee
Unrecognized transition (asset) or ol)ligation ......
Unamortized prior service cost .........ceeeeeennn.,

Accrued Benefit Cost eeovnoomronoiieooooooo

Components of Net Periodic Benefit Cost:
Service COSt c.oviimriniieiiiiieitiiee e
Interest cost .....cccovvimvrnrieiiieeiiieecee e
Expectecl return on plan assets ...,
Amortization of prior service cost ......ccvveurrnnnnnn.
Amortization of transitional (asset) or obliga’cion
Recognized actuarial (gain) or loss ...cocvvveeeveen..

Net Periodic Benefit Cost.....oovvvooroooooooo

Weigh’ted-average assumptions as of December 31:
Discount rate .......cccoovieeeriioeiinnriiocccenn,
Expected long-term rate of return on plan assets.
Rate of compensation Increase........cc...ccccvvvennn...

Pension Benefits Other Benefits
1999 1998 1999 1998
In Thousan(ls In Thousands

$270,504 $225038 $ 93,471 $ 78,953
6,417 5,205 2,525 2,076
17,546 16,234 5,832 5,610

- - 206 -

10,633 14,439 . .
(13,344) (12,433) (3,396) (2,973)
(38,629) 22,021 (18,641) 9,805
$253,127 $ 270,504 $ 79,997 ¢ 93,471
$309,037 $316,852 § 57,180 $ 45,109
46,487 6,040 5,166 10,607
188 72 4,448 5,489

. - 206 -
(13,344) (12,433) (2,733) (3,569)
(995) (1,494) (259) (456)
$341,373 $309,037 § 64,008 $ 57,180
$ 88246 $ 38533 $(15,989) $(36,291)
(73,051) '(18,985) (28,862) (9,800)
(1,430) (2,065) 40,465 43,579
29,309 20,179 (119) (129)
$ 43,074 $ 37662 $ (4,505 $ (2,641)
$ 6417 ¢ 5205 $ 2525 ¢ 2,076
17,546 16,234 5,832 5,610
(24,314) (217,325) (3,756) (2,867)
1,503 552 (10) (10)
(635) (635) 3,114 3,114
(5,742) (10,162) (1,686) (1,789)

$ 52250 ¢ (16,131) $ 6,019 $ 6,134
71.75% 6.50% 7.75% 6.50%
9.75% 8.50% 6.80% 6.80%
4.00% 4.00% 4.00% 4.00%

For measurement purposes, a 9.0% (9.4% for participants over age 65) annual rate of increase in the per capita cost

of covered health benefits is assumed for 2000. The rate is assumed to decrease gradually to 5.5% for 2008 and remain

at that level therea{:ter.

@_



Assumed health care cost trend rates have a significant effect on the amounts reported for the health care plan. A
one percentage point change in assumed health care cost trend rates would have the £oﬂowing effects:

Effect on total of service and interest cost components for 1999 $

Effect on year-end 1999 postretirement benefit obligation

One Percentage
Point Decrease

1,254,000
$ 10,480,000

One Percentage
Point Increase

$ (1,086,000)
$ (9,266,000)

NOTE 9
COMMITMENTS AND
CONTINGENCIES

Nuclear Lial)ility Insurance

The Price-Anderson Act is a federal law which limits
the public lialoility which can be imposed with respect to a
nuclear incident at a licensed nuclear electric generating
facility. Such Act also provicles for assessment of owners
of all licensed nuclear units in the United States for losses
in excess of certain limits in the event of a nuclear
incident at any such licensed unit. Under the provisions of
the Price-Anderson Act, Central Hudson’s potential
assessment (based on its 9% ownership interest in the
Nine Mile 2 Plant and assuming that the other Nine
Mile 2 Plant cotenants were to contribute their
proportionate shares of the potential assessments) would
be $7.6 million (sul:ject to adjustmen’c for inﬂation) and
Central Hudson could be assessed $380,000 (subject to
adjustment for inﬂa’cion) as an additional surcharge, but
would be limited to a maximum assessment of $900,000
in any year with respect to any nuclear incident. The
pu]::lic liability insurance coverage of $200 million requirecl
under the Price-Anderson Act for the Nine Mile 2 Plant is
providecl throug]n Niagara Mohawk.

Central Hudson also carries insurance to cover the
additional costs of replacement power (under a Business
Interruption andfor Extra Expense Insurance Policy)
incurred lny Central Hudson in the event of a prolongecl
accidental outage of the Nine Mile 2 Plant. This
insurance arrangement provides for payments of up to
$409,000 per week if the Nine Mile 2 Plant experiences a
continuous accidental outage which extends }Jeyon& 12
weeks. Such payments will continue for 52 weeks after
expiration of the 12-week deductible period, and thereafter
the insurer shall pay 80% of the weekly indemnity for a
second and third 52-week period. Subject to certain
limitations, Central Hudson may request prepayment, in
a Iump sum amount, of the insurance payments whic
would otherwise be paid to it with respect to said third 52-
week perio&, calculated on a net present value basis.

Central Hudson is insured as to its respective interest
in the Nine Mile 2 Plant under property clamage
insurance provi(led through Niagara Mohawk. The
insurance coverage provicles $500 million of primary
property clarnage coverage for both Units of the Nine Mile
Point Nuclear Station and $2.25 billion of excess

property clamage coverage solely for Unit 2 of that
station. Such insurance covers decontamination costs,
debris removal and repair and/or replacement of property.

The Corporation intends to maintain, or cause
to be maintained, insurance against such risks at the
Nine Mile 2 Plant, provide& such coverage can be
obtained at an accepta]ole cost.

Environmental Matters

General: On an ongoing basis, Central Hudson
assesses environmental issues which could impact Central
Hudson and its customers.

Water: In 1992 Central Hudson filed renewal
applications for the State Pollution Discharge
Elimination System (“SPDES") permits for its Roseton
and Danskammer Plants. Such permits are required to
operate the Plants’ cooling water systems and wastewater
treatment systems. Central Hudson is a party to an active
proceeding with other New York utilities before the New
York State Department of Environmental Conservation
(“NYSDEC”) related to the processing of the SPDES
permit renewal application for the Roseton Plant. The
utility participants in the proceeding preparecl and
submitted a revised Draft Environmental Impact
Statement (“DEIS”) on December 15, 1999. At this
stage of the proceeding, the Corporation can make no
determination as to the outcome of the proceeding or the
impact, if any, on the Corporation’s financial position.

In 1999 Riverlzeeper, Inc., commenced a citizen suit,
in the United States District Court for the Southern
District of New York, against Central Hudson under §11
of the Endangerecl Species Act, 16 U.S.C. §1540,
seeking injunctive relief from Central Hudson’s a]leged
unpermitted taleings of the endangered shortnose sturgeon
through Central Hudson’s Roseton and Danskammer
Plants on the Hudson River. Central Hudson does not
believe it has violated such Act and intends to vigorously
defend this action. The Corporation can make no
precliction as to the outcome of this litigation.

Air: The Clean Air Act Amendments of 1990
(“CAA Amendments”) added several new programs which

address attainment and maintenance of national ambient




air quaiity standards. These include control of emissions
from fossil-fueled electric generating plants that affect
“acid rain” and ozone. As of December 31, 1999, Central
Hudson believes it is in full compliance with regulations
promulgated to date under the CAA Amendments.
Ongoing federal and state clean air initiatives may require
Central Hudson to reduce its emissions in the future.

Central Hudson'’s emissions of nitrogen oxides
(“NOx”") were subject to additional controls, effective
May 31, 1995 and May 1, 1999, under Title I of the
CAA Amendments. Central Hudson has installed
appropriate controls in compliance with the May 31, 1995
requirements. The 1999 requirements were addressed t)y
fuels and operation management. Backend controls were
not requirect. The NYSDEC has recently promulgated
regulations requiring a third round of NOx reductions to
go into effect in 2003.

In July 1997, the Environmental Protection Agency
(“EPA”) prornulgatect proposecl revisions to the National
Ambient Air Quality Standards for ozone and
particulates. These regulations have been stayed })y the
courts. Further action t)y the EPA is pending.

Beginning in 1997 the NYSDEC, began an
initiative seelzing penalties from all New York electric
utilities for past opacity variances and requiring various
opacity reduction measures and stipulated penalties for
future excursions after execution of a consent order. Each
New York State electric utility, including Central Hudson,
is in the process of negotiating, or has negotiated, the
various terms and conditions of a draft consent order with
the NYSDEC. Central Hudson and the NYSDEC
entered into an Order on Consent, effective April 26,
1999, pursuant to which Central Hudson, in settlement
of a claim t)y the NYSDEC that emissions from the
Roseton and Danskammer Plants exceeded applicable
opacity emissions standards, agree(l to a civil pena].ty of
$1.5 million for both Plants, of which $500,000 was
paid to the NYSDEC. The remaining $1.0 million of
such penalty was suspended upon Central Hudson
causing certain environmentaﬂy beneficial projects in
Dutchess and Orange Counties, New York to be
implementecl, as set forth in said Order. Said Order also
provides for (i) a new level of stipulatecl penalty provisions
for future opacity exceedences and (ii) an Opacity
Reduction Program, all with respect to said Plants.

In October 1999, New York State Governor Pataki
indicated he will cause a rulemalaing proceeding to be
initiated intended to lead to regulations requiring electric
generation plants in New York State to reduce sulfur
dioxide and nitrogen dioxide emissions Leyon(l the
reductions mandated t>y federal law. Until the issuance
and anaiysis of any such regulations , the Corporation can
make no pre(liction as to the effect of such regulations, on
the cost of operating the Danskammer and Roseton
Plants or whether or not capital improvements would be
required.

In October 1999, the New York State Attorney
General indicated he is investigating eigl'lt older New York
State power plants for possit;le violations of federal and
state air emission rules. By letter dated October 12, 1999
from the Office of said Attorney General, Central
Hudson was notified that such investigation indicates that
Central Hudson, “may have constructed, and continues to
operate, major modifications to its Danskammer [Plant...]
without ot)ta.ining [certain] requisite preconstruction permits.”
Such letter requests that Central Hudson provide certain
information with respect to such investigation. The
NYSDEC, IJy su]opoena dated January 13, 2000, has
requestect sutjstantiaﬂy the same information from Central
Hudson. The Corporation believes that the NYSDEC has
assumed responsit)ility for such investigation, but Central
Hudson has not received formal notification thereof.
Central Hudson is reviewing this matter in (iepttl, and
believes any requirecl permits were obtained.

Former Manufactured Gas Plant Facilities

City of Newburgh: In October 1995, Central
Hudson and the NYSDEC entered into an Order on
Consent regarding the development and implemen’cation of
an investigation and remediation program for Central
Hudson's former coal gasification plant (“Central Hudson
Site”), the City of Newt)urgh, New York’s (“City”)
acljacent and neart»y property and the adjoining areas of
the Hudson River. Initial remediation investigations were
compieted in Septemt)er 1997. The investigations revealed
the presence of contaminants in the soil in portions of the
stucly area. In the majority of the stucly area contaminants
were found cteep within the grouncl and are not a threat to
the pu})lic. Contaminated ground water is associated with
the contaminated soil but it is not used as a drinieing
water supply. Impacte& sediments were also present within
the Hudson River adjacent to the City’s property which is

the location of its sewage treatment plant.

In May 1995, the City filed suit against Central
Hudson in the United States District Court for the
Southern District of New York. The City alleged that
Central Hudson released certain allegedly hazardous
substances without a permit from the Central Hudson
Site in New]:)urgtl, New York into the ground and into
adjacent and neart»y property of the City, in violation of
the federal Compreliensive Environmental Response,
Compensation and Lia]aility Act (“CERCLA”), the federal
Resources Conservation and Recovery Act (“RCRA”) and
the federal Emergency Planning and Community Rigtlt to
Know Act (“EPCRA”). The City also alleged a number of
nuisance, trespass, damage and indemnification claims
pursuant to New York State law.

The City sougtlt injunctive relief against such aﬂeged
(lisposal, storage or release of hazardous substances at the
Central Hudson Site, remediation and abatement of the
conditions aﬂeged to lead to enciangerment of the City’s
property, payment of restitution of clean-up costs and



monetary darnages of at least $70 mi]lion, assessment of
certain civil penalties under RCRA, CERCLA and
EPCRA, and recovery of the City's costs and attorneys’

fees in such action.

Among the City's aﬂegations was that the presence of
contamination on its site was preventing it from maleing
required improvements to its sewage treatment plant
(“STP”) on the site. In partial settlement of the City'’s
claims against Central Hudson, the City and Central
Hudson entered into an agreement, in ]uly 1998, wherel')y
the City would construct a clarifier at the STP and deal
appropria’cely with any contaminants that were
encountered during the construction, and Central Hudson
would fund these construction and related activities.
Construction of the clarifier was comple’ced in ]uly 1999;
however, all invoices for the construction costs and related
work have not yet been received. It is expected that the
total cost will be approximately $2.9 million.

The trial on this matter began in November 1998,
and in December 1998, the jury made its determination
that the proper cost of environmental remediation on the
City’s property is $20 million and Central Hudson’s share
is 80% (or $16 million). In addition, the jury awarded the
City $435,000 in damages for increased costs of future
operations of the City’s STP due to the existence of

contaminants.

Subsequent to the December 1998 jury award
referred to al)ove, Central Hudson and the City entered
into a Settlement Agreement, dated May 4, 1999, which

received court approval on the same date.

Under the Settlement Agreement (i) said lawsuit was
&isposed of and the City's claims were dismissed with
preju(lice; (ii) the City waived its n'ght to have the $16
million awarded })y the jury for the cost of said
environmental remediation on the City's property and
Central Hudson agreed to remediate the City’s property at
Central Hudson’s cost pursuant to said NYSDEC’s
October 1995 Order on Consent; (iii) Central Hudson
paid the City $2 million and will pay the City $500,000
in the future on the occurrence of certain events; (iv) if the
total cost of such remediation is less than $16 miﬂion,
Central Hudson will pay the City an additional amount
on a formula basis up to $500,000 depending on the
extent to which the cost of remediation is less than $16
million; and ) Central Hudson agreed to indemnify and
hold harmless the City against claims or lawsuits })y any
third party against the City aHeging injury, clamages or
violation of law caused Ly or arising from the aﬂeged
contamination in said lawsuit having migratecl from

Central Hudson’s to the City's property.

Pursuant to said October 1995 Order on Consent
with the NYSDEC, Central Hudson conducted additional
studies as part of the require& remedial investigation. The
results of these studies were proviclecl to the NYSDEC

which determined that the contaminants found in such

investigation may pose a significant threat to human
Lealth or the environment. As a result, Central Hudson
clevelope&»a draft Feasi]oility Stucly Report (“Report”)
which was filed with the NYSDEC on December 28,
1999, The Report summarizes the nature and location of
the contamination at and around the City’s property,
evaluates the potential ecological and human health risks
associated with that contamination and discusses clean-up
alternatives. The Report recommends (1) limited soil
removal from the southern portion of the City’s property,
where there is elevated contamination and (2) capping of
contaminated sediments in the Hudson River. The
estimated costs for the proposecl remediation activities are
$3 million for the soil removal and $2.5 million for the
capping of sediment in the Hudson River. Central
Hudson, in December 1999, provided the Report to
NYSDEC and to the City. Central Hudson expects that
both NYSDEC and the City will respond with comments
on the Report. Suleect to anticipatecl additional
negotiations among Central Hudson, the City and
NYSDEC, NYSDEC will issue a Proposed Remedial
Action Plan, for public review and comment, which is
expected to be issued in the second quarter of 2000.
Foﬂowing such public review, NYSDEC will issue a
Record of Decision which will specify a remediation plan
for Central Hudson’s implementation. Such remediation
plan is not expected to be issued until late in 2000.

As of December 31, 1999, the Corporation recorded
liabilities of $6.5 million regarding this matter which are
included in “Deferred Credits and Other Liabilities -
Other” in the Corporation’s Consolidated Balance Sheet.

By letter dated June 3, 1997, Central Hudson
received authorization from the PSC to defer costs related
to this matter, inclucling legal defense costs but excluding
Central Hudson’s laljor, related to environmental site
investigation and remediation actions. Central Hudson
has deferred costs expencled to date that it expects to be
recovered in future rates. The cumulative deferred costs
through 1999 amounted to $15.1 million and were
included in “Deferred Charges - Regulatory Assets” in the
Corporation’s Consolidated Balance Sheet.

The Corporation can make no prediction as to the
full financial effect this matter will have on it, including
the extent, if any, of insurance reimbursement and
including implementa’cion of environmental clean—up under
said Order on Consent. However, the Corporation has put
its insurers on notice of this matter and the Corporation
intends to seek reimbursement from such insurers for the
cost of any such lia})ility. Two of such insurers have
denied coverage.

Former Manufactured Gas Plant Sites: In
February 1999 the NYSDEC informed Central Hudson
of its intention to perform site assessments at the sites of
three manufactured gas plan’cs formerly operatecl ]3y
Central Hudson, two of which are located in
Poughl:aeepsie, New York and one in Beacon, New York.



Central Hudson will conduct the site assessments under
agreements negotiated with NYSDEC for each site. The
purpose of the site assessments will be to determine if
there are significant quantities of residues from the
manufactured gas operations on the sites. If NYSDEC
determines that signi{icant quantities of residues are not
present or that the residues pose no threat to pui)iic health
or the environment given the current uses of the sites,
NYSDEC will not require adciitionai investigations and/ or
remediation at the respective sites. If, after its review of
each site assessment, NYSDEC determines that
significant residues are present, or that residues pose a
threat to pul)iic health or the environment at a site,
Central Hudson will lileeiy be responsii)ie for any requirecl
remediation. The Corporation can make no prediction as
to the outcome of these matters at present. Central
Hudson has put its comprehensive generai iia]oiiity
insurers on notice of these matters, and Central Hudson
intends to seck reimbursement from its insurance carriers
for amounts for which it may become liable.

Central Hudson has requeste(i from the PSC

permission to defer the incremental costs of the
investigations and potentiai remediation of these sites.

Asbestos Litigation

Since 1987, Central Hudson, along with many other
parties, has been joined as a defendant or thir(i—party
defendant in 1,972 asbestos lawsuits commenced in New
York State and federal courts. The piaintiﬁs in these
lawsuits have each sought millions of dollars in
compensatory and punitive (iamages from all defendants.
The cases were Lrought i)y or on behalf of individuals who
have aﬂegedly suffered injury from exposure to asbestos,
inciu(iing exposure which aﬂegediy occurred at Central
Hudson facilities.

To dai:e, of the 1,972 cases that had been iarougi'it
against Central Hu(ison, 1,035 remained pen(i,ing against
Central Hudson. Of the 937 cases no ionger pencling
against Central Hudson, 810 have been dismissed or
discontinued, and Central Hudson has settled 127 cases.
The Corporation is presently unable to assess the validity
of the remaining asbestos lawsuits; accorciingiy, it cannot
determine the ultimate iiai)ili’cy relating to these cases.
Based on information known to the Corporation at this
time, inclu(iing Central Hudson’s experience in settiing
ashestos cases and in o]otaining dismissals of ashestos
cases, the Corporation believes that the cost to be incurred
in connection with the remaining lawsuits will not have a
material adverse effect on the Corporation’s financial
position or results of operations.

Central Hudson is insured under successive
compreiiensive general liability poiicies issued by a number
of insurers, has put such insurers on notice of the
asbestos lawsuits and has demanded indemnification
reimbursement for its defense costs and Iiabiii’cy. In

December 1994, Central Hudson commenced a lawsuit
against eight such insurers in the New York State
Supreme Court, Dutchess County. By order dated
October 2, 1998, the Court granted a motion by Central
Hudson against one insurer, Travelers Casualty and Surety
Company (f/le/a The Aetna Casualty and Surety
Company) (“Traveiers") ' seeleing a declaration that
Travelers owed Central Hudson the cost of defense in the
uncleriying ashestos iitigation. Travelers has since pai(i
Central Hudson approximately $3.2 million, consisting of
the undisputed portion of Central Hudson’s past defense
costs together with prejudgment interest. Travelers has
made this payment subject to the October 2, 1998 order
of the Court and without prejuclice to its rights to appeai
or to seek contribution from the other insurers and from

Central Hudson.

Purchased Power Commitments

Under federal and New York State laws and
reguiations, Central Hudson is require(i to purchase the
electrical output of unreguia’ced cogeneration facilities
(“IPPs™) which meet certain criteria for Qua1i£ying
Facilities, as such term is defined in the appropriate
iegislation. Purchases are made under iong—’cerm contracts
which require payment at rates iuigl'ier than what can be
purciiased on the wholesale market. These costs are
curren’ciy Ir.uily recoverable through Central Hudson’s
electric fuel acijustmen{: clause, with one exception, for
which the irnpaireci portion of the contract has been
recognizeci as a reduction to income. IPPs with which
Central Hudson has contracts represent 6% of Central
Hudson’s energy purchases in 1999.

Ot}ler Matters

Central Hudson is involved in various other iegal and
administrative proceeclings incidental to its business which
are in various stages. While these matters collectively
involve substantial amounts, it is the opinion of
management that their ultimate resolution will not have a
material adverse effect on the Corporation’s financial
position or results of operations.

Included in such procee(iings are lawsuits against
Central Hudson arising from a November 1992 expiosion
ina clweﬂing in Catskill, New York. One of these lawsuits
involving claims for personai injury and property damages
was settled in December 1999 in amounts not considered
material to the Corporation. A lawsuit aﬂeging personal
injuries and property (iamage and compensatory an
punitive ciamages in the sum of $4 million remains. In
January 2000, the court dismissed this lawsuit on the
merits because of piaintifps failure to prosecute the case,
but the time to appeai has not expireti.

In addition to the above, on Fel)ruary 12, 1994, a
fire and an expiosion (iestroyeci a residence in the Vi]lage
of Wappingers Falls, New York, in Central Hudson’s



service territory. A short time later, a second explosion and
fire destroyed a nearl)y commercial facility. Lawsuits
commenced against Central Hudson arising out of the
Wappingers Falls incident include one aﬂeging property
damage and seelzing recovery of $250,000 in compensatory
damages and one alleging personal injuries and property
clamage and seel:zing an unspecifiecl amount of clamages
against Central Hudson. All such lawsuits have been
consolidated; however, no trial date has been set.

The Corporation is investigating the Wappingers
Falls claims and presently has insufficient information on
which to preclict their outcome. The Corporation believes
that Central Hudson has aclequate insurance to cover any
compensatory clamages that might be awarded.

NOTE 10
SEGMENTS AND RELATED
INFORMATION

The Corporation’s primary reporta]ole operating
segments are the regula’ced electric and gas operations of
Central Hudson. The Corporation’s “Other” segment
consists of the competitive business affiliates of Services.
For 1999, “Other” also includes the activity of CH Energy
Group, Ine. prior to the formation of the holding comparny
on December 15, 1999. The “Other” earnings per share
for 1999 is due to the sale of the Corporation’s New York
Stock Exchange sym]:ol. All of the segments currently
operate in the Northeast region of the United States.

Certain additional information regarding these segments
is set forth in the foﬂowing table. General corporate
expenses, property common to both segments and
clepeciation of such common property have been allocated
to the segments in accordance with practice established for
regulatory purposes.

CH Energy Group, Inc. Segment Disclosure - FAS 131 Year Ended December 31,

Electric Gas Other Total

{In Thousands) 1999
Revenues from external customers.................. $ 427 ,129 $ 93 ,009 $ - $ 520,828
Intersegment TEVEIIUES tuevinineniiracrneriassoneansaronns 80 1,032 - 1,112
Total revenues ....occeeveeeeeveveereeeeereeerreenns 427,809 04,131 - 521,940
Depreciation and amortization ......eeeeeeeeeeerennn. 42,157 4,756 - 46,913
Interest EXPEIISE vrvvrnnirnannrierersineersianereeansiiaens 25,803 4,201 - 30,004
Interest income ..occccvvveeerieeeiviinnenreieees e, 2,133 314 - 2,447
Income tax (credit)expense ........c...coovvrveerennne. 24,850 4,075 - 28,925
Earnings per share ......ccoveveveviieierirccrinerene, 2.47 0.33 0.08 2.88
Segment assets ....oocvvvieveeieceeeiiieeiniieeiieenreens 1,078,945 180,357 16,597 1,335,899
Construction Expen&itures ............................ 38,346 8,149 - 46,495

1998
Revenues from external customers.................. $ 418427 $ 83,899 $ - $ 502,326
Intersegment revenues .......ccoceeeeeicnncenrennen. 80 1063 - 1143
Total revenues «ooeeeeveeeereeeeeeeeeeeeereen, 418,507 84,962 - 503,469
Depreciation and amortization .....cccoeveruenen.. 40,996 4,564 - 45,560
Interest expense ....co.ccceeereecnvreniniricrniirnr e 23,803 3,875 - 27,678
Tnterest INCOME vivveeiiieeer e eeeeeeeereeeeeeennns 695 87 - 782
Income tax (credit)expense ............................. 24,910 3,678 - 28,5688
Eamings per Share coovv oo 2.51 0.35 0.04 2.90
Segment assets .....ccovveeevrreeirieiierenieeeine e 1,093,455 169,587 52,996 1,316,038
Construction Expenditures ............................ 39,183 6,478 - 45,661

1997
Revenues from external customets.......oou....... $ 416,346 $ 103,044 $ - $ 519,390
Intersegment revenues ......coocvveveivieecrieeeneennne. 83 804 - 887
Total revenues .....ccovvveeeveeeereeeeeieerenennn. 416,429 103,848 - 520,277
Depreciation and amortization ......ccveeveuveeen.. 39,480 4,384 - 43,864
Interest 125 q0Tc3 o E- T O RN 23,186 3,464 - 26,650
Interest iNCOME .uvueevieeerriiieiiiieeeiiiereiier e . 1,970 290 - 2,260
Income tax (credit) EXPENSE coviveninnrrrienens s 21,405 4,832 - 26,237
Earnings per share ......cccoevevivenivieireereenna, 2.58 0.37 0.02 2.97
Segment assets ....cceuverveeicniienrieincresensrenenns 1,067,042, 163,021 22,027 1,252,090
Construction Expenditures ............................ 36,685 7,183 - 43,368




NOTE 11
FINANCIAL INSTRUMENTS

The following methods and assumptions were used to
estimate the fair value of each class of financial
instruments for which it is practicaue to estimate that

value:

Cash and Temporary Cash Investments: The
carrying amount approximates fair value because of the
short maturity of those instruments.

Cumulative Preferred Stock Subject to
Mandatory Re(lemption: The fair value is estimated
based on the quoted market price of similar instruments.

Long-Term Debt: The fair value is estimated based
on the quoted market prices for the same or similar issues
or on the current rates offered to Central Hudson for debt
of the same remaining maturities and quality. Long-term
debt of Services also approximates fair value.

Notes Payal)le: The carrying amount approximates
fair value because of the short maturity of those
instruments.

The estimated fair values of the Corporation’s financial instruments are as follows:

Decemher 31, 1999

December 31, 1998

Cumulative preferred stock sul)ject to manda’cory redemp’cion ....................
Long-term debt (including current maturities) .............

Cumulative preferrecl stock su]:)ject to man&a’cory re&emption ....................
Long-term debt (including current maturities) ............

Carrying Fair
Amount Value
(In Thousands)
$ 35,000 $ 34,455
............................. 370,551 365,741
$ 35,000 $ 37,083
............................. 396,425 413,905

SELECTED QUARTERLY FINANCIAL DATA (UNAUDITED)
Selected financial data for each quarterly period within 1999 and 1998 are presented below:

Earnings Per
Average Share of

Common Stocle

Operating Revenues Qp_eLtingMg Net Income Mg@g
(In Thousancls) (Donars)
Quarter Ended:
1999
March 31 oo $ 146,471 $ 24,991 $18,297 $ 1.09
June 30 oo 117,035 14,439 8,630 51
September 30 ..ccorveveeiiiiinnns 134,323 18,100 13,064 17
December 31 ooiooviiiiiiieeeiiiiens 124,111 13,108 8,582 51
1998 :
March 31 oo $ 143,882 $ 24,003 $ 18,360 $ 1.06
June 30. cooiiiiiiiiee 112,106 14,404 9,234 .54
September 30 ...c..ocorriicueriiianinnns 125,723 18,350 13,003 17
December 31 covovviieeiieieireeeens 121,758 14,543 8,717 .53




¢

SCHEDULE II - Reserves

Additions
Payments Balance
Balance at Charged to Charged to Charged at End
Beginning Cost and Other to of
Description of Period Expenses Accounts Reserves Period
YEAR ENDED DECEMBER 31, 1999
Operating Reserves ..................... $5,994,600  $2,158546  $ 520,700 $2,380,188  $6,293,658
Reserve for Uncollectible
Accounts..ouureiioiiieeieicrenn. $2,400,000 $2,972,556 $ $2,472,556 $2,900,000
YEAR ENDED DECEMBER 31, 1998
Operating Reserves ...........c......... $6,581,614 $ 7,474,979 $ 103,700 $ 8,165,603 $5,994,600
Reserve for Uncollectible
Accounts.....ocooveeeeieeicii $2,800,000 $2,638,719 $ - $ 3,038,719 $ 2,400,000
YEAR ENDED DECEMBER 31, 1997
Operating Reserves ..................... $4,755,264 $ 2,142,391 $ 334,700 $ 650,741 $ 6,581,614
Reserve for Uncollectible
Accounts.....cocooveiiviicceeann. $3,200,000 $ 3,493,405 $ - $ 3,893,405 $ 2,800,000

ITEM 9

CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON

ACCOUNTING AND FINANCIAL DISCLOSURE

None.

@@RT I11

ITEM 10
DIRECTORS AND EXECUTIVE

OFFICERS OF THE CORPORATION

and provide aggregate coverage of $60 million with the
ollowing carriers: Chubb Group of Insurance Companies,

The information with respect to the Directors of the

Corporation required hereunder is incorporated by
reference to the caption “Proposal No. 1—Election of
Directors” in the Corporation’s definitive proxy statement,
to be dated March 1, 2000, and to be used in connection
with its Annual Meeting of Shareholders to be held on
April 25, 2000, which proxy statement will be submitted
to the SEC pursuant to that Commission’s Regula’cion

S-T.

The information with respect to the executive officers
of the Corporation requirecl hereunder is incorporate(l Ly
reference to Item 1 herein, under the caption “Executive

Officers of the Corporation.”

Pursuant to Section 727(d) of the New York

Business Corporation Law, notice is herel)y given to

Associated Electric & Gas Insurance Services, Ltd. and
American Casualty Excess Insurance, Ltd.

The aggregate premium costs for this insurance,

which covers the Corporation and its directors and

executive officers, are approximately $238,000, a decrease
of $165,000 when compared to 1998.

ITEM 11

EXECUTIVE COMPENSATION

The information required hereunder is incorporate(l l)y
reference to the caption “Executive Compensation” in the
Corporation’s definitive proxy statement, to be dated
March 1, 2000, and to be used in connection with its

Annual Meeting of Shareholders to be held on April 25,

2000.

shareholders that the Corporation has provided Directors’

and Officers’ Liability Insurance through various

contracts. These contracts became effective June 1, 1999




ITEM 12

SECURITY OWNERSHIP

OF CERTAIN BENEFICIAL OWNERS
AND MANAGEMENT

ITEM 13
CERTAIN RELATIONSHIPS AND
RELATED TRANSACTIONS

There were no relationships or transactions of the
The information required hereunder is incorporated l)y type required to be described by this Ttem.
reference to the caption “Security Ownership of Directors
and Officers” in the Corporation’s definitive proxy
statement, to be dated March 1, 2000, and to be used in
connection with its Annual Meeting of Shareholders to be

held on April 25, 2000.

RRT TV

ITEM 14

EXHIBITS, FINANCIAL STATEMENT
SCHEDULE, AND REPORTS ON
FORM 8-K

(a) Documents filed as part of this Report Agreement, made March 14, 1994, by and between

1. and 2. All Financial Statements and Financial
Statement Schedules filed as part of this Report are
included in Ttem & of this Form 10-K and reference
is made thereto.

3. Exhibits

Incorporated herein l)y reference to the Exhibit Index
for this Report. Such Exhibits include the following
management contracts or compensatory plans or
arrangements require(l to be filed as an Exhibit
pursuant to Item 14(c) hereof:

Description in the Exhibit List and Exhibit Nos.
for this Report

Central Hudson Directors’ Deferred Compensation
Plan, effective October 1, 1980, together with
Amendment thereto, effective October 1 , 1999,
merged into the Directors and Executives Deferred

Compensation Plan, effective January 1, 2000.
(Exhibit (10)(iii)1 and 19)

Executive Deferred Compensation Plan, effective
March 1, 1992, together with Amendments thereto
effective December 17, 1993 and December 1 , 1998
and an instrument of assumption ]oy the Corporation,
dated December 15, 1999. (Exhibits (10)(11)2, 5,

17 and 20)

Central Hudson Retirement Benefit Restoration
Plan, effective May 1, 1993, together with
Amendments thereto effective ]uly 23, 1993 and
December 1, 1998. (Exhibits (10)(ii1)3, 4 and 18)

Central Hudson and Mellon Banle, N.A., amending
and restating, effective April 1, 1994, Central
Hudson’s Savings Incentive Plan and related Trust
Agreement with The Bank of New Yorle, toget}ler
with amendments dated July 22, 1994, and
December 16, 1994, (Exhibits (10)(iii)Z, & and 9)

Central Hudson Executive Incentive Compensation
Plan, effective January 3, 1993, as amended and
restated, effective April 4, 1995 and terminated
effective January 1, 2000. (Exhibits (10)(i1)6 and 10)

Amended and Restated Stock Plan for Outside
Directors, toget}ler with a form of assumption l)y the
Corporation thereof, effective December 15, 1999.
(Bxhibit (10)(iii)11 and 21)

Central Hudson Management Incentive Program,
effective April 1, 1994, together with Amendment
thereto, dated July 25, 1997. (Exhibits (10)(ii)12
and 13)

Change-o£-Control Severance Policy, effective
December 1, 1998, for all management employees,
and a form of instrument of assumption Ly the

Corporation, dated December 15, 1999.
(Exhibit (10)(iii) 14 and 22)

Form of Central Hudson Employment Agreement,
dated October 23, 1908, effective December 1,
1998, for all officers, and a form of instrument of
assumption Ly the Corporation, dated December 15,
1999. (Exhibit (10)(iii)15 and 23)

¢



Central Hudson Employment Agreement, dated
October 23, 1998, effective December 1 , 1998, for
Paul J. Gandi, and a form of instrument of
assumption ];)y the Corporation, dated December 15,
1999. (Exhibit (10)(ii)16 and 24)

Dixectors and Executives Deferred Compensation
Plan, dated December 17, 1999, effective January 1,
2000.

Trust and Agency Agreement, dated December 17,
1099 and effective January 1, 2000, between this
Corporation and First America Trust Company for
the Corporation’s Directors and Executives Deferred
Compensation Plan.

Long-Term Performance-Based Incentive Plan, dated
October 22, 1999, effective January 1, 2000.

(b) Reports on Form 8-K

During the last quarter of the period covered ]:Jy this
Report and including the periocl to the date hereof,
the foﬂowing Reports on Form 8-K were filed }Jy
Central Hudson and/or the Corporation:

1) Report dated November 12, 1999 for Central
Hudson, relating to the c}lange of Central Hudson’s
stock tra&ing sym}Jol from “CNH” to “CHG.”

2) Report dated November 23, 1999 for Central
Hudson, relating to the auction of the Roseton and
Danskammer Plants, as reporte[l in the caption,
“Auction of Fossil Generation Plants," in Note 2 of
the Notes to Financial Statements of this Annual
Report on Form 10-K; and the appointment of
officers of the Corporation.

3) Reports dated December 15, 1999 for the
Corporation and Central Hudson, relating to the
reorganization of Central Hudson into a holcling
company structure pursuant to an Agreement and
Plan of Exchange between Central Hudson and the
Corporation as more fuuy described in Item I hereof
under the caption “Holding Company” and in Note 2
hereof under the caption “Competitive Opportunities
Proceeding Settlement Agreement.”

(4) Report dated February 1, 2000 relating to
Central Hudson’s sale of a tranche of Medium
Term Notes in the aggregate principal amount of
$110 million, such sale being authorized under
Central Hudson’s shelf registration statement on
Form S-3 (Registration No. 333-65597), as
filed with the SEC.

(c) Exhibits Required by Item 601 of Regulation S-K

Incorpora’ced herein ];)y reference to su})part (a)-3 of
Item 14, above.

Note to Shareholders: The copy of this Annual Report to
the SEC, on Form 10-K for the fiscal year ended
December 31, 1999, does not contain the list of exhibits
contained in the copy of the Report as filed with the
SEC. Shareholders who wish to obtain a copy of the list
of exhibits may obtain it without charge ]:)y contacting:
Gladys L. Cooper, Corporate Secretary and Assistant
Vice President-Governmental Relations, CH Energy
Group, Inc., 284 South Avenue, Poughlzeepsie, NY
12601-4879, telephone (914) 486-5292; E-mail:
gcooper@cenhud.com or http://www.cenhud.com. Copies
of the exhibits can be purchased from the Corporation for
a speci{:iecl fee.

((1) Financial Statement Schedule required Ly
Regulation S-X which is excluded from the
Corporation’s Annual Report to Shareholders for
tl'le fiscal year ended Deceml)er 31, 1999

Not applicable, see Item 8 hereof.




gigg')natures o

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Corporation
has duly caused this Report to be si_gnecl on its behalf by the undersignecl, thereunto duly authorized.

CH ENEI?J‘j@UP, INC.
: o (Pau] J. Ganci, Chairman of the Board,

President and Chief Executive Officer)

Dated: March 1, 2000

Pursuant to the requirements of the Securities Exchange Act of 1934, this Report has been signed below }Jy the
foﬂowing person on behalf of the Corporation and in the capacities and on the date indicated:

Signature Title Date
{a) Principal Executive
(Paul T~&4ncei) Chairman of the Board, President
and Chief Executive Officer March 1, 2000
(]’J) Principal Accounting
Officer:
(Donna S. Doyldf Vice President -
Accounting and Controller March 1, 2000
(c) Chief Financial
% .%AY"
N (Steven V. La\r{t) Chief Financial Officer
and Treasurer March 1, 2000

(d) A majority of Directors:

]acle Effron*, Frances D. Fergusson®, Heinz K. Fridrich*, Edward F.X.Gaﬂagher*, Paul J. Ganei®,
]o]:m E. Mack III* and Edward P. Swyer*, Directors

. (Y AL
(Paul F~danci) March 1, 2000

*Paul J. Gandi, by signing his name hereto, does thereby sign this document for himself and on behalf of the persons
named above after whose prin’ced name an asterisk appears, pursuant to powers of attorney duly executed by such persons

and filed with the SEC as Exhibit 24 hereof.
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g)rporate @fficers of the @gﬂ;ﬂiates »
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of

Central Hudson Gas &

Electric Corporation

Chairman of the Board &
Chief Executive Officer

President & Chief Operating Officer
Chief Financial Officer & Treasurer

Senior Vice President -
Regulatory Affairs, Financial
Planning and Accounting

Paul J. Ganci

Cardl E. Meyer
Steven V. Lant
Arthur R. Uprigl'lt

Vice President - Accounting &
Controller

Donna Doyle

Senior Vice President -

Engineering, Environmental

Affairs & Special Projects
Senior Vice President - Corporate

Ronald P. Brand

Joseph J. DeVirgilio, Je.

Services & Administration

Gladys L. Cooper Corporate Secretary, Assistant Vice

President - Governmental Relations
Vice President - Fossil Production

Vice President -
Administration and Transition

James P. Lovette
Allan R. Page

Assistant Vice President -
Customer Services

Assistant Vice President -

Corporate Communications

]o}ln C. Checklick

Denise D. VanBuren

& Sy Gtoup, e

Central Hudson Energy Services, Inc.

Paul J. Ganci Chairman of the Board &

Chief Executive Officer
Allan R. Page President & Chief Operating Officer
Steven V. Lant Treasurer
Robert Caso Controller

Glaclys L. Cooper
Peter V. K. Funk

Corporate Secretary
Assistant Secretary

Affirmative Action Policy

It is the policy of Central Hudson Gas & Electric
Corporation to provide equal employment opportunities for all
persons. Central Hudson is committed to recruit, hire, train
and promote persons in all positions, without regard to race,
color, creecl, religion, age, national origin, disabilities or sex.
Central Hudson will ensure that promotional decisions are in
accord with principles of equal employment opportunity by
imposing only valid requirements for promotiona
opportunities. All personnel actions, inclucling compensation,
l)enefits, transfers, layo{:fs, return from layoff, employer-
sponsored training, eclucation, tuition assistance, social and
recreational programs, will be administered without regard to
race, sex, color, creed, religion, age, national origin, or

disability.



@0&11‘(1 of @@irectors

Paul J. Ganci 1989*
Poughlzeepsie, NY

Chairman of the Board, President &
Chief Executive Oﬁicer; Chairman,
Executive and Business Developrnen’c
Committees; and Mem})er, Finance
Committee.

Jaclz Effron 1987*
Poughleeepsie, NY

Chairman, EFCO Products, Ing;
Cl’lairman, Compensation & Succes-
sion/Retirement Committee; and
Member, Executive and Finance
Committees.

Frances D. Fergusson 1993*
Poughlzeepsie, NY;

President, Vassar Coﬂege; and Mem-
ber, Compensation & Succession/
Retirement and Audit Committees.

Heinz K. Fridrich 1988*
Fernandina Beach, FL

Courtesy Pro£essor, University of
Florida; Former V.P. Manufacturing,
IBM Corp.; Chairman, Audit Com-
mittee; and Meml)er, Executive and
Business Development Committees.

Edward E X. Gallagher 1984~
Newburgh, NY

Chairman and Owner, Gaﬂagher
Transportation Services; and Member,
Finance and Audit Committees.

Paul J. Ganci
Chairman of the Boarcl, President & Chief Executive Officer

Carl E. Meyer

Executive Vice President

A_Han R. Page

Executive Vice President

Arthur R. Upright

Senior Vice President

Steven V. Lant
Chief Financial Officer & Treasurer

Oﬁ:icers 0£ tlle Boarcl:

Paul J. Ganei:
Chairman of the Board and the Executive
and Business Development Committees
]aclz Effron:
Cl’lairman, Compensation & Succession/Retirement Committee
Heinz K. Fridrich:
Chairman, Audit Committee
John E. Mack III:

Chairman, Finance Committee

Stanley J. Grubel 1999*
White Plains, NY

Chief Executive OHicer, MiCRUS
Corporation; Vice Cllairman, Business
Development Committee and Member,
Compensation & Succession/Retire-

ment Committee.

Charles LaForge 1987*
Rhinebecle, NY

President, Way{arer Inns and Owner,
Beekman Arms ; Meml)er, Audit and
Compensation & Succession/Retire-
ment Committees.

John E. Mack III 1981~
Poughlzeepsie, NY

Former Chairman of the Boarcl; Chair,
Finance Committee; and Mem})er,
Executive Committee.

Edward P, Swyer 1990*
Albany, NY

President, the Swyer Companies; and
Meml)er, Business Development and
Cornpensation & Succession/Retire-
ment Committees.

* Year]oinec[ the Board

@ icers of the orporation

Donna S. Doyle
Vice President — Accounting & Controller

Glaclys L. Cooper
Corporate Secretary & Assistant Vice President —
Governmental Relations

Denise D. VanBuren

Assistant Vice President — Corporate Communications

John E. Gould
Assistant Secretary
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Our gas business mc.ﬁcm:% n—QHCm to 1850, iroz Lun 1rst _CC.J_ manti-
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coal to p oduce gas for illumination. In 1957, then-Chairman Frne

Acker (at im_;v turned a valve at the Cedar Hill gate station to
connect the Tennessce Gas Transmission Company to Central

Hudson's system, which had first introduced natural gas in 1951,
‘ﬂcnﬁmus Central Hudson Gas & Electric Corporation ?.c/,?_.n,m clean,
cfficient natural gas to ay ~.czm:5wo_,< 62,000 customers. In 1999,

we continued to ?.G?_BZ% ¢ _#ﬁ:_ our piping system; last vear, rev-

enues from natural gas totaled more than S94 million.
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