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UNITED STATES OF AMERICA
BEFORE THE

NUCLEAR REGULATORY COMMISSION

NEW YORK STATE ELECTRIC & )

GAS CORPORATION )

)

Docket No. 50-410
Facility Operating License
No. NPF-69

REQUEST FOR CONSENT TO

I. INTRODUCTION

New York State Electric & Gas Corporation ("NYSEG") hereby

~ requests consent, under 10 C.F.R. 5 50.80, to the transfer of

control of its possessory license with respect to the Nine Mile

Point Nuclear Station, Unit No. 2 ("Nine Mile 2") located in

Scriba, New York. NYSEG is a New York corporation which is an

18% co-owner of Nine Mile 2 and which is presently engaged

principally in the generation, purchase, transmission,

distribution and sale of electric energy and the purchase,

transportation, distribution and sale of natural gas in parts of

central, eastern and western New York State. NYSEG is proposing

to reorganize in order to satisfy the requirements of the New

~ York Public Service Commission ("NYPSC") and to fulfillan

Agreement in Principle regarding, among other things, such





corporate reorganization signed on July 28, 1997 by NYSEG and

NYPSC Staff, as further detailed in a proposed comprehensive

Settlement Agreement reached on August 20, 1997.

The corporate reorganization ("Reorganization" ) will result

in the creation of a holding company over NYSEG'. Insofar as the

Nuclear Regulatory Commission ("NRC" or the "Commission" ) has

taken the position that a reorganization involving the creation

of a holding company over a NRC license holder requires

notification and approval pursuant to 10 C.F.R. 5 50.80 and

Section 184 of the Atomic Energy Act, as amended, NYSEG is hereby

filing this request for NRC approval of the formation of the

~ holding company.

The other co-owners of Nine Mile 2 are Niagara Mohawk Power

Corporation ("Niagara Mohawk" ), Rochester Gas and Electric

Corporation, Central Hudson Gas & Electric Corporation and Long

Island Lighting Company. Pursuant to Section 2.B.(2) of Facility

Operating License No. NPF-69, NYSEG, as a possession licensee, is

licensed only to own an interest in the nuclear plant. NYSEG

The name of the holding company has not yet been
determined and for purposes of this application it is referred to

0 as HoldCo.





The operator's license is held by Niagara Mohawk.

II. PROPOSED REORGANIZATION

The proposed Reorganization is in response to the

"Competitive Opportunities" proceeding instituted by the NYPSC in

1994, which addresses the future structure of the electric

utility industry in New York State. As part of the proceeding,

the NYPSC required NYSEG to file a restructuring plan consistent

with the NYPSC's policy and vision for increased competition.

The restructuring plan was required to address, among other

things, the structure of the utility, both in the short and long

term, a schedule for the introduction of retail access and a rate

plan to be effective for a significant portion of the transition.

On July 28, 1997, NYSEG and the Staff of the NYPSC entered

into a Joint Statement of Principles to Govern the Settlement

Agreement, ("Statement of Principles" ) which sets forth the terms

and conditions of the proposed Reorganization. The Statement of

Principles serves as the basis for 'a Settlement Agreement

("Settlement Agreement" ), which was distributed jointly by the

NYPSC Staff and NYSEG on August 20, 1997. The Settlement

~ Agreement is subject to NYPSC approval. NYSEG does not expect
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material modifications to be made to the Settlement Agreement by

the NYPSC, and a copy,,of the approved Settlement Agreement wz.ll

be supplied to the NRC as soon's it is'vailable. Copies of the

Statement of Principles and the Settlement Agreement (as

distributed by the NYPSC Staff and NYSEG on August 20, 1997) are

attached hereto as Exhibits A-1 and A-2, respectively. NYSEG has

also filed with the Federal Energy Regulatory Commission ("FERC")

an application seeking approval of the Reorganization, a copy of

which is attached hereto as Exhibit B.

Pursuant to the Reorganization, outstanding shares of

NYSEG's common stock (other than shares with respect to which

~ appraisal rights, if any, are properly exercised) will be

exchanged on a share-for-share basis for common stock of HoldCo.

Following the Reorganization, HoldCo will own all of the

outstanding common stock of NYSEG, and NYSEG will become a

regulated transmission and distribution subsidiary of HoldCo.

HoldCo, rather than NYSEG, will own, directly or indirectly, the

stock of any non-utility subsidiaries. The holding company

structure, therefore, will provide clear separation between

NYPSC-regulated NYSEG, and unregulated lines of business

conducted by HoldCo, thereby insulating the utility ratepayers

~ from any risks associated with the unregulated enterprises.

4
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As part of the Reorganization and to fulfillan obligation

under the Settlement Agreement, NYSEG will transfer to a wholly

owned subsidiary of HoldCo (collectively referred to in this

application as "GenSub")', NYSEG's coal-fired fuel generation

facilities (collectively referred to in this application as

"Coal-fired Generation Assets" ). The Coal-fired Generation

Assets to be transferred consist of NYSEG's seven coal-fired

power plants, representing approximately 2,335 MW of capacity,

with a net book value of approximately $ 1.2 billion as of

December 31, 1996. Also included in the transfer are certain

assets and liabilities associated with these plants.

The transfer of the Coal-fired Generation Assets to GenSub

will be in accordance with Article V 1. g. of the Settlement

Agreement, attached hereto as Exhibit A-2. The "fair value" of

the Coal-fired Generation Assets will be determined in accordance

with NYSEG's mortgage bond indenture for purposes of obtaining

the release of such property from the lien of such indentured

Upon transfer to GenSub, a regulatory asset of NYSEG will be

created for the shortfall, if any, between the fair value

'
GenSub will initially be a subsidiary of NYSEG and as

part of the proposed Reorganization will be transferred by NYSEG
to HoldCo. In addition to GenSub, NYSEG may create one or more
other generating subsidiaries.





determined in accordance with the mortgage bond indenture and the

book value of the Coal-fired Generation Assets ("Regulatory

Asset" ).

The Coal-fired Generation Assets will be subject to a

subsequent auction process in which third parties as well as

GenSub can participate. The framework for the auction is

described in Article V of the Settlement Agreement, attached

hereto as Exhibit A-2. Based on the after-tax proceeds resulting

from the auction process, the Regulatory Asset will then be

adjusted accordingly. After the auction, there will be no

further adjustment of the Regulatory Asset. In the event that

~ the auction proceeds exceed the book value of the plants, any net

regulatory credit will be used to write down NYSEG's investment

in Nine Mile 2.

III. EFFECT OF PROPOSED REORGANIZATION

After the Reorganization, NYSEG, which is referred to as

"RegSub" in the Settlement Agreement, will continue to be an

electric utility engaged in the transmission, distribution and,

in the case of Nine Mile 2 and hydroelectric facilities, the

generation of electricity. NYSEG will continue to be regulated

~ by the NYPSC and the FERC.
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As shown below, the proposed Reorganization will not affect

NYSEG's qualifications as a possession licensee for Nine Mile 2,

will not affect the status of NYSEG as an "electric utility" for

purposes of decommissioning as that term is defined in 10 C.F.R.

5 50.2 and is otherwise consistent with applicable provisions of

law, NRC regulations and NRC orders.

NYSEG's ownership interest in Nine Mile 2 will not be

changed by the Reorganization. The Nine Mile 2 ownership

interest will not be transferred to GenSub as part of the

proposed Reorganization, but will remain with NYSEG. After the

Reorganization, NYSEG will continue to be a co-owner of Nine Mile

~ 2 and no actual transfer of the license or ownership interest in

Nine Mile 2 will be effected as part of the Reorganization.

NYSEG will continue to recover the costs of its ownership share

of Nine Mile =2 through the rate-making process.
)

NYSEG's retail utility operations are currently, and after

the Reorganization will remain, subject to regulation by the

NYPSC pursuant to the New York Public Service Law ("PSL"). The

PSL regulates, jZLI~-„~, NYSEG's retail rates and charges,

issuances of securities (other than short-term debt securities),

services, facilities, classification of accounts, transactions

~ with affiliated interests, and other matters.

7





NYSEG is'also currently, and after the Reorganization will

remain, subject to wholesale regulation by the FERC as a "public

utility" as defined in Section 201(e) of the Federal Power Act,

16 U.S.C. 824(e). Using its interests in the nuclear facility
and its interests in its hydroelectric facilities, NYSEG will
continue to sell electric energy at wholesale to, and will

transmit electric energy in interstate commerce for, other

electric utilities under rate schedules approved by FERC, on a

cost of service, rate of return basis, in addition to making

market-based sales pursuant to FERC authority. NYSEG will

continue to own all of the transmission and distribution

~ facilities which it now owns and will continue to provide

transmission and distribution service on a cost of service, rate

of return basis.

In addition to the NYPSC and FERC applications previously

discussed, an application seeking appropriate approval of the

Securities and Exchange Commission under the Public Utility
Holding Company Act of 1935, as amended, in order to effect the

Reorganization will also be filed in the near future. The

creation of a holding company over NYSEG and its subsidiaries

will also require shareholder approval.
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IV. NUCLEAR REGULATORY COMMISSION REVIEW

0 To assist the NRC in its review of this request, NYSEG is

providing information with respect to the following four specific

areas which have been the focus of the NRC's review in prior

cases involving the creation of holding companies over NRC

licensees:

1. The proposed Reorganization will not impair

NYSEG's abili ty to carry out its
responsibilities under i ts NRC possession

license, or otherwise affect the financial

health of NYSEG.

The proposed Reorganization will not have an adverse impact

on NYSEG's ability to fulfillits responsibilities under its NRC

possession license. Specifically, the proposed Reorganization

will not adversely affect the ability of NYSEG to meet its
financial obligations with respect to the future operating and

capital requirements related to Nine Mile 2 or to meet its
funding obligations with respect to the eventual nuclear

decommissioning of Nine Mile 2 .
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In NRC Administrative Letter 96-02 (issued June 21, 1996),

0 the NRC addressed the future restructuring of the electric

utility industry and voiced concerns that NRC licensed entities

continue to have access to adequate funds so that funds are

available for safe reactor operation and the payment of

decommissioning costs. The same concerns were voiced by the NRC

in its recently issued "Final Policy Statement on the

Restructuring and Economic Deregulation of the Electric Utility
Industry" ("Final Policy Statement" ), 62 Fed Reg. 44071 (1997).

With respect to both financial qualification reviews for

operating license applicants and decommissioning funding

assurance reviews, the NRC has noted that it has distinguished

between an "electric utility" and other licensees. As defined in

10 C.F.R. 5 50.2, an "electric utility" is an entity that

generates or distributes electricity for which costs are

recovered by rates set by the entity or by a separate regulatory

authority. Investor-owned utilities, including generation and

distribution subsidiaries, are included within the meaning of

"electric utility". The underlying rationale for different

treatment is that rate regulators typically allow an electric

10





utility to recover prudently incurred costs of generating,

transmitting and distributing electric
services.'he

proposed Reorganization will not change the status

of NYSEG as an "electric utility" for decommissioning purposes,

as defined in 10 C.F.R. 5 50.2. After the proposed

Reorganization is complete, the nuclear generation assets and

investment will be retained by NYSEG and NYSEG will continue to

be a public utility subject to regulation by the NYPSC with
i'

respect to, among other things, its retail rates. In addition,

FERC will continue to regulate NYSEG's,transmission and wholesale

electric rates. As further described below, the Settlement

~ Agreement provides that throughout the remaining life of the

nuclear facility, all decommissioning costs will continue to be

3 The NRC recently proposed revisions to the definition of
"electric utility" in its proposed rulemaking regarding financial
assurance requirements for decommissioning nuclear power reactors
(issued September 4, 1997). In the proposed rulemaking, the
Commission proposed to revise its definition of "electric
utility" to introduce additional flexibility to address potential
impacts of electric industry deregulation. The Commission noted
that the key component of the revised definition is a licensee's
rates being established either through cost-of-service mechanisms
or through other non-bypassable charge mechanisms, such as wires
charges or non-bypassable customer fees by a rate-regulating
authority. The NRC indicated that as a result of the proposed
change it would expect licensees to be more likely to continue to
qualify as "electric utilities."

11
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recovered through rates which are regulated on a cost-based, rate

of return basis or through a non-bypassable wires charge, as

described in the Settlement Agreement. Thus, for purposes of

decommissioning, NYSEG will at all times remain an "electric

utility", as defined in the Commission's present and proposed

regulations.

Attached hereto as Exhibit C is an affidavit of Robert Kump,

NYSEG's Treasurer, which reviews the financial and regulatory

implications for NYSEG of the proposed Reorganization as they

relate to the continued recovery of NYSEG's costs relating to

Nine Mile 2. The Settlement Agreement contemplates a five-year

rate cap period ("Price Cap Period" ). During the Price Cap

Period, ~ expenditures associated with Nine Mile 2, including

decommissioning costs, are presumed to be within overall rate

objectives and will continue to be recoverable through retail

electric rates. Electric service tariffs for the Price Cap

Period will be approved in accordance with the terms of the

Settlement Agreement. The Settlement Agreement also provides

additional protection through its return on equity and

uncontrollable cost provisions. NYSEG may request rate relief if
earnings fall below a certain floor or if certain uncontrollable

0 costs are incurred.

12
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For years beyond the Price Cap Period, the Settlement

Agreement contemplates a subsequent cost-of-service rate filing
by NYSEG with the NYPSC. The Settlement Agreement provides that

after the Price Cap Period, the nuclear plant fixed costs

(including all nuclear decommissioning and wind down costs and

62.5% of annual property taxes) will be recovered for the life of

the applicable amortization period, contract or license through a

non-bypassable wires charge borne by the retail customers. After

the Price Cap Period, the Settlement Agreement contemplates that

nuclear variable costs will be recovered through proceeds of

sales of the Nine Mile 2 power in the marketplace, but only if
the other Nine Mile 2 cotenants put the same to the market.

Sufficient funds will be available to assure adequate funding for

the safe operation of Nine Mile 2.

As further set forth in Mr. Kump's affidavit, it is

anticipated that the Reorganization will not have an adverse

effect on NYSEG's capital structure, ability to raise capital or

bond ratings. In conclusion, '„the Settlement Agreement and the
k

Company's financial position will ensure adequate funding for

both decommissioning and safe operation.'

13
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2. The proposed Reorganization vill not

adversely affect the management of NYSEG's

utility operations or i ts technical

guali fica tions.

As previously noted, NYSEG is a possession licensee and is

not the NRC-licensed operator of Nine Mile 2. The operating

licensee, Niagara Mohawk, will continue to be responsible for the

day-to-day operations of the plant and the technical

qualifications required by the operating license will continue to

be the responsibility of Niagara Mohawk.

The holding company structure retains the utility as a

discrete and separate entity. No responsibility for nuclear

operations within NYSEG will be changed by the Reorganization.

Officer responsibilities at the holding company level will be

primarily administrative and financial in nature and will not

involve operational matters relating to Nine Mile 2. After the
I

proposed holding company formation, NYSEG will continue to

actively participate in the oversight and non-operational

decision making with respect to Nine Mile 2.



n

1



3. The proposed Reorganization will not result

in NYSZG becoming owned, controlled or

dominated by an alien, a foreign corporation,

or a foreign government.

At the time the Reorganization becomes effective, HoldCo
1g

will become theI sole'older o'f NYSEG's~ common stock, and the
ll

current holders of NYSEG's common stock (other than stockholders
t

1 t

who have exercised their appra'isal rights, if any) will become

holders of the common stock of HoldCo on a share-for-share basis.

Therefore, immediately following the Reorganization, the common

stock of HoldCo will be owned by the previous holders of NYSEG's

common stock in substantially the same proportions in which they

held NYSEG's common stock. Based upon currently available

information, shares of NYSEG's common stock held in foreign

accounts represent less than one percent (1%) of the total

outstanding shares of NYSEG.

Based on the foregoing, the Reorganization will not result

in NYSEG becoming owned, controlled or dominated by foreign

interests'
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4. The proposed Reorganization will not adversely

affect competi tion.

The implications of the proposed Reorganization are pro-

competitive in their anti-trust effects and there is no need for

an NRC inquiry with respect to this issue. The potential effect

of the proposed Reorganization on competition is discussed on

pages 17 through 22 of the FERC Application attached hereto as

Exhibit B and will be analyzed by FERC in their review of that

Application.

As described in the Settlement Agreement, the proposed

reorganization was designed to greatly enhance competition, as

determined by the NYPSC. The formation of a holding company, and

the divestiture and eventual sale of the Coal-fired Generation

Assets, are integral parts of the comprehensive plan to increase

competition for the retail supply of electricity, and to expand

the range of power supply choices available to consumers

throughout the state of New York. For those reasons, the

proposed license transfer will have no anti-competitive effects,

and indeed is essential to promote competition for power supply

in the affected region.

U
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V. THE PROPOSED TRANSFER WILL HAVE NO SIGNIFICANT ENVIRONMENTAL

EFFECT

As discussed above, the proposed transfer will have no

effect on the operation of Nine Mile 2. The transfer is merely a

technical change in corporate control over a minority owner,

through the creation of a holding company. That change will not

result in any change in the types, or any increase in the

amounts, of any effluents that may be released offsite, and there

will be no increase in individual or cumulative occupational

radiation exposure as a result of the creation of the holding

company or the other actions discussed herein. Accordingly,

0 pursuant to 10 C.F.R. 5 52.22(c) (9), the proposed action is

excluded from the need for an environmental assessment or an

environmental impact statement, and special circumstances do not

exist which would otherwise require such an assessment or impact

statement., Accordingly, the Applicant requests that the
w

K

Commission'ssue and publish a finding of no significant

environmental impact, pursuant to 10 C.F.R. 55 51.32 and 51.35.

VI. SUBSEQUENT TRANSFERS OF ASSETS

NYSEG agrees to inform the Director, Nuclear Reactor

~ Regulation, 60 days prior to a transfer (excluding grants of

17





security interests or liens) during any twelve month period from

NYSEG to HoldCo, or any direct or indirect subsidiary of HoldCo,

of facilities for the production, transmission or distribution of

electric energy (other than the transfer of the Coal-fired

Generation Assets, which are discussed in this application)

having a depreciated book value exceeding ten percent (10.) of

NYSEG's consolidated net utility plant, as recorded on NYSEG's

books of account.

VII. REQUEST FOR EXPEDITED CONSIDERATION

NYSEG respectfully requests a fifteen day notice period and

~ expedited consideration of its application.

The proposed Reorganization is anticipated to be fully
implemented as soon as practicable after a special meeting of the

stockholders currently expected to be held on or about January
ii

15, 1998. To facilitate this'estructuring, NYSEG requests

Commission approval for the proposed Reorganization by December

15, 1997.

18
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VIII. CONCLUSION

NYSEG believes that the information contained in this

application and its exhibits will be sufficient for the NRC to

grant its consent to the proposed Reorganization as promptly as

possible. As shown above, the proposed Reorganization will not

adversely affect NYSEG's qualifications as a possession licensee

for Nine Mile 2 and is also consistent"with applicable provisions

of law and with the NRC's regulations.
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Respectfully submitted,

NEW YORK STATE ELECTRIC &

GAS CORPORATION

By:
Sherwood J Raf ty
Senior Vice President and
Chief Financial Officer

Sam Behrends, IV, Esq.
Paul Bonavia, Esq.
LeBoeuf, Lamb, Greene

& MacRae, L.L.P.
1875 Connecticut Avenue, N.W.
Washington, D.C. 20009
Telephone: (202) 986-8000

September ]8, 1997

Taras G. Borkowsky, Esq.
Huber Lawrence & Abell
605 Third Avenue
New York, New York 10158
Telephone: (212) 682-6200
Counsel for New York
State Electric & Gas
Corporation
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UNITED 'STATES OF AMERICA
BEFORE THE

NUCLEAR REGULATORY COMMISSION

NEW YORK STATE ELECTRIC & ) Docket No. 50-410
GAS CORPORATION ) Facility Operating License

) No. NPF-69

STATE OF NEW YORK )

) SS.:
COUNTY OF TOMPKINS )

AFFIDAVIT OF SHERWOOD J. RAFFERTY

Sherwood J. Rafferty, being duly sworn, states that he is
the Senior Vice Presiderit and Chief Financial Officer of New York

State Electric & Gas Corporation (uNYSEG"); that he is authorized

on the part of NYSEG to sign and file with the Nuclear Regulatory

Commission the foregoing Application; and that said Application

is true and correct to the best of his knowledge, information and

belief.

erwood J. Raff y
Senior Vice Presiden and
Chief Financial Officer

Subscribed and sworn to before me, a Notary Public,
this 17~ day of September, 1997.

otary Public

'
USA M. COCHJNN

Notary Public, State of Neur for(<
No. 4638459

Qua9fiod ln Tompkins County
Commlsslon expires July 31 1999
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July'8, 1997

ST@SO/PSC Btaff Joint StaMaeat aS Principlest caen@

Coa1 plant valuation to he determizzed by a simultaneaua
mulMpLe rcnuuX open auctiozz. process designed to obtain
highest final !market value for purpose6 of mitigation of
above-market costs aback establ9.shan't of regulatory asset for
recovery oC remainiag above-market costa. All coal planta
and associated assets and liabilities (includixug, without
limitation, Somerset railroad, environmental liabilities,
coal purchase contracts, etc.) will be subject to such
auction process. The proces6 viIL zzot ba designed to

'ecessarilyremi.re HYSEG to divest its coal planta to a
third party. except as othe~isa agreed to ig tM.s
settlement. The company< s unregulated gene~ting subsidiary
(CenSub) can participate a6 a bidder, and shall not have any
special rights or privileges, including the right to close
out the bidding hy a matM~~ 5M. NTSEQ shall provide .
broth appropriate confidentiality protectioni) all potential

bkcMers with tata came plage aced operatizzg ixxformation as
EXSECT makes available to Genaub. ~

The ascending bid auction proceeds for a give%. coal plantuntil no new bids are received, Bids ara caagmxcui izz the
auction process on a gross cash basis, and the company
agrees to sell {or trazzsfer to CenSub) the plaats at the
auction determined value vithout subsecxuezzt negotiation of

. value
The.aucticm process nl.l ho campleted. and,the txanaa&1on(s)
resultizzg therefrom ahall c3.ose zzo later than 8/1/99-
Tf no bMN are received for a plant ~re the minimum b3.8
~cerement of the auction, an appraisal process vil1 be
used and completed no latex than 8/3./99, or as soon as
practicable thereafter. The. valuation, on an after-tax
hasiN, achieved by the appra9.sal process shall be usmc% ia
lies of the value of get after tax auction proceedi

for'uzposeN.0C establishing the regulatory asset or credit as
set fee& helm(.
Protocol.s~ teems and conditions to 49lement the auction
appraisal process vQ.l be developed hY the company in
consultation w3.th Coaaf.asian.Staff .M~ ~ >ubm<ted ~
the Co<maiasian for pre-auction approval by app~+~<e>Y
pebruary ly 1998 such auction provisions vial state time
recyz3.reaaaxts for bids azzd have mechanisms to pre"~ify
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bidders «filing aqui able to abMe by auction re~~~nts
and to &squalify oz penalize bidders for cauoe. The
Commission may employ.a consultant ae ÃYBEG'e expense(recoverable from the auction proceeds), to advise the
Coamd.ssion on the design and implenentat3,an af the auctionprocess consistent with t:his Settlement. The Commissionshall select: the consultant free a list of, at lease three
qual'.f9,ed individuals or firms selected )ointly by the
campany and the Coaaaiagion Staff.
xa order ta facilitate a co~etitive generation market, aaauction sale or tranifar free and clear of t:he cgmpaxxy'g
mortgage indenture, and establishneot of a minimam bid valuefor t:he auction process, the coal plants viL1 be transferredto Gengub as aoan as practicable aftex the creation of
HoldCa and obtaining the cartage trustee n release. censuh
earnings sich respect to any such transferred plant villbe
combined with RegSub s earnings for the period prior co anauction sale or transfer of that plant. Union such transfer,
a regulatory asset of Regsub «ill be created for thedifference between the book value af the coal planes and. thevaluation performed in accordance with the band indenture.
Such regulatory asset villbe adjusted subsequent3.y upon asale or transfer based on ale caih proceeds resulting from
the auction process net of tax, auction and transaction
costs. once a plane is oo16 or transferred pursuant to theauction process there wilL be ao further readguatraent af
Re@Sub's regulatory asseee.

Upon completion of the auction process and sale of any plant
eo an unrelated third party oz Gensub, the regulatozy assetar credit an RegSuh's booRs vi.ll represent the difference
betveen the net book value of the plant, less

funded'eferredtax@a, and the net after-tax auction proceeds.
Th9.8 regulatory asset or crest wil1 be groised up in
accordance with SPAS 109. Any net regulatory asset and
carrying chargea thsxeon (calculated based on the pre-tax
cost of capital uaad by the camaissioa to cKeeeraCne theComz~'e retail rates, i.e. 12.43%] „wilI. he racovare6 framall customers through a vires cQezge over a period af Hma .to be QeteMLned by eh Cogtaisgion at the conclusion of the .auction process ance vhich shall. not exceed t:he

hei.ghee'verageremaining XMe of the auctioned assets a6 oC'he
conclusion of the auction process and &e closing(s)thereon. In the event chat the Qea8ub ia.the wixuWO hiderof any plant M the auction, any deferred tax 19.abQXty onthe gain All remain the resyanoiMlity of Reg8ub's
custcxners by virtue of its inclusion in the calculation oC
the above-described reeQacory asset or cxedit wQ,ch my.result from the auction The amount of this future customerrespansibQity villbe limited to the tac (calculated at tha
then current tax rate) vhich derives from the tax 9ain that





mould have been realized at the time of the transfer tp
gezxSub at the auceion-determined value, had the sale been
made to an unrelated.Mrd party grossed xxp in accordancewiM SE%8 109. Ray net regulatory credit will be used. by
Reg8ub to writedawn the ccmpaxxy' Nine M.le XX Mvest:ment/
and azxy such credit remaixxing after such writadown wi11 begled by RegSub as directed by the Commission.

'here

W11 be no second axxd t~d year increaNNa aa pmnricLe4for in the September 27. z.ss5 rate settlement aeginxxing8/I./97, rates will be reduced 5%. per year for 5 yeara forindxxstrial customers with average on-peak demark> of 500 19for aera and alI, customers with load factors of 6BO or
greater. custcmers currexxtly servad pursuant to contractsor incentive rates will become elig5hle for such rate
reductions after expiration of contracts uzxless contracts
render -Chem eligible for such reductions during term ofcontract.'
Stranded cost recovery. including amortization of the Reg8ubregulatory assets associateR w9.th the coal planes. is
presumed within overall rate ob actives during the C'ive-yearrate cap par9.od and recovered gh retaiL electric rates.Past-~ 5, rsmaixx~ Reg8ub regulatory assets, including
chose xesulting fmm t:he auction process and hydro, ZPP andnuclear f xad costs will be recovered (for the D.fa af theamortization period, contract or License) through a non-
bypassab1e wires charge ar, @assi bly, a noxx-bypassable
coegetitive transition dxarge (CTC) . Ruclear variable
costs, «hich would exclude decoeaissioning and wind 'dcnrn
costs and 62.5t of annual property taxes, vill be put to
mar)cet post-year 5, provided that the company>a cotenants
put the same to market. Zn year 5, RegSub &11 make afilingwith the Ccaaad.ssion for year 6 rates for Reg8ub.

Ccmpaxxy may petition for ranwe~ of costs in excess oC'0of Reg8xxh Net Zxxcoma for itaeo identified xLs Category X on
Appends A attached hereto (ggggg, egg-~sza) . aeB.xxitivo
agreement W11 define fgygg. gg~g~; Recave~ of costa 9.aalso permitted petition by the company for costsincurred above target levels of Category 2 items
pursuant to Appendix A, which willbe refined to shor merntargets for legislative, etc. dxangaa. Recovery %11 ba
detera4aed through a 1fmited, and expedited process sied.laz'o

4 traditiona1 ~second stage> review and villnot zeixultin a re~xnOz of any terms of the settlemNlt. ~ Companyshall submit an axxnual H,ling ~oh reports the variancca ofactual costs from the Category 1 axe% 2 targets and. costsincluded on Appendix A. Any reccnsery of Category 1 oc'
cost items may be offset by Category I. or 2 QCDdmgs below
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the t>rgets.achieved during the period, any ea~i~s in
excess of the 12%'ap discussed &2.ovf and any ne pe
ccntzact cost savings achieve+ by contact te
restructuring d~g the peziod Qyst@g ~fit
related Category 2 targets may be separate@ into ~
tu&und1ed ~tee 3enefg,t CtuLrge as d+t~i~d b th
CocAGLGss 9.oxI QLL8~ upon such sepia jon are ~1st~ f
category 0 for purposes of rmxnrezy. Separation of the HBC
targets trod Category 2 vf.11 not alter the target Xevela $cu.
these coepaaeats fxoaa thola shown on Aypenh&r. A..
ereatioa of such SBC> any vaziances fxaa tbe targets Ice the
separated cceyonents wiIL ho recovered or credited through
the SSC.

Ovci the a.ve-year.pr9.ce cap period, Regauh earnings are
capped, at M%'f cmmnea ecyxity inclucKag any combined CegSuh
ea~ngs prior to the completion of the auction or the
subsequent appraisal proceed (if necessary) . The Ragsub
eaxnuxgs Cloor ie 9.00 Curing that period. Aay earnings in
excess of 12% villbe retunaed to customers in a malar to
be deteralLined hy the ChnmLission. Nocwithstandiag a companyfiling to recover costa pursuant to the Category I and 2
cost items, the company shall make an annual fi,ling fox'ach
of the years of this Agzeement to report on earnings and ta
defer any excess eanaizigs for the benefit of customers. Th
company may petition fax rate relief if eaxnings fa11 below
Qe floor. Xn the eveat that ia. any year of the pr9.ce cap
period, the camgmny peti.&,aas fan: cost: recovery under the
uncontrollable coot recovery provision stated above for
Categaxy 1 or 2 items, the Coaeiasion vilX, ha enti.t3.ed to
offset any Ouch request with any compan}r earrings M excess
of 12% that would have been realized but for the use hy the
company of accelerated (increased) depreciation or
amortiaat;ion of any physical or regulatory assets Such
acceleration (increase) ia permitted without pre-approval by
the Commission.

The company viL1 implement the retail access programr~red in the g~zg]~ proceeding.
Access to Norwich aad hockport customers begins on 8/1,/98.

3Q;1 rcmi6niny customers trensit4oned, to retail access
starting 8/1/99 aaauauug zap ia aygzoved by PERC atuX
operating'. Customers eelectiny a new exppl,e'er wiU. have

'pover deL'overed. by Regaub for their chosen supplier
commencing no later than x,R/S1/gp. Regaub may rel.y on the
ISO to plan for paver suppLy. \
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Company Peznits access to those customers taking service at
negotiated or incentive rates if their contracts allow forit.
For customers eligible for retail access through the
g~~e~ proceeding< the backout method for billing reta
access customers for the period prior to the completion of
the auction and the closing(s) thereon is the market price
af energy plus a 4 mill/kNh adder for industrial and large
commercial customers and a 10 mill/kMh adder for residential
a'nd small commercial customers.

The retail access credit used to back out generation during
thi period prior to the completion of the auction and the
closing(s) thereon for Hozvich and Lockport customers
electing to switch suppliers shall be the market price of
energy plus a 4 mill/kWh adder for industrial and large
coaanercial customers, and a 10 ad.ll/kMh adder for
residential and small commercial customers, but such credit
shall in no event exceed 3 cents/kNh, including GRT.

The retail access credit used to back out generation during
the period following the completion of the auction and the
closing(s) thereon through the end of the rate-cap period
for all customers electing to switch suppliers shall be
equal to (i) 3.23 cents/kgb including GRT through 7/31/2000,
(ii) 3.47 cents/bah including GRT from 8/1/2000 through
7/31/2001, and (iii) 3.71 cents/kwh including CRT from
8/1/2001 through 7/33./2002. Conmencing 8/1/2002, all costs
(other than the non-hypassable wires charge or CTC) related
to the assets sub)ect to the auction/appraisal process
'hereunder shall be excluded from the rates charged by RegSub
for a11 customers, and all custowers shall pay the market
price of generation plus any applicable GRT.

Tn the event the auction or appraisal process and the
'losing(s)thereon are not completed by 8/1/99, the retail

access credit during the period commencing 8/1/99 and ending
upon the completion of the auction or appraisal process used
to back out generation for all customers electing to switch
auppliers sha11 be the market price of energy plus a 4
mill/kMh adder for industrial and large commercial customers
and 10 mills/kÃx adder for residential and small commercial,
customers, but such credit ehall in no event exceed 3.23
cents/kMh, including CRT.

Al.l customers, including those who switch suppliers,-.shall
pay "the non-bypasssable vires charge or CTC plus any GRT for
as long as is necessary to permit. the company to recover the
regulatory asset determined by the auction pzocess. Si11swill disclose all generation-related credits and charges.





Other NY utility ESCOs permitted into service tarritozy only
on a xeciprocal basis.

e Except as spsch.fica11y mocKfied by this Agreement, the
gpa~ny'a right and obligation under New York Law and its
public Service Lao Section 68 COrtiHcates to provide
electric service to its custaners remains unchange%
notvithstmuRing the &xll implementation of retail access and
remains in fu1L force aad eMect for tQua &x1L texe of the
DeHnitive ~ceetaent alai thereafter until chiLy chazupsd.

e S

stnxctural separation via holding company as set forth ia
paragxaphe 1 through 7 of Section VIZ of the 3/25/97

Def&itive AgreamEAlt" H.led by the company, &cluing thefollcwingg

Conditions to ensure protectice and yrevent anti-competitive
h. ~III (1 b t )

paragraph 8 of Section VII of the 3/2B/97 "DaH:nitive
Agrsemeut.'ud suhgaracrxayh (f) thereof, as modified as set
forth on Attachment S.

~ The company shall have flmLhf.lityto retaM oa a cunn13,ativo
basis %RA crcLvtnga Sor a period of i'ive years frcxn the chate
of closing of any utility aerger or accgxlsit9.on pursuant to
a petition filed Jointly or hxkivfdually by tho campany, up
to the aamunt of acyaisitf.oa gmmiue paid over the les88x'f
hook value or fair market value of assets merged or
acquired. Savtngs in excess oK that recovery villbe
disposed of 'by ozdee of the .Cccamissioa. Cast recovery
provisions of settlement continue in ccebineX entity.
Company petitions give1 exycdited review and treatment.
ACH.lf.ate EscO penrd.tted to operate M serv9.ce area with
'ccnnpc1 tive sa feguaxds.

P

The Section 107 orchr (Order in Casa 93.«N-083S, issued 'April
28. 1.992) on diversification is superseded;

Ucuhxe baal shock Cor any custggers from any rate desiga *

changes «Dl be avoMcLC. Rate design for the five-year rate
cap period villha pre-apyxeve4 by the Commi.soioa in the
dsfinitiva Bettlemeat agreement, and +43.1 3.~aaa the RNsic
monthly oh'~ ia steys ag eulogy charges decrease twomomug~ cost- Impositiou of carta'eveal neutral. direct

~ees b@s&d oil izlcrenental coats may be propossd by
Y- RegSub may petition 'for minor, revenue-neutral

price ges between and. HtMn customer .olasee





company may also petition for a retail access transaction
fee an an incremental cost basis.

~ OQ August X., I.99'7, or as sod@. thexeaf ter as practicable,customers'ates villbe unhundled as follents=

81ectric Parer Supyly per Kvh axui ycr X5r.
Electric Poeax Delivery (Ml) per X~h and. per Eg.
Basic SexvLce Charge (BBC) pre'ustomer per Nent2a.

'Ron-bypassable mixes chazge ce.'TC to aamrtiae
zogulatozy aseet per Qrh and per XS.

Systole Benefits Champs applieX as detca<ned by the
Ccaomisa3.an.

Pursuer unbuud1ing of Delivery into Transmission ancL
D3.strxbution e10ments vill be iary1eeented based on the
classification of faciU.ties laterad.nad. in the proceeding
begun. for that, p~ne't. the Pehru-uy 12, 199'ession.

~ The ccepany conuaits to provide a study and agreea to
unRnxadle «custoeer s ce~ functions on an incremental cost
basis hy tariffs to be effective B/1i'99.

o Raexal
e The scttlenent meets a11 of the PSC's rata goals- Xt

encourages economic development AX freezes prices under a
hard, five-year price cap. The aggregate value of the
revenue concessions is nearly $600 mf.3.lion.

comgany wktMrawe outstanding Energy Association, year-2
rate f.ncxease, and ~~~g litigation aga:iaot the
Coneissice pursuant to actually-agreed stipulations.
After further negotiation. the cm~nt gas rate settlemdnt~ll hIL extended through Duly 31, '2002.

Impleeentati.an of a penalty-only senrice cp1a1itp plan which
focusses on Tfd) xeliabiU.ty.
xf tho Comply achd.epee me contract sa~ings f~ targ«~ to
be set forth in the DeCixd.tive eamnt (net oX transaction
costs) duria9 the rate periack through contract
termination ox'estructux, (hut not aecuri.tisation), 804
of auah a~a shall flair through to custaaerN aa
detexmineC hy the Com~sskon~ tDxe remaining 20% ehaLI- he
retained hy the Co~any. The foregoing io subject to thepotential offset aga;last: uncontrol.able costs described

0





~ 0

the event the Company petitions fox'ncont.roll.able
coot recovery with respect, to Category g. ox 0 ice>~.
Beginning M year 4 ol the settlement, all net MUC contract
cog'avfngo are subject to flese through ta customers as
detezmined hy the Coaxnissioa.

Set groas receipts tax sav~s ei11 be flawed. through to
austome YH.

SC-I.I tariff aecKSfcaticn to be negotfated.

Deferred cxecBt halanceN cur of 8/l/97 ed.11 bo used hy tha
company du@'hag tha rate cap period ae an ofCsee Co 4etaxxed
cJQugco.

The PAS 7X language M the 3/25/97 "Befit.ti~ Agreement» j;s
t,o be included.
'The 8~3.ty language ~ the 3/25/97 "Definitive Agreement~
Xs ta be 3.ualuded.

DeHzd.t9.ve settlement agreement ta be nagot3.at:ed
expeditiously.

0 STLTB OP NZN YORK ~

BPhRTHRHT OP PVBLXC.
HE}f YORK STATE BLRCTRXC R GAS

CORPORATION
By: Huber Lucence a cabell,

Gene jul e1

I~~.d Van Ryn, Gta
Counee1.

Dtlted.: Jlz1y 28, 1997

Keaae .
0'artx

Dated.: Mly 28, 1997
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Price Adjustinent Factor

''rouen

g:

General DescriPlian ofgualljiingEvents:

Examples ofPotential Qualifying Evcnlrr

Threshold LimitsJar Rate Recavcryr

Rccavey hkthruir

TimingofR'arc Change/Recovery Period:

Category I

One-Time Event

Natural Disasters, Acts ofTerrorism, and Category 2
Costs incurred Before Rates are Changed

- Storms
- Bombings

- Retroactive Tax Levies

Aggregate Costs in Excess of3% ofRegSub Net
Income

The PAF willbe. applied to each customer's bill in a
manner to be dctennined by the Commission.

Annually in a manner and over a period to be
detcrmincd by the Commission.

Category 2

Ongoing Costs

Accounting, Legislative, Regulatory, or Tax
Changes

- Change in DSM Expenses
- FASB Accounting Pronouncements
- Changes in Federal Income Tax Rate

- Changes in Nuclear Decommissioning Costs
- NYPATransmbsion Adjustment Charge

Variations from Targets Stated in Appendix A,
Page 2

The PAF willbc applied to each customer's bill in a
manner to be determined by the Commission.

Annually in a manner and over a period to be
determined by the Commission.,

'The price hdjustment methods relate to cost increases and decreases,





0

Category 2 Price Adjustment Factor Targets
($000)

12 Months Ending July,

Nuclear Decommissioning Costs:

Internal Fund

Extern'und

1998

$208

1999

$263

2000

$263

2001

$263

2002

$263

Total

Demand Side Management Costs

Research 8c Dcvclopmcnt Costs

Manufactured Gas Plan Site Remediation Costs

Fresh Start, Program Costs

Renewable Resource Costs

NYPATransition Adjustment

1,702

6,090

4,710

1,569

475

157

4,325

7,124

5,951

2,163

475

157

4,325

6,924

6,996

2,640

475

157

7,162

6,902

2,640

475

157

4,325

7,431

7,065

2,640

475

157

Total $2LIZ 5?J 'D2 $2ldh1 Q2222
Thc above targets are the amounts that are covered within thc rates specified in this settlement.
Prudently mcuncd changes from these uniounts willbc included in thc Price hdjustmcnt Factor.
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STANDARDS OP CONDUCT

~ Se grate E tit'es: any affiliate should he set up as a
business entity separate from RegSub to foster competition
in the utility's territory. Separate entities will help to
minimize the potential for self-dealing and the perception
of self-dealing by customers and other competitors.

~ Se a at o o boo s a d rec : Separation should include
books and records, non-officer employees, advertising and
marketing efforts, and energy purchasing (except for
tariffed services). Where common costs are shared to take
advantage of economies of scale, direct cost allocation
should he used where practical. However, if direct cost
allocation is impractical, cost allocations should be
accomplished by using a fully distributed cost method to be
provided by NYSEG and approved by the Commission.

~ Ph sical Se aratio : RegSub and HoldCo may occupy the same
building. Any non-regulated affiliate, other than HoldCo,
should be located at a different location from RegSub to
reduce the opportunity for, and appearance of, anti-
competitive behavior or other inappropriate aCtivities.
Generation employees may occupy the same building as RegSubuntil completion of the auction required pursuant to the
competitive generation plan.

~ Affiliate Transactions: .'Affiliate transactions should be
minimized to protect against cross-subsidies. When
transactions occur, they should be priced at tariff ratesgif applicable, or at least at fully distributed costs. ln
addition, such transactions should be at arms-length. All
transactions in excess of $ 100,000, other than tariffed
transactions and corporate governance and administrative
services, between RegSub and either HoldCo or any affiliatewill be pursuant to written contracts filed with the
Commission, and the provision of goods and services by such
contracts will be on a basis that neither disadvantages
RegSub nor unduly prefers HoldCo or any affiliate.
Tra sfe o ssets: Any transfer of utility assets should
be compensated to RegSub based on the greater of hook value
or market value, except for the transfer of generation
assets (coal plants, related equipment and contracts) as
contemplated by this settlement.
Transfer of
competitive
unless that
competitors

Data znformatio ,.~gSub..should .not .provide anY
information or data to its affiliated entities
same information or data is provided to all
at the same time.
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ccess t Books and Records: Staff should have direct
access to the books and records of RegSub and, prior to the
auction, of GenSub. For purposes of Public Service Law
Section 110, Staff should also have direct access to the
books and records of RegSub, GenSub, HoldCo, and any
majority-held affiliate. For the purpose of auditing any
Section 110 transactions between RegSub and either HoldCo or
its affiliates, including GenSub, HoldCo will provide
Commission designated personnel reasonable opportunity to
audit any such transaction, subject to appropriate
confidentiality agreements and trade secret protection.

~ Dis ute Resolution Process: A process should be established
for a competitor or customer to use if it believes that
RegSub, or its affiliate in a regulated transaction, has
acted in an anti-competitive manner. Complete records of
disputes should be retained for Department of Public Service
review.

Name and Re utation: There shall be no restrictions on
HoldCo or any affiliate using the same name, trade name,
trademarks, service name, service mark or a derivative of a
name, of HoldCo or RegSuh, or in identifying itself as being
affiliated with HoldCo or RegSub. RegSub will not provide
sales leads for customers in RegSub's service territory to
any affiliate and will refrain from giving the appearance
that RegSub speaks on behalf of an affiliate or that the
affiliate speaks on behalf of RegSub. If a customer
requests information about securing any service or product
offered within the service territory by an affiliate., RegSub
may provide a list of all companies known to RegSub
operating in the service territory that provide the service
or product, which may include the affiliate, but RegSub may
not promote its affiliate.

e

RegSub experiences a downgrading or placement on creditwatch
or review of its senior debt, RegSub management should
notify the Director of Accounting & Finance of the New York
State Department of Public Service.

Guara t of Af l ate De : RegSub should not guarantee
the notes, debentures, debt obligations or other securities
of any affiliate, nor should it pledge any of its assets as
security for any indebtedness of HoldCo or its affiliates.

'I

Loa s o Em lo ees: RegSub should not loan operating
employees to its affiliates. Operating employees are those
.invelved-in ..competitive -lines .af .business., which excludes
(among other categories) corporate governance, finance,
accounting, legal, and administrative services.
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.D8/20/9? 18:29 FAX 5184737081 NYS-DPS,OGC

Case 96-E-0891

Memorandum

PROM:

TO=

DATE:

Staff and NYSEG

All Active Parties

August 20, 1997

Staff and NYSEG have prepared, for your review and
consideration, a proposed. comprehensive Settlement Agreement as
contemplated by the July 28, 1997 Statement of Principles. The
proposed Agreement, a copy of which is attached, reflects Staff's
and NYSEG's understanding of the Statement of Principles, our
efforts to incorporate comments parties made at the August 5 and.
August 12, 1997 meetings, and the comments conveyed to us outside
the meetings.

S taff and NYSEG invite.you to a meeting on Tuesday,
August 26, 1997 at 10:30 a.m. at the Omni Hotel in Albany. We
would like to explain the Agreement, hear your comments, and,
discuss their incorporation into the Agreement, towards the end
of obtaining your endorsement for the Agreement. You are also
encouraged to contact us in advance with your comments-

Since we desire to bring the benefits of this Agreement
to consumers as swiftly as possible, we anticipate the execution
and filing of the Agreement during the first week of September
Me will be available in the days following the August 26 meeting
to assist the parties in achieving that goal. NYSEG personnel
wi13. be staying in Albany through August 28 for this purpose-

Leonard Van Ryn
Staff Counsel

Kennet M Jas'ki
Huber Law &. Abell

Znc1osure
cc: ALJ Jeffrey E. Stockholm

i~



0



NEW YORK STATE PUBLIC SERVICE COMMISSION

New York State Electric R Gas Corporation
Filing in Compliance with Opinion No. 96-12
issued in Case 92-E-0952 et al. - In the
Matter of the Competitive Opportunities
Proceeding Regarding Electric Service

X

"X

Case 96-E-0891

AGREEMENT CONCERNING

THE COMPETITIVE RATE AND RESTRUCTURING PLAN

NEW YORK STATE ELECTRIC Ec GAS CORPORATION



O.



Table of Contents

Pacae

Introduction ~ . i o o o o o i i e o o i i ~ ~ 2

2.

3.

Procedural History of Opinion No. 96-12

The Requirements of Opinion No. 96-12

NYSEGPlan

~ 3

4

NYSEG's 1995 Electric Settlement 5

6.

Negotiations Among The Parties

Litigation of NYSEG's Modified Plan
Competition

for
8

7. The Settlement Agreement 8

0 II. General Provisions 9

1 o Term ~ o ~ ~ ~ 9

2. Relationship to 1995 Electric Settlement ..... 9

3. Relationship to Existing Gas Settlement Agreement . 9

III. Rate PlaIl o ~ o ~ ~ ~ ~ ~ ~ 10

Price Reductions, Price Freeze and Securitization . 10

2.

4

3.

6.

Electric Earnings Cap

Electric Rate Design

Uncontrollable Costs

System Benefits Charge

Unbundling

10

11

12

13

14

7. 'Bi~et, Ch'arge.'.Wacs

1





XV. Retail Access

General Provisions

2. Customer Choice Pilot Program .

15

15

16

3.

5.

6.

7.

Retail Access for City of Norwich and Lockgort
D

~ ~ ~3.vlslon, ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~

Retail Access for Remaining Customers

RT ~ ~ ~ ~ ~ o ~ ~ ~ o ~ ~ ~ o ~ ~G

Provider of Last Resort

Reciprocity

16

17

18

18

18

8. Rights and Obligations under Public
Section'8 Service Law

19

V Cost Recovery . . . . . . . . . . . . . . . . . . . . . 19

1. Competitive Generation Plan . . . . . . . . . . . . 19

2. NUGs, NMP2, Hydroelectric and Regulatory Assets . . 22

VI Mergers and Accpxisitions . . . . . . . . . . . . . . . . 23

VII. CorPorate Structure . . . . . . . . . . . . . . . . . . 23

VIII. Other Provisions . . . . . . . . . . . . . . . . . . . 28

ZX. Pinality ~ ~ ~ o 30

Effectiveness ~ ~ o ~ 30





Appends.ces

Appendix A: Forecast Summary of Kilowatthours and Revenue
Effects

Appendix B:

Appendix C:

Appendix D:

Appendix E:

Appendix F:

Appendix G:

Appendix H:

Rate Schedules

Uncontrollable Costs

Method for Calculating CTC

Target Levels for NUG Contracts

Service Quality Mechanism

Amortization Schedule for Electric Business of
RegSub

Economic Development Power

~ ~ ~

3.3.3.



e



NEW YORK STATE PUBLIC SERVICE COMMISSION

New York State Electric E Gas Corporation
Piling in Compliance with Opinion No. 96-12
issued in Case 92-E-0952 et al. - In the
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Proceeding Regarding Electric Service

X

Case 96-E-0891

AGREEMENT "

CONCERNING THE COMPETITIVE RATE AND RESTRUCTURING PLAN

OP

NEW YORK STATE ELECTRIC Ec GAS CORPORATION

This agreement concerning the competitive rate and
restructuring plan of New York State Electric a Gas
Corporation (this "Agreement" ) is entered into as of this

th day of September 1997 among New York State Electric 8
Gas Corporation ("NYSEG" or the "Company" ),'he Department
of Public Service Staff ("Staff" ) and other parties as
indicated on the signature pages at the end of this
Agreement, hereinafter collectively referred to as the
"Parties." The Parties agree as follows:

In various provisions of this Agreement, these
terms refer to the corporation as of the date of this
Agreement and, where this Agreement applies to periods after
the formation of a holding company ("HoldCo"), to the
electric business of RegSub which will continue to be the
Commission-regulated electric and gas utility. After the
corporate restructuring contemplated by Article VII of this
Agreement, HoldCo will be the parent of RegSub and other
subsidiaries, including but not limited to one or more
generation,aompariies .g '!QenSub'1.) .~ .ener~ -services
companies ("ESCO") .





X. Introduction

In response to the Order Establishin Proc d res and
Schedule, issued October 9, 1996 in this proceeding by the
Public Service Commission of the State of New York (the
"Commission" ), representatives of NYSEG and Staff have been
engaged in discussions regarding a rate plan for the
Company's business operations and a restructuring of the
Company. As a result of further discussions, the Parties
have reached this Agreement to resolve the issues raised in
this proceeding and in the Commission's 0 inion and Order
Re ardin Com etitive 0 ortunities for Electric Service,
Opinion No. 96-12, issued May 20, 1996 ("Opinion No. 96-12")
in the competitive opportunities proceeding (Case 94-E-
0952) .

The issues raised in these proceedings are interrelated
and complex and will have long-range impacts on the
provision of electric service in the Company's service
territory. Notwithstanding the complexity of the issues,
the Parties have resolved these matters by settlement rather
than litigation. This Agreement gives fair consideration to
the interests of NYSEG's customers, investors and other
stakeholders and achieves the Commission's principles,
vision and goals set forth in Opinion No. 96-12 and its
Opinion No. 95-7, 0 inion and Order Ado tin Princi les to
Guide the Transition to Com etition, issued in Case 94-E-
0952 on June 7, 1995.

In general, this Agreement provides for: (1) lower
rates for all customers as contrasted to those that would
have applied under NYSEG's 1995 electric settlement
agreement; (2) a retail access program that will lead to
retail choice of power supplier for all NYSEG customers
commencing August 1, 1999; (3) a mechanism to assess the
market value of NYSEG's coal-fired generation; (4) authority
to implement a HoldCo structure in accordance with the terms
set forth in Article VII below; (5) a rate with the
objective of moving basic customer service charges, and
incremental demand and energy use toward marginal cost,
while avoiding undue bill shock for any customer; (6)
reasonable unbundling of existing electric rates; and (7) an
extension of the gas rate settlement after further
negotiation,.'
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1. Procedural Histo of 0 inion No. 6-12

In 1993, the Commission initiated a proceeding to
address issues related to potential competition in the
regulated energy markets in New York State. Case 93-M-0229,
Proceedin on Moti n f the Commi sion to Address
Com etitive 0 ortunities Available to Customers of Electric
and Gas Service and Develo Criteria for Utilit Res ons s
Order Institutin Proceedin (March 19, 1993) (changed to
Case 94-E-0952, by Order dated November 30, 1994, to reflect
new focus on electric service) (the "competitive
opportunities proceeding").

Subsequently, the Commission issued its Opinion No. 94-
15 which addressed the utilities'bility to enter intoindividually negotiated flex rate contracts with qualifying
customers. Case 93-M-0229, 0 inion and rder Re ardinFlexible Rates, Opinion No. 94-15, issued July 11, 1994. Inthat Opinion, the Commission stated that "a second phase ofthis proceeding may be helpful to investigate issues relatedto the future regulatory regime in light of competitiveopportunities." Id. at p. 35.

On August 9, 1994, the Commission instituted phase IIof the competitive opportunities proceeding, OrderInstitutin Phase II of Proceedin , Case 93-M-0229 (August
9, 1994). This phase of the proceeding was intended "to
identify regulatory and ratemaking practices that willassist in the transition to a more competitive electric
industry designed to increase efficiency in the provision ofelectricity while maintaining safety, environmental,affordability, and service quality goals." Id. at pp. 1-2.
Parties to Phase II of the proceeding were urged to work
together to "examine issues related to the establishment of
a fully efficient wholesale market for electricity and anypricing reforms necessary to reflect those marketefficiencies in retail customer rates." Id. at p. 3.

The Commission adopted, on June 7, 1995, finalprinciples to guide the txansition to greater competition inthe electric industry. Case 94-E-0952, 0 inion and Order
Ado tin Princi les to Guide the transition to Com etition,
Opinion No. 95-7, issued June 7, 1995.

On December 21, 1995, Administrative Law Judge Judith
A. Lee and Ronald Liberty, then-Deputy Director of the
Energy and Water Division, issued a Recommended Decision
addressing implementation of the restructuring principles-
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Subsequently, on May 20, 1996, the Commission issued its
Opinion No. 96-12.

2. The Re irements of 0 inion No. 6-12

Opinion No. 96-12 sets forth the Commission's vision
and goals for the future electric regulatory regime. The
Commission's stated vision for the future of the electricutility industry includes the following factors: (1)
effective competition in the generation and energy services
sectors; (2) reduced prices resulting in improved economic
development for the State as a whole; (3) increased consumer
choice of supplier and service company; (4) a system
operator that treats all participants fairly and ensures
reliable service; (5) a provider of last resort for all
consumers and the continuation of a means to fund necessary
public policy programs; (6) ample and accurate information
for consumers to use in making informed decisions; and (7)
the availability of information that permits adequate
oversight of the market to ensure its fair operation. Id.
at 24. In addition, the Commission reiterated that the
principles adopted on June 7, 1995 "set forth the overall
goals of the future regulatory regime by briefly stating the
advantage to be gained and the limitations that are
necessary as the State moves toward a more competitive
electric industry." Id. at p. 26. The Commission also
establish'ed the following goals: (1) lowering rates for
consumers; (2) increasing customer choice; (3) continuingreliability of service; (4) continuing programs that are in
the public interest; (5) allaying concerns about market
power; (6) continuing customer protections and the
obligation to serve. 1d. at pp. 26-27.

In its Opinion, the Commission directed NYSEG and four
other electric utilities to each file a rate and
restructuring plan consistent with the Commission's policy
and vision for increased competition. Id. at'p. 74-75; see
also id. at p. 92.

The Commission stated that these utility plans should
address, at a minimum, the following matters: (1) the
structure of the utility both in the short and long term,
including a description of how that structure complies with
the Commission s vision and,, in cases where divestiture is
not proposed, effective mechanisms that adequately address
resulting market power concerns; (2) a schedule for the
introduction of retail access to all of the utility's
customers, and a set of unbundled tariffs that is consistent
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with the retail access program; (3) a rate plan to be
effective for a significant portion of the transition; and
(4) numerous other issues relating to strandable costs, load
pockets, energy services, and public policy costs. .Id. at
pp. 75-76, 90.

In addition, the Commission directed the utilities to
collaborate with Staff and other interested parties to
accomplish technical studies on subjects including load
pockets, market prices, energy services companies and
reporting requirements. Collaborative efforts were also
directed to be held on public educational forums and on
necessary Federal Energy Regulatory Commission ("FERC")
filings, which have centered on development of an
independent system operator and power exchange. Id. at 63-
64.

In a petition filed September 18, 1996 in the Supreme
Court of New York, Albany County, the electric utilities,
including NYSEG, challenged certain aspects of the
Commission's determinations made in Opinion No. 96-12. On
November 25, 1996, Justice Joseph Harris issued a decision
and order denying the petition of the electric utilities. A
notice of appeal was filed by the electric utilities on
December 24, 1996 and the appeal remains pending. If this
settlement is approved and becomes effective as set forth in
Article X below, NYSEG will withdraw its appeal.

3. NYSEGPlan

In compliance with the directives of Opinion No. 96-12,
the Company submitted its rate and restructuring proposal
called NYSEGPlan on September 27, 1996. On December 19,
1996, the Company filed a petition pursuant to which NYSEG
has sought authority to form a holding company. The
Commission subsequently notified the parties that the
holding company petition would be addressed h'erein. Case
96-E-0891, Notice to the Parties (issued January 7, 1997).

4. NYSEG's 1 95 Electric Settlement

Order Concernin Electric Revenue and Rate Desi n (issued
September 27, 1995 in Case 94-M-0349), the Commission
approved a three-year settlement agreement (the "1995
Electric Settlement" ) which replaced the third year of a
previous agreement. In the 1995 Electric Settlement, NYSEG
agreed to forgo the 9.1% increase provided for in a
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previously-approved agreement, and eliminated its fuel
adjustment clause and its revenue decoupling mechanism and
waived its right to most of the reconciliations and true-ups
that had been provided under the prior agreement. The 1995
Electric Settlement resolved NYSEG's revenue requirement for
a 36-month period by providing for the following increases~:

Year One:
Year Two:
Year Three:

$ 45, 079, 000 (2. 9%)
$ 45,250,000 (2.8%)
$ 45,500,000 (2.7%)

Under the terms of the 1995 Electric Settlement, rate
design for the first year was adopted. and NYSEG was required
to file its proposal for Years 2 and 3 revenue allocation
and rate design no later than six months before the Year 2
rates were to go into effect (February 1, 1996). On January
31, 1996, NYSEG filed its proposed revenue allocation and
rate design for the second and third years and subsequently
submitted applicable tariffs on July 18, 1996 for Year 2.
On September 9, 1996, NYSEG petitioned for rehearing of the
Commission s Order Sus endin Rate Filin issued August 26,
1996, which deferred through December 30, 1996 the rates in
the July 18 tariff submission. On December 18, 1996, the
Commission issued an order further extending the effective
date of the July 18, 1996 tariffs to June 30, 1997. Byletter dated May 29, 1997, the Company agreed to an
extension of the suspension period, with certain conditions,
pending the outcome of its rate/restructuring proceeding.
At its Open Session of June 25, 1997, the Commission
approved this extension of the maximum suspension period.
By its Order Sus endin Rate Filin , issued July 10, 1997,
the Commission suspended the Year 3 rate increase that was
scheduled to take effect on August 1, 1997.

In a petition filed and pending in the Supreme Court of
the State of New York, Albany County, the Company is seeking
a judgment annulling and setting aside the orders issued
August 26, 1996 and December 18, 1996 and directing the
Commission to issue an order granting rates for the second
year increase under the 1995 Electric Settlement. On
January 16, 1997, the Commission issued its Order Den in
Petition for Rehearin and Re irin Further Proceedin s.
In this order, the Commission: (1) denied NYSEG s petition

Years One, Two and Three refer to the twelve month
Periods ending July 31, 1996, July 31, 1997 and July
31, 1998, respectively.
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for rehearing; and (2) determined that the issue of whether
NYSEG should receive the second year increase of 2.8~ under
the 1995 Electric Settlement would be reviewed in this
proceeding.

5. Ne otiations Amon The Parties

Case 96-E-0891 was established by the Commission to
examine NYSEGPlan. On October 9, 1996, the Commission
issued its Order Establishin Procedur s an Schedul (the
"October 9 Order" ). In the October 9 Order, the Commission
established a schedule and assigned Administrative Law Judge
Jeffrey E. Stockholm to preside over this proceeding. To
date, 58 parties have intervened in this proceeding.

In the October 9 Order, the Commission stated that a
negotiated outcome is preferable to a litigated outcome and
that discussions and negotiations among the parties are
strongly encouraged. October 9 Order at p. 3. The
Commission also established a 90-day period for
negotiations. To facilitate these negotiations, the
Commission waived certain provisions of its settlement
guidelines.

On November 1, 1996, NYSEG conducted a briefing session
concerning the NYSEGPlan submission and technical experts
were available at that session to answer questions. Byletter dated November 14, 1996, NYSEG provided notice of
impending settlement negotiations pursuant to applicable
Commission rules and regulations. An all parties conference
was held on December 4, 1996. Public Statement Hearings
were held in Plattsburgh on November 20, 1996, in Binghamton
on December 11, 1996 and in Elmira on December 12, 1996.

ALJ Stockholm convened procedural conferences on
November 18 and December 20, 1996 to review the status of
negotiations and discovery, to establish future procedures
and schedules and to address other necessary matters. By
notices issued December 19, 1996, January 9, February 13,
February 27 and March 6, 1997, the Secretary of the
Commission informed the parties that the period established
in the October. 9 Order for the submission of a settlement
agreement would be extended for NYSEG, the last extension
being to March 25, 1997. Without an executed settlement by
that date, the parties proceeded to litigate the case.

7



~ '



.
6. Liti ation of NYSEG's Modifi d Plan f r

Com etition
On March 25, 1997, NYSEG submitted direct testimony

that updated, and in certain respects revised, the testimony
that had been filed in support of NYSEGPlan on September 27,
1996. In addition, the Company filed a Proposed, Settlement
Agreement (Exh. 117). In a letter dated April 10, 1997, the
Company explained that the Proposed Settlement Agreement
supersedes the March 25th testimony where differences
between the two appear.

Direct testimony was also submitted by the following
parties: Staff; the American Association of Retired Persons
("AARP"); Independent Power Producers of New York, Inc. and
Enron Trade 8 Capital Resources ("IPPNY/Enron"); Multiple
Intervenors ("MI"). the Public Interest Intervenors ("PII");
EnerScope; New York Power Authority ("NYPA"); the New York
State Consumer Protection Board ("CPB"); the New York State
Department of Economic Development ("DED"); the Retail
Council of New York ("Retail Council" ); the RE3SCO
Restructuring Coalition ("RE3SCO"); and Wheeled Electric
Power Company ("WEPCO").

A Procedural Conference was held before ALJ Stockholm
on April 16, 1997 to address a variety of procedural issues.
The Company submitted responsive testimony on April 21,
1997. Staff and most of the other parties identified above
filed rebuttal testimony on May 6, 1997. Evidentiary
Hearings were held in Albany, New York before ALJ Stockholm
on May 15-16 and 19-22, 1997. The record in this proceeding
comprises 3,718 pages of transcript. In addition, 205
exhibits were received in evidence. Initial and Reply
Briefs were submitted to ALJ Stockholm on June 13, 1997 and
June 23, 1997, respectively.

7. The Settlement A reement

Negotiations between the Company and Staff continued
through the litigation phase of the case. On July 30, 1997,
the Company filed with the Commission and ALJ Stockholm, and
served upon all parties to the proceeding, a Joint Statement
of Principles, which was executed on July 28, 1997 by
counsel for'NYSEG and Staff. The Settlement Agreement
incorporates, and is based upon, the points covered in the
Joint Statement of Principles.

'
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II. General Provisions

Term

The electric price cap and price reduction provisions
of this Agreement cover the five-year period beginning with
the effective date of tariffs implementing the Commission
opinion approving this Agreement. That five-year period is
referred to herein as the "Price Cap Period." Other
provisions continue thereafter in accordance with the terms
of this Agreement. To more particularly define the Price
Cap Period, the terms Year One, Year Two, Year Three, Year
Four and Year Five describe the first, second, third, fourth
and fifth twelve month period, respectively, after the
commencement of the Price Cap Period.

2. Relationshi to 1 5 Electric Settlement

a. NYSEG is currently operating under the terms of
the 1995 Electric Settlement, which expires July 31, 1998.
The increases for the second year, commencing August 1,
1996, and the third year commencing August 1, 1997, were
suspended by the Commission pending the outcome of this
proceeding, as stated in Article I.4 of this Agreement.

b. This Agreement supersedes the 1995 Electric
Settlement. As a result, upon this Agreement becoming
effective, NYSEG will (i) withdraw its pending Article 78
petition regarding the electric increase for the second year
under the 1995 Electric Settlement, and (ii) forgo the
increases scheduled for the second and third years of the
1995 Electric Settlement. NYSEG will withdraw that petition
based upon a court-filed stipulation between NYSEG and the
Commission.

3. Relationshi to Existin Gas Settlement A reement

NYSEG is currently providing natural gas service
consistent with a three-year gas settlement agreement
approved by the Commission in Opinion No. 95-19, issued
December 14, 1995. After further negotiations, this gas
settlement will be extended through the Price Cap Period.
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IXI. Rate Plan

1. Price Reduction Price Freeze and Securitizati n

a. NYSEG will forgo the $ 45.25 million revenue
increase approved as part of Year 2 and the $45.5 million
revenue increase approved as part of Year 3 under the 1995
Electric Settlement. Those forgone revenues will result in
a price reduction of approximately 6% for residential and
commercial customers from levels previously anticipated in
the 1995 Electric Settlement.

b. Beginning with the effective date of Year 1 tariff
leaves implementing the Commissi'on opinion approving this
Agreement, current electric rates will be reduced five
percent on average each year for five years for the
following eligible customer groups: (i) industrial customers
with average on-peak demands of 500 kw or greater and (ii)all demand-billed customer with load factors of 68% or
greater. Customers receiving negotiated or incentive rateswill become eligible for such rate reductions after their
contracts with NYSEG expire unless those contracts permit
them to become eligible for such rate reductions prior to
the contract expiration date.

c. Overall average electric prices (other than those
referred to in paragraph 1.b.) will be frozen by service
class during the Price Cap Period unless otherwise adjusted
by the terms of this Agreement.

d. The forecast summary of kilowatthours ("kWh") and
revenue effects due to revised rates for each service
classification for each year of the Price Cap Period is
attached hereto as Appendix A.

e. In the event that New York law is enacted to
permit and facilitate the voluntary securitization of
intangible assets, including but not limited to the
generation asset provided for in Article V.1 of this
Agreement, and is so utilized by NYSEG, net savings
resulting from securitization will be returned to customersin a manner to be determined by the Commission.

2. Electric Earnin s

a. During each year of Price Cap Period, RegSubelectric earnings will be capped at 12% of common equity,including any combined GenSub earnings prior to the
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completion of the auction or the subsequent appraisal
process (if necessary). Any such earnings in excess of 12%will be returned to customers in a manner to be-determined
by the Commission. Any reduction in the common equity
balance resulting from any writeoff or writedown of assets,
or the repurchase of common stock authorized by this
Agreement, will be eliminated before RegSub's electric
return on equity is calculated under the earnings cap. The
costs of any potential takeover defense mounted by NYSEG may
be excluded from the earnings cap calculation at the
discretion of the Commission.

b. During each year of the five-year Price Cap
Period, the RegSub electric earnings floor will be 9.0%.
The Company may petition for rate relief if earnings fall
below the floor. Such rate relief will be prospective from
the date of the filing.

3. Electric Rate Desi n

a. As a rate objective, the parties agree that the
basic service charge and the energy and demand charges upon
which customers make decisions about whether to consume more
or less electricity should reflect marginal costs, while
avoiding undue bill shock for any customer. The Company
agrees, however, to freeze rates for customers not covered
by paragraph III.1.b. above for Years 1 and 2 of the
Agreement, subject to the terms of this Agreement.

b. Year 1 and 2 rates for all service classifications
are shown on the rate schedules attached hereto as Appendix
B and made a part hereof. The Year 1 rates for customers
covered by paragraph III.1.b. will be implemented upon theeffective date of tariff leaves for Year 1 pursuant to the
Commission Opinion approving this Agreement. The tariff
leaves for Year 1 will be filed on one day's notice prior to
the effective date. The Year 2 rates pursuant to Appendix Bshall apply for Year 2 of the Price Cap Period, unless
otherwise modified by the Company in accordance with the
terms of this Agreement.

c. The Company will make a filing no later than
February 1, 1999, that includes new electric rate designsfor Years 3, 4 and 5 that address the marginal cost-basedrate objectives for all classes. Beginning in Year 3, NYPA
savings for residential customers will be reflected in thebasic service charge. These rates will be implemented upon
Commission approval of tariff leaves to be effective at the
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beginning of Year 3 of the Price Cap Period, unless
otherwise modified by the Company in'accordance with the
terms of this Agreement. At the same time, the Commission
will also approve tariff leaves to be effective at the
beginning of Years 4 and 5 of the Price Cap Period, unless
otherwise modified by the Company in accordance with the
terms of this Agreement.

d. Additionally, during the Price Cap Period, the
Company may file with the Commission for approval of tariff
changes to implement voluntary incentive rates to encourage
changes in sales based upon marginal costs and for minor
revenue-neutral electric service price changes between and
within classes.. Any proposed changes will be filed by
RegSub upon 30 days notice and will be subject to Commission
approval.

e. The NYPA savings for residential customers will be
communicated to customers through a message on their bill
for the term of the Price Cap Period.

4. Uncontrollable Costs

a. The Company may petition to recover revenue for
the following two categories of uncontrollable costs:

~ Category 1 - As outlined in Appendix C, p. 1, this
category covers nonrecurring events as a result of
force majeure, which shall include storm, flood,riot, terrorism, sabotage, war, strike or labor
disturbance (other than by NYSEG's bargaining
units) or acts of God. Category 1 costs also
include those Category 2 costs that have been
incurred before rates are changed to recover those
increased costs. Aggregate costs in Category 1
during any of the specified 12-month periods in
excess of a materiality threshold of 3% of
RegSub's net electric income will be recovered
through the aforesaid adjustment.

~ Category 2 - This category covers any costs
incurred above the target levels specified in
Appendix C, p. 2.

b. Recovery of Category 1 and Category 2
uncontrollable costs will be determined through a limited
and expedited process similar to a traditional "second
stage" review, and will not result in a reopener of any
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terms of this Agreement. The Company shall submit an annual
filing which reports the variances of actual costs above the
3~ materiality threshold for Category 1 items, and Category
2 targets and costs included on Appendix C, p. 2 of 2. Any
recovery of Category 1 or 2 cost increases may be offset by
Category 1 or 2 cost savings below the targets achieved
during the Price Cap Period, any electric earnings in excess
of the 12% cap discussed below, and any net NUG contract
cost savings achieved by contract termination or
restructuring during the Price Cap Period. In the event
that the variances from the target are negative, the amounts
will be disposed of at the discretion of the Commission.

c. Notwithstanding a Company filing to recover costs
pursuant to the Category 1 and 2 cost items, the Company
shall make an annual filing for each of the years of the
Price Cap Period to report on electric earnings and to defer
any excess electric earnings that have not been used to
offset rate recovery of uncontrollable costs as described
above for the benefit of customers. In the event that in
any year of the Price Cap Period the Company petitions for
cost recovery under the uncontrollable cost recovery
provision for Category 1 or 2 items, the Commission will be
entitled to offset any such request with any electric
earnings in excess of 12% that would have been realized but
for the use by the Company of accelerated (increased)
depreciation or amortization of any physical or regulatory
assets. Such acceleration (increase) is permitted without
pre-approval by the Commission.

5. S stem Benefits Char e

a. The Commission will make a determination in either
the instant proceeding or in the pending System Benefits
Charge ("SBC" ) collaborative in the competitive
opportunities proceeding regarding the cost level and method
of recovering costs associated with certain public policy
programs. The presumed level of those expenditures is
included with the expenditures set forth in Appendix C, p; 2
of 2. Any reduction in that level of expenditures will be
flowed through to customers. Any increases in those levelswill be recovered under the provisions governing Category 2
cost increases.

b. With respect to the method of recovery, SBC-
related Category 2 costs may either continue to be included
in current rates or separately stated as an SBC. If the SBCis separately stated, such costs would be removed from
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Category 2. Separation of the SBC targets from Category 2
will not alter the target levels for these components from
those shown on Appendix C. After creation of such an SBC,
any variances from the targets for the separated components
will be recovered or credited through the SBC.

a. Commencing with the date on which NYSEG files
tariffs implementing the Commission opinion approving this
Agreement, or as soon thereafter as practicable, NYSEG
electric retail rates will be unbundled as shown in the
following table:

Year 1

Basic Service
Charge

System Benefits
Charge

Energy E Demand,
as appropriate
Retail Access

Credit, as
appropriate

Total

Year 2

Basic Service
Charge

System Benefits
Charge

Transmission

Delivery and
Power Supply

Retail Access
Credit, as
appropriate

Total

Years 3-5

Basic Service
Charge

System Benefits
Charge

Power Supply

CTC

Transmission

Distribution
Customer Service

Retail Access
Credit, as
appropriate

Total

b. Unbundling of "Transmission" from "Delivery and
Power Supply" will be implemented based on the
classification of transmission and distribution facilities
determined by the Commission in Case 97-E-0251.
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c. RegSub will submit a cost of service study for
electric customer service functions by February 1, 1999.
The Company agrees to unbundle the customer service function
on an incremental cost basis with the filing of tariffs to
be effective August 1, 1999.

7. Direct Char e Fees

a. NYSEG may petition to introduce revenue-neutral
direct charge fees based on incremental costs for variousele'ctric services now performed by the Company. These
services may include, but are not limited to, activation
fees for customer name change or meter turn-on, reconnection
fees where service is restored within 12 months of
disconnection, fees to recover costs incurred where access
to a customer's property is not permitted, and fees related
to customer payment in the field to avoid shut off. Thefiling will specify the nature of the fee, the rationale for
the fee based on cost causation, and the amounts to be
collected from customers.

IV. Retail Access

1. General Provisions

a. NYSEG will introduce direct retail access foreligible retail electric customers to other qualified
suppliers pursuant to this Agreement. Customers receiving
service under tariffs allowing NYSEG negotiated or incentive
rates will become eligible for retail access after their
contracts expire unless their contracts with NYSEG permit
such customer to become eligible earlier. NYSEG may file apetition with the Commission for a retail access transaction
fee on an incremental cost basis.

b. For the purposes of this Article IV, the marketprice of electric power and supply shall be assumed toinclude energy and capacity. The market price will be
obtained from published sources, such as the Dow Jones and
Reuters financial service, and eventually from an
appropriate power exchange once it is approved by FERC andis operating.

c. Concurrent with the Customer Choice Pilot Programdescribed in Paragraph 2 of this Article IV, NYSEG will
begin a statewide education effort for its other retail
customers using various communications media.
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2. Customer Choice Pilot Pro ram

a. Beginning November 1, 1997, NYSEG will implement a
Customer Choice Pilot Program in satisfaction of the
Commission's "Order Establishing Retail Access Pilot
Program", issued June 23, 1997 in Case 96-E-0948 - Petition
of Dairylea Cooperative, Inc. to Establish Open-Access Pilot
Program for Farm and Food Processor Electricity Customers.Tariffs governing the Customer Choice Pilot Program were
submitted on August 1, 1997 in Case 96-E-0948 and becameeffective on a temporary basis on August 4, 1997.

3. R tail Access for Cit of Norwich and Lock ort
Division

a. Beginning August 1, 1998, RegSub will introduceretail access to all customers in the City of Norwich and in
RegSub's Lockport Division subject to minimum load and
aggregation requirements as are necessary for the Company
and are consistent with the minimization of barriers to
competition. There are approximately 23,000 customers in
the City of Norwich and the Lockport Division. All
customers in this group who sign up with a new supplier will
have power delivered by RegSub for their chosen suppliers
commencing no later than December 31, 1998. During thisintroductory period, customers who choose another supplier
may be billed off-system, rather than through RegSub's
Customer Information System ("CIS.").

b. The retail access credit used to back out
generation during the period prior to the completion of theauction as more particularly described in Article V.1 and
the closing(s) thereon for Norwich and Lockport customerselecting to switch suppliers shall be the market pricedefined in Article IV.1(b) plus an adder of four-tenths of
one cent ($ 0.004) per kWh for customers eligible for the 5%reductions pursuant to Article III 1.b., and an adder of onecent ($ 0.01) per kWh for customers not eligible for the 5%reductions pursuant to Article III 1.b., except for the flexrate customers defined in Article III 1.b. unless and untilthey are eligible as provided for in Article III 1.b. In noevent shall such credit exceed three cents ($ 0.03) per kWh,including GRT.
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4. Retail Access for R mainin Customers

a. : Beginning August 1, 1999, RegSub will offer retail
access to all of its remaining customers who are not
receiving service under RegSub negotiated or incentive
rates, provided that the Independent System Operator ("ISO")
is first approved by the FERC and is operating.
Notwithstanding the foregoing, customers taking service
under RegSub's negotiated or incentive rates shall be
eligible for retail access after their contracts expire
unless their contracts with NYSEG permit such customer to
become eligible earlier. Customers selecting a new supplierwill have power delivered by RegSub for their chosen
suppliers commencing no later than December 31, 1999. The
Company may petition for an extension of these deadlines if
RegSub experiences., unacceptable balancing/settlement
problems or experiences severe customer order backlogs or if
the ISO as first approved by FERC is not operating. The-
petition should clearly define the problems causing delay,
NYSEG's potential solutions, and NYSEG's proposed revised
schedule.

b. The retail access credit used to back out
generation during the period following the completion of the
auction and closing(s) thereon through the end of the Price
Cap Period for all customers electing to switch suppliers
shall be equal to (i) 3.23 cents per kWh including GRT
through July 31, 2000, (ii) 3.47 cents per kWh including GRT
from August 1, 2000 through July 31, 2001, and (iii) 3.71
cents per kWh including GRT from August 1, 2001 through the
end of the Price Cap Period. The retail access credit
provided to customers will be net of the CTC produced as aresult of the auction described in Article V and will be
adjusted without altering the system average retail accesscredit amounts set forth above. The method used to makethis adjustment will be presented by the Company when it
submits its cost of service study for electri'c customer
service unbundling by February 1, 1999. At the end of the
Price Cap Period, all costs (other than the non-bypassable
CTC) related to the assets subject to the auction/appraisal
process hereunder shall be excluded from the rates charged
by RegSub for all customers, and all customers shall pay the
market price of generation plus any applicable GRT.

c. In the event the auction or appraisal process
described in Article V and the closing(s) thereon are not
completed by August 1, 1999, the retail access credit during
the period commencing August 1, 1999 and ending upon the
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completion of the auction or appraisal process used to back
out generation for all customers electing to switch
suppliers shall be the market price of energy plus a four-
tenths of one cent ($ 0.004) per kWh adder for customers
eligible for the 5% reductions pursuant to Article III 1.b.
and a one cent ($ 0.01) per kWh adder for customers not
eligible for the 5% reductions pursuant to Article III 1.b.,
except for the flex rate customers defined in Article III
1.b unless and until they are eligible as provided for in
Article III 1.b., but such credit shall in no event exceed
3.23 cents per kWh, including GRT.

5. GRT

a. All customers, including those who switch
suppliers, shall pay the non-bypassable CTC plus any GRT for
as long as is necessary to permit the Company to recover the
regulatory asset determined by the auction process. Billswill disclose all generation-related credits and charges.

b. In the event the GRT is modified from the July 28,
1997 amounts, the backout figures listed in Article IV. 4.b
shall be changed by a corresponding amount.

6. Provider of Last Resort

RegSub will be the provider of last resort during the
Price Cap Period of this Agreement unless such status is
changed by the Commission. For those eligible customers who
do not receive electric supply from a new supplier, RegSubwill deliver power to such customers at the bundled tariff
rates in place at that time, but only for the Price Cap
Period of this Agreement. For customers that have not made
arrangements for electric supply at the end of the Price Cap
Period, RegSub will acquire electric supply from an
appropriate power exchange and bill those customers for such
supply at cost. Unless otherwise required by law, RegSub
may rely on the ISO to plan for power supply, assuming the
ISO is approved by FERC and operating.

During each phase of the retail access program,
HoldCo's ESCO will have full access to provide services to
RegSub's retail customers within the conditions of HoldCo's
structure described in Article VII of this Agreement. Also,
to the extent any other New York State utility or New York
State utility-affiliated load serving entity ("LSE") seeks

18





to gain access to RegSub's service territory, such LSE will
not be allowed to serve as a supplier in RegSub's service .

territory unless the service territory of the LSE's
affiliated utility is open to retail access by RegSub and
ESCO in an equal or greater proportion.

8. Ri hts and Obli ations under Public Service Law
Section 68

Except as specifically modified by this Agreement,
RegSub's right and obligation under New York Law and its
Public .Service Law Section 68 Certificates to provide
electric service to its customers remains unchanged
notwithstanding the full implementation of retail access and
remains in full force and effect for the full term of this
Agreement and thereafter until duly changed.

V. Cost Recovery

1. Com etitive Generation Plan

NYSEG owns, operates and maintains several coal-fired
electric generation plants under traditional cost-of-service
regulation supervised by the Commission. To promote a more
fully competitive generation marketplace, mitigate the
strandable costs associated with generation plants, achieve
the Commission's goals, and prudently establish the fair
market value of such NYSEG generation plants for the benefit
of investors and customers, NYSEG will undertake to operate
and to transfer its coal-fired plants pursuant to the
following terms and conditions.

a. The NYSEG coal-fired electric generation that is
covered by this competitive generation plan consists of its
Kintigh, Homer City, Milliken, Goudey, Greenidge, Hickling
and Jennison generating stations and their associated assets
and liabilities (including without limitation, Somerset
Railroad, environmental liabilities, pension costs,
collective bargaining agreements, fuel contracts, land and
property rights, equipment and facilities, etc.).

b. The valuation of NYSEG's coal-fired electric
generation plants shall be determined by a simultaneous
multiple round open auction process designed to obtain the
highest final market value for purposes of mitigation of
above-market costs and establishment of a regulatory asset
for recovery of remaining above-market costs. All coal
plants and associated assets and liabilities as set forth in
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Article V, Paragraph 1.a, will be subject to such auction
process. The process will not be designed to necessarily
require NYSEG to divest its coal plants to a third party,
except as otherwise agreed to in this settlement. The
Company's generating subsidiary (GenSub) can participate as
a .bidder, and shall not have any special rights or
privileges, including the right to close out the bidding by
a matching bid. NYSEG shall provide at the same time (with
appropriate confidentiality protections) all potential
bidders with the same plant and operating information as
NYSEG makes available to GenSub.

c. The ascending bid auction will continue for a
given coal plant until no new bids are received. Bids will
be compared in the auction process on a gross cash basis,
and the Company agrees to sell (or transfer to GenSub) the
plants at the auction determined value without subsequent
negotiation of value.

d. The auction process will be completed and the
transaction(s) resulting therefrom shall close no later than
August 1, 1999.

e. If no bids are received for a plant above the
minimum bid requirement of the auction, an appraisal processwill be used and completed no later than August 1, 1999, or .

as soon as practicable thereafter. The valuation, on an
after-tax basis, achieved by the appraisal process shall be
used in lieu of the value of net after tax auction proceedsfor purposes of establishing the regulatory asset or credit
as set forth below.

f. Protocols, terms and conditions to implement the
auction and appraisal process will be developed by the
Company in consultation with Staff and will be submitted to
the Commission for pre-auction approval by approximately
Pebruary 1, 1998. Such auction provisions will state time
requirements for bids and have mechanisms to pre-qualify
bidders willing and able to abide by auction requirements
and to disqualify or penalize bidders for cause. The
Commission may employ a consultant, at NYSEG's expense
(recoverable from the auction proceeds), to advise the
Commission on the design and implementation of the auction
process consistent with this Agreement. The Commission
shall select the consultant from a list of at least three
qualified individuals or firms selected jointly by the
Company and Staff.
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g. In order to facilitate a competitive generation .

market, an auction sale or transfer free and clear of the
Company's mortgage indenture, and establishment of a minimum
bid value for the auction process, the coal plants and
associated assets and liabilities will be transferred to
GenSub as soon as practicable after the creation of HoldCo
and/or obtaining the mortgage trustee's release. GenSub
earnings with respect to any such transferred plant will be
combined with RegSub's earnings for the period prior to an
auction sale or transfer of that plant. Upon such transfer,
a regulatory asset of RegSub will be created for the
difference between the book value of the coal plants and the
valuation performed in accordance with the bond indenture.
Such regulatory asset will be adjusted subsequently upon a
sale or transfer based on the cash proceeds resulting from
the auction process net of tax, auction and transaction
costs. After a plant is sold or transferred, pursuant to
the process described in this Article, there will be no
further adjustment of RegSub's regulatory assets that have
been created as a consequence of this Article, except for
federal income tax consequences.

h. Upon completion of the auction process and sale of
any plant to an unrelated third party or GenSub, the
regulatory asset or credit on RegSub's books will represent
the difference between the net book value of the plant, less
funded deferred taxes, and the net after-tax auction
proceeds. This regulatory asset or credit will be grossed
up in accordance with SFAS 109. Any net regulatory asset
and carrying charge thereon (calculated based on the pre-tax
costs of capital used by the Commission to determine the
Company's retail rates, i.e., 12.43~) will be recovered fromall customers through the CTC over a period of time to be
determined by the Commission at the conclusion of the
auction process and which shall not exceed the weighted
average remaining life of the auctioned assets as of the
conclusion of the auction process and the closing(s)
thereon. The method for calculating the CTC is attached
hereto as Appendix D. In the event that the GenSub is the
winning bidder of any plant in the auction, any deferred taxliability on the gain will remain the responsibility of
RegSub's customers by virtue of its inclusion in the
calculation of the above-described regulatory asset or
credit which may result from the auction. The amount ofthis,future'ustomer responsibility will be limited to the
tax (calculated at the then current tax rate) which derives
from the tax gain that would have been realized at the time
of. the transfer to the-GenSub at the auction-determined
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~alue, had the sale been made to an unrelated third party
grossed up in accordance with SFAS 109. Any net regulatory
credit will be used by RegSub to writedown the Company's
Nine Mile II investment, and any such credit remaining after
such write down will be used by RegSub as directed by the
Commission.

2. NUGs NMP2 H droelectric and Re ulato Assets

a. Stranded cost recovery, including amortization of
the RegSub regulatory assets associated with the coal
plants, is presumed within overall rate objectives during
the Price Cap Period and recovered through retail electric
rates. After the Price Cap Period, remaining RegSub
regulatory assets, other than those resulting from the
auction process, and hydro, IPP and nuclear fixed costs will
be recovered (for the life of the amortization period,
contract or license) through a non-bypassable wires charge.
The regulatory asset created by the auction will continue to
be recovered through the CTC. Nuclear variable costs, which
would exclude decommissiong and wind down costs and 62.5% of
annual property taxes, will be put to market after the Price
Cap Period, provided that the Company's cotenants put the
same to market. In year 5 of the Price Cap Period, RegSubwill make a filing with the Commission for rates applicable
to the year following the Price Cap Period.

b. In the event NYSEG achieves NUG contract cost
savings net of transaction costs from targets set forth in
Appendix E of this Agreement during the Price Cap Period ofthis Agreement through NUG contract termination or
restructuring, but excluding securitization, 80% of any net
savings achi'eved through such NUG contract termination or
restructuring shall be flowed through to customers in a
manner to be determined by the Commission. The remaining
20~ of any net savings achieved through such NUG contract
termination or restructuring shall be retained by the
Company. The foregoing shall be subject to potential offset
against uncontrollable costs in the event the Companypetitions for uncontrollable cost recovery with respect to
Category 1 or 2 items as more particularly described in
Section III, paragraph 5, of this Agreement. Commencingafter the Price Cap Period, all net NUG contract cost
savings are subject to flow through to customers in a ma'nner
to be determined by the Commission.
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VZ. Mergers and Acquisitions

1. Pursuant to a petition filed jointly or
individually by the Company, NYSEG shall have theflexibility to retain, on a cumulative basis, all savings
associated with the acquisition or merger with anotherutility for a period of five years from the date of closing
of any such merger or acquisition up to the amount of
acquisition premium paid over the lesser of book value orfair market value of assets merged or acquired. Savings in
excess of that recovery will be disposed of by order of the
Commission.

2. The cost recovery provisions of this Agreementwill continue in the combined entity.
3. Staff and the Commission will give expedited

review and treatment to any petition by RegSub or HoldCo in
connection with an acquisition or merger with anotherutility.
VXI. Corporate Structure

1. NYSEG's petition to form HoldCo shall be approved,
and NYSEG shall be authorized to restructure its operations
by forming a holding company structure pursuant to a Plan of
Exchange (the "Plan of Exchange" ) as more particularly set
forth in this Agreement.

2. Under the terms of the Plan of Exchange, and
subject to the rights of the holders of NYSEG's Common Stock
(the "NYSEG Common Stock" ) to exercise their appraisal
rights, all of the outstanding shares of NYSEG Common Stockwill be exchanged on a share- for-share basis for the common
stock of HoldCo (the "Share Exchange" ) . Such common stock
exchanged for NYSEG Common Stock is referred to herein as
HoldCo Common Stock. NYSEG and HoldCo will make such
regulatory filings as may be required by law to effectuate
the proposed restructuring.

3. Upon consummation of the Share Exchange, each
person who owned NYSEG Common Stock immediately prior to the
Share Exchange, other than those stockholders who properlY
exercise their appraisal rights, will own a corresponding
number of shares and percentage of the outstanding HoldCo
Common Stock, and HoldCo will own all of the outstanding
shares of NYSEG Common Stock.

23



e



4. After the Share Exchange, NYSEG will be a
regulated, wholly-owned utility subsidiary of HoldCo, herein
referred to as RegSub, which will functionally separate
electric delivery services from gas services.

5. After the Share Exchange, NYSEG shall be
authorized to transfer to GenSub, in the form of a stock
dividend or such other appropriate form, all of the common
stock of Somerset Railroad Corporation, which is currently a
wholly-owned subsidiary of NYSEG.

6. After the Share Exchange, NYSEG shall be
authorized to transfer to HoldCo, in the form of a stock
dividend or such other appropriate form, all of the common
stock of NGE Enterprises, Inc., which is currently a wholly-
owned subsidiary of NYSEG.

7. RegSub shall be authorized to structurally
separate its coal-fired generation assets and liabilities by
transferring such generation assets and liabilities to
GenSub in accordance with Article V.1 of this Agreement.

8. The following terms and conditions shall apply to
RegSub and its affiliates regarding affiliate operations and
relationships.

a. Common stock dividends paid by RegSub to HoldCowill be limited in any calendar year to 100%. of net income
available for common stock. The calculation of net incomewill exclude any one-time, non-cash accounting charges.
This restriction will exclude any one-time dividends to
HoldCo attributable to major transactions such as asset
sales, the transfer of generating assets associated with
HoldCo and GenSub formation, or securitization.

b. By a separate petition that will be reviewed and
acted upon expeditiously, the terms of the current
Commission Global Financing Order applicable to NYSEG (Case
95-M-1195) will extend through the term of this Agreement
and be amended to include authorization for RegSub to enter
into derivative or other risk management transactions with
respect to current or future financings. In addition, by a
separate petition that will be reviewed and acted upon
expeditiously, the terms of the Stock Repurchase Order
applicable to NYSEG (Case 94-M-0954) will extend through the
term of this Agreement and will be amended so that RegSub
may, from time to time, repurchase at book value from HoldCo
such amount of shares of its common stock as RegSub
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determines in order to maintain the RegSub equity ratio at-
an appropriate level. These stock repurchases will be
excluded from the calculation of excess earnings. These
buyback provisions supersede the Commission's authorization .

to repurchase shares in Case 94-M-0954. In the event that
RegSub's first mortgage bond rating falls below investment
grade according to both Moody's and SEP, RegSub will be
prohibited from repurchasing shares of common stock until
its investment grade rating is restored.

c. Non-officer employees 'who transfer between RegSub
and an unregulated'affiliate will be prohibited from
transferring back to their original employer for a period of
one year unless a specific waiver is received from the
Commission or its designee. Non-officer employees returning
to RegSub may not transfer to an unregulated subsidiary for
a minimum of one year from the date of the return unless a
specific waiver is received from the Commission or its
designee. HoldCo and its affiliates, including RegSub, may
have common officers.

d. RegSub and its affiliates will be permitted to
maintain one common pension fund at HoldCo. For the
purposes of allocating pension expense (credit), excess
pension fund assets as of August 1, 2002 will be attributed
to RegSub. Subsequent gains or losses will be allocated toall affiliates.

e. No payment or imputation of royalties or positive
benefits to ratepayers will be made by or with respect to
RegSub or any affiliates given the special circumstance
surrounding this Agreement. The "Order Approving
Stipulation and Agreement, Subject to Conditions", issued
April 28, 1992 in Case 91-M-0838 and the Stipulation and
Agreement approved therein authorizing NYSEG to make
investments in diversified activities are superseded.

f. In addition, the following standards of conduct
shall apply:

Se grate Entiti : Any affiliate will be set up as a
business entity separate from RegSub to foster
competition in the utility s territory. Separateentities will help to minimize the potential for self-
dealing and the perception of self-dealing by customers
and other competitors.
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Se aration of books and records: Separation wig.1
include books and records, non-officer employees,
advertising and marketing efforts, and energy
purchasing (except for tariffed services). Where
common costs are shared to take advantage of economies
of scale, direct cost allocation will be used where
practical. However,* if direct cost allocation is
impractical, cost allocations will be accomplished by
using a fully distributed cost method to be provided by
NYSEG and approved by the Commission.

Ph sical Se aration: RegSub and HoldCo may occupy the
same building. Any non-regulated affiliate, other than
HoldCo, will be located at a different location from
RegSub to reduce the opportunity for, and appearance
of, anti-competitive behavior or other inappropriateactivities. Generation employees may occupy the same
building as RegSub until completion of the auction
required pursuant to the competitive generation plan.
Affiliate Transactions: Affiliate transactions will be
minimized to protect against cross-subsidies. When
transactions occur, they will be priced at tariff
rates, if applicable, or at least at fully distributed
costs. In addition, such transactions will be at arms-
length. All transactions in excess of $ 100,000, other
than tariffed transactions and corporate governance and
administrative services, between RegSub and either
HoldCo or any affiliate will be pursuant to written
contracts filed with the Commission, and the provision
of goods and services by such contracts will be on a
basis that neither disadvantages RegSub nor unduly
prefers HoldCo or any affiliate.
Transfer of Assets: Any transfer of utility assetswill be compensated to RegSub based on the greater of
book value or market value, except "for the transfer of
generation assets (coal plants, related equipment and
contracts) as contemplated by this Agreement.

Transfer of Data Inform ti n: RegSub will not provide
any competitive information or data to its affiliatedentities unless that same information or data is
provided to all competitors at the same time.
Access to Books and Records: Staff will have direct
access to the books and records of RegSub and, prior to
the auction, of GenSub. For purposes of Public Service
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Law Section 110, Staff will also have direct access to
the books and records of RegSub, GenSub, HoldCo, and
any majority-held affiliate. For the purpose of
auditing any Section 110 transactions between RegSub
and either HoldCo or its affiliates, including GenSub,
HoldCo will provide Commission designated personnel
reasonable opportunity to audit any such transaction,
subject to appropriate confidentiality agreements and
trade secret protection.
Dis ute Resolution Process: A process will be
established, in consultation with Department of Public
Service Staff, for a competitor or customer to obtain
Commission review if it believes that RegSub, or itsaffiliate in a transaction with RegSub, has acted in an
anti-competitive manner. Complete records of disputeswill be retained for Department of Public Service
review.

Name and Re utation: There shall be no restrictions on
HoldCo or any affiliate using the same name, trade
name, trademarks, service name, service mark or a
derivative of a name, of HoldCo or RegSub, or in
identifying itself as being affiliated with HoldCo or
RegSub. RegSub will not provide sales leads for
customers in RegSub's service territory to anyaffiliate and will refrain from giving the appearance
that RegSub speaks on behalf of an affiliate or that
the affiliate speaks on behalf of RegSub. If a
customer requests information about securing any
service or product offered within the service territory
by an affiliate, RegSub may provide a list of all
companies known to RegSub operating in the service
territory that provide the service or product, which
may include the affiliate, but RegSub may not promoteits affiliate.

1

RegSub experiences a downgrading or placement on
creditwatch or review of its senior debt, RegSub
management will notify the Director of Accounting E
Finance of the New York State Department of Public
Service.

Guarant e of Affiliae Deb : RegSub will not guarantee
the notes, debentures, debt obligations or other
securities of any affiliate, nor will it pledge any of
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its assets as security for any indebtedness of HoldCo
or its affiliates.
Loans of Em lo ees: RegSub will not loan operating
employees to its affiliates. Operating employees are
those involved in competitive lines of business, which
excludes (among other categories) corporate governance,
finance, accounting, legal, and administrative
services.

VIII. Other Provisions

1. The Parties will negotiate in good faith
modifications to NYSEG's SC-11 tariff relating to backup and
maintenance services. The negotiation shall address
recovery of the CTC where backup or maintenance service
continues to be provided by NYSEG.

2. As described in more detail in Appendix F NYSEG's
Service Quality Mechanism will be modified to be a potential
penalty-only mechanism based on RegSub's performance onelectric service reliability. RegSub s earnings cap
threshold will be adjusted down for the period of the
penalty in the event that a penalty is incurred.

3. In order to mitigate customers'bove-market cost
burden, in its sole discretion, RegSub shall have theflexibility to accelerate or increase amortization of
regulatory assets, including the generation asset resulting
from the competitive generation plan described in ArticleV.l.c. of this Agreement, accelerate or increase
amortization of the Nine Mile Point 2 ("NMP2") book balance,
accelerate or increase depreciation, or make similar
adjustments in the exercise of its business judgment. An
amortization schedule is attached hereto as Appendix G.
These expenses shall be included in the annual calculationof RegSub's electric return on equity for earnings cap
purposes, except that these adjustments shall be excluded
from such annual calculation in the event that RegSub
presents to the Commission a proposed cost-recovery chargefor uncontrollable costs pursuant to Article III.5. of this
Agreement. In addition, the Commission will be entitled tooffset such proposed charge with any RegSub earnings in
excess of 12.0% on common equity that would have beenrealized but for the use of accelerated or increased
amortization or accelerated or increased depreciation as
above permitted. These adjustments shall be excluded in thecalculation of any earnings shortfall for the purposes of
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RegSub filing for electric rate relief described in Article
III.2 of this Agreement.

4. As set forth in Appendix G, NYSEG may apply any =

deferred credit balances as of the commencement of the Price
Cap Period against any deferred charges.

5. In its Order Reconvenin Proceedin , issued
September 20, 1996, in Case 93-E-0960, the Commission
directed the parties to that proceeding to negotiate future
Economic Development Power ("EDP") rates. Pursuant to a
Memorandum of Understanding (the "Memorandum" ) executed
December 6, 1996, the parties agreed to interim EDP rates
pending litigation of all issues related to NYSEG's
provision of EDP service in this proceeding (Case 96-E-
0891); For the reasons explained in the Procedural Ruling
of March 20, 1997, the due date for submission of testimony
on the EDP rate issue was postponed from the date provided
in the Memorandum. An agreement on EDP rates resolving Case
93-E-0960 is attached as Appendix H.

6. Any net savings from changes in Gross Receipts
Taxes will be flowed through to NYSEG's customers subject to
Article IV, Paragraph 5.

7. RegSub will make a filing at the beginning of Year
5 of the Price Cap Period to provide for recovery of
delivery, NMP2 and NUG costs, recovery of or credit to
regulatory assets (including the generation asset described
in Article V.1 of this Agreement) and recovery of the costs
of electric power supply at market rates beginning after the
Price Cap Period, consistent with the terms of this
Agreement.

8. NYSEG will withdraw the two Article 78 Proceedings
referenced in this Agreement and the Article 78 proceeding
to challenge the Commission's "Order Concerning Retail
Access Proposal" issued in Case 96-E-0948 (the Dairylea
Proceeding) through stipulation agreements between the
Company and the Commission.

9. It is the intent of the Parties, and the
Commission by virtue of its approval of this Agreement, thatthis Agreement meets the accounting requirements of
Statement of Financial Accounting Standards No. 71,
throughout its term.
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ZX. Rinality
, The Parties agree that Commission approval of this

Agreement represents approval of its terms, and the Parties
recognize that the concessions and assurances of NYSEG are
being made, in substantial part, in reliance upon later
actions of the Commission pursuant to the terms of this
Agreement. Accordingly, the Parties hereby request that the
Commission's Order approving this Agreement expressly find
that:

1) the mutual concessions and assurances set
forth in this Agreement are inextricably
interrelated;

2) that they will produce rates that are just
and reasonable through the Price Cap Period;

3) that they justify the reasonable opportunity
for continued recovery of strandable costs
and the use of non-bypassable wire charges
for that purpose subsequent to the Price Cap
Period according to the terms of this
Agreement;

4) that they achieve the Commission's goals and
policy objectives in Opinion No. 96-12; and

5) that they further the public interest.
X Effectiveness

1. The NYSEG restructuring plan provided for under
this Agreement is subject to any required approval of the
NYSEG Board of Directors and stockholders and any regulatory
body having jurisdiction. This Agreement is subject to
issuance of a final Commission Order approving this
Agreement without changes, which order shall include or
adopt the above-stated express findings. In the event that
any of said approvals is not received, then this Agreement
and all of its terms and conditions shall be null and void.
This Agreement shall be binding upon, and shall inure to the
benefit of, any successor in interest to any Party.

2. The terms and provisions of this Agreement applysolely to and are binding only in the context of the
purposes and results of this Agreement. None of the terms
and provisions of this Agreement and none of the positions
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taken herein by any Party may be referred to, cited or
relied upon by any other Party as precedent in any other
proceeding before this Commission or any other regulatory
agency or before any court of law, except in furtherance of
the purposes and results of this Agreement.

Executed this day of September, 1997

NEW YORK STATE ELECTRIC Ec GAS
CORPORATION

By:

FBATTFMILLERWYSEG)PLQADEFSET.WP

By:
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ACOIIBDENTIAL FOR SEA1EMENT PURPOSES ONLY

NEW YORKSTATE ELECTRIC 8 GAS CORPORATION

Forecast Summary ot Igkvratgccxus and Revenue Efhcts
Ow to Rsvtsed Rates

Redscdng an RTS Factor of: ACCICIC

Year 2 of Settlement

PSC CASE NO. Cd@40
Appendix A
Page 2 of5

- PSC SC
No. No.

Revenue
Exhrdng Incrsassf Total peccant
Revenue (Decrease) Revenue Change

000 00
RssIdendat Reguhr
Resldendal Day&lght
Reatdandal Time of Ueo

TOTALRECIDEMIIAL

Censral Senrke Regutar
General Servke Day4lght

Subtotal

«I 1
110 ~
«d

«5 0
«5 0

1,72 I,OSC
SS SPIC

Caa02ecol

207PI4
0,591

21SPIC

Sass,sss
$ 220,125
SSI,919

$745,074

SS4,074
SISS

SSTP07

,CSS
$4 $220,120
$0 SSIPIS
$4 $74$ ,074

$4 $50,074
$0 SISS
$0 $l7,047

0
O.OX
0AIX
OAIX

OAIX
OAlX
OAX

General SenrtcowfDemand
General ServtcoNcrDsmand
General SecvlcoecCDsmand
General SarvlcoNnDemand
Cenocal Senrke-Time ot Use
General Secvlco-Tiros of Uso
General Senrko.Time of Use
General Sscvke-Tkne of Use

Subtotal

«5 2
«5 2
«5 2
«5 2
115 '7.1

«5 74
115 7-1
115 7-1

lndustrhb 540 kW
High Load FactocaCIX

AIOthers
Total

IndutHaMO kW
Klgh Load FactoraCIX

AN Ogrsra
Total

0
17SP24

2,40IP44
2,77IPCI

12C,5&I
C9,142

595,572
754,924

2,572,415

$0
$15,10l

SSSSASO
SSSIPSC
Sf 2PSC

$$PCI
$45PCI
SISP71

$421P05

$ 0
($759)

(SSC)

($745)
($4ls)
(SSI I)

($54)
($ 1,051)
(St,lll)

$0
$ 14Pld

SSSSAOC
SSS7,740

$ «,CCC
$5,C52

$44,95$
$82,521

$420,050

OAWs

<.OX

4.1'4'X

4AX
'OTALGENERAL SERVICE Scfl4clt ~ $4CIP12 ($ 1PSC) $457c077 4AX

Prtraacy Snvtce
Pctcaary Senrke
Prtraary Servtce
Prlrascy Service
Prbaary derv(co-%ne ofUse
Pdcaacy Servtco.Tbae d Use
Pnra«y Servtco.Tbne ofUse
Pctcaacy Sacvlce-Time ofUse

11d
1 15 SP
«5
«5
«5 7-2
«d 74
«5 7-2
«5 7-2

Industrhladoo kW
High Lo«fFectorad IX

ANOthers
Total

lndusbtata540 kW
High load FsccoracCX

ANOthsca
Total

4
15PSS

142PIC
154412
lltrSCO

45,494
749,017

1,1 7 I,C41

$0
SIPCC

$15P49
$ 17.115
Sldrlly

$4PC2
$74POS

St 14,409

$0 $0
„($54) St+A

($4) $15,045
(SCI) $17,047

(SLTIC) Sll,040
($20l) Sl,I50

(SS) $74,904
($ 2POt) $ «2,990

OAIX
&IX
4AIX
@AX
4.1%
&OX
%.0%
tAX

Subcransmhston Secvko
Subtransmlsslon Servke
Subtransmhslon Senrke
Subtransmhakn Senrke
Subtransmhakn-Time ot Uso
Subcransmhskn-Time ot Use
Subtransmhskn.Time ot Uso
Subtransmhsdn.TIme of the

«5 SS
115 SS
«5 Sg
115 SS
«d 74
«5 74
« I 74
115 74

Indusatatadoo IW
HlghkoadFactor CCX

AN Others
Total

Indusbtatad00 kW
High Load FectocoIIX

AN Ochsra
Total

4
2/II
4,152
C,451

494,907
45,7I5

. 217,IIC
742PI7

$ 0
$175
$470
$44l

SS9P74
SSAII

SIIrS72
SCSPSS

$0
Of)
$0

($9)
($2,02S)

($174)
$0

($ 2,194)

$0
$ 154
$470
$Cld

$97,052
SSPIS

$10P72
SCO,CSC

O.OX
4.0X
O.OX

~1AX
4.tyc

O.OX
4pX

Transrnlsslon-Time of Use
Tranamhskn-Tbno ofUse
Transmhalon-Thno ofUse
Transmhskn-Ttmo ot Use

TOTALPRNART

115 7&
«5 74
«5 74
11d 74

Indusbhhdgg kW
High Load FactocaCIX

ANOthers
Totat

41,0SO
0

192P70
lalpoo

2PCIP11

$4,722
$0

SICPCC
$21PIO

$215/57

(SSS4) $4,457
$0 $4
$ 0 $1CPCC

(Sill) $ 21PCC
(SCP f5) $211,772

H.OX
OAIX
0AIX

4.1X
4.1X

TOTALGENERALSERVICE4 PRIIIARY C,145,010 $CTC,199 ($4PCI) $44IP49

Outdoor UghCng

SUBTOTAL115 REVENUE

Street Ughdng

SUBTOTALTAIUFFREVBtUE

alhoagansous Conlrsoh

«d d

«I AN

17,540 $ l,71I $0 $2,712

ICPSS $0 $10,54$

11,452POI $1,449,140 (SCPCO) $1AS0.790

1,752rt$ 7 $(IOP20 $0 St(OP20 OPX

tt,545,074 Stc424.544 (SCr$ $0)$1AIIPSC <AX

TOTALRETAILSALES REVENUE tlct05 TCC $ fPSSiSCI Plo) tP47,010

SIBCM&BX
Resldsndsl
Non4tssldendat (not sub)sct so decrease)

'Subtotal .
tndustdal S Iggh Load Factor
gthcslhneous Contrach

Total

745,074
5M@5

1PSOP17
-122PI2

tPCSPl9

$0 745 P74
gig 57dl2S
(119) 1r$20c400

-1 tdPOO
..25fk220

(SCP50) 1c547cgtg

'

ssrtavr dalzn Acrrcs
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S CONRDENTIAL-FOR SETTLEMENTPURPOSES ONLY

NEW YORKSTATE ELECTRIC C GAS CORPORAT)OM

Forecast Sumraary of Rlkwatthoura an4 Revenue Effods
Due to Revised Rates

Rsnocgng an RTS Factor of: 0.9$ 4494

Year 3 of SetUemeftt

PSC CASK NO. 06K4401
Appenrgx A
Page 5 of4

Revenue
Estsdng In cresset
Revenue (Docrssso)

Totd
Revenue

ttosatonast Regular
Resbtondal Daylight
Reshlonaal Tbae ot Use

TOTALRESIDENTIAL

General Sonka Rogrdar
Gen«al Sonrke Dsydttght

Subtotal

115
115 4
115 12

11d C

11d 0

SPTSPio
1,752,927

525P25
dASCP90

209,704
4,640

219,4$ 7

$490,754
$220,742
$SCPN

$750PN

$50ATC
$941

$STAIC

(60)

($0)

$sao,Tsl
$220,742

$54POS
$750POS

$55,474
$042

$57A10

a.ec
OAttg

4AIIL

OAlt(
O.OX
OAtt6

General SonkeorlDomand
General Sorvko vrlDomand
General danke-vrrDomand
General SorvkeorrDomand
General Senrke-Time ot Ilse
General Sonrke Time of Use
Genoml S«vke Tla» of Use
General Sonrko-Thne of Use

Subtotal

11d
115
115
11d
115
115
1td
115

2. Industrtabd00 lW
2 High Load Factoro4496
2 AN Oa»ra
2 Total

T-1 Industrtsloddo hW
7.1 High Load Factoro64%
71 Agolhera
7.1 Total

0
175,124

2,655ASC
2P04,669

127,495
69,964

60$,llo
COS,SSC

5,612,064

$0

$ 52CPSC
$ 541,140

$11,402
$5,715

$45,7N
$ 45P20

$424,544

$0
($729)

(625]
($755)
($412)
($504)

($74)
(SIPOS)
($ 1,7$4)

$0
$1l,TCT

$526,624
$560P95
$11,160

$6A11
$4$P25
$42+17

$422,411

0.016
4ArtL
4AI16

40%

4.1%t&
4A96

TOTALGENERAL SERVICE dtatJTCC ($1~766) $440plo aA)L

Prhaary Service
Primary Sorvke
Primary Service
Pltmary Sorvtce
Prtrasry Son!co-Time ot Use
Primary Sonics.TImo ot Vse
Prt mary Service Tblle ofVee
Primary Sontce-Time ofUw

Subbansmkslon Senrke
Subbansmisalon Sorvke
Subtransmlsslon Servke
Subtransmloslon danke
Subtranomlsslon.Time ofUse
Subtransmlsslon'Time ofUse
Subtransmlsskn.Time ofUse
Subtransmlsskn-Tbne ofUse

115
115
115
114
115
11d
116
11d

115
115
115
11d
1td
11d
114
115

SP Industrta>SOO hW
SP High Load Fsctoro449L

HlOth«a
Total

74 Indushtobdao IAV
74 High Load Fadoro4496
74 AN Others
74 Total

5$ Ind~doo hW
SS High Load Fadoro44%
SS HION»ra
SS Total
74 Industrtabdoo LW
74 High Load FactoroCCSL
74 AN Others
74 Total

0
16,741

145P69
169,5(0
Sli,Cli

49,047
759+75

1,19$ ,024

0
2,5N
4,144
CAdt

'OS

PSS
44A42

225,454
77SPS 5

$ 0
$1,212

SISP75
$17,155
$55,074

$$ ,902
$75,'770

$11SPSS

$0
$ 147
$644
$N$

$5lP10
CSP$ 9

$ 19P00
$ C1,574

$0
(642)
($5)

($46)
($ 9,756)

,($106)
(65)

($ 1PSS)

$0
($9)
$0

($9)
(61 pi4]

($ 170)
$ 0

($2rtf6)

$ 0
$ 1,1 60

$1SP71
$ 17,12t
$ 52PS0

dl,TOC
$74,775

dttt,yty

$0
$150
$440
CC27

$SCP74
$5,140

$19P90
$59ASC

OAlt6
4ptt
4A)tg
<A%
4.196

-I.Ttc

OAI96
4PIL
OAI96

~Mtt

4.1%
OAl%

4A96

Transmlsslon-Tbao ofVw
Trar»mtsalon-Tbae ol Vse
Transmlsslon Thae ofVse
Transndsslon.Tbae ofUse

TOTAl.PRIMARY

116 7% Indushtstodco IhV
115 74 High Load Fedoro44%
115 7< ANOth«a
115 74 Total

4 IPCS
0

194PSC
255 POt

2,544P21

$4,520
$0

$15,701
$2IPSO

$2(CPTC

($224)
$ 0
$ 0

($224)
(4ptl)

$4PN
$0

$10,70t
$21PN

$2NP24

4Artt
OAF'A%

1.1%

Outdoor Ughttng

SLIBTDTAL116 REVENUE

Street Ughdng

SUBTOTALTAIFFREVEN]E

Wooogonoouo ontrade

11d 5

11 ~ AN

TOTALGENERAL SERVICE S PRSIARY 4,21CP75 $474,O42

tTPCO

($4,106)

$0

$449,964

$5,715

CCPSS $19,105 $10,195

11.75$ P54 $1ACCPTS ($4,tol) $9A45,147

1,76SACT dttoP20 $0 dttoP20

11PCCP25 $1A50,070 ($4,106) $ IASSP72

dtpds payTOTALRETHLSALES REVEIIUE

SIAtttVLEE
Rooldenast
slonitoddonast (not subJect to decrease)

Subtotal
tndushtst S tagh Load Fador

,106]$1,660A951SP09,1'I 5

TCOPOS
ddL52K

tPSIPCt
111ATT

1PSSPCT

($ 0)

(tat)
(4P94)

a
.1$4 toa]

7COPOS

1PSIPOO
117A75
21IL22Q

a pproviihrssu1bng from'Smgby

Totst

-%0TF ToQTRovonuoa vl(I(botrased odttgsn dhown above an'4 rates rssiiiang'tom aostgn
February 1,1995.
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NEWYORKSTATE ELECTRIC C GAS CDRP0RAT)PN

Forecast Summary of NNcrwahhours and Rownue Effects
Duo to Revkod Rates

Roflecong an RTS Factor oh 0.954494

Year 4 Of Settlement

PSC CASE ttCL 0644491
AppencSx A
Pogodofd

Reskfondot Regular
Resldondat Day4gght
Resldontlal limoot Use

TOTALRESIDENllAL

116 1
115 0
115 12

scca 7,474
1,747'P72

210,600
dple,tae

Rownw
Exkdng lncsesel
Rewnuo (Decrease)

000
$495,445
$ 221,604
$29PIC

$757rSCS

Total
Rownue

$495,445
$122,404
$29,094

$757PCS

0
OJ%
OA%
OPIC

Conceal S«vke Regutsr
General Senrke Dsy+Ight

Subtotal

115 C 2f2,716
115 9 4,762

ZfIctae

$$4,966
$ 954

$47P10

$0
$ 0
$ 0

$$4,%55

$ 954
$97,910

OJ%
00%
0.0%

Censral S«vfoovrfDemand
General Socvtce«CDemand
General SenrlcvwfDemand
Central SecvlcawlDemand
Genoet Senrlce-Time of Use
General Secvfce-Tfme ot Use
Gonoel Senrlce-Time ofUse
General Secvko-Ttme ofUse

Subtotal

115 2
115 2
115 2
11d 2
115 7 1

11d 7.1
116 7.1
116 7.1

Indushfsbddo kW
High Load Foctoco44%

ANOthers
Total

Induct'>500 kW
High Load Foctoroeett

Total

0
177AIZ

Z,ceepos
2,445@45

129,791
70,010

615,029
414,494

S,C41PCI

$ 0
Cf2,042

6SSO,'647

$ $44PCI
$tfpee
$5ACC

CCCP24
$4SPIT

$417384

$0
($499)

($11)
($ 711)
($ 644)
($ 294)

($494)
($1,407)

$ 0
CIS+42

$210,616
$SCSP79

SI0,C90
$ 5,190

$44,509
$42,401

$424PIO

0.0%

4.0%

4Ztt

<JI%
-(.N
4A%

TOTALGENERALSERVICE S,edo,dte $446,79e ($1,407) $444,140 4AIC

Prfmacy Socvtce
Pcfmscy Socvke
Pcfeacy Socvke
Prfescy Senrlce
Prie cry Service.lime ot Use
Pcfmacy Senrlos-Tbne ofUse
Prleary Ssrvfce-Ttmo ot Uoe
Pdmary Servke.limo ot Use

Subhsnsmkslon Secvke
Subhansmksfon Servke
Subhanamkalcn Senrke
Subhsnsmlaslon Socvke
Subhansmlsshn-Time ofUse
Subcransmlsahn-Time ot Use
Subhansmtoshn-Time ot Use
Subtransmlsshn-Time ofUse

115 SCc
115 SP
115
115
115 M
11d M
115 74
115 M
115 SS
115 Sg
115 SS
115 SS
115 74
115 74
115 74
11C 74

hdustrfWSOO kW
tggh Load Factoco44%

ANOchora
Totct

Indus'>500 lAV
High Load Fachro44%

AN Othee
Tobl

Indushfobdoo kW
High Load Factor»44%

AN Others
Total

Industrla&600 kW
High Load Fschcoe4%

AllOchocs
Tm

0
15,014

145ZCZ
141,170
SITPI2
4IPCS

770PII
tr204PI6

0
2,214
4,1 $5
CACI

COT@II
47P94

229,749
744,1IC

$0
Cf,tet

$14,11 Z
CITES
CSZPST

$2,740
$74,741

$11SP10

$0
$169
$467
$62T

$ lC,Tol
CSZSf

$20,649
$40PCC

$0
($69)

($1)
(lef)

($1,440)
($144)

(CS)
($1,441)

($4)

(69)
($1/45)

($ 162)
$ 0

($2,029)

$0
$1,1 02

$14,110
$ 17+1 9
6 IOP75

$SPCI
$74,729

$111,174

$0
$161
$ 4Cl
$ 410

P4,426
CS,OC4

$20,449
$44,546

OP%
4AI%
4JI%

4ATr'JI16

4JI%
1 Aft

OA%
4ptcr
OJI%

~f>%
4.1%
4.1%
OA%

Transmkshn-Ttee ot Uos
Transmlsshn-Ties ot Use
Trinsmlsahn-Time ofUse
Transmlsshn.Thne ofUse

TOTALPRQtARY ~

114 TQ
115 TQ
115 74
115 74

Outdoor LIOWng

SUBTOTAL116 REVENUE

Street Ughdng

SUBTOTALTAIDFFREVENUE

Ctkcehsnoocm Contests

115

11 ~ Ad

TOTALGENERALSERVICE 4 PRNARY

Indushfab 500 kW
lggh Load Factcco49%

ANOthers
Total

CZPCS
0

195,707
257,770

Zrat7,eoo

$4rtet
$0

$14POS
$21,144

$21 2+47

4419,149 $479,46S

($216)
$0
$0

($214)
($4,1 Cs)

($4,770)

17,540 $1,71$ $0

$4,124
$0

CIIJet
$ 20P27

$20act09

PJIX
0Jrtt
00%
-IP%
4p%

$471,442 4S%

$2,71$ 'OPIC

CC,SSC $ 1 0,54$ OPIC

1tP44,192 CfACC,OIZ ($5770) $1,452PZt %At(r

tgdlct67 Cf IOPZO $0 Cftor220 0P%

tfPOf)447 CfASI 620 (Cdr770) $1~760 4Aftr

TOTALYEAR1 RETAILSALES REVENUE

SIIMMM(f
Resldondol
NonReskfentlsf (not wb)setto deccosoe)

Subtotal
ndushlal 4 togh Load Factor

Cgscetlonoous Contects
'TccBI

ts,eaf,coo Clpasp12
I

ldlrrtel
Igafkl

IrStdc490
tf2,592
i(ILZZS

frCCIPIZ

(Cdr770)

$ 0
(Cf)
(at)

(d,TZI)
g

($5,770)

$IPsZ,caf

Tdfrl69
55LOII(

trSCdc457
toePCC
Z)ILZZE

1,642,641

IIOTI"Total Rswnues wClbe baaed on ttWh shown above andrew moulgng from design app roved rosuldng from DNng byFebntary 1, 1 999.
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NEW YORKSTATE ELECTRIC 8 GAS CORPORATION

Forecast Summary ofNkwaghours and Revenue Effects
Oue to Revbed Raise

Ranecdnp anRTS Factorof: 0.95CCIC

Year 5 Of SBNgmttnt

PSC CASE HO. 06<459
Appendbc A
Page Sof 5

ResMendat Regular
Resfdsnttal Oayigght
Resldenttal Time ofUso

TOTALRESIOEHTIAL

15 1
116
115 12

,454
1,744/17

$$4,0SC
5,64$ ,971

$ 500,
$224,'45$

$ $9,442
$74~

$0
$0
$0

Revenue
ldsQng Inctsaset
Raven w (Decrease)

lOIVH
$500A4
$224/52
$$9,442

$745~

OAtlt
OANe
L0%
0.0%

Total P«cent
Rwe sue Change

000

Qerwral S«vlcc Regular 115
Gen«at Secvlce Oay+lght 115

Subtotal

215,I 91
C,I42

212,742

$$7,475
$944

$ 54,44$

$$7t476
$ 944

$$4,44$

OA%
OAtft
OA%

General SecvtceNceemand
Cancel Secvfco»veemand
Gensnl Secvfcoocttteeand
General ServfcoNttOseand
General Secvlco-lbae oC Uso
Gecw rat S«vlcc-lies oC Uao
General Secvlce.lies oC Uao
Gecwat Senrlco Ties oC We

Subtobd

114
114
1t5

'16

116
116
114
116

2 tnduabtat»100 LW
2 High Load Factor»54%
2 AllOdrsrs
2 Total

7-1 Indusbtal»600 LW
7-1 High Load Factor»44%
7-1 HlOthee
7-1 Total

0
150,120

2,704,665
2Jum,455

129,791
72,0$ 2

625,447
427/00

$,715,975

$0
$1$ ,429

$ $$IL1$8

$10,799
$5+77

$47JUC
$4$,41C

$452,14$

$,954,724 $470,aC

$0
($C7$ )

($$1)
($70$ )
($654)
($27$ )

$0
($425)

($1M)

($1 JI$4)

$0
$12,745

$$$5,107
$547,44$

$1044$
$5,004

$47,5$ 4
~745

$450,549

$449A92

OA$rc

4Ay»
4Ay»
4Ayc
4Atr»

0.0%
-1 0'N

Prteary Senrlco
Primary Setvke
Primary Secvko
Prteary Secvke
Ptteaty Secvke-Time ot Use
Ptteary Secvko.Time ot We
Pttmary Socvke-Ttme ot Uao
PAaary Senrke-Time ot Uso

Subtransmtsslon Satvko
Subtrsnamtaakn Sentke
Subtratwmtaakn Secvko
Subttansmtaskn Senrke
Subtenaetsa kn.TIme of We
Subtranamtsakn Tlaw ot We
Subbanaadsakn.TInw of Use
Subtrarwmtsslon.lime ot Use

Ttsnselaalon-Ties ot Uso
Tranaetaalilteo ot Wo
Tcarwetaslon.lies ofUao
Tranaralsalon Ties ofUso

TOTALPfualARY

115
115
116
115
115
115
115
115

115
115
116
115
115
115
115
116

115
114
115
11 ~

hduabtat»600 LW
High Load Factor»44%

CP AllOthee
Total

74 hdusbtat»400 ICW

7< High Load Fackc»44%
TC HlOdwcs
M Total

$S hdustrtat»500 IhV
High toad Factor»445lc

$S AllOthers
Total

74 tndusttNI»400 LW
7% High Load Fackc»CIt%
74 H(OOIars
74 Total

74 lnduatrtat»400 LW
74 Iggh Load Factcc»44%
TQ HIOthers

Total

Oubloot Lfghtlng 116 5

'TOTALGE)CERAL SERVICE C PRIICARV

0
14,094

148,9$ 0
14$ ,024
$91,005

SOJI12
74$ ,027

1,104JI44

0

i,1tl
C~t

612JI24
47,791

2$5,477
795,791

42A74
0

197,417
240,1st

~,004

$0
St,1ti

$18+70
$17/4
$$ 1,154
$$,416

$74,44
$ (tttt77

$0
$141
$444
$417

$$IL220
$$,112

$20,75$
$59,056

$4.141
$0

$14,45
$ 21,1 09

$209+52

4,$ CIL7$4 $450+17

17,540

$0
($54)

$0
($54)

($t~t)
($141)

$0
1,77$ )

$0
($5)
$0

($5)
($1,749)

($157)
$0

($1 JI47)

($207)
$0
$0

($207)
($$Pdt)

$0

$0
$1JNC

Its/f0
$17A$7
$ 29Jf77

$78,454
$100,704

OA%

OA%

4.ty»
4.0%
0.0%
1 Cy»

$0
$16$
$44C
$41 ~

$55~5
$2,944

$20,75$
$ 57,159

$$JIS4
$0

$14+40
$20,902

$2I%,701

OA%
IAy»
4.W
4 15r»

O.gyc

&0%
LOIC
OA%
1 Oyc
tW

$474,79$ &4%

$$,71$ OAI%

SUBTOTAL115 REVE)CUE

Steel UOMng 114 AS

SUBTOTALTARPFREVEHUB

Ctlacegsneous Conttacts

TOTALRETAII.SALES REVOHUE

54,$ $5 $15JI4$

12,014,400 $1,447@22

1,765~ $110/20

$0 $14+4$ OA%

($ 5,525) $1~ 4A%

$0 $110A20 L0%

1$,Tlg,osl 1JI74,042 $1,472JI17

Ct,ltd/$0 ($ $,524) $1,44$ ,7$4

S)IMMMCE
Reafdertuat
fonnttealda nnat (not sub)ect to 4ectsase)

Subtotal
lad oatrtat 4 High Load Factor

.$tlaceltaneoua oototacts
Totat

745~
5244K

1,$49,745
104,05l

.1574042

$0
(2))
($1)

(5,49$ )"4
.gt4WC)

5%05m
1~758

102JICC

1.572aty

CCOTF Total Rwsnuea wIIbe baaed on fttvhshown above and tates tssulgng free design approved rssuldng true 08ng by
February 1, 199L

oarnet sctntt~vtaa
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New York State Electric 8 Gas Corporation
Rate Schedules - Residential Years 1 -

P'ner

Customer Char e

S. C. No. 1 (Straight Meter)

Current ~4 Year 1

$/kWh
4'0.1237K $0.1237
Ql't '

$/month

g:„;. Year 2

gk".i

4;;",",$ 0.1237

$7.43 ~:, $7.43 '. $7.43

Energ

S. C. No. 8 (Day-Night Meter)

Current .'..!; Year 1

$/kWh ~ ~ 5

'ear 2

Day
Night

$0.1391;. $0.1391 !„$0.1391
$0.0571 ": - $0.0571 '. $0.0571

Customer Char e $/month
$9.23;, $9.23 $9.23

Ener

S. C. No. 12 (TOU Meter)

Current -;-; Year 1:-;, ~" Year 2

On-Peak
Mid-Peak
Off-Peak

Customer Char e

$0.1928 g@c.j

$0.1138
$0.0571

g4]
$/month

$0.1928
$0.1138
$0.0571

'..„„$0.'1 928
i;:,j. $0.1138
'.,'.'„'0.0571

$24.00 ~<@j $24.00 ';~-'; $24.000
* Rate design for years 3 through 5 of the Price Cap Periodvill be„determined pursuant to the filing described in

Article III.3.e.
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New York State Electric & Gas Corporation
Rate Schedules

Non Residential (Small General Service) Years1-5

Ener

S. C. No. 6 (Straight Meter)

Current ~'ear 1 :-:.:;>" Year 2
.i+5t

$/kWh:™tI

Customer Char e

$ 0.14277 v '.. $ 0.14277

$/month

:;;" $ 0.14277

!f3~
~~. t

Jm>l

$7A3 -: $7.43; $7.43

Ener
Day
Night

Customer Char e

S. C. No.9 (Day-Night Meter)

Current 'ear 1:; Year 2
~
".8

$/kWh
$ 0.15512 ';, $ 0.15512 . $ 0.15512
$ 0.06422 . $ 0.06422 .: $ 0.06422

$ /month
$9.23 '9.23 ";.: $9.23

0
* Rate design for years 3 through 5 of the Price Cap Periodwill be determined pursuant to the filing described in

Article III.3.e.
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PSC Case No. 96-E4891
Appendix 8
Page 3 of 9

Rate Schedules - Non Residential Years 1 - 2

SC 2 General Service - Secondary"

Current Year 1;.;.-'.3 Year 2
7

Hours Use $/kWh ." HLF/Industrial'llOther = . HLF/Industrial AllOther
First 200

201 to 350

Over 350

Demand
AIIkW

Customer
Char e

$0.08379

$0.07292 .;:

$0.05599 ..

~ $/kW
$11.35

$/month

$0.07960

$0.06927

$0.05319

$ 10.78

$0.07292

$0.05599

$0.06581

$0.05053

$ 11,35;-'.; $10.24
Pt M

~,'t

'

$0.08379:::.'.. $0.07562
I

$0.08379

$0.07292

$0.05599

$11.35

$0.00 $0.00 $0.00 $0.00 $0.00

Reactive
Charge $/RKVAH '

AIIRKVAH $0.00095;,, $0.00090 $0.00095 ..-'- $0.00086 $0.00095

Qualifying High Load Factor (HLF) and Industrial Customers as per this Comprehensive
Settlement Agreement.

Rate'esign for ~ears 3 through 5 of the price Cop Period
-wi3.3.-be determined"pursuant -to "the -fi3.i'"described -in
Article III.3.e., which will reflect reductions pursuant to
Article III.l.b and freezes prices by service class pursuant.
to Article III.l.c.
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Rate Schedules - Non Residential Years 1 -2
SG 7-1 Large General Service - Secondary"

Current Year 1
C

Year 2

Ene On-Peak $/kWh HLF/Industrial AllOther ':,": HLF/Industnal 'llOther
$0.0875S, $0 08317 $ 0.0875S " $ 0.07901 $ 0.0875S

Ener Off-Peak $/kWh
$ 0.05599 $0.05319 $ 0.05599 $ 0.05053 $0.05599

Demand On-Peak $/kW
AIIkW $ 11.35 $ 10.78 $ 11.35 $ 10.24 $ 11.35

Customer Char e S/month
$9.15

.acove Char e . S/RKVAH

AIIRI0/AH $ 0.00095

$ 8.69

$0.000SO

$9.15 '8.26

$0.00095: $ 0.00086

$9.15

$ 0.00095

~ Qualifying High Load Factor (HLF) and Industrial Customers as per this Comprehensive Settlement
Agreement.

Rate design for years 3 through 5 of the Price Cag Period
~ vi3:3. be W&rmined--pursuant -to -the -filia scribed -ie
Article III.3.e., which will reflect reductions pursuant to
Article III.l.b and freezes prices by service class pursuant
to Article III.1.c.
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Rate Schedules - Non Residential Years 1 - 2

SC 3 Primary Distribution*

Current

0
Hours Use $/kWh
First 200 $0.07803

201 to 350 $0.06802

~ . Over 350 $0.05422

Demand $/kW
AllRW $10.78

Year 1

.'.'LF/industrial 'llOther
$0.07413

$0.06462

$0.05151

,

$0.07803

$0.06802

$0.05422

$0.07042

''0.06'l39

$0.04893

$0.07803

$0.06802

$0.05422

$ 10.24 $10.78 -. $9.73 $10.78

Year 2

::"HLF/Industrial AllOther

Customer
har e $/month

$0.00

ReacGve
Charge $/RKVAH

~ AllRKVAH $0.00095

r<

'i<I

~ I

$0.00

$0.00090

$0.00 „-q $0.00
;."r.

$0.00095 $0.00086

$0.00

$0.00095

Qualifying High Load Factor (HLF) and industrial Customers as per this Comprehensive
~ Settlement Agreement.

.RaM design -for years 3 "through -5 ef "the -Price .Cap "Period.mill he 6etarmiwad~azsamt. 4v-%he M1>vip '5asari>a6'CxArticle III.3.e., which will reflect reductions pursuant toArticle III.1.b and freezes prices by service class pursuantto Article 'III.1.c.
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Rate Schedules - Non Residential Years 1 -2
SC 7-2 Large General Service - Primary Distribution*

Current Year1 Year 2

Ene On-Peak $/kWh HLF/Industrial All Other .'- HLF/industrial AllOther
$0.07932 $ 0.07535 $0.07932, „$0.07158 $ 0.07932

Ene Off-Peak
$ 0.05422 $ 0.05,151 $0.05422 $0.04893 . $0.05422

0
Demand On-Peak $/kW

AH RW $ 11.68

Customer Cha e S/month

$ 11.10 $ 11.68 $ 10.55 $ 11.68

$9.15

eactive Cha e S/RKVAH

$ 8.69 $9.15 .; $ 8.26 $9,15

AO RN/AH $0.00095 $ 0.00090 $ 0.00095 $0.00086 $0.00095

Qualifying High Load Factor {HLF)and industrial Customers as per this Comprehensive Settlement
Agreement.

..Ra& design .far year~ .3 through -5.+f the 'Price Zap -Period-~3.1 %a -Qa~nred ~~avant"~- aha "~1<>g -Cmcri>a6-f+Article III.3.e., which will reflect reductions pursuant toArticle III.1.b and freezes prices by service class pursuantto Article III.1.c.
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Rate Schedules - Non Residential Years 1 - 2"

SC 3 Sub-Transmission"

Current

Hours Use $/kWh
First 200 $0.07499

201 to 350 $0.06498

Over 350 $0.05118

Demand $/kW
AllkW $8.68

$0.07124

$0.06173

$0.04862

$8.24

$0.07499

$0.06498

$0.05118

$8.68

Year 1

.': HLF/Industrial AllOther

Year 2'

: . HLF/Industrial
$0.06767

~ \

$0.05864

$0.04618

$7.83

All Other
$0.07499

$0.06498

$0.05118

$ 8.68

Customer
~ Char e $/month

$0.00

I ~ J

$0.00

Y'

~,

$0.00 ''i $0.00 $0.00

Reactive
Charge $/RKVAH

AIIRKVAH $0.00095
p I ~

$0.00090 $0.00095 $0.00086 $0.00095

Qualifying High Load Factor (HLF) and Industrial Customers as per this Comprehensive
Settlement Agreement.

~ Charges shown include a high voltage discount for SC 3 Sub-Transmission customers
from the SC 3 Primary Distribution charges on Appendix B Page 5 of 9.

Rate design.Xor years.3 .Maugh.5..af
M.Soigne.Cap.Serio'Ql'1'1'he de'tertsined pursuan't-to"the -fl1'ing descri'bed in

Article III.3.e., which will reflect reductions pursuant to
Article III.1.b and freezes prices by service class pursuant
to Article III.1.c.
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Rate Schedules - Non Residential Years 1 - 2

SC 7-3 Large General Service - Sub-Transmission"

Year)Current

~ Ene On-Peak $/kWh 'LF/Industnal
'0.07441'0.07069

Ener Off-Peak

Year 2
%, ~

AllOther '... HLF/Industrial
'0.07441- $0.06716

AllOther
$0.074/1

$0.05165 $0.04907 $0.05165 $ 0.04662 $ 0.05165

Demand On-Peak $/kW
AllAN/ $8.88

Customer Char e $/month
$9.15

eacfive Cha e $/RKVAH .

$ 8.44

$ 8.69

$ 8.88

$9.15

$ 8.02

$8.26

$ 8.88

$ 9.15

AllRKVAH $ 0.00095 $0.00090 $0.00095 $0.00086 $0.00095

Qualifying High Load Factor (HLF) and industrial Customers as per this Comprehensive Settlement
Agreement.

.Hate design ..Xor .yearn ~ .~ough ~ af .~e .Sz~ .Cap.Per.od~ll bh determih>d"fur'~OaÃt'"tb-the-fi'ling described-znArticle III.3.e., which will reflect reductions pursuant toArticle III.l.b and freezes prices by service class pursuantto Article III.l.c.
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Rate Schedules - Non Residential Years 1 -2

SC MLarge General Service - Transmission+

Year 1Current
V' ih"

' oner On-Peak $/kWh:.-,'LF/Industrial
$0.07305 '.:

~ $0.06940
t

l

Ener Off-Peak

Year 2

AllOther " HLF/Industrial AllOther
~ $ 0.07305 ". $0.06593 $ 0.07305

$0.05063, ~ $ 0.04810 $0.05063 $0.04570 $ 0.05063

Demand On-Peak $/kW
AIIRW $ 8.71

Customer Char e $/month
$ 9.15

$ 8.27
yp I
4

$ 8.69
J

acfive Cha e $/RI0/AH '-.

$ 8.71

$9.15

~ '?:

$7.86

$ 8.26

$ 8.71

$9.15

AllRIQ/AH $0.00095 ':. $ 0.00090 $0.00095, .'0.00086 $ 0.00095

~ Qualifying High Load Factor (HLF) and Industrial Customers as per this Comprehensive Settlement
Agreement.

.ZaM design for .years .3 "through 5-af -the -Price 4:ep -Period'ail'1 'be aeter'mined pursuant -to -the 'fi'ling describeid in
Article III.3.e., which will reflect reductions pursuant to
Article III.l.b and freezes prices by service class pursuant
to Article III.l.c.
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Uncontrollable Cost
Factors'ategory

1 Category 2

Frequencyt

General Description ofQualifying Eventst

One-Time Event

Natural Disasters, Acts ofTerrorism,
and Category 2 Costs Incurred Before

Rates are Changed

Ongoing Costs

Accounting, Legislative, Regulatory,
or Tax Changes

Examples ofPotential Qualifying Eventst

1hreshold timidfor Rate Recovery

Recovery Method:

- Storms
- Bombings

- Retroactive Tax Levies

Aggregate Costs in Excess of 3% of RegSub
Net Income

The Uncontrollable Costs Factors willbc
applied to each customer'

bill in a manner to be determined by
thc Commission.

- Change in DSM Expenses
- FASB Accounting Pronouncements

- Changes in Federal Income Tax Ratp
Changes in Nuclear Decommissioning Costs
- NYPA Transmission Adjustment Charge

Variations &om Targets Stated in
Appendix A, Page 2

The Uncontrollable Cost Factors wg bc
applied to each customer'

bill in a manner to be determined by
the Commission.

Timing of Rate Charge/Recovery Period: Annually in a manner and over a period to
be determined by the Commission.

Annually in a manner and over a pctriqd
to be determined by the Commission.

'he Uncontrollable Cost Factors relate to cost increases and decreases.
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Uncontrollable Cost Factor
Adjustments'$

000)

Year 1 Year 2 Year 3 Year 4 Year 5

Nuclear Decommissioning Costs:

Internal Fund $ 208 $ 263 $ 263 $ 263 $ 263

External Fund

Total:

Demand Side Management Costs

Research Ec Development Costs

Manufactured Gas Plan Site Remediation Costs

Fresh Start Program Costs

Renewable ResourceCosts

NYPA Transition Adjustment

Mandatory Regulatory, Legislative, Accounting and Tax Changes

Total

1,494

1,702

6,090

4,710

1,569

475

157

$ 14,703

4,062

4,325

7,124

5,951

2,163

475

157

$20,195

4,062

4,325

6,924

6,996

2,640

475

157

$21,517

41062

4,325

7,162

6,902

2,640

475

157

21,661

4,062

4,325

7,431

~ 7,065

2,640

475

157

$22,093

The above targets arc the amounts that are covered within the rates specified in this Settlement.

Prudently incurred changes from these amounts willbe included in the UncontroHable Cost Factor Adjustments.
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New YorkState Electric 4 Gas Corporation
Illustration ofMethod for Calculating thc Compctitivc Transition Charge (CTC)

Summary of the Estimated CTC Rates
Based on Thrcc Potential Valuation Results of Coal-Fired Generation Assets

$550 MillionBelow Book, Equal to Book, and $550 MillionAbove Book
(S 000)

Appendix D
Paje 1 of 6

S 000

Rate Year Endin Jul

$550 MillionBelow Book (p geg) 0.83 0.79 0.7$

Equal to Book

$340 MillionAbove Book

(page 3)

(page 4)

0.31

0.00

0.30

0.00

0.2)

0.0g

$ 550 MillionAbove Book (page S) 0.00 0.00 0.0Q

Commencing August 1, 1999, retail access customers will be credited with the backout rates set forth in Article IV.4.b of the Agreement, net of a
CTC calculated as illustrated in this appendix.

Since the backout rate is based on generation costs divided by retail sales, retail access customers willalso be responsible to compqqsate
NYSEG for system losses between the supply point and the customer meter.

The valuations are for illustrative purposes and do not presume any actual value. The actual CTC willbe based on the results of the auction
valuation or subsequent appraisal pursuant to Article V.1 of the Agreement and actual balances of generation net assets on the books after the
auction.

Based on these estimates, ifthe market value of the coal-fired generation assets is $340 million, the CTC would be zero. Any value fn excess of
that needed to produce a zero CTC willbe disposed of pursuant to Article V.1,h of the Agreement.

In the event of a negative determlnatlon from the IRS regarding normalization Issues, it would be necessary to remove funded deferrp4 taxes from
e CTC





New York State Electric & Gas Corporation
Illustration ofMethod for Calculating thc Compctitivc Transition Charge (CTC)

Based on Assumed Market Value ofCoal-Fired Gcncratlon Assets
$550 MillionBelow Book

(S 000)

Appendix D
Page2 of6

Balances at Dec 31 1996
HXKQ RK It)tat

Nct Phnt Including Construction Work ln
Progress
Coal Inventory. Spare Parts, Prepaid Property
Taxes & Insurance, etc.
Deferred Taxes -APB-11 I35%
Excess Deferred Taxes (46% vs 35%)

'Tohl

Assumed Value ofPhnts

Bcforo-Tax Gain or (Loss)

Federal lncomo Tax
Saic Prico
Remaining Tax Deprcciablo Bash
Tax Deduction for Remaining Inventory,
Prcpayments. otc.

'Taxablo Gain or (Loss)
'Tax Rats

'Tax LhbTcy

After-Tax Gain or (Loss)

80,931
(200,094)
QR12D

1,065,669

80,931
(1 2,659) (212,753)
QJQS OKL'iZ)

30,395 1,096,064

(550,000)

546,064
(374,124) (4,762) (378,886)

86,247
KK

$ 1,200,959 $ 45,884 $ 1/46,843

fsctwf-Tax Above(Below) Market Regulatory Asset
Beginning Bahnco
Annual Amortization through 2015- the End of tho Averago Servico Lifo

580,1 86
Q(L538

549,650 519,114
QK535)

488,578 458.042 427,506
Q(L538 Q(L535) Q(LSD)

Ending Bahnco

Avcmgo Bahncs
(e) Cost of Capital Grossed Up for FIT per 1995 Settlement

Annual Carrying Chargo
Annual Amortization Grossed Up for RTI
Total Annual Cost Bcforo GRT
Annual Rchil Sales (mwh)

35%

549,650 519,114 488,578 458,042 427,506 396,970

564,918~0
70,219

534,382
9283%

66,424

503,846

62,628

473,310~a
58,832

442,774 412/38

55,037 51 /41

$ 117,197 $ 113,402 $ 109,606 $ 105,810 $ 102,015 $98gt9
1226K421 ~d1.55 1255K)mi 1229KZN 1XZLL25Z 1XHK1M

Cost per l(WH (cents)
0) Gross Revenuo TaxI 4.53%

0.81
RLH

0,77 0.74 0.71

kk} RH (UL)

).AnnuaLCTCBasedon)sarketVahro$ 65044(alon BelovrBook

CTC forRate Year Ending July

See notes on page 6.





New York State Electric & Gas Corporation
Illustration ofMethod for Calculating thc Competitive Transition Charge (CTC)

Based on Assumed Market Value of Coal-Fired Gcncration Assets

Equal to Book
(S 000)

Appendix D
Page3 of 6

Calendar Years:

Balances at Dec 31 1996

fact Plant Including Construction Work ln
Progress
Coal Inventory, Sparo Parts, Prepaid Properly
Taxes 8 insurance, etc.
Dofcrrod Taxos-APB-11 I35%
Excess Dcfcrred Taxes (46% vs 35%)

80,931

(200,094)
GR12D

80,931

(12,659) (212,753)
(28QQ) (1ILKIIl

$ 1,200,959 $ 45,884 $ 1,246,843

Total

Assumed Value ofPlants

Before-Tax Gain or (Loss)

1,065,669 30,395 1,096,064

19QQQH

cdcral lncomo Tax
Sale Pdco
Remaining Tax Dcpreciabio Basis
Tax Deduction for Remaining Inventory,
Prc payments, ctc.

Taxablo Gain or (Loss)
Tax Rato

Tax LhbTtty

Atter-Tax Gain or (Loss)

1,096,064
(374,1 24) (4,762) (378,886)

636,247
~0

Nctwf-TaxAbove(Below).Market Regulatory Asset
Beginning Balance
Annual Amortization through 2015- the End of tho Avcrago Service Ufe

222,686
(11229l

210,966
61220k

199,246
(iLI291

187,S26 175,806 164,086
(iLI29) (11I29) (11229)

Ending Balance

Average Balance
(c) Cost of Capital Grossed Up for RT per 1995 Settlerncnt

Annual Canying Charge
Annual Amottization Grossed Up for FITI
Total Annual Cost Before GRT
Annual Rctag Sales (mwh)

Cost per KWH (cents)
0) Gross Rcvenuo TaxI

Annual CTGSmed on V"rkct Value<rtual 1o Book

I CTC forRate Year Ending July

453%

210,966 199346 187,526 175,806 164,086 152~

216,826

26,951
1IUQ1

205,106~0
25,495
1IUQ1

193,386

24,038
1IUQ1

22,581
1IUQi

169,946

21,124
1IUQ1

158/26

19,667
1IUQi

$44,982 $ 43,526 $ 42,069 $40,612 $39,155 $37,698

1XQHLI21 19.~hi 1255X3mi 132991K 1'KIQR25Z 1XGZL1IQ

OW 032 031 030 028 0.27

R92 %92 RQi @91 @91 L91

"hR '-IL29

Ktl LK k2R

See notes on page 6.





New York State Electric & Gas Corporation
Illustration ofMethod for Calculating thc Competitive Transition Charge (CTC)

Based on Assumed Market Value of Coal-Fired Gcncratlon Assets

$340 MillionAbove Book
(S 000)

Appendix D
Page4of6

Calendar Years:

Balances at Dec 31 1996

Nct Plant Including Construction Work in
Progress
Coal Inventory, Spare Parts, Prepaid Property
Taxes IS Insurance, etc.
Dcfcrred Taxes - APB-11 I35%
Excess Deferred Taxes (46% vs 35%)

Totat

Assumed Value ofPlants

Bcforo-Tax Gain or (Loss)

Federal income Tax
Sale Prico
Remaining Tax Deprcciablo Basis
Tax Deduction for Remaining Inventory,
Prc payments, etc.

Taxable Gain or (Loss)
Tax Rate

Tax Uability

After-Tax Gain or (Loss)

80,931
(200,094)
QL12D

80,931
(1 2,659) (212,753)
PJQ9l (ttL99Z)

1,065,669 30,395 1,096,064

~R9H
340,0M

1,436,064
(374,1 24) (4,762) (378,886)

NMQ <

976247
an

$ 1,200,959 $ 45,884 $ 1,246,843

S4ctW-Tax Above(Below)-Market Regulatory Asset
Beginning Balance
Annual Amorlization through 2015- the End of the Avcrago Sewtco Ufo

Average Balance
(e) Cost ofCapital Grossed Up for RT per 1995 Settlement

1,686
N9)

1,597

1,642
3283%

1,597
N9)

1,508

1,553

,1,508
N9)

1,419

1,464

1,419
NS

1,330

1,375

1,330
N9l

1,241

1,286
3283%

1g41I
1,152

1,197

Annual Carrying Charge
Annual Amortization Grossed Up for RTI
Total Annual Cost Before GRT
Annual Retail Sales (mwh)

Cost pcr KWH (cents)
IO GrossRevenue Taxe

35%

453%

193
19Z

1821'711'49
1'341

$330 $319 $308 $297 $286

1X2$LI21 1%4~ai 1X55XQK 19299259 1926925Z 1XSR.i!Q

0.00 0.00 0.00 0.00 0.00 0.00
IU)9 999 L99 IU)9 999 ILQ9

I Annual CTCBasedan Market Value $340 MillionAbove Book

) CTC for Rate Year Ending July

See notes on page 6.
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New York State Electric 8r, Gas Corporation
Illustration ofMethod for Calculating the Compctitivc Transition Charge (CTC)

Based on Assumed Market Value of Coal-Fired Generation Assets

$550 MillionAbove Book

(S 000)

Appendix D
Page 5 of6

Calendar Years:

Balances at Dec 31 1996

fact Phnt Including Construction Work In
Progress
Coal Inventory, Spare Parts, Prepaid Property
Taxes 8 Insurance, etc.
Deferred Taxes - APB-11 e 35%
Excess Dcferrcd Taxes (46% vs 35%)

80,931
(200,094)
ORGY

80,931

(1 2,659) (212,753)
(LE% OLL'i2l

$ 1,200,959 $ 45,884 $ 1,246,843

TotA

Assumed Yaluo ofPhnts

Before-Tax Gain or (Loss)

1,065,669 30,395 1,096,064

1$~H
550,000

oderal Income Tax
Sale Price
Remaining Tax Dcprcciablo Basis
Tax Deduction for Remaining Inventory,
Prepayments, etc.

Taxable Gain or (Loss)
Tax Rato

Tax Lhb1iity

AtterTax Gain or (Loss)

1,646,064
(374,124) (4,762) (378,886)

1,1 86,247
mt

f4ctwf-TaxAbove(Below) Market Regulatory Asset
Beginning Balanco
Annual Amorlization through 2015- tho End of tho Averago Servico Lifo

(1 34,814) (127,719) (120,624)
ZR5 LQRi ZE5

(113,529) (106,434)
LQRi LQRi

(99@39)
LQL'i

Ending Balance

Averago Balance
Ie) Cost of Capital Grossed Up for RT per 1995 Settlement

Annual Canying Charge
Annual Amortizabon Grossed Up for FITI
Total Annual Cost Beforo GRT
Annual Retail Sales (mwh)

35%

(127,719) (120,624) (113,529) (106,434) (99,339) (92+44)

(131,267)

(16,316)
QR215l

(124,172)~4
(15,435)
O(LQ15)

(117,077) (109.982) (102.887)
128Zfr. 328ZR

(14,553)
OILQ18

(13,671)
Q!NLil

(12,789)
OIL91$

(95,792)

(11,907)
OtLQ1$

($27/31) ($26@50) ($25,468) ($24,586) ($23,704) ($22,822)

1XGH821 12~%5 1%55%3% 122Q(Q52 1226R25Z 12JQK102

Cos! per KWH (cenh)
(0 Gross Revenue TaxI 483%

0.00 0.00 0.00
(U)Q (UK (LQQ

Annual CVCBasedon Market Value.$ 660 MillionAboveBook

CTC forRate Year Ending July

See notes on page 6.
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Appendix D
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New York State Electric 4 Gas Corporation
Illustration of Method for Calculating the Competitive Transition Charge (CTC)

Notes Relating to the CTC Calculation

The items listed on pages 2 through 5 are the major net assets associated with coal-fired
generation. Other assets or liabilities may be identified at the time of the auction.

The balances of coal inventory, spare parts, prepayments and deferred taxes at December 31,
1996 are estimates. Actual balances will be used in the calculation of the CTC following the
auctibn.

In th8 event of a negative determination from the IRS regarding normalization issues, it would be
necehsary to remove funded deferred taxes from the CTC.

RedSub's tax liabilitywill be payable upon the sale of the plants to a third party and will be
included in the CTC.

The tax-depreciable basis of the successful bidder will be the purchased price of the plants. If
GerIlub is the successful bidder, it will receive a stepped-up basis.

IfG4hSub is the successful bidder, RegSub s tax liabilitywill be included in the CTC, however it
will not accrue a carrying charge because no cash payment would be made as IRS regulations
alloiv'egSub to defer payment of the tax to match GenSub's stepped-up basis.

Thih hppendix does not reflect recent legislated reductions of the gross revenue tax rate.
Pursuant to the Agreement, the rate will be adjusted when the actual CTC is calculated.

Any value in excess of that needed to produce a zero CTC will be disposed of pursuant to Article
V.1.h of the Agreement.
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APPENDIX E

TARGET LEVELS FOR NUG CONTRACTS





New YorkState Electric & Gas Corporation
Description of the Method that Willbe Used to Quantify Savings

Associated with the Termination or Restructuring ofNUG Contracts

Appendix E
Page 1 of3

Net savings associated with the termination or restructuring ofNUG contracts willbe quantified as described in this
appendix and shared pursuant to Section III.2.b ofthe Agreement.

Net savings willbe calculated separately for individual NUGs and willbe limited to changes directly requiting from
the termination or restructuring ofcontracts.

Net savings willbe calculated at the end ofeach rate year for inclusion in rates the followingyear.

The net savings willbe determined as follows:

Amount ofAvoided Gross Payments to NUGs
Less Cost ofReplacement Power (or Reduced Sales for Resale Revenue)
Less Cost to Terminate or Restructure the Contracts

The avoided gross payments willbe the difference between the forecast payments listed on Appendix E, Page 2 and
the actual payments made to the NVG during the year, to the extent such changes were the result ofconpact
termination or restructuring.
The cost ofreplacement power (or reduced sales for resale revenue) willbe the weighted average market price for the
year times the difference between the forecast mwh purchases listed on Appendix E, Page 3 and the actual mwh
purchased from the NUG during the year, to the extent that such changes were the result ofcontract ternjnation of
restructuring.
The weighted average market price willbe determined as described in Article IV,l.b ofthe Agreement.
Incremental costs incurred to effect a contract termination or reformation willbe deferred and amortized >'atably over
the remainder ofthe original contract period, Interest willbe accrued on the unamortized balance oftermination and
restructuring costs at the before-tax cost ofcapital allowed in the most recent NYSHG electric rate case (I2,43% for
the term ofthis agreement),

S g ofthe net benefit willbe according to Article V of the Agreement.

0
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New York State Electric dk Gas Corporation
Cost ofNVG Purchases Excluding Gas Import Tax

Forecast at Time of 1997 Rate Settlement
($ 000)

appendix E
Pjge2 of3

Private Generator

Contract 1

Contract 2
Contract 3

Contract 4
Contract 5
Contract 6
Contract 7
Contract 8
Contract 9
Contract 10

Contract 11

Contract 12

Contract 13

Contract 14

Contract 15

Contract 16

Contract 17

Contract 18

Contract 19

Contract 20
Contract 21

Contract 22
Contract 23

TOTAL

$ 109,166
152,993

19,936
17,901

8,445
1,266
2,192
1,653

426
70

800
270
113

222
350

7

40
792

3,179
15,614

626
312

2Z

$ 112,345
156,644

19,669

18,341

8,880
1,273
2,236
2,001

402
122

1,412
270

68
179

285
5

40
972

3,365
14,902

603
315

8R

$ 117,241

159,031

19,219
18,863

9,562
1,277
1,721

2,096
416
126

1,461

278
71

187

207
5

40
1,071

3,365
14,902

603
315

82

QZJC

$ 119,366
165,782

18,679
19,143

9,868
1,273
1,313

2,047
432
131

1,509
286

76
200
213

5
40

1,141

3,365
14,902

603
315

52

$ 123,752
179,261

18,147
21,570
10,214

1,273
1,313

662
452
137

1,577
295

82
217
223

6
40

1,192
3,365

14,902
603
315

82
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New York State Electric & Gas Corporation
NUG MWHPurchases

Forecast at Time of 1997 Rate Settlement

Appendix E
P jge3 of3

Private Generator

Contract I
Contract 2
Contract 3

Contract 4
Contract 5

Contract 6
Contract 7
Contract 8
Contract 9
Contract 10

Contract 11

Contract 12

Contract 13

Contract 14

Contract 15

Contract 16

Contract 17

Contract 18

Contract 19

Contract 20
Contract 21

Contract 22
Contract 23

TQTA4

~ea

1,259,220
1,883,062

103,670
360,000
128,760
21,190
23,050
20,390
17,470

5,290
48,530

5,150
2,310
6,090
6,890

170

670
8,330

37,950
216,910

6,750
3,730

KQ

1,223,510
1,864,018

103,360
360,000
128,760
21,190
23,050
20,390
17,470
5,290

48,530
5,150
2,310
6,090
6,890

170

670
8,330

37,950
216,910

6,750
3,730

R69

1,255,780
1,833,498

103,360
364,800
134,050
21,250
23,110
20,450
17,470
5,290

48,530
5,150
2,310
6,090
6,890

170

670
8,330

37,950
217,090

6,750
3,730

169

1,228,040
1,828;131

103,770
364,800
133,660
21,190
23,050
20,390
17,470
5,290

48,530
5,150
2,310
6,090
6,890

170

670
8,330

37,940
217,090

6,750
3,730

KQ

1,221,310
1,907,943

103,530
404,880
133,660
21,190
23,050
20,390
17,500
5,290

48,530
5,150
2,310
6,090
6,890

170

670
8,330

37,950
217,090

6,750
3,730

KQ



4
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SERVICE QUALITY MECHANISM





Appendix F
Page 1 of 2

Electric Service Quality Performance Mechanism

An Electric Service Quality Performance Mechanism
shall be implemented for the Price Cap Period. The
mechanism provides NYSEG an incentive to render reliable
electric service to its customers by avoiding a penalty due
to unsatisfactory performance. The mechanism will make use
of two reliability indices. They are:

The customer average interruption duration
index ("CAIDI"). This measures how long the .

average power outage lasts for an interrupted
customer during each year of the Price Cap
Period.

2. The system average interruption frequency
index ("SAIFI"). This measures how often the
average customer is interrupted during each
year of the Price Cap Period.

The calculation of CAIDI and SAIFI conforms to PSCelectric reliability standards and, therefore, interruptions
due to "major storm", as defined in 16 NYCRR in Part 105,
are excluded.

The two measures will be tracked separately for
NYSEG on a systemwide composite basis (average of NYSEG
district'erformance indicators). The systemwide, composite
figure for each measure will be determined using performance
indicators applicable to each NYSEG district as establishedin Case Nos. 90-E-1119 and 95-E-0165. The threshold
systemwide composite performance indicator for duration
(CAIDI) shall be 2.08 for each year of the Price Cap Period.

The threshold systemwide composite performance indicator for
frequency (SAIFI) shall be 1.33 for each year of the Price
Cap Period.

In the event that the systemwide composite
performance indicator for CAIDI is within the range of 2.08
and 2.18 during any year of the Price Cap Period, NYSEGshall be assessed a penalty equal to 3.75 basis points. If
the systemwide composite performance indicator for CAIDI
exceeds 2.18 during any year of the Price Cap Period, NYSEGshall be assessed the maximum CAIDI penalty of 7.5 basis
points.
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Appendix F
Page 2 of 2

In the event that the systemwide composite
performance indicator for SAIFI is within the range of 1.33
and 1.40 during any year of the Price Cap Period, NYSEG
shall be assessed a penalty equal to 3.75 basis points. If
the systemwide composite performance indicator for SAIFI
exceeds 1.40 during any year of the Price Cap Period, NYSEG
shall be assessed the maximum SAIFI penalty of 7.5 basis
points.

The maximum aggregate penalty that could be
assessed for each year of the Price Cap Period is 15 basis
points. In the year that a penalty is incurred, the 12.0%
earnings cap contained in the Settlement Agreement will be
reduced by the number of basis points of the penalty
incurred. For example, if the maximum aggregate penalty is
incurred, the ROE cap for that year would be 11.85<.
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AMORTIZATION SCHEDULE FOR
ELECTRIC BUSINESS OF REGSUB





New YorkState Electric & Gas Corporation
Amortization Schedule for Electric Business ofRegSub

(S 000)

Appendix G

Beginning Balance
Sales for Resale Profit
Fuel Costs
South Coming Termination Costs
Demand Side Management Program Costs
SFAS-112 OPEBs
Ice Storm
Somerset Non Cash Return
Jamesport Plant Abandonment
NYS Sales Tax Audit Deficiency
Federal income Tax

TRA46 Deferred Taxes
RRA-93 Deferred Taxes
RBD Tax Credits
FIT

Gross'otal

Annual Amortization

Ending Balance

($4,835)
10,662
15,905
69,268

3,175
1,426
3,065

12,484
1,248

1,960
1,768
8,046
5221

129,403
QL253

2191.SR

101,652
QL259

73,901
QZ.ZSQ

46,150 18,399
QZZB) QZZBl

QUITE.

HKfK %23222 O'M21

Pursuant to the terms of the Settlement, all of the current true-ups willbe discontinued on July 31, 1997, including costs and benefits associated with Nine Mile 2, pensions and
NGE.

Pursuant to Article Vill.4of the Agreement, the net credit balances deferred through July 31, 1997 associated with the items subject to true-up per the 1995 rate st!gement and
the deferred credit balance associated with the gas import tax have been netted against the South Corning deferred debit balance, thereby reducing the noncash I'stum accrued
as the remaining balance is amortized lineariy over the five years of the Price Cap Period.

During the Price Cap Period, NYSEG willcontinue to record an amortization of $27.751 million annually, subject to the provisions ofArticle Vill.3.

Based on the deferred balances at July 31, 1997 Identified above, the annual amortization of $27.751 millionwillresult in a net credit balance of $9.352 million at the end of the
price Cap period. That amount willbe used to write down other miscellaneous net deferred debits, Any remainder of that credit willbe used to write down a corre)ltonding
amount of the unamortized loss on reacquired debt or the unamortized debt discount & expense,

This schedule does not Include the above-market costs of coal-fired generation because they cannot be Identified until after the auction or subsequent appraisal,
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OIRCCT OIAL

Honorable Lois D. Cashell, Secretary
Federal Energy Regulatory Commission
888 First Street, N.E.
Washington, DC 20426

'
Re; New York State Electric & Gas Corporation

Application for Commission Approval of Corporate Reorganization
Docket No. EC97- 6 >

Dear Secretary Cashell:

Pursuant to Section 203 of the Federal Power Act and the Commission's
regulations thereunder, please find enclosed one executed and five copies of the above-
referenced Application with exhibits and one additional copy of the Application and exhibits
for the State of New York, as required by 18 C.F.R. $ 33.6, Also enclosed is a diskette
containing a notice suitable for publication in the Federal Register.

Section 203 authorization is an integral part of the implementation of
NYSEG's comprehensive restructuring plan adopted in response to the "Competitive
Opportunities" proceeding instituted by the New York Public Service Commission, As noted
in the Application, NYSEG requests expedited review of the Application to allow its
reorganization plan to proceed on the schedule outlined in the "Competitive Opportunities"
proceeding.

As noted in the Application, NYSEG is requesting that the Commission issue a
~ 'otice requesting that comments concerning the Application be filed within 30 days because



~ ~

~ '



Honorable Lois D. Cashell, Secretary
August 29, 1997
Page 2

the Application does not concern a merger of public utilities but a corporate reorganization.
Thus, the Application presents simpler issues than those presented in mergers where the
Commission has provided a longer notice period.

Respectfully submitted,

M~wd'.~y~+
Stuart A. Caplan
Taras G. Borkowsky
Attorneys for New York State

Electric & Gas Corporation

Enclosures
cc: Hon. John C. Crary, Secretary

NY State Dept. of Public Service
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UNITED STATES OF AMERICA
BEFORE THE

FEDERAL ENERGY REGULATORY COMMISSION

NEW YORK STATE ELECTRIC 60

GAS CORPORATION Docket No. EC97-

APPLICATION FOR COMMISSION
APPROVAL OF CORPORATE REORGANIZATION

I. INTRODUCTION

Pursuant to Section 203 of the Federal Power Act
("FPA") and Section 33 of the Federal Energy Regulatory
Commission' ( "FERC" or "Commission" ) regulations, New York
State Electric & Gas Corporation ("NYSEG" or "Applicant" ) hereby
submits this Application for Commission Approval of Corporate
Reorganization ("Application" ). NYSEG seeks Section 203

authority to form a holding company to implement a comprehensive

restructuring plan to satisfy electric industry restructuring
goals established by the New York Public Service Commission

("NYPSC"). The plan agreed to by NYSEG and the NYPSC Staff
includes the separation of NYSEG's coal-fired fuel generation
facilities into a separate company, the auction of those assets
to mitigate strandable costs and foster competition, and the
expeditious implementation of a full retail access program.

Granting the Application will help fulfillthe Agreement

regarding, among other things, NYSEG's corporate reorganization

16 U. S. C. 5 824 (b) .

18 C.F.R. 5 33 (1996).





signed on July 28, 1997 by NYSEG and the NYPSC Staff, as further
detailed in a proposed comprehensive Settlement Agreement reached

on August 20, 1997. As further discussed below, NYSEG requests

expedited treatment of the Application and requests that the

Commission provide a thirty day notice period for comments.

In this Application, NYSEG seeks the Commission's

authorization to implement a corporate reorganization
("Reorganization" ) which will result in the creation of a holding

company over NYSEG and its corporate subsidiaries, including its
power marketing affiliate, XENERGY, Inc. ("XENERGY").~ The

creation of a holding company over a Commission-jurisdictional

entity is deemed to result in a "disposition of facilities" under

FPA Section 203 as that term has been interpreted by the

Commission in various proceedings involving similar corporate

reorganizations.4

In addition, as part of the proposed Reorganization,

NYSEG's coal-fired fuel generation facilities ("Generation

Assets" ) will be transferred from NYSEG to a subsidiary or

subsidiaries of HoldCo (collectively referred to in this

The name of holding company has not yet been determined
and for purposes of this application it is referred to as HoldCo.

See, e.g., Penns lvania Power 8 Li ht Com an , 60 FERC
62,267 (Issued December 30, 1994); Commonwealth Edison Com an

68 FERC $ 62,049 (Issued July 15, 1994); Illinois Power Com an
67 FERC 5 61,136 (Issued May 3, 1994); Kentuck Utilities Com an
and Old Dominion Power Com an , 47 FERC 5 61,271 (1989); and
Central Vermont Public Service Co oration, 39 FERC $ 61,295
(1987) .

GenSub may initially be a subsidiary of NYSEG and as
part of the proposed Reorganization be transferred by NYSEG to





Application as "GenSub") as soon as practicable after obtaining

the mortgage trustee's release. The Generation Assets consist of

NYSEG's interests in its Kintigh, Homer City, Milliken, Goudey,

Greenidge, Hickling and Jennison generation stations and certain
associated assets and liabilities, as further described in
Section f . of Article VI hereof . However, no Commission-

jurisdictional transmission facilities are proposed to be

transferred to GenSub. Such Generation Assets will be subject to

an auction process in which third parties as well as GenSub may

participate.6 This Application also requests Commission approval

pursuant to FPA Section 203 for the transfer of Commission-

jurisdictional power sales contracts and a tariff from NYSEG to

GenSub, as further described in Article IV hereof and Appendices

B and C attached hereto.

The proposed Reorganization is anticipated to be

implemented as soon as practicable after a special meeting of
stockholders currently expected to be held on or about January

15, 1998. To facilitate this rapid restructuring, NYSEG requests

that the Commission proceed on an expedited basis, provide a

thirty day period for comments and issue an order in this
proceeding, by December 15, 1997. A thirty day notice period is

HoldCo.

Although it is not contemplated that GenSub will auction
any Commission-jurisdictional assets, if it does, GenSub willfile a subsequent FPA Section 203 application at a later time
prior to the transfer.





appropriate since this Application does not involve a merger or

similar transaction.

II. BACKGROUND

dated June 9, 1997, to sel

rates.

NYSEG is a combination gas and electric utility engaged

principally in the generation, transmission, distribution and

sale of electric energy and the transportation, distribution of

natural gas in parts of central, eastern and western New York.

NYSEG provides electricity to more than 804,000 customers and

natural gas to more than 235,000 customers. NYSEG's wholesale

rates and services are regulated by the Commission and retail
rates and services are regulated by the NYPSC. Both NYSEG and

XENERGY have received authorization from the Commission, by Order '

wholesale power at market-based

The proposed Reorganization is in response to the

"Competitive Opportunities" proceeding instituted by the NYPSC in
Case No. 94-E-09S2, which addresses the future structure of the

electric utility industry in New York State. In NYPSC Opinion

No. 96-12, issued May 20, 1996, the NYPSC required NYSEG to file
a restructuring plan consistent with the NYPSC's policy and

vision for increased competition. The restructuring plan was

required to address, among other things, the structure of the

utility, both in the short and long term, a s'chedule for the

introduction of retail access and a rate plan to be effective for
a significant portion of the transition.
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On September 27, 1996, NYSEG submitted to the NYPSC its
rate and restructuring proposal, called NYSEGPlan, which

contemplated the functional separation of NYSEG's generation
business from its electric delivery business. Parties to the
NYSEGPlan proceeding (Case No. 96-E-0891) including NYPSC Staff,
expressed a preference for a structural separation of the

generation business and on December 19, 1996, NYSEG filed a

petition with the NYPSC pursuant to which NYSEG sought authority
to form a holding company with a structural separation of
designated NYSEG fossil generation assets from the PSC-regulated

utility business. The NYPSC subsequently notified the company

that the holding company petition would be addressed in the

NYSEGPlan proceeding. Case 96-E-0891, Notice to the Parties
(issued January 7, 1997).

On July 28, 1997, NYSEG and the Staff of the NYPSC

entered into a Joint Statement of Principles to Govern the
Settlement Agreement ("Statement of Principles" ) which sets forth
the terms and conditions of the proposed Reorganization. The

Statement of Principles serves as the basis for a Settlement
Agreement ("Settlement Agreement" ), which is subject to PSC

approval. On August 20, 1997, a copy of the Settlement Agreement

was sent out jointly by NYSEG and the NYPSC Staff to all
participants in the NYSEGPlan proceeding for their approvals
NYSEG does not expect material modifications to be made to the
Settlement Agreement by the NYPSC. Copies of NYSEG's December

19, 1996 Petition to the PSC, the Statement of Principles and the





Settlement Agreement are attached hereto as Exhibits G-1, G-2 and

G-3 respectively.
The restructuring plan reflects years of careful

negotiation in a multi-party collaborative process, fostered by

the NYPSC itself, to create a fully competitive environment for
the supply of electricity, at both wholesale and retail, to

benefit customers throughout New York State. The structure

proposed herein is the most effective means of maximizing

competition, as part of a coordinated statewide effort under the

direction of the NYPSC.

III. PROPOSED REORGANIZATION

The restructuring into a holding company structure will
be accomplished through an exchange (the "Share Exchange" ) of

0
each outstanding share of common stock of NYSEG for one share of
common stock of HoldCo pursuant to an Agreement and Plan of Share

Exchange to be entered into between NYSEG and HoldCo. As a

result of the Share Exchange and subject to the rights, if any,

of the holders of NYSEG's Common Stock to exercise their
appraisal rights, each outstanding share of common stock of NYSEG

will automatically be exchanged and, without any further action,

will thereafter represent one share of common stock of HoldCo.

After the establishment of GenSub, the Generation Assets will be

transferred to GenSub in accordance with the NYPSC's order

approving the terms and conditions of the Settlement Agreement.

0
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Attached to this Application as Appendix A are diagrams

showing NYSEG's corporate structure prior to and after the

creation of the holding company structure.
The Settlement Agreement contemplates an ultimate

auction of the Generation Assets, in which GenSub, as well as

third parties, can participate. The auction process is further
described in Article V. 1. of the Settlement Agreement, attached

hereto as Exhibit G-3.

IV. TRANSFER OF POWER SALES AGREEMENTS AND TARIFF

To the extent required, NYSEG hereby requests

authorization under Section 203 of the FPA to transfer all of
NYSEG's wholesale power sales agreements and its power sales

tariff from NYSEG to GenSub effective upon the transfer of the
0

Generation Assets to GenSub, as more fully described and with the

exceptions noted below. NYSEG has many Commission-accepted power

sales agreements and a power sales tariff. In addition, NYSEG

has provided over 140 prospective customers with service

agreements for their review and execution. NYSEG will continue

to 'transact under new agreements as mutually beneficial
opportunities arise for NYSEG and new customers.

Most of NYSEG's power sales are supported by the coal-

fired generation that will be transferred to GenSub or by NYSEG's

marketing function that will also be transferred to GenSub. Upon

this transfer, continued participation of those resources in the

wholesale power market will most efficiently be facilitated by





the substitution of GenSub in place of NYSEG with respect to the

power sales agreements and tariffs, except for three agreements

pursuant to which NYSEG has transactions and NYSEG's borderline

sales agreements that will continue beyond the transfer of the

Generation Assets. These contracts will remain with NYSEG.

Only to the extent required, NYSEG also requests

authorization to transfer by assignment that part of an agreement

between GPU and NYSEG dated May 1, 1969 which provides for the

operation and maintenance of the Homer City Electric Generating

Station. By letter of December 30, 1993, in Docket No. ER94-298-

000, NYSEG filed a certificate of concurrence with respect to
GPU's filing of the agreement. As noted in NYSEG's filing
letter, NYSEG does not provide any jurisdictional services under

the agreement, and Pennsylvania Electric Company, is the operating
0

~

~co-tenant. To the extent the agreement concerns the operation

and maintenance of the Generating Assets, NYSEG seeks authority
to transfer the agreement, but only to the extent required under

FPA Section 203.

NYSEG proposes that it make a subsequent "compliance

filing" in which NYSEG will file all necessary notices 'of

succession under Section 35.16 of the Commission's Regulations,

18 C.F.R. 5 35.16 (1997) in response to any Commission order

authorizing the formation of the holding company. This

"compliance filing" would consist, among other things, of the

following:

'
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a) A restated power sales tariff (FERC Electric Rate

Schedule No. 1) substituting GenSub for NYSEG and

a notice of succession;

b) Restated service agreements substituting GenSub

for NYSEG and a notice of succession for all power

sales tariff service agreements transferred to
GenSub; and

c) Restated agreements substituting GenSub for NYSEG

and a notice of succession for all umbrella power

sales agreements that are not pursuant to the

power sales tariff and that are to be transferred
to GenSub.

The specific agreements to be transferred to GenSub
are'dentifiedin Appendix B hereto, which lists all service

0 agreements under NYSEG's power sales tariff (FERC Electric Rate

Schedule No. 1) and Appendix C hereto, which lists the umbrella

power sales agreements." The lists show the purchasers in
alphabetical order, the Docket Numbers for the filings with the

Commission, and the rate schedules designated by the Commission.

Additionally, NYSEG requests authorization to transfer
certain power sales tariff service agreements and umbrella

agreements ("New Agreements" ) that it enters into up to and until
the time NYSEG transfers the Generating Assets to GenSub (the

"Transfer Date" ). The Commission's authorization is critical.

Appendix C also includes one transaction-specific rate
schedule described below. Appendices B and C do not list the
agreements noted above that will remain with NYSEG.

9





Consummation of the proposed Reorganization may not occur until
approval of this Commission, the Nuclear Regulatory Commission

("NRC") and the Securities and Exchange Commission ("SEC") is
obtained. Consequently, several months could go by during which
new customers want to buy power from NYSEG. NYSEG will enter
into these New Agreements and file them with the Commission. For
each new power sales tariff service agreement/umbrella agreement

entered into from the date of this Application through the

Transfer Date, NYSEG will indicate in its filing letter with the
Commission that the agreement is the subject of this pending FPA

Section 203 Application. By allowing NYSEG to transfer these New

Agreements to GenSub on the Transfer Date, NYSEG's resources will
remain seamlessly in the market place, and NYSEG and the
Commission can administer the transfer in the compliance filing.
This procedure would avoid cumbersome and time consuming

amendments under FPA Section 203. The Commission's grant of
authority under FPA Section 203 could be conditional on the New

Agreements being similar to the other agreements identified in
this Application so the Commission need not be concerned that the
New Agreements would raise new issues for purposes of the
Commission's FPA Section 203 review. Moreover, the Commission

will review each agreement under FPA Section 205 as it is filed,
as noted, with a clear identification of whether the agreement is
the subject of this pending Section 203 request.

With the exception of Rate Schedule FERC No. 111 (an

agreement to sell up to 30 MW to Town of Massena), all of the

10
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agreements being transferred to GenSub are enabling or umbrella
agreements or service agreements under NYSEG's power sales tariff
that do not require either party to enter into transactions. The

parties enter into transactions only when it is mutually
beneficial to do so for economic reasons. All of NYSEG's power

sales under the agreements and tariff to be assumed by GenSub

were or will be negotiated at arm's length. All of the
. agreements contain Mobil-Sierra clauses pursuant to which neither

NYSEG,nor the customer unilaterally may seek a change in the
negotiated rates applicable to any transactions. None of the
negotiated rates is based on cost-based formulae in which the
cost inputs would be affected by the restructuring. Moreover,

NYSEG has not been a traditional wholesale requirements supplier
to any customers. Accordingly, neither NYSEG nor GenSub will
seek to change the rates applicable to any existing transactions
under these power sales agreements and the tariff.

If GenSub later were to assign any power sales
agreements to a party buying one or more of the Generation
Assets, then a separate filing with the Commission would be

necessary; this Application does not request authority to effect
such a transfer or succession. After the auction, GenSub may

continue to own one or more of the Generation Assets. GenSub may

also purchase other generators and will enter into power purchase

agreements. as part of its power marketing and trading function.

The New York Power Authority has been the exclusive powersupplier for most of New York's municipal and cooperative customers,including all of those interconnected to NYSEG.

11





Consequently, GenSub may not assign all power sales agreements~

after GenSub concludes the auction of the Generation Assets.
NYSEG's power sales tariff, which GenSub will assume,

provides that it is not available for the sale of power to
affiliates. If GenSub were to sell power to NYSEG, prior to any

such transaction, GenSub would be required to make a separate

filing under Section 205 of the FPA (and would also have to make

a filing with the NYPSC) . Any such sale would be for the maximum

period extending to August 1, 1999, the date established for the

closing of the sale of plant pursuant to the above-described

auction of plant held by GenSub.

The power sales tariff also currently requires NYSEG's

merchants (and will require GenSub upon its assumption of the
tariff) to obtain any NYSEG transmission services in the same

~ ~manner as any non-affiliated customers (e.g., on OASIS)

consistent with NYSEG's transmission protocols applicable to
nonaffiliated customers under Order Nos. 888 and 889. NYSEG's

standards of conduct and Order No. 889 also address transmission
access and information issues and will govern the GenSub-NYSEG

relationship. NYSEG's affiliate XENERGY also has a market-based

power sales tariff (FERC Electric Rate Schedule No. 1) accepted

in Docket No. ER97-2517-000. In that Docket, NYSEG committed to
a code of conduct that, by its terms, applies to NYSEG's

At this time, however, only one transaction that
extends beyond the time that the auction should be completed

will'ethe subject of a notice of succession from NYSEG to GenSub,
and that transaction is for no more than 30 MW. This transactionwill represent a small portion of GenSub's trading activity.

12
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relationship with other affiliates as well as XENERGY. If NYSEG

were to propose any changes to these existing requirements (which

it does not currently propose), it would require a separate

filing with the Commission.

Based on the above discussion, the assignment of
NYSEG's power sales agreements and tariff to GenSub will not

result in any changes in rates applicable to any Commission-

jurisdictional transactions and shall not result in the

cancellation of any Commission- jurisdictional service.

V. PUBLIC INTEREST STANDARDS

The Commission routinely has found that reorganizations

involving the creation of holding companies are consistent with

the public interest.'YSEG submits that its proposed

Reorganization is consistent with the public interest. The

Reorganization, which satisfies the electric industry
restructuring goals established by the NYPSC, alleviates concerns

about potential vertical market power in generation and

facilitates the auction required by the Settlement Agreement.

, ~
Structural separation of generation and the auction is expected

to promote greater competition in generation. The proposed

Reorganization furthermore strengthens the organization by

'
See, e.cC., Penns lvania Power & Li ht Com an , 69 FERC

62,267 (Issued December 30, 1994); Commonwealth Edison Com an
63 FERC 5 62,049 (Issued July 15, 1994); Illinois Power Com an
67 FERC $ 61,136 (Issued May 3, 1994); Central Vermont Public
Service Co oration, 39 FERC $ 61,295 (1987); Kentuck Utilities
Com an and Old Dominion Power Com an , 47 FERC g 61,271 (1989).
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establishing a more appropriate corporate structure for the
pursuit of unregulated non-utility business activities.
Increased flexibilityas a result of the Reorganization is
expected to enhance the long-term financial strength of NYSEG.

As the Commission is well aware, deregulation and

competition are reshaping the utility marketplace and changing
the nature of the electric -utility business. After extensive
investigation and analysis, NYSEG has determined that the holding
company structure, including the disaggregation of the Generation
Assets, offers the best means of positioning itself for future
changes and opportunities and will enable it to take advantage of
emerging business opportunities to the benefit of both
shareholders and customers.

The holding company structure is a vehicle for the
I'ompanyto begin operating in a competitive environment while

minimizing concerns about vertical market power. NYSEG'.s coal-
fired generation that is competing in the market, which amounts

to 90% of NYSEG's aggregate generation plant, will be in a

different company than its transmission, distribution, and

control center. The holding company structure also facilitates
the unbundling of rates for purposes of NYSEG's aggressive retail
access program. Under the restructuring plan, retail access

charges will include a competitive transition charge.

Disaggregation of the Generation Assets will facilitate a

competitive generation market and the proposed auction sale and

is also an integral part of the process of stranded cost





mitigation. Upon the transfer to GenSub, a regulatory asset of
NYSEG will be created for the difference between the book value
of the coal-fired plants and the fair value determined in
accordance with NYSEG's mortgage bond indenture for purposes of
obtaining the release of the property from the lien of the
mortgage. Upon a subsequent sale of the coal-fired plants
pursuant to the auction process, such regulatory asset will be

adjusted to reflect the after-tax auction proceeds. After the
auction, there will be no further readjustment of the regulatory
assets

Furthermore, through its non-regulated subsidiaries,
HoldCo will be in a position to quickly take advantage of
increasing opportunities in non-utility activities.

The holding company structure is a well-established
0

form of organization for those companies conducting multiple
lines of business. Zt is a common form of organization for
unregulated companies and for regulated companies, such as

telephone utilities and water utilities, which are not subject to
the Public UtilityHolding Company Act of 1935, as amended

("PUHCA") . Zn addition, the holding company structure is
utilized by many electric utilities that are involved in
unregulated activities. NYSEG wishes to be in a position to take
advantage of business opportunities that may present themselves,
and desires to do so by utilizing the most efficient and

effective corporate structure.

15
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The benefits of a holding company structure are well
established. A holding company structure enables the holding0
company to participate in unregulated businesses in a timely
manner, and fully separates the operations of regulated and

unregulated businesses. As a result, it provides protection to
ratepayers and a better structure for regulators to assure that
there is no cross-subsidization of costs or transfer of business

risk from unregulated to regulated lines of business. A holding
company structure also makes it easier for investors to analyze
and value individual lines of business. Moreover, the use of a

holding company structure provides legal protection against the
imposition of liability on regulated utilities for the results of
unregulated business activities. In short, the holding company

structure is a highly desirable form of conducting regulated and
0

unregulated businesses within the same corporate group.
Furthermore, the proposed Reorganization is in the

public interest as evaluated against the three factors set forth
in the Commission's recently issued Merger Policy Statement: (1)

effect on competition, (2) effect on rates, and (3) effect on

regulation." As more fully demonstrated below, the proposed

Order No. 592, In i Concernin the Commission's
Mer er Polic Under the Federal Power Act ~ Polic Statement,
Docket No. RM96-6-000, 61 Fed. Reg. 68,595, 68,605 (issued
December 18, 1996) ("Merger Policy Statement" ). The MergerPolicy Statement addresses public utility mergers subject to the
Commission's jurisdiction under Section 203(a) of the FPA. While
the instant Application does not involve a "merger" betweenelectric public utilities, but rather the reorganization of anelectric public utility, NYSEG has addressed each of the criteriaset forth in the Merger Policy Statement to demonstrate that the
Reorganization is in the public interest.

16
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Reorganization: (1) does not raise competitive issues; (2) does

not adversely affect wholesale power sales or transmission rates;
0

and (3) does not adversely impact on the ability of the

Commission or state regulators to regulate the jurisdictional
entities.

A. THE PROPOSED RESTRUCTURING WILL NOT HAVE
AN ADVERSE EFFECT ON COMPETITION.

The proposed Reorganization will not have an adverse

effect on competition in wholesale electric markets. In fact,
the proposed Reorganization is being effected substantially as a

response to the NYPSC's Competitive Opportunities proceeding

designed to increase competitive choices for New York ratepayers.
The NYPSC has strongly urged the formation of a separate
generation company and ultimately the divestiture of generation.
The proposed structural separation of designated generation
assets will further reduce any potential vertical market power

concerns, facilitate an open auction of such assets, and thus
enhance competition. It is an integral part of the movement to
retail competition. With a separate company owning NYSEG's coal-
fired generation, with separate books and records, even before
auction, vertical separation of the generation business will be

enhanced.

Creation of a holding company will also not create any

horizontal market power issues. NYSEG has submitted two market

power analyses to the Commission recently —one applicable to
the current market structure (filed in Docket No. ER97-2518-000,

17





on April 11, 1997); and one applicable to the market structure
proposed .in the New York Independent System Operator ("NYISO")

filing (filed in Docket No. ER97-1523-000 on August 15, 1997) .

In NYSEG, 79 FERC $ 61,303 (June 9, 1997), the Commission found
that NYSEG could not exercise market power in generation or
transmission and authorized NYSEG and XENERGY to make wholesale
power sales at market-based rates.

The division of NYSEG's generation into NYSEG and

GenSub will not increase NYSEG's (or HoldCo's) share of generation
in the market. No change in concentration in total generation
ownership can occur as a result of the formation of GenSub.

Moreover, GenSub is being formed as part of a restructuring that
reterires the auction of all of GenSuh's Generation Assets, which
if anything would result in a decrease in NYSEG (or HoldCo)

0

~

~affiliates'eneration ownership. It is clear that the formation
of the holding company and GenSub will cause no change in NYSEG

affiliates'ggregate generation ownership.

The transfer of the Generation Assets to GenSub would
occur after release of such assets from the lien of NYSEG's

mortgage indenture. Upon such transfer, NYSEG will require
substantial capacity and energy in order to satisfy its native
load and installed reserve requirements. As a transitional tool
prior to the events described below or completion of the auction,
GenSub may supply NYSEG with necessary capacity and energy
pursuant to a contract that would be filed with the Commission

under FPA Section 205 and that would also be subject to NYPSC

18





review under New York Public Service Law Section 110(4).~~ While

a combination of GenSub and NYSEG generation satisfy NYSEG's load
and installed reserve requirements, the holding company and its
affiliates will have the same amount of total and uncommitted

capacity that NYSEG has today (prior to formation of the holding
company) . Accordingly, the Commission can authorize NYSEG to
transfer its power sales tariff, including market-based rate
authorization, to GenSub without an additional market power

analysis. Any necessary GenSub-NYSEG contract would result in
unchanged total and uncommitted capacity shares for the holding
company, making it reasonable to rely on the market power

analysis that was submitted in Docket No. ER97-2518-000. On a

holding company basis, nothing will have changed with respect to
market shares of total capacity or uncommitted capacity.

The NYPSC has expressed its preference that as much

generation as possible compete to serve load within New. York

State as soon as possible. The proposed Reorganization
represents a fundamental pro-competitive shift in business
structure that will serve the goals of the NYPSC. NYSEG has

agreed to separate its coal-fired generation in a separate
corporation and to subject this generation to the market as soon

as reasonably practicable. Zt has also agreed to satisfy its
load requirements (above the hydro, nuclear and NUG capacity)

As noted below, the GenSub supply arrangement wouldonly be necessary to the extent and for the period that the
energy and/or capacity markets are not sufficiently liquid to
economically satisfy NYSEG's "new demand."
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from the market in the same time frame. When the NYISO market
structure is implemented, there will be a liquid wholesale energy
market into which GenSub will sell and from which NYSEG will buy
with no need for supply between the two for energy. As soon as

the installed capacity market is sufficiently liquid to satisfy
NYSEG's requirements without relying on GenSub (at or before
completion of the auction), a GenSub supply agreement for
capacity will no longer be required.~~ Exactly when this point
occurs will depend on several exogenous factors, including (a)

when other utilities structurally separate ("decommit")

generation from load for purposes of installed capacity
requirements; (b) when restructured NUG contracts result in more

uncommitted generation; and (c) implementation of retail access

by utilities in New York.

When NYSEG has sufficient options, it will satisfy its
energy and installed capacity requirements from the market, and

GenSub will sell its energy and installed capacity into the
market. At that point, the market will be the new market

structure described in the August 15, 1997 NYISO filing. NYSEG

does not propose to address the new market structure here. The

proposed market structure and market rate authorization in the
New York ISO environment are the subject of NYSEG and other NYISO

Due to one local load pocket, one unit at NYSEG'sMilliken Generating Station is required to run at a minimumoutput for NYSEG to operate reliably during a limited number ofhours each year. Consequently, a limited contract will berequired after the auction is completed. This contract isdescribed more fully in NYSEG's August 15, 1997 NYISO filing.
20
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proponents'ugust 15th filing in which NYSEG analyzed the new

market structures, including a NYSEG holding company. While the

analyses demonstrate that the proposed market structure will be

workably competitive, the Commission, however, need not decide

the merits of the market power analysis in the NYISO Docket to

rule on the instant Application. The NYISO market analysis would

be relevant to whether NYSEG/GenSub authorization to use market

rates should apply in the NYISO market, but not whether to

authorize a'orporate restructuring.
Based on the foregoing, NYSEG does not believe that

additional market power analysis is necessary in this Docket.

This case does not involve a merger of two separate companies

with separate generation resources. In contrast, this
Application involves the disaggregation of generation, leading up

0 to the auction of the company's coal-fired generating assets.

Moreover, formation of the holding company structure proposed

herein offers greatei separation between NYSEG's wholesale power

marketing and generation functions from its transmission and

distribution functions. Accordingly, the Application does not

raise any vertical market power concerns. Under the

circumstances, a Merger Policy Statement Appendix A competitive

analysis is not needed.

After the Reorganization, NYSEG will continue to
conduct its business under the non-discriminatory rates and terms

of service that it currently is using. The proposed

Reorganization does not enhance the ability of NYSEG to exercise

21





market power in any geographic or product market. See Enova

Cor oration and Pacific Enter rises, 79 FERC $ 61,107 (1997) .

Furthermore, as stated previously, it is anticipated that a

holding company structure will allow NYSEG and its affiliates to

more effectively compete in today's energy market place.

B. THE PROPOSED RESTRUCTURING WILL NOT ADVERSELY
AFFECT RATE LEVELS.

In cases involving corporate reorganizations, the

Commission has analyzed whether the utility and non-utility
businesses are adequately separated in order to protect the

utility's ratepayers from detriments that may result from the

non-regulated activities of the parent.14 In the instant case,

the structural separation of regulated and unregulated activities
0 provides the necessary protection for NYSEG's ratepayers. The

agreement of the NYPSC Staff to the proposed restructuring should

suffice to alleviate any concern the Commission might otherwise

have in this regard. Furthermore, the Settlement Agreement

contains numerous safeguards to prevent NYSEG's customers from

being harmed by the non-regulated activities of HoldCo and its
subsidiaries. Such safeguards are discussed in Article VII of
the Settlement Agreement, attached hereto as Exhibit G-.3. In

addition, GenSub will file a Code of Conduct which fully complies

with the Commission's regulations governing affiliate

14

Kentuck
See e.cC,, Central Vermont, 39 FERC at p. 61,960;Utilities, 47 FERC at p. 61,948.
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transactions arid the sharing of information as part of any FPA
0

Section 205 filing to be made by GenSub.

As discussed in Article IV above, the proposed

Reorganization will not have any effect on existing power sales
rates. NYSEG already has market-based rate authority and is free
to negotiate prices dictated by the market. Any cost impacts on

NYSEG resulting from the proposed Reorganization will not have

any effect on the market-based rates of NYSEG insofar as these

rates are market-driven rather than cost-derived. NYSEG's

authority to sell power at market-based rates is based on a

finding that it lacks market power in generation and transmission
and can erect no other barriers to entry. As discussed in
Section A of Article V above, the proposed Reorganization will
not provide the company with any opportunity or ability to
exercise market power. Accordingly, the proposed Reorganization
will not affect prospective or future power sales rates.

NYSEG is not requesting any rate increase as a part of
this Application. All of the power sales contracts being
transferred are at fixed rates, the terms and provisions of which

may not be changed. In addition, these rates are not based upon

cost-based rate formulae in which cost inputs would be affected
by the restructuring. Therefore, it is also not possible for
NYSEG to increase rates with respect to these contracts as a

result of the proposed Reorganization.

NYSEG, furthermore, agrees that it will not recover any

transaction costs associated with the proposed Reorganization
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through its transmission rates. NYSEG's transmission rates will

compulsory ancillary services that are generation-based. It
not be influenced by the proposed Reorganization, except for non-

would be reasonable to expect a change in the cost factors
applied to these services, absent the New York ISO tariff (filed
in FERC Docket No. ER97-1523-000), which should be effective
around the time that the transfer to GenSub occurs. If the ISO

tariff is in effect, then ancillary services will be provided
consistent with the ISO tariff. If it is not in effect, NYSEG's

ancillary service charges would not be adversely affected because

they are generation-based services and subject to market

discipline. Notwithstanding this fact, NYSEG commits to evaluate
its generation-based ancillary service charges and to file a rate
change under FPA Section 205 if it determines that its costs of

0
these services decrease as a result of the transfer.

The Commission has held that, in merger proceedings,
the Commission's role is to "remedy only specific harms resulting
from a proposed transaction and, therefore, the affected utility
must establish a nexus between the proposed transaction and the
alleged harm." Duke Power Com an and PanEner Co ., 79 FERC 5

61,236 at p. 62,041 (1997). Therefore, to be entitled to relief
regarding rates in a merger context, a party should demonstrate
that the merger could have some adverse effects on rates. Id.
and see Enron Co . and Portland General Co oration, 78 FERC $

61,197 at p. 61,739 (1997). Given the nature of the contracts
involved in the present case, and the commitments made by NYSEG





herein, it is highly unlikely that a party could demonstrate that
this restructuring would have an adverse effect upon wholesale
rates.

C. THE PROPOSED RESTRUCTURING WILL NOT IMPAIR THE
EFFECTIVENESS OF STATE OR FEDERAL REGULATION.

The regulatory concerns noted in the Merger Policy
Statement are not concerns raised by the proposed Reorganization
insofar the effectiveness of government regulation of NYSEG and

XENERGY will not be impaired and no "regulatory gap" will be

created. Following the Reorganization, NYSEG will continue to be

subject to the jurisdiction of both this Commission and the NYPSC

while the Commission will continue to exercise regulatory
authority over XENERGY. The Commission's prior orders granting
the market-based rate authority of NYSEG and XENERGY will remain

~

~in effect. In their market-based rate filings, NYSEG and XENERGY

have agreed to a code of conduct which the Commission in its June

9, 1997 Order has indicated satisfies the Commission's

requirements with respect to affiliate transactions. Such Code

of Conduct will remain in effect.
Furthermore, because approval of the NYPSC is required

in order for NYSEG to effect the proposed Reorganization, the
NYPSC, therefore, can exercise its authority to adequately
protect its state regulatory interests.

In addition, the concerns of the Commission relating to

not applicable to the instant situation since HoldCo will not be
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a registered holding company under PUHCA~~. HoldCo will qualify
for an exemption from registration under PUHCA as a

"predominately intrastate" public utility holding company, under

Section 3 (a) (1) of PUHCA. Since HoldCo will not be a registered
holding company under PUHCA, there will be no shift of regulatory
authority from the Commission to the SEC. The Commission will
continue to have jurisdiction over HoldCo's FPA-jurisdictional
subsidiaries to the same extent as it does today. See ~Lon

Island Li htin Com an , 80 FERC $ 61,035 (1997); Enron

Co oration and Portland General Co oration, 78 FERC $ 61,179

(1997) (impairment of regulation relating to the SEC's

jurisdiction over registered holding companies is not an issue
where the utility qualifies as an exempt intrastate holding
company exempt from SEC jurisdiction under PUHCA).

Lastly, GenSub, insofar as it will engage in FERC

jurisdictional activity, will make all appropriate filings with
the Commission and become subject to the jurisdiction of this
Commission. The Commission will at that time have the

opportunity to address any issues arising out of such activity.
For the foregoing reasons, NYSEG's proposed

Reorganization is compatible with the public interest and should
be authorized by the Commission.

Ohio Power v. FERC, 954 F.2d 779, 782-86 (D.C. Cir.
1992), cert. denied, 498 U.S. 73 (1992)
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VI. SUPPORTING INFORMATION

In support of this Application, and pursuant to 18

C.F.R. 5 33.2, NYSEG states the following:

a. The exact name and the address of the A licant's
rinci al business office and each com an whose activities are

involved:

New York State Electric S Gas Corporation
4500 Vestal Parkway East
P.O. Box 3607
Binghamton, New York 13902-3607

HoldCo, Inc.
4500 Vestal Parkway East
P.O. Box 3607
Binghamton, New York 13902-3607

b. Names and addresses of ersons authorized to receive
notices and communications concernin this A lication:

Daniel W. Farley
Vice President and Secretary
New York State Electric 8 Gas Corporation
4500 Vestal Parkway East
P.O. Box 3607
Binghamton, New York 13902-3607
(607} 762-5901

Stuart A. Caplan, Esq.
Taras G. Borkowsky, Esq.
Huber Lawrence & Abell
605 Third Avenue, 27th Fl.
New York, New York 10158
(212) 682-6200

Sam Behrends, IV, Esq.
Bruce W. Neely, Esq.
LeBoeuf, Lamb, Greene 6 MacRae, L.L.P.
1875 Connecticut Avenue, N. W.
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C.
States:

Desi nation of the territories served b counties and

NYSEG is engaged principally in the business of
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generating, purchasing, transmitting and distributing
electricity, and purchasing, transporting and distributing
natural gas. NYSEG's service territory, 99'-. of which is located
outside the corporate limits of cities, is in the central,
eastern and western parts of the State of New York. NYSEG's

service territory has an area of approximately 19,600 square

miles and a population of 2,400,000. The largest cities in which

NYSEG serves both electricity and natural gas are Binghamton,

Elmira, Auburn, Geneva, Ithaca and Lockport. The following
counties in New York are all of the counties in which NYSEG

provides retail electric services: Alleghany, Broome,

Cattaraugus, Cayuga, Chautauqua, Chemung, Chenango, Clinton,
Columbia, Cortland, Delaware, Dutchess, Erie, Essex, Franklin,
Greene, Hamilton, Herkimer, Livingston, Madison, Niagara, Oneida,

Onondaga, Ontario, Orange, Otsego, Putnam, Rensselaer, Saratoga,

Schoharie, Schuyler, Seneca, Steuben, Sullivan, Tioga, Tompkins,

Ulster, Washington, Wayne, Westchester, Wyoming, and Yates.

d. General statement briefl describin the facilities
owned or o crated for transmission of electric ener ininterstate commerce or for the sale of electric ener at
wholesale in interstate commerce:

As of December 31, 1996, NYSEG's electric transmission
system consisted of approximately 4,840 circuit miles of line.
The electric distribution system consisted of 33,724 pole miles
of overhead lines and 2,025 miles of underground lines. NYSEG

also owns 433 substations having an aggregate transformer
capacity of 13, 367, 720 kilovolt-amperes. With the exception of
transmission facilities owned by NYSEG in Pennsylvania in
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connection with its Homer City generation station, all of NYSEG's

electric transmission facilities are located in the State of New

York.

e. Whether the a lication is for dis osition offacilities b sale lease or otherwise and a descri tion of theconsideration if an and the method of arrivin at the amountthereof:

The "disposition of facilities" deemed to occur solely
from the creation of a holding company over NYSEG through the
mechanism of the Share Exchange does not involve any

consideration or sales price.
The transfer of the Generation Assets to GenSub will be

in accordance with the terms and conditions set forth in Article
V 1. g. of the Settlement Agreement, attached hereto as Exhibit
G-3. The "fair value" of the coal-fired plants will be

~ determined in accordance with NYSEG's mortgage bond indenture for
purposes of obtaining the release of such property from the lien
of such indenture. Upon transfer to GenSub, a regulatory asset
of NYSEG will be created for the difference between the book

value of the coal-fired plants and the fair value determined in
accordance with the mortgage bond indenture. Such regulatory
asset will then be adjusted subsequently upon a sale or transfer
based on the cash proceeds resulting .from the auction process,
net of tax, auction and transaction costs. After the auction,
there will be no further adjustment of the regulatory asset.

Attached hereto as part of Exhibits C, E and F are

proforma historical balance sheet, income statements and retained
earnings statements for HoldCo, NYSEG and GenSub. Since the
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mortgage bond indenture valuation process has not yet taken

place, the proforma financial statements have been prepared on

the assumption that the coal-fired plants were transferred at
book value.

f. Statement of the facilities to be dis osed ofivin a descri tion of their resent use and ro osed use after
dis osition. State whether the ro osed dis osition includes all
the o eratin facilities of the arties to the transactions:

The creation of a holding company over NYSEG is deemed

to be a "disposition" for purposes of the FPA of all of NYSEG's

facilities, including all operating facilities. However, after
the holding company structure is implemented, title, possession
and use of all utility property, will be held by NYSEG or GenSub,

both of which will be wholly owned subsidiaries of HoldCo.

Furthermore, ultimate control of NYSEG and GenSub will remain in
the hands of the NYSEG common shareholders who are such

shareholders immediately prior to consummation of the Share

Exchange (other than shareholders who properly exercise their
appraisal rights, if any) since after the Share Exchange, those
NYSEG common shareholders will own all of HoldCo's outstanding
common stock and HoldCo will in turn own all of the outstanding
common stock of NYSEG and GenSub.

The Generation Assets transferred by NYSEG consist of
the following coal fired power plants:

a) Kintigh Generating Station, located in Somerset, New
York (675 MW)

b) NYSEG's 50% interest in Homer City Generating
Station, Units 1, 2 and 3, located in Homer City,
Pennsylvania (945 MW)
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c) Goudey Generating Station, Units 7 and 8, located in
Johnson City, New York (120 MW)

d) Greenidge Generating Station, Units 3 and 4, locatedin Torrey, New York (163 MW)

e) Milliken Generating Station, Units 1 and 2, locatedin Lansing, New York (296 MW)

f) Hickling Generating Station, Units 1 and 2, locatedin Corning, New York (76 MW)

g) Jennison Generating Station, Units 1 and 2, locatedin Bainbridge, New York (60 MW)

Also included in the transfer are certain assets and liabilities
associated with these plants. Of the Generation Assets to be

transferred, the only FERC jurisdictional assets are the power

purchase agreements and arrangements described in Appendices B

and C hereof. No Commission-jurisdictional transmission
facilities are proposed to be transferred to GenSub.

g. Statement in the form rescribed b the Commission's
Uniform S stem of Accounts for Public Utilities as Licensees of
the cost of the facilities involved in the dis osition:

After the proposed Reorganization, all of the physical
facilities currently owned by NYSEG will continue to be owned by
NYSEG and GenSub, and NYSEG and GenSub will be wholly owned

subsidiaries of HoldCo. Therefore, NYSEG incorporates herein by
reference the statements contained in its FERC Form No. 1 for the
year ended December 31, 1996, relating to the cost of NYSEG's net
utility plant.
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h. Statement as to the effect of the ro osed transaction
u on an contract for the urchase sale or interchan e ofelectric ener

The impact of the Reorganization on existing NYSEG

contracts for the purchase, sale, or interchange of electric
energy is described in Article IV of this Application.

i. Statement as to whether an a lication with res ect to
the transaction or an art thereof is re uired to be filed with
an other federal or state re lato bod

The proposed Reorganization requires the approval of
the NYPSC, the SEC pursuant to PUHCA and the NRC. Copies of
NYSEG's December 19, 1996 Petition to the NYPSC, the Statement of
Principles and the Settlement Agreement are attached hereto as

Exhibits G-l, G-2 and G-3, respectively.
NYSEG intends to shortly file applications with the NRC

and the SEC for approval to effect the proposed Reorganization.
0

~
~

~

~

~Copies of such applications will be submitted to FERC upon

availability. No similar application is required to be filed
with any other State or federal regulatory body.

j. The facts relied u on to show that the ro oseddis osition will be consistent with the ublic interest:
Reference is hereby made to the prior discussion in

Article V of this Application.
k. Brief statement of franchises held showin date of

ex iration if not e etual:
NYSEG has, with minor exceptions, valid franchises from

the municipalities in which it provides electric public utility
service. Descriptions of the franchise territories are attached
hereto as Appendix D. The proposed Reorganization does not
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involve a transfer of any franchises and there will be no change

in franchised territories as a result of the proposed

Reorganization.'e

Form of notice suitable for ublication in the Federal
Re ister briefl summarizin the a lication in such a wa as to
ac aint the ublic with its sco e and ur ose:

A form of Notice suitable for publication in the
Federal Re ister, pursuant to 18 C.F.R. 5 35.8, is attached
hereto as Appendix E. In addition, enclosed with this
Application is a 3 1/2" diskette containing the notice of filing
in Wordperfect 5.1 for DOS.

m. Re ired exhibits:
The following exhibits required by Section 33.3 of the

Commission's regulations are filed herewith, except as noted

easure of control or ownership
exercised by or over each party to the transaction
as to any public utility, or bank, trust company,
banking association, or firm that is authorized by
law to underwrite or participate in the marketingof securities of a public utility, or any company
supplying electric equipment to such party, and
the extent of any intercorporate relationships.

below:

Exhibit A -- Resolutions of the Board of Directors.
Exhibit B -- A statement of the m

Exhibit C Balance sheets and supporting plant schedules for
.the 12-month period ended December 31, 1996 on an
actual basis in the form prescribed for .Statements
A and B of the FERC Annual Report Form No. 1. and
pro forma balance sheets.

Exhibit D

Exhibit E

A statement of all known contingent liabilities
except minor items such as damage claims andsimilar items involving relatively small amounts,
as of the date of this application.
Income statements for the 12-month period ended
December 31, 1996 on an actual basis in the form
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Exhibit F

prescribed for Statement C of the FERC Annual
Report Form No. 1 and pro forma income statements.

An analysis of retained earnings for the period
covered by the income statements referred to in
Exhibit E and pro forma retained earnings
statements.

Exhibit G Copy of the Petition filed with the NYPSC on
December 19, 1996, the Statement of Principles and
the Settlement Agreement.

Exhibit H Draft of the Agreement and Plan of Exchange
between NYSEG and HoldCo.

Exhibit I A map showing NYSEG's properties and
interconnections and the principal cities of the
area served.

' 34





WHEREFORE, New York State Electric & Gas Corporation

respectfully requests that the Commission approve this
Application and authorize the proposed corporate Reorganization

under the terms and conditions set forth herein.

Respectfully submitted,

NEW YORK STATE ELECTRIC &
GAS CORPORATION

By:
Sherwood J. affe
Senior Vice President
and Chief Financial Officer

Sam Behrends, IV, Esq.
Bruce W. Neely, Esq.
LeBoeuf, Lamb, Greene

&, MacRae, L.L.P.
1875 Connecticut Avenue, N.W.
Washington, D.C. 20009
Telephone: (202) 986-8000

Stuart A. Caplan, Esq.
Taras G. Borkowsky, Esq.
Huber Lawrence &. Abell
605 Third Avenue
New York, New York 10158
Telephone: (212) 682-6200
Counsel for New York State
Electric & Gas Corporation

August 2Q, 1997
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UNITED STATES OF AMERICA
BEFORE THE

FEDERAL ENERGY REGULATORY COMMISSION

New York State Electric
Gas Corporation

Docket No. EC97- -000

VERIFICATION PURSUANT TO 18 C.F.R. 33.7

STATE OF NEW YORK

COUNTY OF lb Yo+Q

)

) ss.:
)

NOW, BEFORE ME, the undesigned authority, personally
came and appeared,

SHERWOOD J. RAFFERTY

who, after first being duly sworn by me, did depose and say:

That he is the Senior Vice President and Chief
Financial Officer of New York State Electric &: Gas Corporation,
Applicant in the above proceedings, that he has the authority to
verify the foregoing Application for Commission Approval of
Corporate Reorganization and the Appendices and Exhibits thereto
on behalf of New York State Electric S Gas Corporation; that he
has read said Application and the Appendices and Exhibits thereto
and knows the contents thereof; and that all of the statements
contained in said Application and the Appendices and Exhibits
thereto are true and correct to the best of his knowledge and
belief.

herwood J. aff y
Senior Vice President and
Chief Financial Officer

Subscribed and sworn to before me this ~J day of
August, 1997.

ta Public

My Commission Expires:
County of Residence:





Appends.x A

CURRENT STRUCTURE AND PROPOSED STRUCTURE
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Appendix A

Existing Company Structure

NYSEG

Somerset
Railroad

Corporation

NGK/Unregulated

XKNKRGY Other NGE Subs
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Appendix A

Proposed Holding Company Structure

HOLDCO

REGSUB
Electric Delivery

Natural Gas

GKNSUB
Electric Generation

NGK/Unregulated

Somerset
Railroad

Corporation
XKNKRGY Other NGE Subs
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LIST OF POWER TARIFF CUSTOMERS WITH CORRESPONDING
RATE SCHEDULE DESIGNATIONS





APPENDIX B

NYSEG Electric Power Sales Tariff- FERC Rate Schedule Volume No. 1

Customer

AIG Trading Corporation
American Electric Power (AEP)
American Enetgy Solutions, Inc.
Aquila Power Corporation
Atlantic City Electric Co. (ACE)
Baltimore Gas and Electric Co. (BG and E)
Boston Edison (BECo)
Carolina Power and Light Company
Central Hudson Gas and Electric Corporation (CHG and E)
Central Park South {CPS Utilities)
Chicopee Municipal Lighting Plant
Cinergy Oper Co.(CG and E) and (PSI)
Citizens Lehman Power Sales
CNG Power Services Corporation
Connecticut Muni Elec. Energy Coop
Coral Power, L.LC. (Coral)
Dayton Power and Light Company
Delmarva Power and Light Co.
Duke/Louis Dreyfus L.L.C.(D/LD)
DuPont Power Marketing Inc.
Energy Transfer Group, LLC
Engelhard Power Marketing, lnc.
Enron Power'arketing, Inc.
Entergy Power Marketing Corp.
Equitable Power Services Company (Equitable)
Federal Energy Sales, Inc.
GPU Setvtce Corporation
Green Mountain Power
illinois Power Corporation
KN Marketing, Inc.
Koch Energy Trading, inc.
Long Island Lighting Company {LILCO)
Long Sault, inc.
Maine Public Service Company
Morgan Stanley Capital Group Inc.
Niagara Mohawk Power Corporation (NMPC)
NIPSCO Energy Services, Inc.

Fere Rate Schedule

1

26
2
3

47
5
6

27

7
20
48
38

28
21

8
9

40
43

10
23

29
11

22

30
31

12
13
32

Fere Docket No.

ER97-3684-000
ER97-2594-000
ER97-2935-000
ER97-2594-000
ER97-2594-000
ER97-3454-000
ER97-2594-000
ER97-2594-000
ER97-2935-000

ER97-2594-000
ER97-2608-000
ER97-3454-000
ER97-3203-000

ER97<088-000
ER974 088-000
ER97-2935-000
ER97-2608-000
ER97-2594-000

'R97-2594-000

ER97-32D3-DDD
ER97-3454-000

ER97-2594-000
ER97-2B08-000

ER97-3684-000
ER97-3684-000
ER97-2935-000
ER97-2594400
ER97-2608-000

ER97-3684-000
ER97-2935400
ER97-2935400
ER97-2594-000
ER97-2594400
ER97-2935400

Northern indiana Public Service
NP Energy, Inc.
Ohio Edison/Pennsylvania Power
Old Dominion Electric Coop (ODEC)
Orange and Rockland UtIINes, Inc.
PaciliCorp Power Marketing, Inc.
PECO Energy Company - Power Team (PECO)
Plum Street Energy Marketing, Inc.
ProMark Enetgy, inc.
Rainbow Energy Marketing Corporation
Rochester Gas and Electric Corporation (RG and E)
Southern Companies
Southern Energy Trading and Marketing, Inc.

Webesday, August 20, t997

35
42
14

15

24
36
39

= ER97-2935400
ER97A088400
ER97-2935400
ER97-3203400
ER97-2594400

ER97-3454400
ER97-2594400

ER97-3684400»
ER97-2B 08400
ER97-2935400
ER97-3203400

ER97-2935-000

Page 1





NYSEG Electric Power Sales Tariff- FERC Rate Schedule Yolume No. 1

Customer Fere Rate Schedule Fere Docket No.

Stand Eneigy Corp.
The Power Company of America, LP.
Tractebel Energy Marketing, Inc.
TransCanada Power Coip.
USGen Power Services, LP.
Virginia Electric and Power Co.
Western Power Services, Inc.
Williams Energy Services Co.

17
16
37

18
41
19
45

ER97-25S4-000
ER97-2594400
ER97-2935-000

ER97-2594400
ER97-3203400
ER97-25S4-000
ER97-3454-000

Wednesday, A~20, tg& Page 2





NYSEG Electric Power Sales Tariff'-FERC Rate Schedule Volume No. 1 Footnotes

'Fully executed to be filed with the FERC within 30 days ofthe date ofcommencement ofshort-

term service.

"Filed with the FERC but not yet assigned a Rate Schedule Designation.
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LIST OF CUSTOMERS NOT UNDER THE TARIFF WITH
CORRESPONDING RATE SCHEDULE DESIGNATIONS





APPENDIX C

Fere Rate Schedule

NYSEG Power Sales Agreement

~ Customer Fere Docket No.

AIG Trading Corporation
Atlantic City Electric Co. (ACE)
Allegheny Electric Coop (AEC)
Aquila Power Corporation
Baltimore Gas and Electric Co. (BG and E)
Catex-Vitol Electric, Inc.
Central Hudson Gas and ElectrIc Corporation (CHG and E)
Central Hudson Gas and Electric Corporation (CHG and E)
Central Park South (CPS Utilities)
Central Vermont Public Service (CVPS)
Cinergy Oper Co.(CG and E) and (PSI)
Citizens Lehman Power Sales
CNG Power Services Corporation
MldCon Power Services Corp.
Montaup Electric Co. (EUA)
National Fuel Resources, Inc.
New England Power Company (NEPCo)
Niagara Mohawk Power Corporation (NMPC)
NorAm Energy Services, Inc.
North American Energy Conserv. Inc. (NAEC)
Orange and Rockland Utilities, Inc.
PanEnergy Trading and Market Services, L.L.C (PanEnerg
Pennsylvania Power and Ught (PP and L)
Plum Street Energy Marketing, Inc.
The Power Company of America, L.P.
Public Service Electric and Gas Co.(PSE and G)
Rainbow Energy Marketing Corporation
Rochester Gas and Electttc Corporation (RG and E)
Sonat Power Marketing L.P.
Stand Energy Corp.
TransCanada Power Corp.
Virginia Electric and Power Co.
Coastal Electric SeNIces Corporation
Commonwealth Electric Company (Cambridge)
Consolidated Edison Company of New York, Inc. (ConEd)
Coral Power, L.LC. (Coral)
Delmatva Power and Ught Co.
Duke/Louis Dreyfus LL.C.(D/LD)
DuPont Power Marketing Inc.
El Paso Energy, Inc. formerly Eastex
Electric Clearinghouse, Inc.
Energy Transfer Group; LLC
Engelhard Power Marketing, Inc.
Enron Power Marketing, Inc.
Federal Energy Sales, Inc.
Gateway Energy, Inc.
GPU Service Corporation
Global Petroleum
Green Mountain Power
Heartland Energy Services, Inc.
Industrial Energy Applications, Inc.

Wednesday, August 20, 1997

169
139
123
152
122
128
113
144
185
175
189
134
142
161
158
151

187
120
173
150
99
170
174
184
182
158
141

162
188
178
166
165

.149
190
119
168
161

171

186
163
137
177
143
124
164
148
104
159
136
140
155

ER96-2252-000
ER95-1012-000
ER94-1 535-000
ER96-1 54-000
ER94-960-000
ER95-108-000
ER93-660-000

ER95-1274-000
ER97-1 821-000
ER96-2868-000
ER97-2625-000
ER9 &443-000

ER95-1 127-000
ER96-884-000
ER96-752-000
ER96-137-000

ER97-1999-000
ER94-1353-000
ER96-2371-000
ER96-136-000

ER96-2255-000
ER96-2867-000
ER97-1715-000
ER97-1514-000
ER96-715-000

ER95-1 126-000
ER94-892-000

ER96-2493-000
ER96-3055-000
ER96-2184-000
ER98-2183-000
ER96-303-000

ER97-2950-000
ER94-009-000

ER96-2176-000
ER96-2484-000
ER96-2293-000
ER97-1822-000
ER96-1 547-000
ER95-738-000
ER96-3037-000
ER95-1 260400
ER94-1536400
ER96-1508400
ER96-297400
ER94448400
ER96-779-000
ER95-754400

ER-95-1 010-000
ER96413-000

Page 1





Fere Rate Schedule Fere Docket No.

NYSEG Power Sales Agreement

0
InterCoast Power Marketing Co.
KCS Power Marketing, Inc.
KN Marketing, Inc.
Koch Energy Trading, Inc.
Long Island Lighting Company (LILCO)
Long Sault, Inc.
Massena Electric Department
Williams Energy Services Co.
Xenergy, Inc.
AES Power Inc.
Equitable Power Services Company (Equitable)
LG and E Power Marketing, Inc. (LPM)
PECO Energy Company - Power Team (PECO)
Connecticut Light and Power Company
New York Power Authority

132
154
167
153
98
160
111

176
172
130
183
129
157
85
88

ER95-293-000
ER96412-000

ER96-2175-000
ER96-551-000

ER-96-812-000
ER92-520-000

ER96-3028-000
ER96-2206-000
ER95-1 97-000

ER97-1713-000
ER95-180-000
ER96-729-000
ER88-520-000

Wednesday, August 20, 1997 Page 2
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NYSEG Power Sales Agreement Footnotes

~Rate Schedules 88, 98 and 99 do not refer to a FERC docket number as they were filed prior to
January 1, 1990.
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Appendix D

LIST OF FRANCHISES





APPENDIX D

Franchise Territories

BROOME COUNTY

~Cit

Binghamton

Villacies:

Endicott
Johnson City
Lisle
Port Dickinson
Whitney Point
Windsor
Deposit

Towns:

Barker
Binghamton
Chenango
Colesville
Conklin
Dickinson
Fenton
Kirkwood
Lisle
Maine
Nanticoke
Sanford
Triangle
Union
Vestal
Windsor

CHENANGO COUNTY

Norwich

Villacies:

Afton
Bainbridge
New Berlin
Oxford
Smyrna

Towns:

Afton
Covehtry
German
Greene
McDonough
Otselic
Pharsalia
Pitcher
Smithville
Bainbridge
Columbus
Greene
Guilford
New Berlin
Norwich
North Noriwich
Oxford
Plymouth
Preston
Sherburne
Smyrna





CORTLAND COUNTY

Ui1 lacies: Towns:

IOGA COUNTY

Cincinnatus
Freetown
Hartford
Lapeer
Marathon
Taylor
Virgil
Willett

Ui1lacies:

Newark Valley
Nichols
Owego
Candor
Spencer

CO

Towns:

Barton~
Berkshire
Newark Valley
Nichols
Ovego
Richford
Tioga
Candor4
Barton~
Candor6
Spencer

~V'qes:
Chatham
Philmont

Q~ow s;

Austerlitz
Canaan

Except that portion served by the Village of Marathon
Municipal Lighting Plant)

II

(Southeastern Portion)

(Eastern Portion)

(Portion between the north and south border lines and
vithin one-half mile of'he vest branch of Owego Creek)

(Northern Portion)

(Except that portion betveen the North and South Border
Line and within one-half mile of the West Branch of
Owego Creek)
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.Chatham7
Claverack
Copake

Ghent'illsdale

New Lebanon
Taghkanic

DELAWARE COUNTY

Villacies: Towns:

Andes
Delhi
Fleischmanns
Franklin
Hancock
Hobart
Margaretville
Sidney
Stamford
Walton

Andes
Bovina
Colchester~~
Davenport
Delhi
Deposit
Franklin
Hamden
Hancock
Harpersfield
Kortright
Masonville
Meredith
Middletown
Roxbury
Sidney
Stamford
Tompkins
Walton
Andes~3
Colchester
Hancock~5

(Except Northwest Corner)

(Eastern Portion)

(Eastern Portion)

(Northern Portion)

(Northern Portion)

(Northern Portion)

(Southern Portion)

(Southern Portion)

(Southern Portion)





GREENE COUNTY

Uillacies: Towns:

Ashland
Halcott
Jewett~6
Prattsville
Windham

HERKIMER COUNTY

Ui1lacies:

West Winfield

MADISON COUNTY

Towns:

Columbia~7
Litchfield18
Warren
Winfield

Villacies:

Earlville
Madison
Morrisville

Towns:

Brookfield
Eaton
Georgetown
Hamilton
Lebanon
Madison
Smithfield

ONEIDA COUNTY

Uillacies:

Bridgewater
Oriskany Falls
Waterville

OTSEGO COUNTY

Towns:

Augusta
Bridgewater
Kirkland~9
Marshall
Sangerfield

~Cit

Oneonta

Villacies:

Cooperstown

Towns:

Burlington

(Northern Portion)

(Southern Portion)

(Southern Portion)

(Southern Portion)
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Gilbertsville
Laurens
Milford
Morris
Otego
Richfield Springs
Unadilla

RENSSELAER COUNTY

Uillacies:

SCHOHARIE COUNTY

Uillacies:

ULSTER COUNTY

Villacies:

(Western Portion)

(Southeast Corner)

(Eastern Portion)

(Western Portion)

Butternuts
Edmeston
Exeter
Hartwick
Laurens
Middlefield
Milford
Morris
New Lisbon
Oneonta
Otego
Otsego
Pittsfield
Plainfield
Richfield
Springfield
Unadilla
Westford

Towns:

Berlin
North Greenbush
Petersburg
Sand Lake
Stephentown
Schagticoke
Nassau2~

Towns:

Conesville
Gilboa
Jefferson

Towns:

Hardenbergh
Shandaken
Hardensbergh





Shawangunk

WASHINGTON COUNTY

'illacies:

Granville
Salem

Towns:

Granville
Greenwich
Hebron
Jackson
Salem

SARATOGA COUNTY

~Cit

Mechanicville

Villacies:

Round Lake
Stillwater

Towns:

Clifton
Park25

Halfmoon26
Malta27
Stillwater

ALLEGANY COUNTY

Villacies:

Alfred
Almond
Canaseraga

Towns:

Alfred
Almond
Birdsall
Burns
Grove
Ward
West Almond

CHEMUNG COUNTY

~Cit

Elmira

Villacies:

Elmira Heights
Horseheads
Millport
Wellburg

Towns:

Ashland
Baldwin
Big Flats
Catlin
Chemung
Elmira
Erin

(Western Portion)

(Northeastern Portion)

(Northern Portion)

(Southern Portion)





Van Etten

Horseheads
Southport
Van Etten
Veteran

LIVINGSTON COUNTY

Villacies: Towns:

Dansville
Leicester

Leicester
Mount Morris
Ossian
Sparta
Springwater
West Sparta

ONTARIO COUNTY

Villacies: Towns:

Geneva

e
~

~~Cit

Naples
Clifton Springs
Phelps
Rushville

SCHYLER COUNTY

Villacies:

Montour Falls
Odessa
Burdett

Naples
Geneva
Gorham
Hopewell
Manchester
Phelps
Seneca

Towns:

Catherine
Cayuta
Dix
Montour
Orange
Reading
Tyrone
Hector

STEUBEN COUNTY

Corning
Hornell

Villacies:

Addison
Arkport
Avoca
Canisteo
Cohocton

Towns:

Addison
Avoca
Bath
Bradford
Cameron

(Eastern Portion)

(Eastern Portion)





Hammondsport
North Hornell
Painted Post
Prattsburg
Riverside
Savona
South Corning
Wayland

Campbell
Canisteo
,Caton
Cohocton
Corning
Dansville
Erwin
Fremont
Greenwood
Hartsville
Hornby
Hornellsville
Howard
Jasper
Lindley
Prattsburg
Pulteney
Rathbone
Thurston
Troupsburg
Tuscarora
Urbana
Wayland
Wayne
West Union
Wheeler
Woodhull
Wayne3~

WYOMING COUNTY

Vi1lacies: Towns:

Gainsville
Perry
Warsaw
Wyoming

Castille
Gainesville
Genesee Falls
Middlebury
Perry
Warsaw
Bennington
Java
Sheldon

CAYUGA COUNTY

Villacies: Towns:

Moravia Locke
Moravia
Sempronius

(Except Northeast Portion)

Northeastern Portion)





Auburn Aurora
Cayuga
Port Byron
Union Springs
Weedsport

Summerhill
Aurelius
Brutus
Fleming
Genoa
Ledyard
Mentz
Montezuma
Owasco
Scipio
Sennett
Springport
Throop
Venice

SENECA COUNTY

Vi1 lacies: Towns:

Interlacken
Lodi
Ovid
Seneca Falls
Waterloo

Covert
Lodi
Ovid
Fayette
Juniun
Romulus
Seneca Falls
Tyre
Varick
Waterloo
Romulus

TOMPKINS COUNTY

~Cit

Ithaca

Villacies:

Cayuga Heights
Dryden
Freeville
Lansing
Trumansburg

Towns:

Caroline
Danby
Dryden
Enfield
Groton
Ithaca
Lansing
Newfield
Ulysses

ONONDAGA COUNTY

Villacies:

Elbridge

Towns:

Camillus

(Northern Portion)

(Southern Portion)





Jordan
Marcellus

Elbridge
Marcellus
Otisco34
Spafford
Van Buren

WAYNE COUNTY

Villaqes: Towns:

Clyde
Lyons
Macedon
Newark
Palmyra
Savannah

Arcadia
Galen
Lyons
Macedon
Palmyra
Savannah
Walworth

YATES COUNTY

Villa«ies:

Dresden
Dundee
Penn Yan
Rushville

Towns:

Barrington
Benton
Italy
Jerusalem
Middlesex
Milo
Potter
Starkey
Torrey

CLINTON COUNTY

Villa«les: Towns:

Champlain
Dannemora
Keeseville
Mooers

Altona
Ausable
Beekmantown
Black Brook
Champlain
Chazy
Clinton
Dannemora
Ellenburg
Mooers

(Northwestern Portion)

(Southern Portion)

(Adjacent to Village)
(Northeast and Southern Corners)
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Peru
Plattsburgh
Saranac
Schuyler Falls

ESSEX COUNTY

Uillacies:

FRANKLIN COUNTY

Towns:

Chesterfield
Elizabethtown
Essex
Jay
Keene
Lewis
Newcomb
Willsboro
Wilmington

UiI 1 acies:

Burke
Chateaugay

Towns:

Belmont
Burke

'hateaugay

Constable~9
Malone"

HAMILTON COUNTY

Uil~acies:

DUTCHESS COUNTY

Towns:

Indian Lake"
Long Lake

Uillacies:

Pawling

Towns:

Amenia
Beekman
Dover
Pawling

(Eastern and Southern Portions)

(Except Northwest Corner)

(Highway Northeast Portion)

(Northern Portion)

11
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PUTNAM COUNTY

Villacies:

Brewster

Towns:

Carmel
Kent
Patterson
Putnam Valley
Southeast

SULLIVAN COUNTY

Villacies:

Jeffersonville
Liberty
Monticello
Woodridge

Towns:

Bethel
Callicoon
Cochecton
Delaware
Fallsburg
Fremont
Highland
Liberty
Heversink4
Rockland
Thompson
Tusten

WESTCHESTER COUNTY

Villacies: Towns:

Bedford
Lewisboro
North Salem
Poundridge
Somers
Yorktown

ORANGE COUNTY

Uillacies:

Walden

Towns:

Crawford43
Montgomery

(Western Portion)

(Northeastern Portion)

(Western Portion)
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CATTARAUGUS COUNTY

Villacies: Towns:

East Randolph
Gowanda
Perrysburg
Randolph
South Dayton

Conewango
Dayton
Leon
Napoli
New Albion
Perrysburg45
Persia

CHAUTAU UA COUNTY

Villa«les: Towns:

Cherry Creek
Forestville
Silver Creek

Cherry Creek
Ellington
Hanover
Villenova

E IE COUNTY

Villacies: Towns:

Alden
Depew
East Aurora
Gowanda
Hamburg
Lancaster
Orchard Park
Sloan

Alden
Amherst
Aurora
Boston
Cheektowage
Clarence
Colden
Collins47
Concord48
Elma
Hamburg49
Holland
Lancaster
Marilla
Orchard Park
Sardinia
Wales

45

46

48

49

50

(Eastern Portion)

(Eastern and Southern Portion)

(Southwestern Portion)

(Except Southeastern Corner)

(Eastern Portion)

(Except Southeastern Corner)
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West Seneca .

NIAGARA COUNTY

~Cit

Lockport

FAAVIYLBORKOWSIGFRANCHIA.820

Villacies: Towns:

Lockport
Newfane
Pendleton

(Eastern Portion)

(Portion adjacent to Town of Lockport)

(Portion adjacent to Town of Lockport)

14





Appendix E

Form of Notice

UNITED STATES OF AMERICA
FEDERAL ENERGY REGULATORY COMMISSION

New York State Electric 6 Gas Corporation Docket No.

NOTICE OF FILING

( 1997)

Take notice that on August 29, 1997, New York State

Electric S Gas Corporation ("NYSEG") tendered for filing pursuant

to Section 203 of the Federal Power Act an application for
Commission approval to effect a corporate reorganization which

involves the creation of a holding company and the transfer of0

~

~

~

certain contracts, all as more fully set forth in the

application.
Any person desiring to be heard or to protest the

application should file a motion to intervene or protest with the

Federal Energy Regulatory Commission, 888 First Street, N.E.,

Washington, D.C. 20426, in accordance with Rules 214 and 211 of

the Commission's Rules of Practice and Procedure. 18 C.F.R. 5

385.214, 5 385.211 (1994). All such motions to intervene or

protests should be filed on or before 1997.

Protests will be considered by the Commission in determining the

appropriate action to be taken, but will not serve to make

protestants parties to the proceeding. Any person wishing to

become a party to the proceeding or to participate as a party in
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a ny hearing therein must file a motion to intervene in accordance

with the FERC Rules.

Secretary





EXHIBIT A

CORPORATE RESOLUTIONS AUTHORIZING TRANSACTION
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EXHIBIT A

NEW YORK STATE ELECTRIC & GAS CORPORATION
RESOLUTIONS ADOPTED AT THE JANUARY 10, 1997

BOARD OF DIRECTORS MEETING

RESOLVED,

RESOLVED,

RESOLVED,

RESOLVED,

that the action of the officers of the Corporation infilihg an application with the Public Service
Commission of the State of New York for authority to
form a holding company structure; to structurally
separate fossil and hydropower generation assets; and
for certain related transactions, be and it hereby isratified and approved.

that the officers of the Corporation be and they hereby
are authorized to make any and all applications and
filings with any federal or state regulatory agency
which they deem necessary or desirable in connection
with the formation of a holding company structure for
Corporation.

that the officers of the Corporation be and they hereby
are authorized to cause a Corporation to be formed
which would serve as the holding company for the
Corporation.

that the officers of the Corporation be and they hereby
are authorized to take any and all action which they
may deem necessary or desirable in order to carry out
the intent and purposes of the foregoing resolutions.
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EXHIBIT B

STATEMENT OF MEASURE OF CONTROL OR OWNERSHIP

On the following pages is a statement of measure of control
"or ownership exercised by or over New York State 6 Gas

Corporation as to any public utility, or bank, trust company,

banking association or firm authorized to underwrite or
participate in the marketing of securities of a public utility,
or any company supplying electric equipment to such party, and

the extent of any intercorporate relationships.





EXHIBIT B

Statement of Measurement of Control or
Ownershi and Intercor orate Relationships

New York State Electric 8 Gas Corporation ("NYSEG")
will own all of the outstanding common stock of HoldCo, Inc.
("HoldCo"). As more fully described in this Application, NYSEG
is seeking FERC approval of a corporate reorganization in which
NYSEG will become a wholly-owned subsidiary of HoldCo and NYSEG's
coal-fired generation assets will be transferred to one or more
generating subsidiaries of HoldCo formed to hold such assets
(collectively, "GenSub").

NYSEG is a publicly owned utility with more than 67
million common shares outstanding. As far as NYSEG can
determine, no FERC- jurisdictional public utility, bank, trust
company, banking association, or firm that is authorized by law
to underwrite or participate in the marketing of securities of a
public utility, or any company supplying electric equipment to
such a party, holds, individually, more than 3~ of the
outstanding common shares of NYSEG.

It is anticipated that upon consummation of the
corporate reorganization NYSEG, HoldCo and GenSub will have
common directors and officers. However, the common officers and
directors have not yet been specified and are not yet known.

NYSEG has a common director with Mellon Bank, N. A., a
commercial bank. The interlocking position between NYSEG, Mellon
Bank Corporation and Mellon Bank, N. A. has been approved in
Docket No. ID-2978-000.

NYSEG also owns 100% of NGE Enterprises, Inc., a non-utility subsidiary ("NGE"). Certain officers of NYSEG are also
officers and directors of NGE and its subsidiaries. NYSEG also
owns 100% of Somerset Railroad Corporation, a non-utility
subsidiary ("SRC"). Certain officers of NYSEG are also officers
and directors of SRC.

XENERGY, Inc. ("XENERGY") is currently a wholly-owned
subsidiary of NGE, authorized by the Commission to engage in
market-based rate transactions as a power marketer. Certain
NYSEG officers are also directors of XENERGY. XENERGY will makeall requisite filings regarding these interlocking directorates.





EXHIBIT C

BALANCE SHEET AND SUPPORTING PLANT SCHEDULES

New York State Electric &, Gas Corporation's balance sheet
and supporting plant schedules are set forth in its FERC Form No.
1 for the year ended December 31, 1996 (at pages 110-113 and 200-
203), which is incorporated herein by reference.





New York State Electric & Gas Corporation
Unaudited Pro Forma Balance Sheets
December 31, 1998
(In Thousands) Actual Pro Forma Financial Statements

Consolidated GenSub NYSEG
Holdco

~O}her BJ Booeotidered
Uabilities
Current Liabilities

Current portion of long-term debt (C)
Commercial Paper
Accounts payable and accrued liabilities
Interest accrued
Other

Total Current Uabilitles

$ 83,488
129,300
121,123
22,195
71,324

427,430

$ 19,468
30,129
25,260

5,162
6,000

86,019

(6) $59,028
(6) 99,171
(1) 98,528
(7) 17,033
(1) 65,324

339,084

$4,992

(2,665)

2.327

$ 83,488
129,300
121,123

22,195
71,324

427,430

Regulatory and Other Liabilities
Regulatory liabilities
Deferred income taxes - unfunded future federal income taxes
Deferred income taxes
Other

Total regulatory liabilities

Other liabilities
Deferred income taxes (D)
Other poslrelirement benefits
Environmental remediation costs
Other

Total other liabilities

Long-term debt(C)

Total Uabllltles

Commitments

109,065
94,004
65,471

268,540

751,553
95,195
32,100
74,627

953,475

1,480,814

3,130,259

335,648 (8)

2,830
338,478

345,286 (6)

769,783

109,065
94,004
65,471

268,540

416,277
95,195
32,100
63,378

606,950

1 ~ 124,805

2,339,379

(372)

8.419
8,047

10,723

21,097

109,065
94,004
65,471

268,540

751,553
95,195
32,100
74,627

953,475

1.480,814

3,130,259

Preferred Stock Redeemable Solely at the Option of the Company
Preferred Stock Subject to Mandatory Redemption Requirements

Common Stock Equity (C)
Common stock ($6.66 2/3 par value)
Capital in excess of par value
Retained earnings

Total Common Stock Equity

Total Liabilities and Stockholders'quity

134,440
25,000

464,469
816,384
489,129

1,769,982

151,991
267,079
173,255
592,325

134,440
25,000

(6) 312,678
(6) 549,309
(6) 356,268

1,218,255

~3717 074

(200)
(4)

(40,598)

~19 501}

134,440
25,000

464.469
816,384
489.129

1,769,982

$5,059,681
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New York State Electric & Gas Corporation
Unaudited Pro Forma Balance Sheets
December 31, 1996
(Thousands) Actual Pro Forma Financial Statements

Consolidated GenSub NYSEG Other B
HoldCo

Consolidated
Assets
Current Assets

Cash and cash equivalents
Special deposits
Accounts receivable, net
Fuel, at average cost
Materials and supplies, at average cost
Prepayments
Accumulated deferred federal income tax benefits, net

Total Current Assets

UtilityPlant, at Original Cost (A)
Electric
Natural gas
Common

$8,253
31,364

189,043
36,472
43,044
47,169

3,424
358,769

5,177,365
529,023
151,290

$2,028
10,664
28,968
17,091
33,151
11,267

103,169

1,921,540 (4) 3,255,825
529,023
151,290

(1) $ 3,864
(1) 20,700
(2) 151,623

'3)19,381
(3) 9,893
(1) 35,722

1,647
242,830

$2,361

8,452

180
1,777

12,770

$8,253
31,364

189,043
36,472
43,044
47,169

3,424
358,769

5,177,365
529,023
151,290

Less accumulated depreciation
Net UtilityPlant In Service

Construction work in progress
Total UtilityPlant

Other Property and Investments, Net

Regulatory and Other Assets
Regulatory assets
Unfunded future federal income taxes
Unamortized debt expense
Demand-side management program costs
Other regulatory assets

Total regulatory assets

Other assets

Total Regulatory and Other Assets

Total Assets

5,857,678
1,933,599
3,924,079

58,285
3,982,364

99,221

269,767
80,745
71,425

181,661
603,598

15,729

619,327 .

5 059 681

1,921,540
738,350 (4)

1,183,190
14,872 (4)

1,198,062

52,616 (5)

8,261 (1)

8,261

1 362 108

3,936,138
1.195,249
2,740,889

43,413
2,784,302

78,601

269,767
80,745
71,425

181,661
603,598

7,743

611,341

3 717 074

(31,996)

5,857,678
1,933,599
3,924,079

58,285
3,982,364

99,221

269,767
80,745
71,425

181,661
603,598
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New York State Electric & Gas Corporation
Notes to Unaudited Pro Forma Balance Sheets
December 31, 1996

The pro forma financial statements and the assumptions set forth below are for illustrative purposes only. The pro
forma financial statements and assumptions should not be used to forecast future operating results or financial position.
Actual operating results or financihl position could differ materially from the pro forma financial statements.

Nature of the Transaction

New York State Electric 8 Gas Corporation (the company) will reorganize into a holding company structure with
GenSub, NYSEG (a regulated subsidiary) and NGE Enterprises, Inc. becoming wholly-owned subsidiaries of the parent
company, HoldCo. For purposes of these pro forma financial statements, the balance sheets were prepared assuming
the transaction was consummated on December 31, 1996 by transferring assets, liabilities and common stock equity from
NYSEG to the GenSub. It was assumed that no cash consideration was received for this transaction. For purposes of
the pro forma statements of income and retained earnings, it was assumed that the transaction occurred at the beginning
of 1996.

Somerset Railroad Corporation, previously a wholly-owned subsidiary of the company, willbecome a wholly-owned
subsidiary of GenSub. The GenSub will include all of the company's coal-fired generating stations and certain assets and
liabilities in addition to Somerset Railroad Corporation. Nuclear and hydro generation assets will remain with NYSEG.
NGE Enterprises, Inc. remains as an unregulated subsidiary.

A~li
(A) Utilityplant was transferred to GenSub at book value. The actual transfer of generation assets to GenSub will be
at 'air value" determined in accordance with the company's mortgage bond indenture. That determination has not yet
been made.

(8) Amounts in this column represent normal consolidating eliminations.





(C) Total common stock equity, long-term debt, current portion of long-term debt and commercial paper were allocated
to GenSub based on utilityplant, less an adjustment for regulatory assets and liabilities which are retained on NYSEG's
balance sheet.

(D) Allocated to GenSub based upon the related assets.

8/27/97





New York State Electric & Gas Corporation
Accounting Entries to Record Restructuring
December 31, 1996

NYSEG
NYSEG
NYSEG
NYSEG
NYSEG
GenSub

Cash and cash equivalents
Special deposits
Prepayments
Other Assets
Accounts payable and accrued

liabilities
Other liabilities
Cash and cash equivalents
Special deposits
Prepayments
Other assets
Accounts payable and accrued

liabilities
GenSub Other liabilities
To transfer a proportionate share of certainutility plant.

$ 1,991
$ 10,664
$ 11,049

$ 8,177

$ 25,000
$ 6,000

$ 1, 991
$ 10, 664
$ 11, 049

$ 8, 177

$ 25,000
$ 6,000

assets and liabilities to GenSub based on

GenSub Accounts receivable, net $ 28,443
NYSEG Accounts receivable, net $ 28,443
To transfer a proportionate share of accounts receivable to GenSub based on operating
revenues.

GenSub Fuel, at average cost $ 17,091
GenSub Materials and supplies, at average cost $ 33,000
NYSEG — Fuel, at average cost $ 17, 091
NYSEG Materials and supplies, at average cost $ 33,000
To transfer fuel (excluding nuclear) and materials and supplies, specifically related to
coal-fired generating plants to GenSub.





New York State Electric &, Gas Corporation
Accounting Entries to Record'Restructuring
December 31, 1996

(4) GenSub
GenSub
GenSub
NYSEG
NYSEG
NYSEG
To transfer
book value.

$ 1,921,540
$ 738,350

$ 14,872

Utilityplant - electric
Accumulated depreciation
Construction work in progress
Utilityplant — electric $ 1,921,540
Accumulated depreciation $ 738,350
Construction work in progress $ 14,872

coal-fired generating stations included in utility plant to GenSub based on

(5) GenSub Other property and investments, net $ 7,746
NYSEG Other property and investments, net $ 7,746
To transfer other property and investments to GenSub based on the investment in Somerset
Railroad Corporation and utility plant.

$ 19,468
$ 30, 129

$ 315,386
$ 151,991
$ 267; 079
$ 173,255

(6) NYSEG Current portion of long-term debt
NYSEG Commercial paper
NYSEG Long-term debt
NYSEG Common stock
NYSEG Capital in excess of par value
NYSEG Retained earnings
GenSub Current portion of long-term debt $ 19,468
GenSub Commercial paper $ 30,129
GenSub Long-term debt $ 315,386
GenSub Common stock $ 151,991
GenSub Capital in excess of par value $ 267,079
GenSub Retained earnings $ 173,255
To transfer a proportionate share of debt and common stock equity to GenSub based on
utility plant, less an adjustment for regulatory assets and liabilities which are retained
on NYSEG's balance sheet.
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New York State Electric & Gas Corporation
Accounting Entries to Record Restructuring
December 31, 1996

(7) NYSEG Interest accrued $ 5,126
GenSub — Interest accrued $ 5,126
To transfer a proportionate share of interest accrued to GenSub based on debt.

(8) NYSEG Deferred income taxes $ 322,989
GenSub Deferred income: taxes $ 322,989
To transfer a proportionate share of deferred income taxes to GenSub based on the related
assets.





EXHIBIT D

Statement of all known contin ent liabilities
As of the date of this Application, the material

contingent liabilities of New York State Electric 8 Gas
Corporation ("NYSEG"), not including minor items such as damage
claims and similar items involving relatively small amounts, are
set forth in NYSEG's Annual Report on Form 10-K for the year
ended December 31, 1996, and NYSEG's Quarterly Reports on Form
10-Q for the quarters ended March 31, 1997 and June 30, 1997,
copies of which are attached hereto.





NEW YORK STATE ELECTRIC 6 GAS CORPORATION
(Registrant)

FORM 10-K

ANNUAL REPORT

For Fiscal Year Ended December 31, 1996

To

SECURITIES AND EXCHANGE COMMISSION

RASHZNGTONi D.CD 20549



~'



TABLE OF CONTENTS

PART I
Pacae

Item 1. Business
(a) General development of business
(b) Financial information about industry
(c) Narrative description of business

Principal business
New product or segment
Sources and availability of raw mat
Franchises
Seasonal business
Working capital items
Single customer
Backlog of orders
Business subject to renegotiation
Competitive conditions
Research and development
Environmental matters

Water quality
Azr quality
Waste disposal

Number of employees
(d) Financial information about foreign

operations and export sales

~ ~ ~ ~ ~

segments

~ ~ ~ ~ ~

erials

~ ~ ~ ~ ~

and domest 3.c

3
~ 3

~ 3
~ 4

4
5
5
5
5
5
5
5
6
6
6

.7
8
8

8

Item 2.

Item 3.

Properties

Legal proceedings

9

10

Item 4. Submission of matters to a vote of security holders . . 16

Executive officers of the Registrant 16

PART II

Item 5. Market for Registrant's
stockholder matters

common equity and related
~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ 1 7

Item 6. Selected financial data ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ 1 v

Item 7. Management's discussion and analysis of financial
condition and results of operations . . . . . . . . . 19



TABLE OF CONTENTS (Cont'd)

Item 8. Financial statements and supplementary data
Financial Statements

Consolidated Statements of Income
Consolidated Balance Sheets
Consolidated Statements of Cash Flows
Consolidated Statements of Changes in

Common Stock Equity
Notes to Consolidated Financial Statements
Report of Independent Accountants
Financial Statement SchedulesII. Consolidated Valuation and Qualifying

Accounts

Pacae

35

35
36
38

39
40
58

59

Item 9. Changes in and disagreements with accountants
accounting and financial disclosure

on
60

PART III
Item 10. Directors and executive officers of the Registrant 60

Item 11. Executive compensation

Item 12. Security ownership of certain beneficial owners
and management

Item 13. Certain relationships and related transactions

60 yO
60

60

PART IV

Item'4. Exhibits, financial statement schedules, and
reports on Form 8-K

(a) List of documents filed as part of this report
Financial 'statements
Financial statement schedules
Exhibits

Exhibits delivered with this report
Exhibits incorporated herein by reference

60
60

61
61

(b) Reports on Form 8-K
0

S1g natures
65

66



SECURITIES AND EXCHANGE COMMISSION
Washington, D. C. 20549

FORM 10-K
(Mark one)
X ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE

SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 1996.

OR
TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the transition period from to
Commission file number 1-3103-2.

NEW YORK STATE ELECTRIC & GAS CORPORATION
(Exact name of Registrant as specified in its charter)

New York
(State or other jurisdiction of
incorporation or organization)

P. O. Box 3287, Ithaca, New York
(Address of principal executive offices)

15-0398550
(I.R. S. Employer

Identification No.)

14852-3287
(Zip Code)

Registrant's telephone number, including area code (607) 347-4131
Securities registered pursuant to Section 12(b) of the Act:

Title of each class
Name of each exchange on

which registered

First Mortgage Bonds, 7 5/84 Series
due 2001 (Due November 1, 2001)

3 . 754 Cumulative Preferred Stock
(Par Value $ 100)

7.404 Cumulative Preferred Stock
(Par Value $ 25)

Adjustable Rate Cumulative Preferred
Stock, Series B (Par Value $ 25)

Common Stock (Par Value $ 6.66 2/3)

New York Stock Exchange

New York Stock Exchange

New York Stock Exchange

New York Stock Exchange

New York Stock Exchange



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

Securities registered pursuant to Section 12(g) of the Act:
Title of Class

4 1/24 Cumulative Preferred Stock (Series 1949) (Par Value $ 100)
4.15% Cumulative Preferred Stock (Par Value $ 100)
4.404 Cumulative Preferred Stock (Par Value $ 100)
4.154 Cumulative Preferred Stock (Series 1954) (Par Value $ 100)

Indicate by check mark whether the Registrant (1) has filedall reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months
(or for such shorter period that the Registrant was required tofile such reports), and (2) has been subject to such filing
requirements for the past 90 days.

Yes X . No
0losure of delinquent filers

S-K is not contained herein
Indicate by check mark if disc

pursuant to Item 405 of Regulation
and will not be contained, to the best of Registrant's knowledge,
in definitive proxy or information statements incorporated by
reference in Part III of this Form 10-K or any amendment to this
Form 10-K [ X ].

The aggregate market value as of February 28, 1997, of the
common stock held by non-affiliates of the Registrant was
$ 1 g 612 g 095'78 ~

Common stock — 69,337,427 shares outstanding as of
February 28, 1997.

DOCUMENTS INCORPORATED BY REFERENCE

Document 10-K Part

The company has incorporated by reference
certain portions of its Proxy Statement
dated April 11, 1997, which will be filed
with the Commission prior to April 30, 1997.



PART I
Item 1. Business

(a) General develo ment of business

New York State Electric & Gas Corporation (company) was
organized under the laws of the State of New York in 1852.

The following general developments have occurred in the
business of the company since January 1, 1996:

Re ulator and Rate Matters
(See Item 7 - Competitive Conditions and Rate Matters.)

Ener Services
(See Item 7 — Energy Services and Note 10 to the Consolidated
Financial Statements.)

(b) Financial information about industr se ents
(See Note 12 to the Consolidated Financial Statements.)

(c) Narrative descri tion of business

(i) Princi al business

The company s principal business is generating, purchasing,
transmitting and distributing electricity and purchasing,
transporting and distributing natural gas. The service
territory, 994 of which is located outside the corporate limits
of cities, is in the central, east rn and western parts of the
State of New York. The service territory has an area of
approximately 19,600 square miles and a population of 2,400,000.
The larger cities in which the company serves both electricity
and natural gas are Binghamton, Elmira, Auburn, Geneva, Ithaca
and Lockport. The company serves approximately 808,000 electric
customers and 238,000 natural gas customers. Its service
territory reflects a diversified economy, including high-tech
firms, light industry, colleges and universities, agriculture and
recreational facilities. No customer accounts for 54 or more of
either electric or natural gas revenues. For the years 1996, 1995
and 1994, 844, 854 and 844, respectively, of operating revenue
was derived from electric service and the balance was derived
from natural gas service.

The 1996-1997 winter peak load of 2,404 megawatts (mw), was
set on January 17, 1997. This is 207 mw less than the all-time
peak of 2,611 mw set on January 19, 1994. Power supply
capability to meet peak loads is currently 3,094 mw. This is
composed of 2,511 mw of generating capacity (89% coal-fired, 8%
nuclear and 34 hydroelectric) and 1,190 mw of purchases offset by
607 mw of firm sales. The purchases are composed of 599 mw from
nonutility generators (NUGs) and 591 mw from the New York Power
Authority (NYPA). Most purchases from NYPA are hydroelectric
power.
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On January 18, 1997, the company experienced its 1996-1997
maximum peak daily sendout for natural gas of 413,309 dekatherms.
This exceeded, by 9,686 dekatherms, the previous year peak of
403,623 dekatherms set on February 5, 1996.

(ii) New roduct or se ent
(See Item 7 — Energy Services and Note 10 to the
Consolidated Financial Statements.)

(iii) Sources and availabilit of raw materials
Electric

In 1996; approximately 884 of the company's generation wascoal-fired steam electric, 104 nuclear and 24 hydroelectric
power. About 44% of the company's steam electric generation in
1996 was supplied from its one-half share of the output from the
Homer City Generating Station, which is owned in common with
Pennsylvania Electric Company. An additional 31% was supplied
from the company',s Kintigh Generating Station, and the remaining
254 was supplied from its other generating stations which are
located in New York State.

Coal

Coal for the New York generating stations is obtainedprimarily from Pennsylvania and West Virginia. Of the 3.1million tons of coal purchased for the New York generatingstations in 1996, approximately 84% was purchased under
contract and the balance on the open market. Coal purchased
under contract is expected to be approximately 884 of the
estimated 3.4 million tons to be purchased in 1997.

The annual coal requi .ement for the'omer City
Generating Station is approximately 4.7 million tons, the
majority of which is obtained under long-term contracts.
During 1996, approximately 584 of Homer City Generating
Station coal was obtained under these contracts. The
company anticipates obtaining approximately 604 of the 1997
requirements under these contracts. The balance will be
purchased under short-term contracts and, when necessary, on
the open market.

Nuclear
I

During the fall of 1996, Niagara Mohawk Power Corpora-tion (Niagara Mohawk), the operator of Nine Mile Point
nuclear generating unit No. 2 (NMP2), in which the company
has an 184 interest, installed reload No. 5 into the reactor
core at NMP2. This refueling will support NMP2 operations
through the spring of. 1998. Reload No. 6 is scheduled for
May 1998 and will support operations through the spring of
2000. Enrichment services are under contract with the U.S.
Enrichment Corporation for 1004 of the enrichment
requirements through 1998 and 754 of the requirements
through 2003. Fuel fabri'cation services are under contract
through 2004. Approximately 904 of the uranium and
conversion requirements are under contract through 2003.



Natural Gas
(See Item 7 — Competitive Conditions - Natural Gas Industry,
Seneca Lake Natural Gas Storage Project.)

The natural gas supply mix includes long-term, short-term
and spot natural gas purchases transported on both firm and
interruptible transportation contracts. During 1996, about 60%
of the company's natural gas supply was purchased from various
suppliers under long-term and short-term sales contracts and 404
was purchased on the monthly spot natural gas market to maximize
natural gas cost savings. The company's natural gas supply is
expected to be purchased in 1997 in a similar proportion as in
1996.

(iv) Franchises
(See Item 7 — Competitive Conditions.)

The company has, with minor exceptions, valid franchises
from the municipalities in which it renders service to the
public. In 1996, the company obtained authorization from the
Public Service Commission of the State of New York (PSC) for
natural gas distribution service in the city of Plattsburgh, the
towns of Carlisle, Cobleskill, Davenport and Saranac, the
villages of Cobleskill and Dannemora and certain sections of the
town of Halfmoon and village of Rouses Point.

(v) Seasonal business

Sales of electricity are highest during the winter months
primarily due to space heating usage and fewer daylight hours.
Sales of natural gas are highest during the winter months
primarily due to space heating usage.

(vi) Workin ca ital items

The company has been granted, through the ratemaking
process, an allowance for working capital to operate its ongoing
electric and natural gas utility services.

(vii) Sin le customer - Not applicable

(viii) Backlo of orders - Not applicable

(ix) Business sub'ect to rene otiation — Not applicable

(x) Com etitive conditions
(See Item 7 — Competitive Conditions and Accounting
Issues.)



(xi) Research and develo ment

Expenditures on research and development in 1996, 1995 and
1994 amounted to $ 11.9 million, $ 13.1 million and $ 14.5 million,
respectively, principally for the company's internal research
programs and for contributions to research administered by the
Electric Power Research Institute, the Empire State Electric
Energy Research Corporation, the New York Gas Group,and the New
York State Energy Research and Development Authority. These
expenditures are designed to improve existing technologies and to
develop new technologies for the production, distribution and
customer use of energy.

(xii) Environmental matters
(See Item 3 — Legal proceedings, Item 7 — Accounting
Issues and Notes 7, 8 and 9 to the Consolidated
Financial Statements.)

The company is subject to regulation by the federal
government and by state and local governments in New York and
Pennsylvania with respect to environmental matters and is also
subject to the New York State Public Service Law requiring
environmental approval and certification of proposed major
transmission facilities.

The company continually assesses actions that may need to be
taken to comply with changing environmental laws and regulations.
Any additional compliance programs will require changes in the
company's operations and facilities and increase the cost of
electric and natural gas service. Historically, rate recovery
has been authorized for environmental compliance costs.

Capital additions to meet environmental requirements during
the three years ended December 31, 1996 were approximately 537
million and are estimated to be $ 7 million for 1997, $ 10 million
for 1998 and 92 million for 1999.

4
Water ualit

The company is required to comply with federal and state
water quality statutes and regulations including the Clean Water
Act (Water Act). The Water Act requires that generating stations
be in compliance with federally issued National Pollutant
Discharge Elimination System Permits (NPDES Permits) or state
issued State Pollutant Discharge Elimination System Permits
(SPDES Permits), which reflect water quality considerations for
the protection of the environment. The company has SPDES Permits
for its six coal-fired generating stations in New York and NMP2.
The company's Homer City Generating Station in Pennsylvania has a
NPDES permit.

In connection with the issuance of permits under the Water
Act, the company has conducted studies of the effects of its coal
pile operations on groundwater quality at its Greenidge,
Jennison, Milliken and Hickling Generating Stations. New York
State groundwater standards are sometimes exceeded at certain
locations at each of those stations. Preliminary studies at
Greenidge Generating Station indicate that elevated levels of
groundwater constituents do not appear to be directly



attributable to the coal pile. The remedial work at Jennison
Generating Station was completed in 1995. The remediation action
at Milliken Generating Station is expected to cost $ 1.5 million.
The remedial action, if required, at Hickling and Greenidge
Generating Stations is estimated to cost $ 1.4 million.
Groundwater monitoring data for Kintigh and Homer City Generating
Stations does not indicate facility-induced groundwater
contamination.

Air ualit
The company is required to comply with federal and state air

quality statutes and regulations. All stations have the required
federal or state operating permits. Stack tests and continuous
emissions monitoring indicate that the stations are generally in
compliance with permit emission limitations, although occasional
opacity exceedances occur. Efforts continue in the
identification and elimination of the causes of opacity
exceedances. The company and Pennsylvania Electric Company may
find it necessary either to upgrade or install additional
equipment at the Homer City Generating Station in order to
consistently meet the particulate emission requirements.

The Clean Air Act Amendments of 1990 (1990 Amendments) limit
emissions of sulfur dioxide and nitrogen oxides and require
emissions monitoring. The U. S. Environmental Protection Agency
(EPA) allocates annual emissions allowances to each of the
company's coal-fired generating stations based on statutory
emissions limits. An emissions allowance represents an
authorization to emit, during or after a specified calendar year,
one ton of sulphur dioxide.

The costs of controlling toxic emissions under the 1990
Amendments, if required, cannot be estimated at this time, since
the type and level of reductions that may be required is
dependent on several studies currently being performed by the
EPA. Regulations may be adopted at the state level that would
limit toxic emissions even further, at an additional cost to the
company.

The company estimates that it will have allowances in excess
of the affected coal-fired generating stations'ctual emissions
during Phase I, which began January 1, 1995. The company's
present strategy is to bank excess allowances for use in later
years. It is estimated that the company will meet Phase II
(which begins January 1, 2000) emissions requirements through the
year 2004, by using allowances banked during Phase I together
with the company's Phase II annual emissions allowances. This
strategy could be modified should market or business conditions
change.



Waste dis osa

The company has received or applied for SPDES Permits, Solid
Waste Disposal Facilities Permits and applicable local permitsfor its active ash disposal sites for its New York generatingstations. Groundwater standards have been exceeded in areas
close to portions of the Milliken and Weber ash disposal sites.Corrective actions have been taken and studies are continuing tomonitor the effectiveness of the corrective actions.

.
The company has received NPDES permits, a Solid Waste

Disposal Permit and applicable local permits for its active ashdisposal site for the Homer City Generating Station and for theactive refuse disposal site for the Homer City Coal CleaningPlant.

A low level radioactive waste management and contingency
plan for NMP2 provides assurance that NMP2 is properly preparedto handle interim storage of low level radioactive waste until
2006.

Niagara Mohawk has contracted with the U.S. Department of
Energy (DOE) for disposal of high level radioactive waste (spentfuel) from NMP2. The company is reimbursing Niagara Mohawk forits 184 share of the costs under the contract (currently
approximately $ 1 per megawatt hour of net generation). The DOE's
schedule for start of operations of their high level radioactive
waste repository will be no sooner than 2010. The company has
been advised by Niagara Mohawk that the NMP2 Spent Fuel Storage
Pool has a capacity for spent fuel that is adequate until 2014.If further DOE schedule slippage should occur, construction ofpre-licensed dry storage facilities would extend the on-site
storage capability for spent fuel at NMP2 beyond 2014.

(xiii) Number of em lo ees

The company had 4,114 employees as of December 31, 1996.

(d) Financial information about forei n and domestic o erations
and ex ort sales — Not applicable



(See Item 7 — Competitive Conditions — Electric Industry,
Generation Business.)

location of station Generating
ca abilit mw

Name and
Coal-fired

Goudey
Greenidge
Hickling
Jennison
Milliken
Kintigh
Homer City

(Binghamton, N.Y.)
(Dresden, N.Y.)
(East Corning, N.Y.)
(Bainbridge, N.Y.)
(Lansing, N.Y.)
(Somerset, N.Y.)
(Homer City, Pa.)

80 (1)
104 (1)

44 (1)
72

302
675
959 (2)

2,236Total coal-fired
Nuclear

NMP2
*

,
(Oswego, N.Y.)

H droelectric (Various — 9 locations)
Internal combustion (Various — 2 locations)

206 (3)
62

U 7

Total - all stations 2,511

The company has one unit at each of the Goudey, Greenidge
and Hickling Generating Stations, with a combined capability
of 133 megawatts, on long-term cold standby. These units
can be brought on-line in three to fourteen days.
Company's 504 share of the generating capability,
Company's 184 share of the generating capability.

(2)
(3)

The company's electric system includes coal-fired, nuclear,
hydroelectric and internal combustion generating stations,
substations and transmission and distribution lines, all of which
are located in the State of New York, except for the Homer City
Generating'Station and related facilities which are located in
the Commonwealth of Pennsylvania. Generating facilities are:

The company owns 433 substations having an aggregate
transformer capacity of 13,367,720 kilovolt-amperes. .The
transmission system consists of 4,840 circuit miles of line. The

~ distribution system consists of 33,724 pole miles of overhead
lines and 2,025 miles of underground lines.

The company's natural gas system consists of the
distribution of natural gas through 745 miles of transmission
pipelines (over 3-inch equivalent) and 6,000 miles of
distribution pipelines (under 3-inch equivalent).

Somerset Railroad Corporation (SRC), a wholly-owned
subsidiary, owns a rail line consisting of 15 1/2 miles of track
and related property rights in Lockport, Newfane and Somerset,
New York which is used primarily to transport coal and other
materials to the Kintigh Generating Station.

The company's first mortgage bond indenture constitutes a
direct first mortgage lien on substantially all of the company's
properties. Substantially all of the properties of SRC, other
than rolling stock, are subject to a lien of a mortgage and
security agreement.



Item 3. Le al roceedin s
(See 1(c)(xii) — Environmental matters and Item 7 — Competitive
Conditions and Rate Matters.)

The company is unable to predict the ultimate disposition of
the matters referred to below in (a), (b), (d), (g), (h), (i),the first paragraphs in (c) and (f) and the first three
paragraphs in (e). However, since the PSC has allowed the
company to recover in rates remediation costs for certain of thesites referred to in the preceding sentence, there is a
reasonable basis to conclude that the company will be permittedto recover in rates any remediation costs that it may incur forall of the sites referred to in the preceding sentence.
Thexefore, the company believes that the ultimate disposition of
the matters referred to below in (a), (b), (d), (g), (h), (i),the first paragraphs in (c) and (f) and the first three
paragraphs in (e) will not have a material adverse effect on itsresults of operations or financial position.
(a) By letter dated February 29, 1988, the New York State
Department of Environmental Conservation (NYSDEC) notified the
company that it had been identified as a potentially responsible
party (PRP) for investigation and remediation of hazardous wastesat the Lockport City Landfill Site (Lockport Site) in Lockport,
New York. The Lockport Site is listed on the New York State
Registry of Inactive Hazardous Waste Disposal Sites (New York
State Registry). Five other PRPs were identified in the NYSDECletter. The company believes that remediation costs at the
Lockport Site might rise to $ 4 million. 'The Lockport Site has
been remediated by the site owner, the City of Lockport. Byletter dated May 2, 1988, the company notified the NYSDEC that it
declined to finance remediation costs because it believed that
the NYSDEC had not demonstrated that a significant threat to
public health or the environment existed as a result of hazardous
waste disposal at the Lockport Site.

(b) By letter dated December 10, 1990, the NYSDEC notified the
company that it had been identified as a PRP for investigation
and remediation of hazardous wastes at the Schreck's scrapyardsite (Schreck's Site) in the City of North Tonawanda, New York.
The Schreck's Site is listed on the New York State Registry.
Seven other PRPs were identified in the NYSDEC letter. On
February 3, 1992, the NYSDEC again notified the company that it
had been identified as a PRP for investigation and remediation
costs at the Schreck's Site, this time listing eight other PRPs.
The company„was offered an opportunity to conduct remediation or
finance remediation costs at the Schreck's Site, failing which
the NYSDEC might remediate the Schreck's Site itself and commence
an action to recover its costs and damages. By letter dated
April 1, 1992, the company notified the NYSDEC that it believedit had no responsibility for the alleged contamination at the
Schreck's Site, and it declined to conduct remediation or finance
remediation costs. NYSDEC completed the soil remediation at the
Schreck's Site in February 1994 at a cost of $ 2.6 million.
Monitoring for groundwater contamination continues at the site.
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(c) By letter dated June 7, 1991, the NYSDEC notified the
company that it had been identified as a PRP at the Pfohl
Brothers Landfill, an inactive hazardous waste disposal site
(Pfohl Site) in Cheektowaga, New York. The Pfohl Site is listed
on the National Priorities List and the New York State Registry.
The NYSDEC offered the company an opportunity to'enter into
negotiations with it to undertake the investigation and remedia-
tion of the Pfohl Site. The NYSDEC informed the company that ifit declined such negotiations, the NYSDEC would perform the
necessary work at the Pfohl Site using the Hazardous Waste
Remedial Fund and would seek recovery of its expenses from the
company. On July 3, 1991, the company responded to the NYSDEC by
declining to negotiate to undertake work at the Pfohl Site and
noted that the NYSDEC had not shown any significant
responsibility on the part of the company for the situation at
the Pfohl Site. The company believes that remediation costs at
the Pfohl Site will be $ 35 million to $ 55 million. By letter
dated April 2, 1992, the NYSDEC again notified the company thatit had been identified as a PRP for the Pfohl Site and offered
the company an opportunity to conduct or finance the on-site
remedial design and action. This notice letter was also sent'o
19 other PRPs. Ten of these other PRPs have agreed to perform
the remedial work required by the NYSDEC. By letter dated June
1, 1992, the company notified the NYSDEC that it declined to
perform such remedial work because it believed that it was not a
significant contributor to the Pfohl Site. The company believes
the PRPs currently involved in conducting remediation at the
Pfohl Site were much larger contributors. In May 1995 the
company agreed to participate in a process for allocating
remedial costs at the Pfohl Site with the other PRPs. The company
contributed $ 20,000 toward past costs, which sum is subject to
that allocation process.

Four actions were commenced against the company and
approximately 19 other defendants in the New York State Supreme
Court, Erie County (on January 17, 1995, April 7, 1995, June 14,
1995 and January 10, 1997), by plaintiffs who allegedly resided
near or recreated at the Pfohl Site in Cheektowaga, New York,
claiming damages for personal injuries, wrongful death and loss
of consortium allegedly caused by exposure to hazardous chemicals
from the Pfohl Site. The plaintiffs allege that the defendants
are strictly liable, and were negligent or grossly negligent, for
disposing of hazardous and toxic materials at the Pfohl,,Site, and
they seek compensatory and punitive damages that total $ 103.5
million in the aggregate. The company believes that the actions
against it are without merit and will defend them vigorously.

In 1995, four actions were commenced against approximately
11 defendants, and in 1996, an action was commenced against 13
defendants, by plaintiffs who allegedly resided near or recreated
at the Pfohl Site for personal injuries, wrongful death, and loss
of consortium allegedly caused by exposure to hazardous chemicals
from the Pfohl Site. The plaintiffs allege that the defendants
are strictly liable, and were negligent or grossly negligent, for
disposing of hazardous and toxic materials at the Pfohl Site, and
they seek compensatory and punitive damages. The company was not
named as a defendant in these actions. Third-party actions were
commenced in the four 1995 actions against the company and ten
other third-party defendants in the United States District Court
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for the Western District of New York (District Court) (two on 0
April 27, 1995, one on June 9, 1995, and one on November 7,
1995), by third-party plaintiffs who were named as defendants in
the main actions. A third-party action was commenced in theDistrict Court on August 23, 1996, against the company and ten
other third-party defendants. In each of the five actions, thethird-party plaintiffs allege that the company and the other
third-party defendants are liable for all or a part of any
damages recovered by the plaintiffs. Recovery in these third-
party actions depends on the plaintiffs recovering money damages
against the third-party plaintiffs in the main actions. The
company believes that the actions against it are without merit
and will defend them vigorously. '

(d) By letter dated January 21, 1992, the NYSDEC notified the
company that it had been identified as a PRP at the Peter CooperCorporation's Landfill Site (Peter Cooper Site) in the village of
Gowanda, New York. Three other PRPs were identified in the
NYSDEC letter. The NYSDEC letter also notified the company thatstate surface water and groundwater standards had been exceededat the Peter Cooper Site and offered the company an opportunityto conduct or finance a remedial program. NYSDEC indicated thatif the company did not agree to enter into a consent order it
would perform the necessary work itself or seek a court order
requiring the company to conduct the work. The company believes
that remediation costs at the Peter Cooper Site might rise to $ 16million. By letter dated May 12, 1992, the company notified the.
NYSDEC that it believed it had no responsibility for the alleged
contamination at the Peter Cooper Site, and it declined to

~ ~conduct remedzatzon or finance remedzatxon costs. 0
On July 2, 1996, the EPA notified the company of its concern

regarding the stream bank erosion along a portion of the Peter
Cooper Site that is located on the company's property. The
company, without admitting any liability or responsibility,
entered into an Order on Consent on October 24, 1996, with the
EPA to stabilize the stream bank. This project was completed in
January 1997 at a cost of $ 120,000.

(e) By letter dated April 20, 1992, the EPA notified the companythat it had been identified as a PRP at the Bern Metals Removal
Site (Bern Metals Site) in Buffalo, New York. Six other PRPs
have been identified by the EPA. The EPA has taken response
actions at the Bern Metals Site, including investigation,
excavation, and removal of drums and contaminated soil, and
implementation of measures to prevent surface water run-off. The
EPA demanded that the company reimburse the EPA Hazardous
Substances Superfund $ 2 million in response costs incurred to
date by the EPA, with interest accruing from the date of the
demand. In September 1995 the company and the EPA reached
agreement on a consent order under which the company will pay the
sum of $ 10,000 in return for a covenant- by the EPA not to sue the
company for the EPA's response costs, and to protect the company
from claims of contribution by other PRPs for such costs incurred
to date. The order is awaiting final government approval.
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In addition to the foregoing, the NYSDEC, by letter dated
July 21, 1992, notified the company that it had been identified
as a PRP at the Bern Metals Site, which the NYSDEC defined to
include an adjacent property known as the Universal Iron & Metal
Site (Bern Metals/Universal Iron Site). The Bern
Metals/Universal Iron Site is listed on the New York State
Registry. The NYSDEC also identified eight other PRPs for the
Bern Metals/Universal Iron Site. The NYSDEC has requested that
the company, and the, eight other identified PRPs, enter into
negotiations in which the company and the other identified PRPs
would agree to finance or conduct a Remedial Investigation and
Feasibility Study (RI/FS) designed to determine what further
remediation or removal actions may be appropriate for the Bern
Metals/Universal Iron Site. By letter dated December 3, 1992,
the company declined to negotiate with NYSDEC to finance or
conduct an RI/FS for the Bern Metals/Universal Iron Site, because
the company believes it was only a very small contributor to the
Bern Metals Site and had no involvement with the Universal Iron &

Metal Site.

An RI/FS was performed at the Bern Metals/Universal Iron
Site by certain of the other PRPs, and a proposed remedial action
plan identifying the preferred remedy and summarizing the other
alternatives considered has been issued for the site. The
NYSDEC, by letter dated March 22, 1996, to the company and six of
the other eight PRPs, inquired whether the company and such six.
other PRPs were willing to conduct or finance the design and
implementation of the remedial alternative once it was selected.
The NYSDEC informed the company that if it declined to enter into
negotiations with it for such purpose, it might remediate the.
Bern Metals/Universal Iron Site itself using, the Hazardous Waste
Remedial Fund and would seek recovery of its expense from the
company. On March 29, 1996, NYSDEC issued a Record of Decision
which provided for remedial action having an estimated cost of
$ 1.9 million. By letter dated April 4, 1996, the company offered
to enter into negotiations with NYSDEC without admission ofliability or responsibility even though the company's
contribution to the site, if any, was of a de minimis nature,
provided that NYSDEC take action to send notices of
responsibility to a substantial number of other PRPs. In
addition, the company believes that it does not have any
connection with the Universal Iron & Metal Site.

On September 11, 1996, the company was named as a third-
party defendant by Niagara Frontier Transportation Authority
(NFTA) claiming contributions for costs that might be recovered
against NFTA in an action filed by EPA in the United States
District Court for the Western District of New York. Fifty-five
other third-party defendants were sued in addition to the
company. NFTA,is seeking contributions for response costs
incurred by EPA at the Universal Iron Site. The company believes
that the action against it is without merit and will defend it
vigorously.
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(f) By letter dated April 20, 1992, the EPA notified the companythat the EPA had reason to believe that the company was a PRP forthe Clinton-Bender Removal Site (Clinton-Bender Site) in Buffalo,
New York. Five other PRPs have been identified by the EPA. Nineprivate residential lots and one commercial property at the
Clinton-Bender Site were contaminated with lead, allegedly due torun-off from the adjacent Bern Metals Site. The EPA ordered the
company to perform the necessary removal work at the Clinton-
Bender Site and the company is remediating the site in
conjunction with four other identified PRPs. The total cost of
the removal actions to be performed at the Clinton-Bender Site is
estimated to be $ 3.1 million. The company and the other
participating parties are seeking to recover from other PRPs, notparticipating in the remedial action at the Clinton-Bender Site,
any cost that the company and other participating parties have
incurred or will incur.

On November 3, 1993, the company was served with a summons
and complaint filed on behalf of certain of the homeowners at theClinton-Bender Site. Seven other defendants were named in the
complaint, which was filed in the New York State Supreme Court,Erie County (Supreme Court, Erie County). The action was removedto the U.S. District Court for the Western District of New York
(Western District Court). In their complaint, plaintiffs make
general allegations that the defendants violated federal
environmental laws without alleging facts in support of these
allegations. Plaintiffs also allege personal injury, property
damage, and fear of cancer which they claim were caused by the
presence of hazardous substances on their property, allegedlyresulting from the disposal of such substances by the defendants
at the Bern Metals Site. Any liability incurred as a result of 0
these claims may be joint and several. The plaintiffs ask for
$ 30 million in direct damages from all defendants, as well astreble damages (for unspecified reasons) from all defendants, and
an additional $ 10 million in punitive damages from each
defendant. By order dated September 1, 1995, the WesternDistrict Court dismissed the plaintiffs claims made under the
Clean Air Act, the Clean Water Act, and the Comprehensive
Environmental Response, Compensation, and Liability Act of 1980
(CERCLA), which are the only claims based upon federal causes of
action, and remanded the action to the Supreme Court, Erie
County. The company believes that the ultimate disposition ofthis matter will not have a material adverse effect on itsresults of operations or financial position.

(g) By letter dated February 12, 1993, NYSDEC notified the
company that it had been identified as a PRP for remediation of
hazardous wastes at the Booth Oil Site (Booth Oil Site) in North
Tonawanda, New York. The Booth Oil Site is listed on the New
York State Registry. Nineteen other PRPs were identified in the
NYSDEC letter. Booth Oil Company is a waste oil re-refiner and
recycler. The company had sent waste oils to Booth Oil Companyfor disposal as had numerous other companies in the Buffalo area.
According to NYSDEC, the Booth Oil Site is contaminated with
PCBs, lead, and other substances. NYSDEC has requested that the
company and the other identified PRPs conduct remediation at the
Booth Oil Site pursuant to an Order on Consent to be negotiated
with NYSDEC. The company estimates that the present value of
costs for remedial alternatives range from $7.2 million to $ 21.7
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million. The company has been actively involved both in trying
to persuade NYSDEC to name additional PRPs and in examining the
process which led to the NYSDEC treatment alternatives. Other
named PRPs have also been involved in these efforts. The PRPs
and NYSDEC have agreed to study an alternative concept for
remediation of the Booth Oil Site.

(h) On June 14, 1994, the company was served with a summons and
complaint joining the company as a defendant in an action that
was filed in the United States District Court for the Northern
District of New York. The plaintiffs are five companies which
have been required by the EPA to conduct remedial activities at
the Rosen Brothers Site (Rosen Site) in the City of Cortland, New
York. The Rosen Site was the location of a scrap metal
processing operations and industrial waste disposal site between
approximately 1971 and 1985, and it is now allegedly contaminated
with hazardous substances including heavy metals, solvents and
PCBs. The Rosen Site is listed on the National Priorities List
and the New York State Registry. Among other claims, the
plaintiffs seek contribution under CERCLA from the company and
sixteen other defendants for the costs of complying with the EPA
order to remediate the Rosen Site. The plaintiffs allege that
the company was a contributor of transformers which may have
contained polychlorinated biphenyls (PCBs). Liability under
CERCLA may be joint and several.

By letter dated August 16, 1994, the EPA notified the
company that the EPA had reason to believe that the company was a
PRP for the Rosen Site and requested that the company participate
in the RI/FS then being prepared for the Rosen Site by the other
named PRPs. By letter dated October 20, 1994, the company
declined to participate in this study because it believes that no
facts have'een established showing that it was responsible for
any contamination at the Rosen Site. While the study has'been
completed, the EPA has not yet selected a remedy for the site,
and therefore, the total amount of remedial costs is currently
unknown.

(i) The company responded on October 3, 1995, to a request for
information by the EPA concerning alleged disposal of PCBs atfacilities owned or operated by PCB Treatment, Inc. in Kansas
City, Kansas and Kansas City, Missouri. On September 27, 1996,
the company entered into an Order on Consent with the EPA. under
which the company and at least nine other companies will conduct
a Removal Site Evaluation and Engineering Evaluation/Cost
Analysis (Site Evaluation) at the two facilities operated by PCB
Treatment, Inc. The cost to the company of its obligations under
this Order on Consent is not expected to exceed $ 65,000. Since
the Site Evaluation has not been completed, the total cost to
remediate these sites is unknown.
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Item 4. Submission of matters to a vote of securit holders
Not applicable.

Executive officers of the Re istrant

Name AcCe

Positions, offices and
business experience-
Januar 1992 to date

Wesley W. von Schack 52 Chairman, President and Chief Execu-
tive Officer, September 1996 to date;
Chairman, President, Chief Executive
Officer and a Director of DQE, Inc.
and Duguesne Light Company to August
1996

'ackH. Roskoz

Michael Z. German

58

46

Executive Vice President, January
1995 to date; Senior Vice President-
Electric Business Unit, to January
1995.

Senior Vice President-Gas Business
Unit, December 1994 to date; Senior
Vice President, American Gas Assoc-
iation, Arlington, Virginia, to
December 1994.

~ i

Gerald E. Putman 46 Senior Vice President-Customer
Service Business Unit, January 1995
to date; Vice President-Fuel Supply
and Operation Services, May 1993 to
January 1995; Vice President-East
Region Electric, September 1992 to
May 1993; Executive Assistant to the

'Chairman, President and Chief
Executive Officer, to September 1992.

~
'herwood

J. Rafferty 49 Senior Vice President and Chief
Financial Officer, February 1996 to
date; Vice President and Treasurer,
to February 1996.

Daniel W. Farley

Jeffrey K. Smith

41

48

Vice President and Secretary.

Vice President-Generation, January
1995 to date; Executive Assistant to
the Chairman, President and Chief
Execut3.ve Officer, February 1994 to
January 1995; Assistant to the Senior
Vice President-Electric Business
Unit, to February 1994.

~,
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Executive officers of the Re istrant (Cont'd)

,Name AcCe

Positions, offices and
business experience-
Januar 1992 to date

Ralph R. Tedesco 43 Vice President-Strategic Growth
Business Unit, February 1994 to date;
Executive Assistant to the Chairman,
President and Chief Executive
Officer, September 1992 to February
1994; Manager, Corporate Performance,
to September 1992.

Gary Z. Turton 49 Vice President and Controller,
February 1996 to date; Controller,
December 1994 to February 1996;
Assistant Controller, to December
1994.

Denis E. Wickham 48 Vice President-Electric Resource
Planning.

Robert D. Kump 35 Treasurer, February 1996 to date;
Director of Financial Services,
February 1995 to February 1996;
Manager-Investor Relations, October
1993 to February 1995; Specialist-
Investor Relations, to October 1993.

The company has entered into an agreement with Wesley W. von
Schack which provides for his employment as Chairman, President
and Chief Executive Officer of the company for a term ending on
September 8, 1999, with automatic one-year extensions unless
either party gives notice that the agreement is not to be
extended.

Each officer holds office for the term for which he is
elected or appointed, and until his successor shall be elected
and shall qualify. The term of office for each officer extends
to and expires at the meeting of the Board of Directors
following the next annual meeting of shareholders.

PART II
Item 5. Market for Re istrant's common e uit and related

stockholder matters

See Note 4 and Note 13 to the Consolidated Financial
Statements.
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Item 6. Selected financial data

1996 1995 1994 1993 1992

(Thousands - except per share amounts)

Operating revenues $ 2,059,371 $ 2,009,541 $ 1,898,855 $ 1,800,149
0

$ 1, 691, 689

Dividends paid
per share $ 1.40 $ 1.40

Net income $ 178g241(1) $ 196g690

Earnings per share $ 2.37(1) $ 2.49 $ 2 ~ 37 (2) $ 2. 08 (3)

$ 2.00 $ 2.18

$ 2 ~ 40

$ 2. 14

$ 187 g 645 (2) $ 166 g 028 (3) $ 183 g 968

Average shares
outstanding

Book value per share
of common stock
(year end)

71( 127

$ 25.41

71,503

$ 24.38

71,254

$ 23.28

69,990

$ 22.89

67,972

$ 22.85
Interest charges,
Net $ 122,729 $ 129'67 $ 136'92 $ 141 g 099 $ 151, 831 ~
Depreciation and
amortization

Other taxes

Capital
expenditures

$ 189(401

$ 206,715

$ 211,837

$ 184,770

$ 210,910

$ 158,681

$ 178 g 326 $ 164 g 568

$ 210'29 $ 204 g 962

$ 224,306 $ 245,029

$ 158,977

$ 200,941

$ 245,

Total assets

Long-term obliga-
tions, capital
leases and
redeemable
preferred stock

$ 5 g tJ59 g 68 1 $ 5 J 1 14 / 33 1 $ 5 g 230 g 685 $ 5 g 287 g 958 $ 5 g 077 ~ 9 1 6

$ 1 '05~ 814 $ 1 ~ 606) 448 $ 1 f776'81 $ 1 f755'29 $ 1 '83 '27

(1) Includes the effect of the writedown of the investment in EnerSoft
Corporation that decreased net income by $ 10 million and earnings per share
by 14 cents.

(2)Includes the effect of the 1993 production-cost penalty that decreased net
income by $ 8 million and decreased earnings per share by 12 cents.

(3)Includes the effect of restructuring expenses that decreased net income byt$ 17 million and decreased earnings per share by 25 cents.
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Item 7. Mana ement's discussion and anal sis of financial
condition and results of o erations

Liquidity and Capital Resources

Competitive Conditions

Movement toward competition was swift during 1996 for the
historically regulated electric industry. The company is
addressing numerous issues as it adjusts to operate under

the'omplexand sweeping changes faced by its electric and natural
gas businesses.

Electric Industry
The Public Service Commission of the State of New York

(PSC), the Federal Energy Regulatory, Commission (FERC) and
regulators in other states are revising their policies to
introduce competition and reduce rates in the electric industry.
Orders were issued during 1996 in two significant proceedings:
the PSC's-. Competitive Opportunities Proceeding and the FERC's
proceeding relating to competitive wholesale electric markets.

Com etitive 0 ortunities Proceedin:, The transition to a more .

competitive electric industry in New York State was set in motion
in August 1994 when the PSC instituted the Competitive
Opportunities Proceeding. The overall objective of this
proceeding is to identify regulatory and ratemaking practices
that will assist in the transition to a more competitive electric
industry.

On May 20, 1996, the PSC issued its Order in the Competitive
Opportunities Proceeding, which calls for a competitive wholesale
power market in early 1997 and the introduction of retail access
for all electric customers in early 1998. The Order also calls
for lowering rates for consumers, increasing customers'hoice of
suppliers, continuing reliability of service, continuing programs
that are in the public interest, allaying concerns about market
power and continuing customer protections and the

utilities'bligationto serve.

The Order strongly encourages divestiture, particularly of
generation assets, but does not require it. The Order states
that incentives for divestiture will be worked out for eachutility in conjunction with the rate and restructuring plan it
was required to submit by October 1, 1996. (See Electric Rate
and Restructuring Plan.) The Order also states that utilities
should have a reasonable opportunity to seek recovery of
strandable costs consistent with the goals of lowering rates,
fostering economic development, increasing customer choices and
maintaining reliable service. Certain aspects of the;,'-
restructuring envisioned by the PSC —particularly its apparent

19



determinations that it can deny a reasonable opportunity to
recover prudent past investments made on behalf of the public,
order retail wheeling, require divestiture of generation assets
and deregulate certain sectors of the energy market —could, if
implemented, have a negative effect on the operations of New
York's investor-owned electric utilities, including the company.

On October 9, 1996, the PSC issued a procedural order
allowing until January 7, 1997, (subsequently extended for the
company until March 25, 1997) to complete the discovery and
settlement negotiations regarding the utilities submissions. Anevidentiary hearing will be held in each case in which a proposedsettlement agreement is filed and opposed by one or more parties.
Ener Association Lawsuit: In September 1996 the company joinedwith six other New York utilities and the Energy Association of
New York State (Energy Association) in filing a lawsuit in the
New York State Supreme Court, Albany County (Court) to annul the
PSC s Order in the Competitive Opportunities Proceeding. The
lawsuit seeks a declaration that the PSC's Order is unlawful, orin the alternative, that the Court clarify that the PSC's Orderis simply a policy statement,and can be given no binding effect
by the PSC. The intent of the lawsuit is not to challenge thetransition to competition, but to ensure that the transition isorderly and competition is fair to customers, shareholders and
taxpayers. The lawsuit was necessary to preserve the company'sshareholders'ights to have the opportunity to recover prudent
investments made to serve customers and to protect thereliability of the electric system. To preserve those rights alawsuit had to be filed within four months of the PSC's Order.

~
'he

lawsuit contends, among other things, that the PSC did
not follow proper procedures in reaching its decision in the
Competitive Opportunities Proceeding and lacks the statutory orlegal authority to: deny a reasonable opportunity for utilitiesto recover past expenditures prudently incurred to fulfilltheir
legal obligation to provide electricity service to the public,
mandate retail wheeling, deregulate the rates charged byelectricity generators or the energy services sector and orderdivestiture of the utilities assets. On November 26, 1996, the
Court issued a decision denying the relief requested.

On December 24, 1996, the seven New York utilities and the
Energy Association appealed the decision to the New York State
Supreme Court, Appellate Division (Third Department).

Given the uncertainties regarding the Competitive
Opportunities Proceeding and the Energy Association lawsuit to
annul the PSC's Order in that proceeding, the company is unableto predict the outcome of this proceeding and the ultimate effect
on the company's financial position, results of operations, or
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its eligibility to continue applying Statement of Financial
Accounting Standards No. 71 (Statement 71), Accounting for the
Effects of Certain Types of Regulation. (See Accounting Issues.)

Electric Rate and Restructurin Plan: On September 27I 1996( the
company submitted a five-year rate and restructuring plan
(NYSEGPlan) in response to the PSC's Order dated May 20, 1996, in
the Competitive Opportunities Proceeding. The company
anticipates amending NYSEGPlan in the near future to provide for
the formation of a holding company. If implemented with the
anticipated amendments, NYSEGPlan would:

Freeze the average retail price of electricity for five
years, beginning August 1, 1997, and allow customers to
increase their electricity use at up to half the
present price.
Allow the company to form a holding company and
transfer designated coal-fired generation assets
to a generation company or companies within the
holding company structure.
Introduce wholesale competition on August 1, 1997, and
phase in retail competition beginning August 1, 1998.

Give investors a reasonable opportunity to fully
recover past, prudently incurred costs.

In NYSEGPlan, the company emphasizes that lowering electric
prices will take a combination of competition and a reduction of
mandated costs, such as power purchases from nonutility
generators (NUGs) and New York State's high taxes. Those
mandated costs have resulted in excess payments to NUGs and taxes
in New York State that are more than twice the national average.
Such above-market costs will diminish the ability of New York
State utilities to compete in the retail market with utilities in
other states.

NYSEGPlan is contingent upon the receipt of electric price
increases of 2.8% scheduled for August 1, 1996, and 2.74 a year
later, as approved by the PSC in August 1995 under the company's
three-year electric rate settlement agreement. The price
increases are needed primarily to cover the rising cost of NUG
power, higher taxes and past expenditures whose recovery has been
delayed. NYSEGPlan is also contingent upon the reasonable
opportunity to fully recover prudently incurred investments, the
outcome of the Energy Association lawsuit, FERC approval and
implementation of a statewide Independent System Operator and
Power Exchange, no restriction on investment and earnings by
unregulated affiliates and final corporate and regulatory
approvals. (See Energy Association Law'suit and Rate Matters.)
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Generation Business: The company plans to transfer designated
generation assets to a generation company or companies. (SeeElectric Rate and Restructuring Plan.) The company has sharpenedits focus on the evolving wholesale power market and is'oncentrating on maximizing short-term wholesale power sales and
pursuing and negotiating creative medium- and long-term wholesale
sales contracts to improve its competitive position.

In July 1996 the company announced plans to remove three
generating units from active service by mid-1997, if initiatives
to improve the marketability of their output do not succeed. The
three units, two at Jennison Generating Station and one at
Hickling Generating Station, represent 116 megawatts (MW) of
capacity and would be placed on long-term cold standby.
Currently Goudey, Greenidge and Hickling generating stations each
have one unit on long-term cold standby, representing a combined
capacity of 133 MW. Certain of these units operated
intermittently in 1996 when energy markets were favorable.
Petition to the FERC on NUGs: In February 1995 the company
petitioned the FERC asking for relief from having to pay
approximately $ 2 billion more than its avoided costs for power
purchased over the lives of two NUG contracts. The FERC denied
that petition in April 1995 and denied the company's subsequent
request for a rehearing. The company believes that the
overpayments under the two contracts violate the Public Utility
Regulatory Policies Act of 1978.

In June 1995 the company filed a petition with the United
States Court of Appeals for the District of Columbia to review
the FERC's decision.

The company continues to seek cost-effective ways to
terminate or renegotiate existing NUG contracts and thus reduceits overpayment burdens under such contracts.
FERC Orders 888 and 889: In April 1996 the FERC issued Orders
888 and 889 adopting final rules to facilitate the development of
competitive wholesale electric markets by opening, up transmission
services and to address the resulting stranded costs.

The FERC directed all public utilities to file a compliance
open-access transmission tariff on or before July 9, 1996. Order
888 allows each utility to submit further modifications to itstariff, and allows customers to request modifications to thetariff. The company filed its compliance open-access
transmission tariff and a modified open-access transmissiontariff on July 9 and July 10, 1996, respectively. The FERC
accepted the company's transmission rates filed on July 9, 1996,
subject to refund and set the rates for hearing. As required by
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the FERC, in February 1997 the company filed a new compliancetariff with respect to non-rate terms and conditions, which
became effective retroactively on January 29, 1997.

Under the compliance tariff, the company must offer
transmission service to its wholesale customers on terms
comparable to those it applies to itself, and it is also required
to offer and/or provide certain ancillary services. The
company's tariff and tariffs of other utilities could adversely
affect the revenues received and payments made by the company in
connection with its transmission and wholesale power
transactions.

On December 30, 1996, the New York Power Pool (NYPP), of
which the company is a member, submitted a compliance filing with
the FERC in response to .Order 888. This filing indicates the
intention to restructure the NYPP using an Independent System
Operator (ISO) structure, as endorsed by the FERC. On January
31, 1997, the NYPP submitted an additional restructuring filing,
which includes proposals to establish an ISO, a Power Exchange
and a New York State Reliability Council. The company is unable
to predict the outcome of these filings and their ultimate effect
on the company,'s financial position or results of operations.
Natural Gas Industry 1

During 1996 the company added nine natural gas franchises
and gained approximately 5,000 natural gas customers in both new
and existing franchise areas. The company plans to continue to
increase its natural gas business through the expansion of
natural gas service in existing franchise areas and to acquire
new franchises. The company completed two new large pipelines in
December 1996. A 25-mile pipeline system was constructed, and
natural gas began flowing to large industrial and public
authority customers in 'the Plattsburgh area. A 10-mile pipeline
was constructed, and natural gas began flowing to a largeindustrial customer in Cobleskill.

The natural gas business has experienced a number of
regulatory changes, including FERC Order 636, which has been in
effect for three years, and recent PSC opinions and orders.
PSC 0 inions and Orders: The PSC issued an Opinion and Order in
December 1994 (December Order) that set forth the policy
framework to guide the transition of New York's gas distribution
industry to a more competitive marketplace after the
implementation of FERC Order 636. The PSC subsequently issued an
Order on Reconsideration in August 1995 addressing petitions for
rehearing or clarification of the December Order. In November
1995 the company and other utilities filed restructuring tariffs
in compliance with the Order on Reconsideration.
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Under the company's natural gas tariffs that were approved
by PSC Order in March 1996 (March Order) with certain
modifications, all of the company's customers — residential,
small business and commercial, and industrial —may buy natural
gas from other sources under a small customer aggregation
program, with the company providing delivery service for a
separate fee. The company has been offering unbundled
transportation services for a decade. The March Order approvingthe company's tariffs is not expected to have a material effect
on the-company's natural gas operations. Consistent with the
March Order, the company is implementing new services to compete
more effectively for sales to larger, more sophisticatedtransportation customers as well as smaller customers.

Seneca Lake Natu al Gas Stora e P o ect: The company's Seneca
Lake storage project was placed in service in December 1996. Theproject consists of a natural gas storage cavern, a compressorstation and two natural gas transmission pipelines. The storagefacility, located north of Watkins Glen on the west side of
Seneca Lake, includes a depleted salt cavern that has a workingcapacity of 800 million cubic feet of natural gas.

The project's primary purposes are to ensure an adequatenatural gas supply to customers and to support economic growth insouthern and central New York. The project also allows the
company to increase supply flexibility, retire two inefficient
and expensive propane plants and reduce pipeline demand charges.

The company expects to expand the project in 1997, at anestimated cost of $ 10 million. The expansion will allow for
growth in the company's wholesale natural gas business throughthe sale of storage capacity in interstate commerce. The companysubmitted a filing to the PSC in December 1996 for approval to
expand the project, and submitted a filing to the FERC in January
1997 for approval to provide additional services related to theproject expansion. e'conomic

and Business Climate

For the past few years the sluggish economy in New York
State has limited the company's sales growth opportunities and
increased the difficulty of retaining and expanding itsindustrial customer base. There are indications, however, thatthe state's economic and business climate is improving. Whenfully implemented, proposed tax cuts in combination with
previously legislated tax cuts will reduce business and personaltaxes by $ 5.7 billion a year, and more than 400 burdensome
business regulations will have been eliminated or changed.
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. The company continues to focus on improving sales. .The
flexible rates the company has developed allow it to negotiate
long-term contracts with eligible electric and natural gas
customers. The contracts may cover existing or new load, or
both.

Accounting Issues (See Note 1.)

The PSC's Competitive Opportunities Proceeding could affect
the eligibility of the company to continue applying Statement 71.
Zf the company could no longer meet the criteria of Statement 71
for all or a separable part of its business, the company may have
to record as expense or revenue certain previously deferred items
(regulatory assets and regulatory liabilities) and may have to
record as a loss the amount for power purchase contracts with
NUGs that is above the estimated price in a competitive
marketplace. These items are currently recovered in rates.

At December 31, 1996 and 1995, the company had $ 604 million
and $ 690 million, respectively, of regulatory assets, and $ 269
million and $ 294 million, respectively, of regulatory liabilities
on its balance sheets. At December 31, 1996, the company also
had power purchase contracts with NUGs that, on a present value
basis, are $ 1.8 billion above the estimated price in a
competitive marketplace. Although the company believes it will
continue to meet the criteria of Statement 71 in the near future,it cannot predict what effect a competitive marketplace or future
PSC actions will have on its ability to continue to do so.

The company has other costs currently being recovered in
rates that may not be fully recoverable in a competitive
marketplace, including operating costs for certain generating
plants that may be above the market price for electricity. Theinability to recover those above-market costs would have an
adverse effect on the company's financial position and results of
operations.

Energy Services (See Note 10.)

The company has been making investments in energy services
companies through its subsidiary, NGE Enterprises, Inc. (NGE).
Those companies provide energy, financial and environmental
services.

During 1996 NGE determined that EnerSoft Corporation
(EnerSoft), a computer software and real-time information and
trading systems company, no longer fit NGE's strategic focus. As
a result, the company took a $ 10 million (14 cents per share)
charge against earnings in 1996 to write down NGE's investment in
EnerSoft, and exited that business in December 1996.
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XENERGY, Inc. (XENERGY), acquired in June 1994, is an energyservices, information systems and energy-consulting company
serving utilities, governmental agencies and end-use energy
consumers. XENERGY's revenues were slightly higher in 1996 thanin 1995, and are expected to grow in 1997.

XENERGY has been successful in securing customers underpilot programs for retail electricity competition. . In
Massachusetts, XENERGY was chosen to supply 200 thousand
megawatt-hours per year to the Massachusetts High Technology
Council, a group of 13 companies participating in the pilot
program. In New Hampshire, XENERGY has formed an alliance with
Freedom Energy Company, L.L.C. to supply power to customers
representing approximately 104 of the 50-megawatt load in thepilot program.

The company's investment as of December 31 and net loss forthe year ended December 31 related to NGE are:

1996 '995 1994

Investment
Net Loss*

(Millions)
$ 57 $ 54 $ 47
$ 21 , $ 12 $ 6

*Includes net loss from EnerSoft of $ 16 million, $ 7 million and
$ 5 million in 1996, 1995 and 1994, respectively. EnerSoft's 1996net loss includes $ 10 million related to NGE's decision to exitthat business.

The company expects that NGE will continue to incur
operating losses at least through 1997, but at a lower level dueto the exit from EnerSoft.

Rate Matters

Electric Rate Settlement

The company's current three-year electric rate settlement
agreement (electric agreement), approved by the PSC on August 1,
1995, is effective for the period August 1, 1995, through July
31, 1998. Effective August 1 each year, the electric agreement
provides for:

1995 9 6 1997

Revenue increase (millions) $ 45.1 $45.3
Percent increase 2.94 2.8%
Allowed return on equity 11.24

$ 45.5
2.74

The rate increases for years two and three of the electric 0
agreement are primarily to cover increases in the mandated
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purchases of power from NUGs, higher taxes and past expenditures
whose recovery has been delayed to lessen previous rate
increases.

NUG power purchases, including termination costs, totaled
$ 320 million in 1996, and the company estimates that such
purchases will total $ 338 million in 1997, $ 351 million in 1998
and $ 352 million in 1999. (See Note 8.)

At the time the electric agreement was approved by the PSC,
the rate design for years two and three had yet to be determined.
In May 1996 a PSC administrative law judge issued a Recommended
Decision (RD) on the rate design for years two and three. In
July 1996 the company submitted the draft rate design for year
two to the PSC. This rate design was based on the RD and had an
effective date of September 1, 1996.

The PSC issued an order in August 1996 that deferred the use
of the year-two rates contained in the filing through December
30, 1996, unless otherwise ordered by the PSC. In September 1996
the company filed a petition for rehearing with the PSC
requesting that the PSC vacate its August Order and place in
effect a tariff containing a revenue allocation and rate design
that would increase revenues $ 45.3 million during year two of the
electric agreement. On December 18, 1996, the PSC issued an
order that further deferred use of the year-two rates through
June 30, 1997. On January 16, 1997, the PSC issued an order
denying the petition for rehearing and stated that the petition
should be considered in the context of NYSEGPlan. (See Electric
Rate and Restructuring Plan.)

On December 23, 1996, the company filed a lawsuit in the New
York State Supreme Court, Albany County. Among other things, the
lawsuit asks for a judgment directing the PSC to immediately
issue an order granting the company rates that include year-two
rate increases.

The company is unable to predict the outcome of this matter
and its ultimate effect on the company's financial position or
results of operations.

Natural Gas Rate Settlement

The company's natural gas rate settlement agreement (gas
agreement), which was authorized by the PSC in December 1995,
freezes natural gas prices from December 15, 1995, until July 31,
1998. The natural gas rates approved in the gas agreement made
permanent, until July 31, 1998, a 3.24 increase, less an
adjustment of about $ 1 million. That increase became effective
August 1, 1995, the .final year of the gas portion of the previous
three-year electric and natural gas rate settlement agreement.
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An earnings sharing mechanism in the gas agreement provides
that the average of the earned equity returns (exclusive of
service quality awards or penalties) will be determined for the
three years, and half of the three-year average of net earnings
in excess of 144, if any, will be shared with customers.

The gas agreement eliminated, effective August 1, 1995, the
gas adjustment clause and the weather normalization clause, which
were used to collect from, or refund to, customers amounts
resulting from changes in the cost of purchased natural gas and
the effect of unusually warm or cold weather on natural gas
sales. The company uses risk management techniques such as
natural gas futures and options to manage natural gas commodity
prices and to fix margins on sales of natural gas.

Environmental Matters (See Notes 8 and 9.)
The company continually assesses actions needed to comply

with changing environmental laws and regulations. Any additional
compliance programs will require changes in the company's
operations and facilities and increase the cost of electric and.
natural gas service. Historically, rate recovery has been
authorized for environmental compliance costs.

The Clean Air Act Amendments of 1990 (1990 Amendments) limit
emissions of sulfur dioxide and nitrogen oxides and require 0
emissions monitoring. The U.S. Environmental Protection Agency
(EPA) allocates annual emissions allowances to each of the
company's coal-fired generating stations based on statutory
emissions limits. An emissions allowance represents an
authorization to emit, during or after a specified calendar year,
one ton of sulphur dioxide.

The company estimates that it will have allowances in excess
of the affected coal-fired generating stations'ctual emissions
during Phase I, which began on January 1, 1995. The company's
present strategy is to bank excess allowances for use in later
years. It is estimated that the company will meet Phase II
(begins January 1, 2000) emissions requirements through the year
2004, by using allowances banked during Phase I together with the
company's Phase II annual emissions allowances. This strategy
could be modified should market or business conditions change.
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Investing and Financing Activities
Investiny Activities

Capital expenditures for the company's electric and natural
gas businesses, including nuclear fuel and the allowance for
funds used during construction (AFDC), totaled $ 215 million in
1996, $ 164 million in 1995 and $ 248 million in 1994.
Expenditures in those three years were primarily for the
extension of service, necessary improvements to existing
facilities and compliance with environmental requirements. In
1996 and 1995 capital expenditures were financed entirely with
internally generated funds.

Capital expenditures projected for 1997, 1998 and 1999 are
$ 141 million, $ 157 million and $ 128 million, respectively, and
are expected to be financed entirely with internally generated
funds. (See Note 8.)

Financing Activities
In September 1996 the company initiated a common stock

repurchase program of not to exceed four million shares. As of
December 31, 1996, the company had repurchased 1,832,500 shares .

at an average price of $ 21.90 per share. Common stock equity was
reduced by $ 40 million as a result of the repurchase. The
comp'any plans to purchase shares from time to time as market and
other conditions warrant.

The company s other financing activities during 1996, funded
through the issuance of commercial paper, consisted of:

The redemption, at a premium, of $ 100 million of 8.954
preferred stock.

The redemption, at par, of $ 23 million of 9 7/84 Seriesfirst mortgage bonds, due February 1, 2020, pursuant to
a sinking fund provision in the company's mortgage
indenture.

The redemption, at a premium, of the remaining $ 37
million of 8 5/8% Series first mortgage bonds due 2007.

The purchase, at a discount, of $ 2.60 million of 4.154
preferred stock, $ 1.98 million of 4.404 preferred stock
and $ 1.48 million of 4.15% (1954) preferred stock.

Since 1987 the company has reduced its debt from 624 to 454
of total capital (includes current maturities) and has raised its
common stock equity from 33% to 51% of total capital at December
31, 1996.
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The company reduced its embedded cost of long-term debt to
6.94 at the end of 1996, and has refinanced and/or redeemed more
than $ 1.8 billion in long-term debt since the beginning of 1988.
The embedded cost of preferred stock, which was reducedsignificantly due to the redemption of the 8.954 preferred stock,
was 64 at December 31, 1996. Annual interest expense and
preferred stock dividends have been reduced by nearly $ 80 million
since the beginning of 1988.

The company uses short-term, unsecured notes, usually
commercial paper, to finance certain refundings and for other
corporate purposes. There was $ 129 million and $ 29 million of
commercial paper outstanding at December 31, 1996 and 1995,respectively, at weighted average interest rates of 5.84 and
6.1%, respectively.

The company also has a revolving credit agreement withcertain banks that provides for borrowing up to $ 200 millionuntil December 31, 2001. There were no amounts outstanding underthis agreement during 1996 or 1995.

e.

~ 8
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Results of Operations

1996 1995

1996 1995
over over
1995 1994

1994 Chan e Chan e
(Thousands,

Total Operating Revenues $ 2,059,371
Operating Income $ 457,543
Earnings Available for

Common Stock $ 168,711
Average Shares Outstanding 71/ 127
Earnings Per Share $ 2.37
Earnings Per Share Excluding

Certain Charges $ 2.51
Dividends Per Share $ 1.40

$ 177,969
71,503

$ 2.49

$ 168,698
71,254

$ 2.37

$ 2.49
$ 1.40

$ 2.49
$ 2.00

except per share amounts)
$ 2/009/541 $ 1/898/855

$ 472,144 $ 438,575
2%

(3~)

(5>)
(14)
(5)

84

5%

54'304)

Earnings per Share

Earnings per share for 1996 were 12 cents lower than 1995
earnings per share.'ithout a charge of 14 cents per share to
write down an investment in EnerSoft Corporation by NGE

.Enterprises, Inc., 1996 earnings per share would have been two
cents higher than the prior year.

Higher electric and natural gas=retail sales, mainly due to
a combination of cold weather in the first quarter of 1996 and
additional customers, added five cents per share to earnings.
Lower interest charges in 1996 added nine cents per share to
earnings and a reduction in preferred stock dividends, primarily
due to the redemption of $ 100 million of 8.954 preferred stock,
net of related interest expense on commercial paper, added 10
cents per share to earnings. Earnings per share were reduced 15
cents because of lower electric retail margins, primarily due to
increases in mandated purchases of power from NUGs. (See Electric
Rate Settlement.) Higher operating costs further decreased
earnings six cents per share.

Earnings per share in 1995 were 12 cents higher than in
1994. Excluding a charge for the 1993 production-cost penalty
that lowered 1994 earnings by 12 cents per share, earnings per
share were unchanged between 1995 and 1994.
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Higher electric and natural gas prices added eight cents per
share to 1995 earnings and higher profits on wholesale sales ofelectricity added five cents. The company's efforts to control
operating costs increased 1995 earnings two cents per share.
Lower interest charges in 1995, primarily due to the refinancing
and retirement of debt, added six cents per share to earnings.
Those increases were offset by an 11 cent per share decrease in
other income and deductions, mostly because of higher losses
incurred by NGE, and a nine cent charge to earnings per share for
higher maintenance expenses, including storm-related costs.
Interest Expense

Compared to the prior year, interest expense (before the
reduction for allowance for borrowed funds used during
construction) decreased $ 6 million and $ 9 million in 1996 and
1995, respectively. The decreases in both years were primarily
the result of the refinancing and retirement of certain issues of
long-term debt.

Dividends Per Share

The quarterly common stock dividend for 1996 was unchanged
compared to 1995. Dividends per share for 1995 decreased 304
compared to the prior year because the board of directors reduced
the quarterly common stock dividend from 55 cents per share to 35
cents per share in October 1994. Future dividend levels will
depend on many factors, including the effect of industry
restructuring on earnings.
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1996 1995
(Thousands)

1994

operating Results for the Electric Business Segment
1996 1995
over over
1995 1994

Chan e Chan e

Retail Sales — Megawatt-
Hours(mwh)

~ Operating Revenues
Operating Expenses
Operating Income

13,216
$ 1,723,147
$ 1,322,885

$ 400,262

13,093 13g148 14
$ 1g708g297 $ 1g600I075 lg
$ 1g286I969 $ 1g202g328

3%'42

1 I 328 $ 397 I 747 (5%')

7%
74
64

Electric retail sales increased in 1996 primarily because of
cold weather in the first quarter of 1996 and additional
customers.

The slight decrease in electric retail sales in 1995
resulted from the sluggish economy in the company's service
territory. Although there were significant changes in weather
during 1995 compared to 1994, the overall effect on sales was
minimal.

0 eratin Revenues: The .$ 15 million increase in electric
operating revenues for 1996 was primarily due -to higher retail
sales, which added $ 14 million to revenues. An increase in
wholesale sales of electricity added $ 12 million to revenues and
changes in prices effective August 1995, net of the effect of
eliminating the fuel adjustment clause, added $ 6 million to
revenues. Those increases were partially offset by an increase
in regulatory deferrals of $ 21 million.

Electric operating revenues for 1995 were $ 108 million
higher than 1994 revenues. Revenues rose $ 87 million because of
increases in electric prices, due to changes in rates effective
August 1995 and 1994, primarily to accommodate increased mandated
purchases of NUG power. An increase in wholesale sales of
electricity added $ 9 million to 1995 revenues. Electric revenues
for 1994 were reduced by $ 13 million because of the 1993
production-cost penalty that was recorded in the second quarter
of 1994.

'I
0 era0in Ex enses: Electric operating expenses rose $ 36 million
in 1996. Electricity purchases, mostly required purchases from
NUGs, increased operating expenses $ 42 million. That increase
was partially offset by an $ 8 million decrease in fuel used in
electric generation.

The $ 85 million increase in electric operating expenses in
1995 is primarily attributable to an increase of $ 76 million in
electricity purchased, mostly due to NUG purchases. Maintenance
expenses, including storm-related costs, rose $ 10 million.

33



Operating Results for the Natural Gas Business Segment
1996
over over

1996 1995
(Thousan4s)

1994
1995 1994

Chan e Chan e

Deliveries-
Dekatherms (dth)

Operating Revenues
Operating Expenses
Operating Income

61,542
$ 336,224
$ 278,943

$ 57,281

58,535
=$ 301,244

$ 250,428
$ 50,816

58, 624 54
$ 298g780

124'257,952

114'40p82813%

1a ~
(3~)
244

Natural gas deliveries increased in 1996 due to a
combination of cold weather in the first quarter of 1996
and additional customers.

Natural gas deliveries for 1995 were almost equal to 1994deliveries. The sluggish economy in the company's serviceterritory continued to affect sales, which were below
expectations. There were significant changes in weather during
1995 compared to 1994, but the overall effect on 1995 sales wasminimal.

0 ratin Revenues: Natural gas operating revenues for 1996increased $ 35 million over 1995 revenues. A change in ratestructure effective December 1995 and changes in rates effective
August 1995 added $ 20 million to revenues. Higher retail sales
added $ 9 million to revenues and an increase in transportation ofcustomer-owned gas added $ 4 million to revenues for the year.

In 1995 natural gas operating revenues increased $ 2 million,primarily as a result of higher natural gas prices that added $ 3million to revenues. Changes in rates effective in August 1995
and 1994 were the primary reason for the higher natural gasprices.
0 eratin Zx enses: Comparing 1996 to 1995, natural gasoperating expenses rose $ 29 million. An increase in natural gas
purchased, due to higher commodity costs and higher deliveries,
added $ 23 million and an increase in certain operating costs
added $ 5 million to expenses.

The $ 8 million reduction in natural gas operating expensesin 1995 was due to a combination of factors. Natural gas
purchased decreased $ 12 million mainly because of lower commodityprices. That decrease was partially offset by higherdepreciation and distribution operation expenses that each added
$ 1 million to operating expenses.
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Item 8. Financial statements and su lementar data

New York State Electric & Gas Corporation
Consolidated Statements of Income

Year Ended December 31 1996 1995 1994

Operating Revenues
Electric ~ ~ ~ ~ ~ ~ ~

Natural gas

Total Operating Revenues

(Thousands, except per share amounts)

$ 1/723/ 147 $ 1/708/297 $ 1/600/075
336/ 224 301 / 244 298/ 780

2/059/371 2/009/541 1/898/855

Operating Expenses
Fuel used in electric generation
Electricity purchased
Natural gas purchased
Other operating expenses
Maintenance.
Depreciation and amortization
Other taxes

222,102
360,753
172,705
342,455
107,697
189,401
206,715

229,759
318,440
149,789
326,922
116,807
184,770
210,910

231, 648
242,352
161,627
328,961
106,637
178,326
210,729

Total Operating Expenses 1 / 601 / 828 1 / 537/ 397 1 / 460/ 280

operating Income.
terest Charges, Net
her Income and Deductions

Income Before Federal Income Taxes
Federal Income Taxes

0 Net Income.
Preferred Stock Dividends

457, 543
122,729
48,630

286,184
107,943

178, 241
9,530

472,144
129,567

30,023

312, 554
115,864

196, 690
18,721

438,575
136,092

12/377

290,106
102,461

187,645
18,947

Earnings Available for Common Stock $ 168,711 $ 177 / 969 $ 1 68 / 698

Earnings Per Share.
Average Shares Outstanding.

$ 2. 37
71, 127

$ 2.49
71, 503

$ 2.37
71,254

x'he notes on pages 40 through 57 are an integral part of the financial
statements.
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New York State Electric & Gas Corporation
Consolidated Balance Sheets

December 31

Assets

1996 1995

(Thousands

Current Assets
Cash and cash equivalents
Special deposits
Accounts receivable, net
Fuel, at average cost
Materials and supplies, at average cost
Prepayments
Accumulated deferred federal income

tax benefits, net

$ 8, 253
31,364

189,043
36,472
43,044
47,169

3,424

$ 11,433
5,785

195,834
33, 682
44,809
31/371

7,594

Total Current Assets

Utility Plant, at Original Cost
Electric ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~

Natural gas
Common o ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~

Less accumulated depreciation
Net Utility Plant in Service

Construction work in progress

Total Utility Plant

Other Property and Investments, Net

Regulatory and Other Assets
Regulatory assets
Unfunded future federal income taxes
Unamortized debt expense
Demand-side management program costs
Other regulatory assets

Total regulatory assets

Other assets

Total Regulatory and Other Assets

Total Assets

358,769

5, 177, 365
529, 023
151,290

5, 857, 678
1,933,599

3,924,079
58,285

3,982,364

'99,221

269,767
80,745
71,425

181,661

603,598

15,729

619,327

$ 5,059,681

330,508

5,090,044
445,256
140,686 ~

5,675,986
1,791,625

3,884,361
79 '

3,963,

99, 633

323,446
85,023
74,824

206,736————— ~
690, 029

30,571.

720,600—————0
$ 5,114,331

The notes on pages 40 through 57 are an integral part of the financial
statements.
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December 31

New York State Electric & Gas Corporation
Consolidated Balance Sheets

1996 1995

abilities~ ~ ~

~ ~ ~ ~Current Liabilities
Current portion of long-term
Commercial paper
Accounts payable and accrued
Interest accrued
Taxes accrued
Other

Total Current Liabilities

debt
~ ~ ~ ~ ~ ~

liabilities

(Thousands)

$ 83,488
129,300
121, 123
22,195

71, 324

$ 37,003
28,620

117,637
24,093
22,231
68,027

427(430 297/611

Regulatory and Other Liabilities
Regulatory liabilities
Deferred income taxes — unfunded future

,
income taxes

Deferred income taxes
Other liabilities

federal
~ ~

(

~ ~

109/065
94,004
65,471

128, 643
108,605

56,729

Total regulatory liabilities
Other liabilities
Deferred income taxes
Other postretirement benefits
Liability for environmental restoration

0 Other ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~

otal other liabilities
Long-term debt

Total Liabilities
Commitments

~ ~ ~

268,540 293,977

751,553
95,195
32,100
74,627

743,484
75,683
31,800
81,288

953 / 475 932 / 255

1/480/814 1/581/448

3 / 130/ 259 3 / 105/ 29 1

Preferred Stock Redeemable Solely at the Option of
the Company

Preferred Stock Subject to Mandatory Redemption
Requirements

134,440

25,000

140,500

125,000

Common Stock Equity
Common stock ($ 6.66 2/3 par value,

shares authorized and 69,670,327
shares issued and outstanding at
1996 and 1995, respectively)

Capital in excess of par value
Retained earnings

90,000,000
and 71,502,827
December 31,

~ ~ ~

~ ~ ~

464,469
816,384
489,129

476, 686
842,442
424,412

Total Common Stock Equity 1(769(9821/743/540

$ 5(059/681 $ 5( 114/331

The notes on pages 40 through 57 are an integral part of the financial
statements.
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New York State Electric & Gas Corporation
Consolidated Statements of Cash Flows

Year Ended December 31 1996 1995

178,326
(1,944)

37,910

184,770
15,022

(40,169)
19,286
10,281
13,589

6,791
(1,025)
3,486

52,144

25,921
5,924

(4, 125)
20,721 ~

(Thousands)
Operating Activities 0Net income . . . . . . . . . . . . . . ~ ~ $ 178,241 $ 196,690 $ 187,645
Adjustments to reconcile net income to net cash
provided by operating activities
Depreciation and amortization . . . . . . . . . 189,401
Deferred fuel and purchased gas . . . . . . . . 1,066
Federal income taxes and investment tax credits

deferred, net . . . . . . . . . . . . . . . . 28,928 52,362
Changes in current operating assets and liabilities

Accounts receivable
Inventory
Accounts payable and accrued liabilities

Other, net

Net Cash Provided by Operating Activities
Investing Activities
Utilityplant capital expenditures
Proceeds from governmental'and other sources
Expenditures for other property and investments
Funds restricted for capital expenditures

Net Cash Used in Investing Activities
Financing Activities
Issuance of pollution control notes andfirst mortgage bonds
(Repurchase) sale of common stock
Revolving credit agreement, net
Repayments of preferred stock, first mortgage

bonds and pollution control notes,
including net premiums

Changes in funds set aside for first mortgage
bond and preferred stock repayments

Long-term notes, net
Commercial paper, net
Dividends on common and preferred stock

Net Cash Used in Financing Activities

459 i 032 451 i 831 450~ 378

(40,198)
37,000

0
ns

23,386
(50,000)

( 171 g 478) (92 i 395) (497 i 450)

(25 i 000) 95 ~ 000
(2 i 581) (5i 504) (2 i 290)

100 i 680 ( 123 ~ 280) 101 ~ 700
(111 J323) (118i940) (161i676)

~ (249 g 900) (303 g 1 19) (216 i 330)

(214)373)(163(401)(246(536)
2)977 5i621 23)915 ~

(916) (3 g 145) (34 i 482)
1p324 41i 113

~ (212g312) (159i 601) (215i 990)

Net (Decrease) Increase in Cash and
Cash Equivalents

Cash and Cash Equivalents, Beginning of Year

Cash and Cash Equivalents, End of Year

(3 i 180) (10i 889)
11,433 22,322

$ 8i253 $ 11 i433

18,058
4(264 0

$ 22,322

The notes on pages 40 through 57 are an integral part of the financial
statements.
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0 0

New York State El ~c & Gas Corporation
Consolidated Statements of Changes in Common Stock Equity

(Thousands, except shares and per share amounts)

Common Stock Capital in
$ 6.66 2/3 Par Value Excess of Retained
Shares Amount Par Value Earnings Total

Balance Januar 1 1994 70 595 985 470 640 824 943 320 114 1 615 697
Net income
Cash dividends declared

Preferred stock (at serial rates)
Redeemable — optional

— mandatory
Common stock ($2.00 per share)

Issuance of stock
Dividend reinvestment and

stock purchase plan
Amortization of capital stock

issue ex ense

906,842 6,046 17,450

769

187,645

(8,419)
(10,528)

(142,265)

187,645

(8, 419)
(10,528)

(142,265)

23,496

769
Balance December 31 1994 71 502 827 476 686 841 624 346 547 1 664 857

Net income
Cash dividends declared

Preferred stock (at serial rates)
LD Redeemable — optional

— mandatory
Common stock ($ 1.40 per share)

Amortization of capital stock
issue ex ense 818

196, 690

(8,196)
(10,525)

(100,104)

196,690

(8, 196)
(10,525)

(100,104)

818
Balance December 31 1995

Net income
Cash dividends declared

Preferred stock (at serial rates)
Redeemable — optional

— mandatory
Common stock ($1.40 per share)

Common stock repurchase
Premium paid on preferred stock

redemption, net
Amortization of capital stock

issue ex ense
Balance December 31 1996

71- 502 827 476 686

(1, 832, 500) (12, 217)

69 670 327 464 469

842 442 424 412
178,241

(7, 955)
(1, 575)

(99,611)
(27,981)

(4, 383)

1 923
816 384 489 129

1,743 540
178,241

(7, 955)
(1, 575)

(99,611)
(40, 198)

(4,383)

1 923
1 769 982

The notes on pages 40 through 57 are an integral part of the financial statements.



Notes to Consolidated Financial Statements

1 Significant Accounting Policies

Principles of consolidation
~ .

The consolidated financial statements include the company s subsidiaries,
Somerset Railroad Corporation (SRC) and NGE Enterprises, Inc. (NGE).

Utilityplant
The cost of repairs and minor replacements is charged to the appropriate

operating expense accounts. The cost of renewals and betterments, includingindirect costs, is capitalized. The original cost of utility plant retired or
otherwise disposed of and the cost of removal less salvage are charged to
accumulated depreciation.

Depreciation and amortization

Depreciation expense is determined using straight-line rates, based on the
average service lives of groups of depreciable property in service.
Depreciation accruals were equivalent to 3.54 of average depreciable propertyfor 1996, 1995 and 1994. Amortization expense includes the amortization ofcertain regulatory assets authorized by the Public Service Commission of the
State of New York (PSC).

Accounts receivable

The company has an agreement that expires in November 2000 to sell,limited recourse, undivided percentage interests in certain of its account
receivable from customers. The agreement allows the company to receive up to
$ 152 million from the sale of such interests. At December 31, 1996 and 1995,
accounts receivable on the consolidated balance sheets are shown net of
$ 152 million of interests in accounts receivable sold. All fees associated
with the program are included in other income and deductions on the
consolidated statements of income and amounted to approximately $ 9 million, $ 10million and $ 7 million in 1996, 1995 and 1994, respectively. Accounts
receivable on the consolidated balance sheets are also shown net of an
allowance for doubtful accounts of $ 7 million at December 31, 1996 and 1995.
Bad debt expense was $ 19 million, $ 18 million and $ 20 million in 1996, 1995 and
1994, respectively.

In June 1996 the Financial Accounting Standards Board issued Statement of
Financial Accounting Standards No. 125 (Statement 125), Accounting for the
Transfer and Servicing of Financial Assets and Extinguishment of Liabilities,effective for transactions occurring after December 31, 1996. The company's
accounting complies with the provisions of Statement 125.
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Income taxes

~

~

~

~

~

~

~The company files a consolidated federal income tax return with SRC and
E. Deferred income taxes are provided on all temporary differences between

~ financial statement basis and
taxable income in accordance with Statement of Financial Accounting Standards
No. 109 (Statement 109), Accounting for Income Taxes. Investment tax credits,
which reduce federal income taxes currently payable, were deferred and are
being amortized over'the estimated lives of the applicable property.
Regulatory assets and liabilities

pursuant to Statement of Financial Accounting Standards No. 71 (Statement
71), Accounting for the Effects of Certain Types of Regulation, the company
capitalizes, as regulatory assets, incurred costs that are probable of recovery
in future electric and natural gas rates. In accordance with the company's
current electric and natural gas rate settlement agreements, the company is no
longer deferring certain costs that were previously subject to deferral
accounting, such as fuel and natural gas purchased. The company also records
as regulatory liabilities, obligations to customers to refund previously
collected revenue or to spend revenue collected from customers on future costs.

The company's regulatory assets and liabilities consisted of the
following:
December 31 1996 1996 1995 1995

funded future federal
Assets

Liabil-
ities Assets

(Thousands)

Liabil-
ities

income taxes
Deferred income taxes — unfunded

future federal income taxes
Deferred income taxes
Unamortized debt expense
Demand-side management

(DSM) program costs
Nonutility generator (NUG)

termination agreements
' Environmental remediation costs

Other postretirement benefits
Other

$ 269,767

80,745

71,425

43,991
32,100
18,417
87,153

$ 109,065
94,004

65,471

$ 323,446

85, 023

74,824

43,847
31,763
21,179

109,947

$ 128,643
108,605

56,729

Total $ 603,598 $ 268 ~ 540 $ 690 ~ 029 $ 293 g 977
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Unfunded future federal income taxes and deferred income
taxes are amortized as the related temporary differences reverse.
Unamortized debt expense is amortized over the lives of the
related debt issues. DSM program costs, other regulatory assets
and other regulatory liabiliti'es are amortized over various
periods in accordance with the company's rate settlement
agreements. The company is earning a return on all regulatory
assets for which the company has spent funds.

If the company could no longer meet the criteria of
Statement 71 for all or a separable part of its business, the
company may have to record as expense or revenue all or a portion
of its regulatory assets and liabilities and may have to record
as a loss the amount for power purchase contracts with NUGs thatis above the estimated price in a competitive marketplace.

I

Consolidated Statements of Cash Flows

The company considers all highly liquid investments with a
maturity or put date of three months or less when acquired to be
cash equivalents. Those investments are included in cash and
cash equivalents on the consolidated balance sheets.

Total income taxes paid were $ 98 million, $ 55 million and
$ 69 million for the years ended December 31, 1996, 1995 and 1994,
respectively.

Interest paid, net of amounts capitalized, was $ 112 million,
$ 118 million and $ 132 million for the years ended December 31,
1996, 1995 and 1994, respectively.
stimates

Preparation of the consolidated financial statements in
conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the
reported amounts of assets and liabilities at the date of the
financial statements and the reported amounts of revenues and
expenses during the reporting period. Actual results coulddiffer from those estimates.

Reclassifications
Certain amounts have been reclassified on the consolidated

financial statements to conform with the 1996 presentation.
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2 Income Tazes-

Year ended December 31 1996 1995 1994

Charged to operations .„

Current
Deferred, net

Accelerated depreciation
Revenue decoupling mechanism
Alternative minimum tax

(AMT) credit
Demand-side management
Miscellaneous

Investment tax credit (ITC)

Total

52,572
(2,153)

310
(1,267)

(14,197)
(6,337)

$ 107,943

55,493
(4,608)

18,009
21

(10,339)
(6,214)

$ 115,864

57,564
6,870

6, 076
(9, 048)

(17, 514)
(6,038)

$ 102,461

(Thousands)

$ 79,015 $ 63,502 $ 64,551

The company's effective tax rate differed from the statutory rate
of 35% due to the following:
Year ended December 31

Tax expense at statutory rate
Depreciation not normalized
ITC amortization
Research & Development credit
Cost of removal
Other, net

1996

$ 100,165
20,542
(6,337)

83
(2, 825)
(3, 685)

1995
(Thousands)

$ 109,396
19,774
(6,214)
(5,547)
(3,772)
2I 227

1994

$ 101,537
18,552
(6,038)
(1,.352)
(5,462)
(4, 776)

Total $ 1C7~943 $ 115g864 $ 102,461
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The company's deferred tax assets and liabilities consisted of
the following:
December 31 1996

(Thousands)
1995

Current Deferred Tax Assets $ 3,424 $ 7,594

Noncurrent Deferred Taxes
Depreciation
Unfunded future federal

income taxes
Accumulated deferred ITC
Future income tax benefit - ITC
Other

109,065
119,696
(41,847)

4,529

128,643
126,032
(44,488)
40,063

$ 761 g 794 $ 727 I 630

Total Noncurrent Deferred
Tax Liabilities

Valuation allowance
Less amounts classified as
regulatory liabilities
Deferred income taxes - unfunded
future federal income taxes

Deferred income taxes

953,237
1,385

109,065
94,004

977,880
2,852

128,643
108,605

Noncurrent Deferred Income Taxes $ 751,553 $ 743,484
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3 Long-Term Debt

At December 31, 1996 and 1995, long-term debt was:

Amount
Maturity

Dates
Interest

Rates 1996 1995

First mortgage
bonds (1)

Pollution control
notes (2) 2006 to 2034 3.304 to 6.154

Long-term notes 12/31/99
Various long-term notes
Obligations under capital leases
Unamortized premium and discount on debt, net

(Thousands)

613,000
29,900
15,809
10,699
(8,106)

613,000
31,000
5,501

14,799
(8,849)

$ 903 / 000 $ 963 g 000

Less debt due within one year — included
in current liabilities

1,564,302

83,488

1I 618 I 451

37,003

Total $ 1 / 480 g 8 14 $ 1 g 58 1 g 448

At December 31, 1996, long-term debt and capital lease
payments that will become due during the next five years are:

1997

$ 83,488

1998

$ 35,634

1999
(Thousands)

$ 33,906

2000

$ 1,899

2001

$ 51, 641

(1) The company's first mortgage bond indenture constitutes a
direct first mortgage lien on substantially all utility plant.
The mortgage also provides for a sinking and improvement fund.
This provision requires the company to make an annual cash
deposit with the Trustee equivalent to 14 of the principal amount
of all bonds delivered and authenticated by the Trustee prior to
January 1 of that year (excluding any bonds issued on the basis
of the retirement of bonds). The company satisfied the
requirement by depositing $ 23 million in cash in 1996 and 1997.
The funds were used to redeem, at par, $ 23 million of 9 7/84
Series first mortgage bonds, due February 2020, in both February
1996 and February 1997.

(2) Fixed-rate pollution control notes totaling $ 306 million
were issued to secure the same amount of tax-exempt pollution
control revenue bonds issued by a governmental authority. The
interest rates range from 5.70% to 6.154.
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Adjustable-rate pollution control notes totaling $ 132million were issued to secure the same amount of tax-exemptadjustable-rate pollution control revenue bonds (Adjustable-rate
Revenue Bonds) issued by a governmental authority. TheAdjustable-rate Revenue Bonds bear interest at rates ranging from
3.304 to 3.854 through dates preceding various annual interestrate adjustment dates. On the annual interest rate adjustment
dates the interest rates will be adjusted, or at the option ofthe company, subject to certain conditions, a fixed rate ofinterest may become effective. Bond owners may elect, subject tocertain conditions, to have their Adjustable-rate Revenue Bonds
purchased by the Trustee.

Multi-mode pollution control notes totaling $ 175 million
were issued to secure the same amount of tax-exempt multi-modepollution control refunding revenue bonds (Multi-mode Revenue
Bonds) issued by a governmental authority. The Multi-mode
Revenue Bonds have a structure that allows the interest rates to
be based on a daily rate, a weekly rate, a commercial paper rate,
an auction rate, a term rate or a fixed rate. Bond owners mayelect, while the Multi-mode Revenue Bonds bear interest at adaily or weekly rate, to have their bonds purchased by theRegistrar and Paying Agent. The maturity dates of the Multi-mode
Revenue Bonds are February 1, 2029, June 1, 2029, and October 1,
2029, and can be extended subject to certain conditions. At
December 31, 1996, the multi-mode pollution control notes boreinterest at the daily rate. The weighted average interest ratefor all three series was 3.2%, excluding letter of credit fees,for the year ended December 31, 1996.

The company has irrevocable letters of credit that supportcertain payments required to be made on the Adjustable-rate
Revenue Bonds and Multi-mode Revenue Bonds, and that expire onvarious letter of credit expiration dates. If the company is
unable to extend the letter of credit that is related to aparticular series of Adjustable-rate Revenue Bonds, that serieswill have to be redeemed unless a fixed rate of interest becomeseffective. Multi-mode Revenue Bonds are subject to mandatory
purchase upon any change in the interest rate mode and in certainother circumstances. Payments made under the letters of creditin connection with purchases of Adjustable-rate Revenue Bonds and
Multi-mode Revenue Bonds are repaid with the proceeds from the
remarketing of those Bonds. To the extent the proceeds are notsufficient, the company is required to reimburse the bank that
issued the letter of credit.
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4 Preferred Stock

At December 31, 1996 and 1995, serial cumulative preferred stock
was:

Series

Par Value
Per Redeemable

Share Prior to Per Share

Shares
Authorized

and Amount
Outstandin 1 1996 1995

(Thousands)

Adjustable
Rate (4) 25

Redeemable solely at
3.754 $ 100
4 1/24(1949) 100
4. 154 (2) 100
4.404'2) 100
4.15% (1954)(2) 100
6.484 100
7.404 (3) 25

the option of

12/1/98
Thereafter

12/1/98
Thereafter

the company:
$ 104.00

103.75
101.00
102.00
102.00
102.00
26.85
25.00

27.50
25.00

150,000
40,000
14,000
55,200
35,200

300,000
1,000,000

$ 15,000
4,000
1(400
5,520
3,520

30,000
25,000

2g 000'00 50'00

$ 15,000
4,000
4,000
7,500
5,000

30,000
25,000

50, 000

Total $ 134,440 $ 140,500

Subject to mandatory redemption requirements:
6.30% (5) 100 1/1/98 103.78
8.95>o (6) 25

250~ 000 $ 25'00 $ 25'00
100,000

Total $ 25,000 $ 125,000

At December 31, 1996, there were no preferred stock redemptions
or annual redeemable preferred stock sinking fund requirements
for the next five years.

(1) At December 31, 1996, there were 1,610,600 shares of $ 100 par
value preferred stock, 7,800,000 shares of $ 25 par value
preferred stock and 1,000,000 shares of $ 100 par value preference
stock authorized but unissued.

(2) In 1996 the company purchased the following, at a discount,
through the issuance of commercial paper: $ 2.60 million of 4.154
preferred stock, $ 1.98 million of 4.40% preferred stock and $ 1.48
million of 4.15% (1954) preferred stock.

(3) The company is restricted in its ability to redeem this
Series prior to December 1, 1998.

(4) The payment on this Series, for April 1, 1997, is at an
annual rate of 5.40% and subsequent payments can vary from an
annual rate of 4% to 10%, based on a formula included in the
company's Certificate of Incorporation. The company is
restricted in its ability to redeem this Series prior to December
1/, 1998.
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(5) On January 1 in each year 2004 through 2008, the company must
redeem 12,500 shares at par, and on January 1, 2009, the company
must redeem the balance of the shares at par. This Series is
redeemable at the option of the company at $ 103.78 per share
prior to January 1, 1998. The $ 103.78 price will be reduced
annually by 63 cents for the years ending 1998 through 2002;
thereafter, the redemption price is $ 100.00. The company isrestricted in its ability to redeem this Series prior to January
1, 2004.

(6) Redeemed January 1, 1996.

Dividend Limitations: After dividends on all outstanding
preferred stock have been paid, or declared, and funds set apartfor their payment, the common stock is entitled to cash dividends
as may be declared by the board of directors out of retained
earnings accumulated since December 31, 1946. Common stock
dividends are limited if common stock equity (524 at December 31,
1996) falls below 25% of total capitalization, as defined in the
company s Certificate of Incorporation. Dividends on common
stock cannot be paid unless sinking fund requirements of the
preferred stock are met. The company has not been restricted in
the payment of dividends on common stock by these provisions.
Retained earnings accumulated since December 31, 1946, were
approximately $ 489 million and $ 424 million as of December 31,
1996 and 1995, respectively.

5 Bank Loans and Other Borrowings

The company has a revolving credit agreement with certain
banks that. provides for borrowing up to $ 200 million to December
31, 2001. At the option of the company, the interest rate on
borrowings is related to the prime rate, the London Interbank
Offered Rate or the interest rate applicable to certaincertificates of deposit. The agreement also provides for the
payment of a commitment fee that can fluctuate from .104 to .254
depending on the credit ratings of the company's first mortgage
bonds. The commitment fee was .1254 at December 31, 1996 and
1995, and .1875% at December 31, 1994.

~ '

The revolving credit agreement does not require compensating
balances. The company had no outstanding loans under the
revolving credit agreement at December 31, 1996 or 1995.

The company uses short-term unsecured notes, usually
commercial paper, to finance certain refundings and for other
corporate purposes. The weighted average interest rates on
commercial paper balances at December 31, 1996, 1995 and 1994
were 5.84, 6.1% and 5.84, respectively.
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6 Retirement Benefits

Pensions

The company has a noncontributory retirement annuity plan
that covers substantially all employees. Benefits are based
principally on the employee's length of service and compensation
for the five highest paid consecutive years during the last 10
years of service. It is the company's policy to fund pension
costs accrued each year to the extent deductible for federal
income tax purposes.

Net pension benefit included the following components:

Year ended December 31 1996 1995
(Thousands)

1994

Service cost: Benefits
earned during the year

Interest cost on projected
benefit obligation

Actual return on plan assets
Net amortization and deferral

$ 18,593

46,070
(138,957)

58,162

45,400
(185,816)
111,209

43,328
(17,409)
(48,824)

$ 16'91 $ 17 I 637

Net pension (benefit) $ (16'32) $ (12g816) $ (5g268)

The funded status of the plan was:
December 31 1996 1995

Actuarial present value of accumulated
benefit obligation
Vested
Nonvested

Total

(Thousands)

$ 472,786
52,272

$ 450,857
53,837

$ 525 g 058 $ 504 g 694

Fair value of plan assets
Actuarial present value of

projected benefit obligation (PBO) 679,778 661,138

(995'95) $ (888 g 190)

Plan assets in excess of PBO
Unrecognized net transition asset
Unrecognized net gain
Unrecognized prior. service cost

Net pension (asset) liability

(316, 017)
51(898

275,531
(26,464)

$ (15,052)

(227,052)
59,136

178,927
(9, 931)

$ 1,080
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Assumptions, used to determine actuarial valuations
Discount rate used to determine PBO 7.254
Rate of compensation increase

used to determine PBO 4.75%
Long-term rate of return on plan

assets for net pension benefit 8.

04'.044.754

8.04

Plan assets primarily consist of domestic and international .

equity securities; U.S. agency, corporate and Treasury bonds; and
cash equivalents.
Postretirement benefits other than pensions

The company has postretirement benefit plans, such as a
comprehensive health insuiance plan and a prescription drug plan,that provide certain benefits for retired employees and their
dependents. Substantially all of the company's employees whoretire under the company's pension plan may become eligible for
those benefits at retirement. The postretirement benefit plans
were unfunded as of December 31, 1996 and 1995.

The net periodic postretirement benefits cost other than
pensions recognized on the income statements for- 1996, 1995 and
1994 (below) represent the portion of costs related to Statement
of Financial Accounting Standards No. 106 (Statement 106),Employers'ccounting for Postretirement Benefits Other Than
Pensions, that the company has been allowed to collect from its
customers. The company has deferred $ 18 million and $ 21 millionof Statement 106 costs as of December 31, 1996 and 1995,
respectively. The company expects to recover any deferred
Statement 106 amounts by the year 2000.

Net postretirement benefits cost other than pensions
included the following components:

Year ended December 31 1996 1995 1994

Service cost: Benefits accumulated
during the year

Interest cost on accumulated
postretirement benefit obligation

Amortization of transition obligation
over 20 years

Amortization of (gain) loss
Deferral for future recovery

Net periodic postretirement
benefits cost

(Thousands)

$ 6f436 $ 5g412 $ 7I 050

15,795 15,228 15,903

10(330
(3,246)
(8,950)

10'30 10I 330
(4, 575) 2
(7g 742) (18J 757)

$ 20g365 $ 18g653 $ 14g528
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The status of the plans for postretirement benefits other
than pensions, as reflected in the company's consolidated balance
sheets, was as follows:

December 31 1996 1995

Accumulated postretirement benefit
obligation (APBO)

Retired employees
Fully eligible active plan

participants
Other active plan employees

Total APBO
Less unrecognized transition

obligation
Less unrecognized net gain

Accrued postretirement liability

(Thousands)

15,259
107,022

15,214
106/689

226'93 236 I 286

165,278
(34,280)

175,608
(15,005)

$ 95 g 195 $ 75 g 683

$ 103 (912 $ 114 I 383

A 94 annual rate of increase in the per capita costs of
covered health care benefits was assumed for 1997, gradually
decreasing to 54 by the year 2003. Increasing the assumed health
care cost trend rates by 14 in each year would increase the APBO
as of January 1, 1997, by $ 39 million and increase the aggregate
of the service cost and interest cost components of the net
postretirement benefits cost for 1996 by $ 5 million. Discount
rates of 7.254 and 74 were used to determine the APBO in 1996 and
1995, respectively.

7 Jointly-Owned Generating Btations

Nine Mile Point Unit 2

The company has an undivided 184 interest in the output and
costs of the Nine Mile Point nuclear generating unit No. 2
(NMP2), which is operated by Niagara Mohawk Power Corporation
(Niagara Mohawk). Ownership of NMP2 is shared with Niagara
Mohawk 414, Long Island Lighting Company 184, Rochester Gas and
Electric Corporation 144 and Central Hudson Gas & Electric
Corporation 9%. The company's share of the rated capability is
206 megawatts. The company's share of net utility plant
investment, excluding nuclear fuel, was approximately $ 610
million and $ 625 million, at December 31, 1996 and 1995,
respectively. The accumulated provision for depreciation was
approximately $ 144 million and $ 129 million, at December 31, 1996
and 1995, respectively. The company's share of operating
expenses is included in the consolidated statements of income.
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Nuclear insurance

Niagara Mohawk maintains public liability and property
insurance for NMP2. The company reimburses Niagara Mohawk forits 184 share of those costs.

The public liability limit for a nuclear incident is
approximately $ 8.3 billion. Should losses stemming from a
nuclear incident exceed the commercially available publicliability insurance, each licensee of a nuclear facility would beliable for up to $ 76 million per incident, payable at a rate notto exceed $ 10 million per year. The company s maximum liabilityfor its 184 interest in NMP2 would be approximately $ 14 million
per incident. The $ 76 million assessment is subject to periodicinflation indexing and a 5% surcharge should funds proveinsufficient to pay claims associated with a nuclear incident.
The Price-Anderson Act also requires indemnification for
precautionary evacuations whether or not a nuclear incident
actually occurs.

Niagara Mohawk has procured property insurance for NMP2
aggregating approximately $ 2.8 billion through the Nuclear
Insurance Pools and the Nuclear Electric Insurance Limited
(NEIL). In addition, the company has purchased NEIL insurance
coverage for the extra expense that would be incurred by
purchasing replacement power during prolonged accidental outages.
Under NEIL programs, should losses resulting from an incident at
a member facility exceed the accumulated reserves of NEIL, each
member, including the company, would be liable for its share of
the deficiency. The company's maximum liability per incident
under the property damage and replacement power coverages is
approximately $ 3 million.
Nuclear plant decommissioning costs

Based on the results of a 1995 decommissioning study, the
company's 18% share of the cost to decommission NMP2 is $ 150million-in 1997 dollars ($ 422 million in 2026 when NMP2's
operating license will expire). The estimated annual
contribution needed to cover the company's share of costs as
outlined in the study is approximately $ 4 million.

The company's estimated liability for decommissioning NMP2
using the Nuclear Regulatory Commission's (NRC) minimum funding
requirement is approximately $ 82 million in 1997 dollars. 'he
company's electric rates currently include an annual allowance
for decommissioning of $ 2 million, which approximates the NRC s
minimum funding requirement. Decommissioning costs are charged
to depreciation and amortization expense and are recovered over
the expected life of the plant. In its five-year electric rate
and restructuring plan submitted in the PSC's Competitive
Opportunities Proceeding, the company used the 1995
decommissioning study as a basis for increasing the amount
proposed to be recovered in rates for decommissioning. The
company believes that any increase in decommissioning costs will
ultimately be recovered in rates.
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The company has established a Qualified Fund under
applicable provisions of the federal tax law and to comply with
NRC funding regulations. The balance in the fund, including
reinvested earnings, was approximately $ 11 million and $ 9 million
at December 31, 1996 and, 1995, respectively. Those amounts are
included on the consolidated balance sheets in other property and
investments, net. The related liability for decommissioning is
included in other liabilities — other. At December 31, 1996, the
external trust fund investments were classified as
available-for-sale, and their carrying value approximated fair
value.

In early 1996 the Financial Accounting Standards Board
issued an exposure draft, Accounting for Certain Liabilities
Related to Closure and Removal of Long-Lived Assets. The
exposure draft proposes that companies recognize the present
value of estimated decommissioning costs. If the final statement
includes that requirement, the estimated liability the company
would have to recognize on its balance sheet related to
,decommissioning NMP2 is approximately $ 61 million, based on the
1995 decommissioning study.

Homer City
The company has an undivided 50% interest in the output and

costs of the Homer City Generating Station, which comprises three
generating units. The station is owned with Pennsylvania
Electric Company and is operated by its affiliate, GPU
Generation, Inc. The company's share of the rated capability is
959 megawatts, and its net utility plant investment was
approximately $ 269 million and $ 276 million at December 31, 1996
and 1995, respectively. The accumula ed provision for
depreciation was approximately $ 181 million and $ 168 million, at
December 31, 1996 and 1995, respectively. The company's share of
operating expenses is included in the consolidated statements of
income.

8 Commitments

Capital expenditures

The company has substantial commitments in connection withits capital expenditure program and estimates that expenditures
for 1997, 1998 and 1999 will approximate $ 141 million, $ 157
million and $ 128 million, respectively, and are expected to be
financed entirely with internally geherated funds. The program
is subject to periodic review and revision. Actual capital
expenditures may change to reflect additional regulatory
requirements and the company's continued focus on minimizing
capital expenditures. Capital expenditures will be primarily for
the extension of service, necessary improvements to existingfacilities and compliance with environmental requirements.
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Nonutility generator power purchase contracts

During 1996, 1995 and 1994 the company expensed
approximately $ 320 million, $ 284 million and $ 214 million,
respectively, for NUG power, including termination costs. The
company estimates that NUG power purchases, including termination
costs, will total $ 338 million in 1997, $ 351 million in 1998 and
$ 352 million in 1999.

9 Environmental Liability
The company has been'notified by the U. S. EnvironmentalProtection Agency (EPA) and the New York State Department of

Environmental Conservation (NYSDEC), as appropriate, that it is
among the potentially responsible parties (PRPs) who may beliable to pay for costs incurred to remediate certain hazardous
substances at nine waste sites, not including the company'sinactive gas manufacturing sites, which are discussed below.
With respect to the nine sites, seven sites are included in the
New York State Registry of Inactive Hazardous Waste Sites (New
York State Registry) and two of the sites are also included onthe National Priorities list.

Any liability may be joint and several for certain of those,sites. The company has recorded an estimated liability of $ 1million related to six'f the nine sites, which is reflected inthe company's consolidated balance sheets at December 31, 1996.
The ultimate cost to remediate the sites may be significantly
more than the estimated amount and will be dependent on suchfactors as'the remedial action plan selected, the extent of site
contamination and the portion attributed to the company.

The company has a program to investigate and perform
necessary remediation at its known inactive gas manufacturingsites. In March 1994 and October 1996 the company entered into
Orders on Consent with the NYSDEC requiring the company toinvestigate and, where necessary, remediate 34 of the company's
38 known inactive gas manufacturing sites. With respect to the
38 sites, eight sites are included in the New York State
Registry.
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Expenditures through the year 2009 are estimated at $ 31
million, including the impact of the Orders on Consent. That
estimate was determined by using the company's experience and
knowledge related to the sites as a result of the investigation
and remediation that the company has performed to date. It could
change materially, based on facts and circumstances derived from
site investigations, changes in required remedial action, changes
in technology relating to remedial alternatives and changes in
presently enacted laws and regulations. The liability to
investigate and perform remediation; as necessary, at the known
inactive gas manufacturing sites, is reflected in the company's
consolidated balance sheets at December 31, 1996 and 1995, in the
amount of $ 31 million. The company has recorded a corresponding
regulatory asset, since it expects to recover such expenditures
in rates, as the company has previously been allowed by the PSC
to recover such costs in rates. The company has notified its
former and current insurance carriers that it seeks to recover
from them certain of the cleanup costs. The company is unable to
predict the amount of insurance recoveries, if any, that it may
obtain.

10 Energy Services

The company, pursuant to a PSC Order, is allowed to invest
up to 54 of its consolidated capitalization (approximately $ 171
million at December 31, 1996) in one or more subsidiaries that
may engage or invest in energy-related or environmental-services
businesses and provide related services.

The company has been making investments in energy services
companies through NGE Enterprises, Inc. (NGE). Those companies
provide energy, financial and environmental services.

The company's investment as of December 31 and net loss for
the year ended December 31 related to NGE are:

Investment
Net Loss*

1996 1995 1994
(Millions)

$ 57 $ 54 $ 47
$ 21 $ 12 $ 6

*Includes net loss from EnerSoft Corporation (EnerSoft) of $ 16
million, $ 7 million and $ 5 million in 1996, 1995 and 1994,
respectively. EnerSoft's 1996 net loss includes $ 10 million
related to NGE's decision to exit that business.

The majority of the company's investment is included in
other property and investments, net on the consolidated balance
sheets. NGE's total liabilities and capitalization at December
31, 1996 and 1995, was approximately $ 45 million and $ 48 million,
respectively. NGE's net loss is included in other income and
deductions on the consolidated statements of income.
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Pair Value of Pinancial Instruments

Certain of the company's financial instruments had carrying
amounts and estimated fair values (based on the quoted market
prices for the same or similar issues of the same remaining
maturities) as follows:

December 31 1996 1996 1995 1995
Carrying Estimated Carrying Estimated

Amount Fair Value Amount Fair Value
(Thousands)

Preferred stock subject
to mandatory redemption
requirements

First mortgage bonds
Pollution control notes

$ 25,000
$ 894,894
$ 613,000

$ 22,531
$ 938,873
$ 623,666

$ 125,000 $ 130,085
$ 954/151 $ 1g025~696
$ 613 I 000 $ 617 I 446

The carrying amount for the following items approximates
estimated fair value because of the short maturity (within one
year) of those instruments: cash and cash equivalents, commercial
paper and interest accrued.

Special deposits include restricted funds that are set asidefor preferred stock and long-term debt redemptions. The carrying
amount approximates fair value because the special deposits have
been invested in securities with a short-term maturity (within
one year) .

12 Industry Segment Information
Certain information pertaining to the electric and natural

gas operations of the company follows:
1996 1996

Natural
Electric Gas

1995 1995
Natural

Electric Gas

1994 1994
Natural

Electric Gas

Operating
Revenues
Income

Depreciation and
amortization

Capital
expenditures

Identifiable
assets*

$ 176~906 $ 12g495 $ 172/831 $ 11J939 $ 167 I 484 $ 10 g 842

$ 129~ 212 $ 82 ~ 625 $ 1 13~539 $ 45'42 $ 183 ~ 910 $ 40~ 396

$ 4I 376'14 $ 550'96 $4'25'41 $ 493 '37 $ 4~ 631 '11 $ 486I 075

(Thousands)

$ 1 / 723 g 147 $ 336/ 224 $ 1 J 708 f 297 $ 301 J 244 $ 1 g 600'75 $ 298 '80
$ 400'62 $ 57 '81 $ 421 ~ 328 $ 50'16 $ 397 I 747 $ 40 828 ~

* Assets used in electric, natural gas and energy services operations not
included above were $ 132,671, $ 95,253 and $ 113,099 at December 31, 1996, 1995
and 1994, respectively. They consist primarily of cash and cash equivalents,
special deposits, prepayments and subsidiaries assets.
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13 Quarterly Financial Information (Unaudited)

arter ended March 31 June 30 Se t. 30
(Thousands, except per share amounts)

Dec. 31

1996
Operating revenues
Operating income
Net income
Earnings available

for common stock
Earnings per share
Dividends per share
Average shares outstanding
Common stock price**

High
Low

$ 618,764
$ 196,353

$ 98,676

$ 96, 343
$ 1.35

$ .35
71, 503

$ 26.38
$ 21.88

$ 452,933
$ 74,924
$ 20,882

$ 18,496
$ .26
$ .35

71,503

$ 24.50
$ 22 F 00

$ 456,568
$ 74,285
$ 11,052*

$ 8,616
$ .12*
$ .35

71,416

$ 24.88
$ 21. 13

$ 531,106
$ 111,981

$ 47,631

$ 45,256
$ .65
$ .35

70,096

$ 22.63
$ 20.38

$ 533,021
$ 127I148

$ 52,973

$ 571,910
$ 157,323

$ 75,584

$ 38,878
$ .54
$ .35

71,503

$ 70,825
$ .99
$ .35

71,503

$ 26.75
$ 22.50

1995
Operating revenues $ 439 g 9 16 $ 464 I 694
Operating income $ 81 g 035 $ 106 t 638
Net income $ 24J630 $ 43g503
Earnings available

~ for common stock $ 19(914 $ 48,352
Earnings per share $ .28 $ .68
Dividends per share $ .35 $ .35
Average shares outstanding 71,503 71, 503
Common stock price**

High $ 21.75 $ 24.00 $ 26.38
Low

~

~

$ 19.00 $ 21.25 $ 24.75

Includes the effect of the writedown of the investment in EnerSoft
Corporation that decreased net income and earnings available for common
stock by $ 10 million and decreased earnings per share by 14 cents.

** The company's common stock is listed on the New York Stock Exchange. The
number of shareholders of record at December 31, 1996, was 45,608.
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REPORT OF INDEPENDENT ACCOUNTANTS

To the Shareholders and Board of Directors,
New York State Electric & Gas Corporation and Subsidiaries
Ithaca, New York

We have audited the consolidated financial statements and thefinancial statement schedule of New York State Electric & Gas
Corporation and Subsidiaries listed in Item 14(a) of this Form
10-K. These financial statements and financial statement
schedule are the responsibility of the Company's management. Ourresponsibility is to express an opinion on these financial
statements and financial statement schedule based on our audits.
We conducted our audits in accordance with generally accepted
auditing standards. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether
the financial statements are free of material misstatement. Anaudit includes examining, on a test basis, evidence supportingthe amounts and disclosures in the financial statements. Anaudit also includes assessing the accounting principles used andsignificant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that
our audits provide a reasonable basis for our opinion.
In our opinion, the financial statements referred to above
present fairly, in all material respects, the consolidatedfinancial position of New York State Electric & Gas Corporation
and Subsidiaries as of December 31, 1996 and 1995, and the
consolidated results of thei'r operations and their cash flows for
each of the three years in the period ended December 31, 1996, in
conformity with generally accepted accounting principles. Inaddition, in our opinion, the financial statement schedule
referred to above, when considered in relation to the basicfinancial statements taken as a whole, presents fairly, in all
material respects, the information required to be included
therein.

COOPERS & LYBRAND L.L.P.

New York, New York
January 31, 1997
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0

NEW YORK STATE ELECTRIC & GAS CORPORATION

SCHEDULE II .; Consolidated Valuation and Qualifying Accounts
(Thousands of Dollars)

Years Ended December 31, 1996, 1995 and 1994

Classification
Beginning
of Year Additions

End
of Year b

1996
Allowance for Doubtful

Accounts — Accounts
Receivable

Deferred Tax Asset
Valuation Allowance

1995
Allowance for Doubtful

Accounts — Accounts
Receivable

Deferred Tax Asset
Valuation Allowance

1994
Allowance for Doubtful

Accounts — Accounts
Receivable

Deferred Tax Asset
Valuation Allowance

$ 6,785

$ 2, 852

$ 7,198

$ 2,211

$ 4,000

$ 663

$ 18,858

$ 158

$ 17,891

$ 641

$ 19, 594

$ 1,548

$ (18,937)

,$ (1,625)

$ (18,304)

$ (16,894)

$ 100 (c)

$ 498 (c)

$ 6,806

$ 1,385

$ 6,785

$ 2,852

$ 7, 198

$ 2,211

(a)
(b)
(c)

Uncollectible accounts charged against the allowance, net of recoveries.
Represents an estimate of the write-offs that will not be recovered in rates.
Due to acquisition of XENERGY, Inc. in 1994 and KENETECH Energy Management, Inc. in 1996.



Item 9. Chan es in and disa reements with accountants on accountin andfinancial disclosure — None

PART III
Item 10. Directors and executive officers of the Re istrant

Incorporated herein by reference to the information under the caption»Election of Directors" and "Section 16(a) Beneficial Ownership Reporting
Compliance" in the Company's Proxy Statement dated April 11, 1997. The
information regarding executive officers is on pages 16 — 17 of this report.
Item 11. Executive com ensation

Incorporated herein by reference to the information under the captions«Executive Compensation," "Employment and Change in Control Arrangements,"»Directors'ompensation," "Compensation Committee Interlocks and InsiderParticipation," "Report of Executive Compensation and Succession Committee" ~
and »Stock Performance Graph" in the Company's Proxy Statement dated April 11,
1997.

Item 12. Securit ownershi of certain beneficial owners and mana ement

Incorporated herein by reference to the information under the caption
»Security Ownership of Management" in the Company's Proxy Statement datedApril 11, 1997.

Item 13. Certain relationshi s and related t ansactio s

Incorporated herein by reference to the information under the caption»Election of Directors" in the Company's Proxy Statement dated April 11,

PART IV

Item 14. Exhibits financial statement schedu es and re orts on Form 8-K

(a) The following documents are filed as part of this report:
1. Financial statements

Included in Part II of this report:
a) 'onsolidated Balance Sheets as of December 31, 1996 and 1995
b) For the three years ended December 31, 1996:

Consolidated Statements of Income
Consolidated Statements of Cash Flows
Consolidated Statements of Changes in Common Stock Equity

c) Notes to Consolidated Financial Statements
d) Report of Independent Accountants

2. Financial statement schedule
Included in Part II of this report:
For the three years ended December 31, 1996:II. Consolidated Valuation and Qualifying Accounts

Schedules other than those listed above have been omitted since they
not required, are inapplicable or the required information is presented in
Consolidated Financial Statements or notes thereto.
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3. Exhibits
(a) (1) The

Exhibit No
~ ~

3-15
(A) 10-16
(A) 10-19
(A) 10-20
(A) 10-21

(A) 10-22
12
21
23

27
99-1

99-2

following exhibits are delivered with this report:

By-Laws of the company as amended January 10, 1997.
Retirement Plan for Directors Amendment No. 3.
Director Share Plan.
Deferred Compensation Plan for the Director Share Plan.
Supplemental Executive Retirement Plan as amended through
Amendment No. 11.
Amended and Restated Annual Executive Incentive Plan.
Computation of Ratio of Earnings to Fixed Charges.
Subsidiaries.
Consent of Coopers & Lybrand L.L.P. to incorporation by
reference into certain registration statements.
Financial Data Schedule.
Form 11-K for New York State Electric & Gas Corporation
Tax Deferred Savings Plan for Salaried Employees.
Form 11-K for New York State Electric & Gas Corporation
Tax Deferred Savings Plan for Hourly Paid Employees.

(a) (2)
Exhibit

3-1

3-4

3-5

3-6

3-7

'

following exhibits are incorporated herein by ref
Filed in

— Restated Certificate of Incorporation of the
Company pursuant to Section 807 of the Business
Corporation Law filed in the Office of the
Secretary of State of the State of New York on
October 25, 1988 — Registration No. 33-50719

— Certificate of Amendment of the Certificate'of
Incorporation filed in the Office of the
Secretary of State of the State of New York
on October 17, 1989 — Registration No. 33-50719

— Certificate of Amendment of the Certificate of
Incorporation filed in the Office of the Secretary
of State of the State of New York on May 22, 1990
Registration No. 33-50719

— Certificate of Amendment of the Certificate of
Incorporation filed in the Office of the
Secretary of State of the State of New York
on October 31, '1990 — Registration No. 33-50719

— Certificate of Amendment of the Certificate of
Incorporation filed in the Office of the
Secretary of State of the State of New York
on February 6, 1991 — Registration No. 33-50719

— Certificate of Amendment of the Certificate of
Incorporation filed in the Office of the
Secretary of State of the State of New York
on October 15, 1991 — Registration No. 33-50719

— Certificate of Merger of Columbia Gas of New York,
Inc. into the Company filed in the Office of the
Secretary of State of the State of New York on
April 8, 1991 - Registration No. 33-50719

— Certificate of Amendment of the Certificate of
Incorporation filed in the Office of the Secretary
of State of the State of New York on May 28, 1992
Registration No. 33-50719

The
No.

erence:
As Exhibit No.

4-11

4-12

4-13

4-14

4-15

4-16

4-20

4-17

(A) Management contract or compensatory plan or arrangement.
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Exhibit No
3-9

3-10

3-11

3-12

3-13

3-14

4-1

As Exhibit No.Filed in
Certificate of Amendment of the Certificate of
Incorporation filed in the Office of the Secretary
of State of the State of New York on October 20, 1992
Registration No. 33-50719
Certificate of Amendment of the Certificate of
Incorporation filed in the Office of the Secretary
of State of the State of New York on October 14, 1993
Registration No. 33-50719
Certificate of Amendment of the Certificate of Incor-
poration filed in the Office of the Secretary of State
of the State of New York on December 10, 1993
Company's 10-K for year ended December 31, 1993
File No. 1-3103-2
Certificate of Amendment of the Certificate of Incor-
poration filed in the Office of the Secretary of State
of the State of New York on December 20, 1993
Company's 10-K for year ended December 31, 1993
File No. 1-3103-2
Certificate of Amendment of the Certificate of Incor-
poration filed in the Office of the Secretary of State
of the State of New York on December 20, 1993
Company's 10-K for year ended December 31, 1993
File No. 1-3103-2
Certificates of the Secretary of the Company concern-
ing consents dated March 20, 1957 and May 9, 1975 of
holders of Serial Preferred Stock with respect to
issuance of certain unsecured indebtedness—
Registration No. 2-69988.
First Mortgage dated as of July 1, 1921 executed bythe Company under its then name of "New York State
Gas and Electric Corporation" to The Equitable Trust
Company of New York, as Trustee (The Chase Manhattan
Bank is Successor Trustee) - Registration No. 33-4186.

4-19

3-11

3-12

3-13

4-7

4-1

Supplemental
4-2
4-3
4-4
4-5
4-6
4-7
4-8
4-9
4-10
4-11
4-12
4-13
4-14
4-15

Ind
No.
No.
No.
No.
No.
No.
No.
No.
No.
No.
No.
No.
No.
No.

entur
37
39
43
51
69
71
74
75
80
81
103-
104-
105-
106-

4-17 — No.
4-18 — No.

108-
109-

4-16 — No. 107-

of July 1, 1921:
~ ~ ~

~ ~ ~

~ ~

1-3 103-2 .

1-3103-2.

es to First Mortgage dated as
Registration,No. 33-31297.
Registration No. 33-31297.
Registration No. 33-31297.
Registration No. 2-59840
Registration No. 2-59840
Registration No. 2-59840
Registration No. 2-59840
Registration No. 2-59840
Registration No. 2-59840
Registration No. 2-59840
Registration No. 33-43458.
Registration No. 33-43458.
Registration No. 33-52040.
Company's 10-K for year ended
December 31, 1992 — File No.
Company's 10-K for year ended
December 31, 1992 — File No.
Registration No. 33-50719.
Registration No. 33-50719.

4-2
4-3
4-4
2-B (46)
2-B (64)
2-B(66) ~
2-B (69)
2-B (70)
2-B (75)
2-B (76)
4-8
4-9 0
4-8

4-23

4-24
4-8 gO
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Agreements

Exhibit No

and amendments .with the Power Authority of the State of New York:

Filed in As Exhibit No.

10-1

10-2

10-3

10-4

Letter Agreement dated February 3, 1982 relating. to
transmission services — Registration No. 2-82192.
Amendment dated December 21, 1989 to the Letter
Agreement dated February 3, 1982 relating to trans-
mission services',,";,Company's 10-K for year ended
December 31, 1989 — File No. 1-3103-2
Transmission Agreement dated December 12, 1983,
with respect to connection of the Company's Kintigh
(Somerset) Generating Station to the Niagara-Edic
345 kv transmission system — Company's 10-K for year
ended December 31, 1988 — File No. 1-3103-2
Amendment dated December 21, 1989 to the Transmission
Agreement dated December 12, 1983 with respect to
connection of the Company's Kintigh (Somerset) Gener-
ating Station to the Niagara-Edic 345 kv transmission
system - Company's 10-K for the year ended December
31, 1989 File No. 1-3103-2.

10-1

10-4

10-6

10-7

10-5

10-6

10-7

10-8

10-9

10-10

10-11

New York Power Pool Agreement dated July 11, 1985
Company's 10-K for year ended December, 31, 1988—
File No. 1-3103-2
Transmission Agreement dated January 10, 1990 between
New York State Electric & Gas Corporation and Niagara
Mohawk Power Corporation, with respect to remote load
and generation wheeling service for the Company-
Company's 10-K for year ended December 31, 1990—
File No. 1-3103-2
Coal Sales Agreement dated December 21, 1983 between
the Company and Consolidation Coal Company — Company's
10-K for year ended December 31, 1993
File No. 1-3103-2
Amendment No. 1 dated as of October 1, 1985 to the
Coal Sales Agreement dated December 21, 1983 between
the Company and Consolidation Coal Company-
Company's 10-K for year ended December 31, 1986—
File No. 1-3103-2
Amendment No. 2 dated as of August 28, 1986 to the
Coal Sales Agreement dated December 21, 1983 between
the Company and Consolidation Coal Company—
Company's 10-K for year ended December 31, 1986
File No. 1-3103-2
Basic Agreement dated as of September 22, 1975
between New York State Electric & Gas Corporation
and others concerning Nine Mile Point Nuclear
Station, Unit No. 2 — Registration No. 2-54903.
Nine Mile Point Nuclear Station Unit 2 Operating
Agreement effective as of January 1, 1993 among
New York State Electric & Gas Corporation and
others — Company's 10-K, for the year ended
December 31, 1992 — File No. 1-3103-2

10-7

10-17

10-14

10-11

10-12

5-0

10-18
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Exhibit No.
10-'12

(A) 10-13

(A) 10-14

(A) 10-15

(A)10-17

(A) 10-18

(A) 10-23

(A)10-24

(A) 10-25

(A) 10-26

(A) 10-27

(A)10-28

(A)10-29

(A) 10-30

(A) 10-31

(A) 10-32

(A)10-33

As Exhibit No.

-
10-26

10-21

10-15

10-22

10-23

10-43

10-44

10-26

10-4

10-46

10-48

10-47

10-50

10-48

10-52

10-53

~Filed i
Coal Hauling Agreement dated as of March 9, 1983
between Somerset Railroad Corporation and New
York State Electric & Gas Corporation—
Registration No. 2-82352.
Retirement Plan for Directors - Company's 10-K
for the year ended December 31, 1991—
File No. 1-3103-2
Retirement Plan for Directors Amendment No. 1—
Company's 10-K for year ended December 31, 1993
File No. 1-3103-2
Retirement Plan for Directors Amendment No. 2—
Company.'s 10-K for year ended December 31, 1995—
File No. 1-3103-2
Form of Deferred Compensation Plan for Directors—
Company's 10-K for year ended December 31, 1989
File No. 1-3103-2
Deferred Compensation Plan for Directors Amendment
No. 1 - Company's 10-K for year ended December
31, 1993 — File No. 1-3103-2.
Long-term Executive Incentive Share Plan—
Company's 10-K for year ended December 31, 1995-
File No. 1-3103-2
Long-Term Executive Incentive Share Plan Deferred
Compensation Agreement — Company's 10-K for year
ended December 31, 1995 — File No. 1-3103-2
Employment Contract for A. E. Kintigh - Company's
10-K for year ended December 31, 1988 — File
No. 1-3103-2.
Agreement with M.I. German — Company's 10-K for the
year ended December 31, 1994 — File No. 1-2103-2.
Employment Agreement for J. A. Carrigg — Company's
10-K for year ended December 31, 1993 — File No.
1-3103-2.
Employment Agreement for J. A. Carrigg Amendment
No. 1 - Company's 10-K for year ended December 31,
1995 — File No. 1-3103-2.
Form of Severance Agreement for Senior Vice
Presidents — Company's 10-K for year ended December
31, 1993 — File No. 1-3103-2.
Form of Severance Agreement for Senior Vice
Presidents Amendment No. 1 - Company's 10-K for year
ended December 31, 1995 — File No. 1-3103-2
Form of Severance Agreement for Vice Presidents—
Company's 10-K for year ended December 31, 1993,—
File No. 1-3103-2
Form of Severance Agreement for Vice Presidents
Amendment No. 1 — Company's 10-K for year ended
December 31, 1995 — File No. 1-3103-2
Deferred Compensation Plan for Salaried Employees-
Company's 10-K for year ended December 31, 1995
File No. 1-3103-2

(A) Management contract or compensatory plan or arrangement.
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Exhibit No. Filed in As Exhxbzt No.

(A) 10-34

(A) 10-35

— Employment Agreement for H. N. von Schack-
Company's 10-Q for quarter ended September 30,
1996 — File No. 1-3103-2.- Employment agreement for N. N. von Schack Amendment
No. 1 — Company's 10-Q for quarter ended September
30, 1996 — File No. 1-3103-2.

10-54

10-55

The company agrees to furnish to the Commission, upon request, a copy of
the Revolving Credit Agreement dated as of July 31, 1992, as amended, between
the company, The Chase Manhattan Bank, as Agent, and certain banks; a copy of
the Participation Agreements dated as of June 1, 1987 and December 1, 1988
between the company and New York State Energy Research and Development
Authority (NYSERDA) relating to Adjustable Rate Pollution Control Revenue Bond.
(1987 Series A), and (1988 Series A), respectively; a copy of the Participatior
Agreements dated as of March 1, 1985, October 15, 1985, and December 1, 1985
between the company and NYSERDA relating to Annual Tender Pollution Control
Revenue Bonds (1985 Series A), (1985 Series B), and (1985 Series D),
respectively; a copy of the Participation Agreements dated as of February 1,
1993, February 1, 1994, June 1, 1994, October 1, 1994 and December 1, 1994
between the company and NYSERDA relating to Pollution Control Refunding Revenue
Bonds (1994 Series A), (1994 Series B), (1994 Series C), (1994 Series D), and
(1994 Series E), respectively; a copy of the Participation Agreement dated as
of December 1, 1993 between the company and NYSERDA relating to Solid Haste
Disposal Revenue Bonds (1993 Series A); a copy of the Participation Agreement
dated as of December 1, 1994 between the company and the Indiana County
industrial Development Authority relating to Pollution Control Refunding

venue Bonds (1994 Series A); a copy of the Credit Agreement dated as of March
1983, as amended, between Somerset Railroad Corporation and The Chase
hattan Bank, and a copy of the Revolving Credit Agreement dated as of June

1994, as amended, between XENERGY Inc. and The First National Bank of
Boston. The total amount of securities authorized under each of such
agreements does not exceed 10% of the total assets of the company and its
subsidiaries on a consolidated basis.

(b) Reports on Form 8-K

None

Management contract or compensatory plan or arrangement.
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Si atures

Pursuant to the requirements of Section 13 or 15(d) of the Securitie
Exchange Act of 1934, the Registrant has duly caused this report to be signe~ ~on its behalf by the undersigned, thereunto duly authorized.

NEW YORK STATE ELECTRIC & GAS CORPORATION.

Date: March 14, 1997 By Gar J. Turton
Gary J. Turton
Vice President and Controller
Chief Accounting Officer

0Pursuant to the requirements of the Securities Exchange Act of 1934, thisreport has been signed below by the following persons on behalf of theRegistrant and in the capacities and on the dates indicated.
PRINCIPAL EXECUTIVE OFFICER

Date: March 14, 1997 By Wesle W. von Schack
Wesley W. von Schack
Chairman, President,
Chief Executive Officer and
Director ~

'RINCIPALFINANCIAL OFFICER

Date: March 14, 1997 By Sherwood J. Raffert
Sherwood J. Rafferty
Senior Vice President and'hief Financial Officer

PRINCIPAL ACCOUNTING OFFICER

Date: March 14, 1997 By Gar J. Turton
Gary J. Turton
Vice President and Controller

~
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ate: March 14, 1997 By James A. Carri
James A. Carrigg
Director

Date: March 14, 1997 By Alison P. Casarett
Alison P. Casarett
Director

Date: March 14, 1997 By Jose h J. Casti lia
Joseph J. Castiglia
Director

Date: March 14, 1997 By Lois B. DeFleur
Lois B. DeFleur
Director

Date: March 14, 1997 By Everett A. Gilmour
Everett A. Gilmour
Director

te: March 14, 1997 By Paul L. Gioia
Paul L. Gioia
Director

Date: March 14, 1997 By John M. Keeler
John M. Keeler
Director

Date: March 14, 1997 By Allen E. Kinti h
Allen E. Kintigh
Director

Date: March 14, 1997 By Ben E. L nch
Ben E. Lynch
Director

Date: March 14, 1997 By Alton G. Marshall
Alton G. Marshall
Director
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SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-Q

(Mark One)
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SECURITIES EXCHANGE ACT OF 1934
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OR
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PART 1 FINANCIAL INFORMATION

Item 1. Financial Statements

New York State Electric & Gas Corporation
Consolidated Statements of Income — (Unaudited)

Periods Ended March 31 Three Months
1997 1996

(Thousands, except per share amounts)

Operating Revenues
Electric
Natural gas

Total Operating Revenues

Operating Expenses
Fuel used in electric generation ..
Electricity purchased
Natural gas purchased
Other operating expenses
Maintenance.
Depreciation and amortization
Other taxes

Total Operating Expenses

crating Income".
terest Charges, Net

ther Income and Deductions

Income Before Federal Income Taxes
Federal Income Taxes

Net Income.
Preferred Stock Dividends

~ ~ ~

~ ~ ~

$451,270
136, 867

588,137

59,983
93,212
60,407
79,561
23,917
48,289
55,241

420,610

167/527
30,626
4,768

132/133
50,156

81/977
2/315

$ 472,352
149,704

622,056

59,581
90,626
69,043
76,123
25,116
47,091

58,123'25,703

196, 353
32,112

8,691

155,550
56,874

98/676
2/333

Earnings Available for Common Stock .

Earnings Per Share.

Dividends Per Share

Average Shares Outstanding.

$ 79,662

$ 1.15

$ .35

69,353

$ 96,343

$ 1. 35

$ .35

71,503

The notes on pages 6 and 7 are an integral part of the financial statements.



Item 1. Financial Statements Cont'd

New York State Electric & Gas Corporation
Consolidated"Balance Sheets ; (Unaudited)

March 31,
1997 1996

Assets
(Thousands)

Utility Plant, at
Electric
Natural gas
Common o ~ ~ ~ ~

Original Cost

Less accumulated depreciation

Net Utility Plant in Service
Construction work in progress

Total Utility Plant

Other Property and Investments, Net

Current Assets
Cash and cash equivalents
Special deposits
Accounts receivable, net
Fuel, at average cost
Materials and supplies, at average cost
Prepayments
Accumulated deferred federal income

tax benefits, net

Total Current Assets

$ 12, 533
2I 277

199, 171
24,966
43,238
65,678

12,222

360,085

5,192,738
540,251
152,859

5/ 885'48
1,973,522

3 / 912'26
50,462

3,962,788

97,668

$ 8,253
31, 364

189,043
36,472
43,044
47,169

3,424

358,769

4
5i177,365

529,023
151,290

5,857,678
1,933

3,92 9
58,285

3,982,364

99,221

Regulatory and Other Assets
Regulatory assets

Unfunded future federal income taxes
Environmental remediation costs
Unamortized debt expense
Demand-side management program costs
0ther 0 ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~

Total regulatory assets

Other assets

~ ~ ~

~ ~ ~

~ ~ ~

268,746
84,600
80,088
70,500

132,146

636, 080

24,762

269,767'2,100

80,745
71,425

149,561

603,598

15,729

Total Regulatory and Other Assets

Total Assets

660,842 619,327

$ 5 g 08 1 ~ 383 $ 5 g 059 1

The notes on pages 6 and 7 are an integral part of the financial statements.



Item 1. Financial Statements Cont'd

New York State Electric & Gas Corporation
Consolidated Balance Sheets — (Unaudited)

March 31, Dec. 31,
1997 1996

Liabilities
(Thousands)

Current Liabilities
Current portion of long-term
Commercial paper
Accounts payable And accrued
Interest accrued
Taxes accrued
Other

Total Current Liabilities

debt
~ ~ ~ ~ 1 ~

liabilities
$ 34,843

62,500
96,194
35,380
62,884
49,976

341,777

$ 83,488
129,300
121,123
22,195

71,324

427,430

Regulatory and Other Liabilities
Regulatory liabilities
Deferred income taxes - unfunded future federal

z.ncome taxes
Deferred income taxes
0ther ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~

Total regulatory liabilities
Other liabilities
Deferred income taxes
Other postretirement benefits
Environmental remediation costs
Other

108,519
93,742
71,458

273,719

749,896
101,104

84,600
.71,139

109,065
94,004
65,471

268,540

751,553
95,195
32,100
74,627

Total other liabilities
Long-term debt

Total Liabilities

1 g 006 g 739 953 g 475

1 ~ 481 ~ 360 1 f 480 g 814

3 g 103 ~ 595 3 g 130 g 259

Commitments
Preferred Stock Redeemable Solely at the

Option of the Company
Preferred Stock Subject to Mandatory

Redemption Requirements

Common Stock Equity
Common stock o ~ ~ ~ ~ ~ ~ ~

Capital in excess of par value
Retained earnings

134,440

25,000

462,250
811,576
544,522

134,440

25,000

464, 469
816, 384
489, 129

Total Common Stock Equity

Total Liabilities and Stockholders'quity
1 g 8 18 g 348 1 g 769 ~ 982

$ 5,081,383 $ 5,059,681

The notes on pages 6 and 7 are an integral part of the financial statements.



tern 1. Financial Statements Cont'd

New York State Electric E Gas Corporation
Consolidated Statements of Cash Flows - (Unaudited)

Periods Ended March 31 Three Months
1997 1996 0

(Thousands)
Operating Activities
Net income
Adjustments to reconcile net income to net cash
provided by operating activities
Depreciation and amortization
Federal income taxes and investment tax credits

deferred, net.
Changes in current operating assets and liabilities

Accounts receivable
Prepayments
Inventory
Accounts payable and accrued liabilities
Taxes accrued

Other, net

Net Cash Provided by Operating Activities
Investing Activities
Utilityplant capital expenditures
Proceeds from governmental and other sources
Expenditures for other property and investments

Net Cash Used in Investing Activities

$ 81,977

48,289

(11,038)

(10,128)
(18,509)
11,312

(24,929)
62;884
14,982

154,840

(25, 995)
131

(551)

(26, 415)

$ 98,676

47, 091,

581

(48, 945)
(19, 929)
16,403
(9,786)
58,822
15, 040

157i953

(45,966)
31

(552)
-0

(46, 487)

Financing Activities
Repurchase of common stock
Repayments of first mortgage bonds and

preferred stock, including net premiums
Changes in funds set aside for first

mortgage bond repayments
Long-term notes, net
Commercial paper, net
Dividends on common and preferred stock

25,000
(456)

(66, 800)
(26,643)

2,234
39,680

(29,647)

(7, 246)

(48 g 000) ( 128 g 960)

Net Cash Used in Financing Activities
Net Increase (Decrease) in Cash and

Cash Equivalents
Cash and Cash Equivalents, Beginning of Period

Cash and Cash Equivalents, End of Period

(124, 145)

4,280
8,253

$ 12,533

(116, 693)

(5, 227)
11,433

$ 6,206

Supplemental Disclosure of Cash Flows Information
Cash paid during the period
Interest, net of amounts capitalized

'Income taxes $ 14,216 $ 15,362 0
$ 1,770

The notes on pages 6 and 7 are an integral part of the financial statements.



Item 1. Financial Statements Cont'd

New York State Electric & Gas Corporation
Consolidated Statements of Retained Earnings — (Unaudited)

Periods ended March 31 Three Months
1997 1996

(Thousands)

Balance, beginning of period
Add net income

$ 489,129
81,977

$424,412
98,676

571 g 106 523 g 088

Deduct dividends on capital stock
Preferred
Common ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~

Deduct premium paid on preferred
stock redemption

2, 315
24,269

26,584

2I333
25, 026

27,359

5,960

Balance, end of period $ 544,522 $ 489,769

ne notes on pages 6 and 7 are an integral part of the financial statements.'



Item 1. Financial Btatements (Cont'd)

Note 1. Unaudited Consolidated Financial Statements

The accompanying unaudited consolidated financial statementsreflect all adjustments which are, in the opinion of management,
necessary for a fair presentation of New York State Electric &
Gas Corporation's (company) consolidated results for the interim
periods. All such adjustments are of a normal recurring nature.
The unaudited consolidated financial statements should be read in
conjunction with the consolidated financial statements and notes
contained in the company's annual report for the year ended
December 31, 1996. Due to the seasonal nature of the company's
operations, financial, results for interim periods are not neces-sarily indicative of trends for a twelve-month period.

.

Note 2. Reclassification
Certain items have been reclassified on the consolidatedfinancial statements to conform to the 1997 presentation.

Note 3. Environmental Liability
The company has a program to investigate and perform

necessary remediation at its known inactive gas manufacturingsites. In March 1994 and October 1996 the company entered into
Orders on Consent with the New York State Department of
Environmental Conservation requiring the company to investigate
and, where necessary, remediate 34 of the company's 38 knowninactive gas manufacturing sites. With respect to the 38 sites,eight sites are included in the New York State Registry ofInactive Hazardous Waste Sites.

The company revised its estimate for all costs related to
investigation and remediation of the 38 sites, from $ 31 millionat December 31, 1996, to a range of $ 83 million to $ 186 millionat March 31, 1997. The company's previous estimate of
$ 31 million was based on known conditions and only one remedialalternative for each site. The new estimate is based on both
known and potential site conditions and multiple remediationalternatives for each of the sites. The estimate was not revised
as a result of any new obligations. The new estimate has not
been discounted and is based on costs in 1996 dollars that the
company expects to incur through the year 2017. The estimate
could change materially, based on facts and circumstances derived
from site investigations, changes in required remedial action,
changes in technology relating to remedial alternatives and
changes to current laws and regulations.



The liability to investigate and perform remediation, as
necessary, at the known inactive gas manufacturing sites, is
reflected in the company's consolidated balance sheets at
March 31, 1997 and December 31, 1996, in the amounts o'

$ 83 million and $ 31 million, respectively. The company has
recorded a corresponding regulatory asset, since it expects to
recover such expenditures in rates,'s the company has previously
been allowed by the Public Service Commission of the State of New
York (PSC) to recover such costs. The company has notified its
former and current insurance carriers that it seeks to recover
from them certain of the cleanup costs. The company is unable to
predict the amount of insurance recoveries, if any, that it may
obtain.

Item 2. Mana ement's discussion and anal sis of
financial condition and results of o erations

(a) Li idi.t and Ca ital Resources

Com etitive Conditions (See Form 10-K for fiscal year ended
December 31, 1996, Item 7 — Liquidity and Capital Resources—
Competitive Conditions - Electric Industry, Accounting Issues,
and Rate Matters — Electric Rate Settlement.)

Electric Rate and Restru'cturin Plan
On September 27, 1996, the company submitted a five-year

rate and restructuring plan (NYSEGPlan) in response to the PSC's
Order dated May 20, 1996, in the Competitive Opportunities
Proceeding.

On October 9, 1996, the PSC issued a procedural order
allowing until January 7, 1997, (subsequently extended for the
company until March 25, 1997) to complete the discovery and
settlement negotiations regarding the utilities submissions.

The company was unable to reach a settlement with the PSC
Staff regarding NYSEGPlan. As a result, the company filed
testimony on March 25, 1997, to litigate the issues, and hearings
before the PSC are scheduled to begin May 15, 1997. The company
also filed a proposed settlement that includes the following key
elements:

All eligible customers would be able to choose their
electricity supplier by August 1, 1999. This would be
one of the nation's most aggressive programs for
achieving full retail competition.

The company would forgo the $ 45.5 million electric
price increase'the PSC approved for the third and final
year of its current electric rate settlement. The
company would also pass along to its customers any net
savings that result from gross receipts tax or special
financing legislation.

7



The company would stabilize electric prices for five
years. During that period many large customers would
see their prices reduced 25%, while others wouldreceive discounts for growth or increased electricity
usage.

The company would provide customers and suppliers with
more detailed price information through a rate
unbundling proposal during the five-year transition
period.

The current freeze of natural gas prices would be
extended four more years through July 31, 2002.

The company would be authorized to form a holding
company and to transfer designated coal-fired
generation assets to one or more generation companieswithin the holding company structure.
The company continues to insist on the opportunity torecover past investments that were prudently incurred
as a result of government mandates and the company'sobligation to serve all customers.

The company is unable to predict the outcome of this
proceeding and its ultimate effect on the company's financialposition, results of operations or its eligibility to continue
applying Statement of Financial Accounting Standards No. 71
(Statement 71), Accounting for the Effects of Certain Types ofRegulation. Continued application of Statement 71 requires thatthe company's regulated operations meet the following threecriteria:

rates for regulated services or products provided to
customers are subject to approval by an independent,third party regulator,
the regulated rates are designed to recover the
company's costs of providing regulated services or
products and

it is reasonable to assume that rates set at levelsthat will recover the company's costs can be charged to
and collected from customers.



Although the company believes that it will continue to meet
those criteria in the near future, it cannot predict what effect
the following two matters will have on its ability to do so:
1) recent inquiries by the Securities and Exchange Commission's
Chief Accountant regarding the continued application of
Statement 71 for generation operations of electric utilities
facing restructuring or 2) discussions the Financial Accounting
Standards Board's Emerging Issues Task Force is expected to have
in the near future related to the continued application of
Statement 71 during the transition to competition. If the
company no longer met the criteria of Statement 71 for all or a
separable part of its business, it may have to record as expense
or revenue certain previously deferred items (regulatory assets
and regulatory liabilities) and may have to record as a loss the
amount for power purchase contracts with nonutility generators
that is above the estimated price in a competitive marketplace.

FZRC Orders 888 and 889

In April 1996 the Federal Energy Regulatory Commission
(FERC) issued Orders 888 and 889 adopting final rules to
facilitate the development of competitive wholesale electric
markets by opening up transmission services and to address the
resulting stranded costs. In March 1997 the FERC issued Orders
888-A and 889-A, which generally affirmed Orders 888 and 889.
Various parties, including the company, have filed petitions for
review of these orders wi'th the U.S. Courts of Appeals in various
circuits.

In Orders 888 and 889, the FERC directed all publicutilities to file a compliance open-access transmission tariff on
or before July 9, 1996. Order 888 allows each utility.to submit
further modifications to its tariff and allows customers to
request modifications to the tariff. The company filed its
compliance open-access transmission tariff and a modified open-
access transmission tariff on July 9 and July 10, 1996,
respectively. The FERC accepted the company's transmission rates
filed on July 9, 1996, subject to refund and set the rates for
hearing. As required by the FERC, in February 1997 the company
filed a new compliance tariff with respect to non-rate terms and
conditions, which became effective retroactively on January 29,
1997.

On March 28, 1997, the company submitted to FERC a request
for a modification of its transmission rate. The company
requested an increase in its transmission rate, effective May 28,
1997, to ensure that it is adequately compensated by customers
who use its transmission services. To date, the FERC has not
acted on the company's request.



Investin Activities
Capital expenditures for the first quarter of 1997 were

$ 26 million, primarily for the extension -of service and necessary
improvements to existing facilities. The company estimates its 0
capital expenditures for 1997 will total $ 141 million and will be
financed entirely with internally generated funds.

F nanc n Act v ties
During the first quarter of 1997, the company repaid

$ 25 million of 5 5/8% Series first mortgage bonds that matured on
January 1, 1997; redeemed, at par, the remaining $ 23 million ofits 9 7/84 Series first mortgage bonds, due February 1, 2020; andrepaid approximately $ 67 million of commercial paper.

The company initiated a common stock repurchase program ofnot to exceed 4,000,000 shares in September 1996. The company
repurchased 3,000,100 shares as of April 30, 1997.

(h) Results of Operations

Three months ended March 31, 1997 compared with three months
ended March 31, 1996:

1997 1996 Chan e
(Thousands, except per share amounts)

Total Operating Revenues
Operating Income
Earnings Available for

Common Stock
Average Shares Outstanding
Earnings Per Share
Dividends Per Share

$ 588,137
$ 167,527

$ 79,662
69,353

$ 1.15
$ .35

$ 622,056 (5%)
$ 196,353 (154)

$ 96,343 (17%')
71,503 (34)

$ 1.35 (154')
$ .35

e

Earnings per share for the three months ended March 31,
1997, decreased 20 cents compared to the prior year period.
Lower electric and natural gas retail sales, due to a very mildwinter this year compared to 1996, reduced earnings per share 18cents. A less favorable electric sales mix, due to lowerresidential and commercial sales but higher industrial sales, andincreases in the price of mandated purchases of power fromnonutility generators (NUGs) reduced earnings 14 cents per share.

The above decreases were partially offset by several itemsthat increased earnings per share. A reduction in average shares
outstanding due to the repurchase of common stock added three
cents; a decrease in losses incurred by NGE Enterprises, Inc.
added three cents; a decrease in the price of natural gas
purchased added two cents; and lower interest charges, due to the
redemption of first mortgage bonds, also added two cents to
earnings per share.
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Operating Results by Business Segment

Electric Three Months ended March 31
1997 1996 Chan e

(Thousands)
Retail Sales—

Megawatt-Hours(mwh)
Operating Revenues
Operating Expenses
Operating Income

3,492
$ 451,270
$ 331,969
$ 119,301

3,643
$ 472,352
$ 326,965
$ 145,387

(4~)
(44)
24

(184)

Electric retail sales decreased 44 for the quarter ended
March 31, 1997, primarily because of a very mild winter this year
compared to 1996.

The $ 21 million decrease in electric operating revenues for
the quarter was primarily due to lower retail sales, which
reduced revenues $ 18 million.

The $ 5 million increase in electric operating expenses for
the three months is primarily due to a $ 4 million increase in
other operating expenses and a $ 3 million increase in electricity
purchased, mostly due to increases in the price of mandated
purchases of power from NUGs. Those increases were partially
offset by decreases in other taxes and maintenance of $ 2 million
and $ 1 million, respectively.

Natural Gas Three Months ended March 31
1997 1996 Chan e

(Thousands)

Retail Deliveries-
Dekatherms(dth)

Operating Revenues
Operating Expenses
Operating Income

23, 419
$ 136,867

$ 88,641
$ 48,226

25,337
$ 149,704

$ 98,738
$ 50,966

(8)
(9)

(104)
(5)

Natural gas retail deliveries decreased 84 for the three
months ended March 31, 1997, primarily because of a very mild
winter this year compared to 1996.

The $ 13 million decrease in natural gas operating revenues
for the quarter is primarily due to lower retail deliveries,
which reduced revenues $ 11 million.

Natural gas operating expenses decreased $ 10 million due to
a $ 9 million decrease in natural gas purchased, mainly due to
lower volume, and a $ 1 million decrease in other taxes.
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PART II - OTHER INFORMATION

Item 6. Exhibits and Re orts on Form 8-K

(a) Exhibits — See Exhibit Index.

(b) Reports on Form 8-K

No reports on Form 8-K were filed during the quarter for
which this report is filed.

Si ature

Pursuant to the requirements of the Securities Exchange Act
of 1934, the Registrant has duly caused this report to be signed
on its behalf by the undersigned thereunto duly authorized.

NEW YORK STATE ELECTRIC & GAS CORPORATION
(Registrant)

By Gar J. Tu on
GARY J. TURTON

Vice President and Controller
(Chief Accounting Officer)

Date: May 14, 1997
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EXHIBIT INDEX

27 — Financial Data Schedule.

13



~ .



SECURITIES AND EXCHANGE COMMISSION

WASHINGTON~ D C 20549

FORM 10-Q

(Mark One)
[X] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE

SECURITIES EXCHANGE ACT OF 1934

June 30, 1997
For the quarterly'period ended

OR

[ ] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the transition period from . . . . . . to
1-3103-2

Commission file number

New York State Electric 6 Gas Corporation
~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~

(Exact name of registrant as specified in its charter)

New York 15-0398550
~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~

(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No..)

P.O. Box 3287, Ithaca, New York
~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~

(Address of principal executive offices)
14852-3287

~ ~ ~ ~ ~ ~ ~ ~ ~ ~

(Zip Code)

607 347-4131
Registrant ' telephone number, including area code

N/A
~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~

Former name, former address and former fiscal year, if changed
since last report.

Indicate by check mark whether the registrant (1) has filedall reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months
(or for such shorter period that the registrant was required tofile such reports), and (2) has been subject to such filing
requirements for the past 90 days.

Yes [x]

The number of shares of common stock (par value $ 6.66 2/3
per share) outstanding as of July 31, 1997 was 67,502,827.





TABLE OF CONTENTS

PART I

Pacae

Item 1. Financial Statements . . . . . . . . . . . . . . 1

Item 2. Management's Discussion and Analysis of
Financial Condition and Results of Operations
(a) Liquidity and Capital Resources . . . . . 7
(b) Results of Operations . . . . . . . . . . 11

PART -II

Item l.
Item 4:

Legal Proceedings. . . . . . . . . . . ~ . . . . 14

Submission of Matters to a Vote of Security
Holders. . . . . . . . . . . . . . . . . . . . . 17

Item 6. Exhibits and Reports on Form 8-K
(a) Exhibits. . . . . . . . . . . . . . . . . 17
(b) Reports on Form 8-K . . . . . . . . . . . 17

Signature ~ ~ ~ ~ ~ ~ ~ ~ ~ '1 8

Exhibit Index . . . . . . . . . . . . . . . . . . . . . . . . 19



O.

4



PART 1 " FINANCIAL INFORMATION

Item 1. Financial Statements

New York State Electric & Gas Corporation
Consolidated Statements of Income - (Unaudited)

Periods Ended June 30
Three Months Six Months
1997 1996 '997 1996

(Thousands, except per share amounts)

~ Operating Revenues'lectric
Natural gas

$ 41 1 453 $ 397'88
58,917 57,579

$ 862,723
195,784

$ 869,440
207,283

Total Operating Revenues 470,370 454,667 1,058,507 1,076,723

Operating Expenses
Fuel used in electric generation
Electricity purchased
Natural gas purchased
Other operating expenses
Maintenance.
Depreciation and amortization
Other taxes

52,706
98,247
28,462
80,967,
30,550
48,027
48,668

46,699
90,062
34,091
84,411
28„411
47,052
49,017

112,689
191,459

88,869
160,528
54,467
96,316

103,909

106,280
180,688
103,134
160,534
53,527
94,143

107,140

Total Operating Expenses 387,627 379,743 808,237 805,446

Operating Income.
interest Charges, Net
her Income and Deductions

Income Before Federal Income Taxes
Federal Income Taxes

~ .Net Income.
Preferred Stock Dividends

82,743
29,882
4,578

48,283
22,008

26,275
2,352

74,924
30,202

9,146

35,576
14,694

20, 882
2,386

250, 270
60,508

9,346

180,416
72,164

108,252
4,667

271 277
62,314
17,837

191, 126
71,568

119,558
4,719

Earnings Available for Common Stock $ 23,923 $ 18,496 $ 103,585 $ 114,839

~ 'arnings Per Share.

Dividends Per Share

Average Shares Outstanding.

$ .35

$ .35

$ .26

$ .35

68,279 71,503

$ 1.51

$ .70

68,813

$ 1.61

$ .70

71,503

e notes on pages 6 and 7 are an integral part of the financial statements.



Item 1. Financial Statements Cont'd

New York State Electric S Gas Corporation
Consolidated Balance Sheets - (Unaudited)

June 30, De
1997 1996

(Thousands)Assets

UtilityPlant, at
Electric
Natural gas
Common

Original Cost

Less accumulated depreciation
Net Utility Plant in Service

Construction work in progress

Total UtilityPlant

Other Property and Investments, Net

Current Assets
Cash and cash equivalents
Special deposits
Accounts receivable, net
Fuel, at average cost
Materials and supplies, at average cos
Prepayments
Accumulated deferred federal income

tax benefits, net

Total Current Assets

$ 13,422
2,694

135,558
34,274
44,285
46,893

23,404

300,530

5,200,018
548,186
155,218

5,903,422
2,010,945

3, 892,-477
58,082

3,950,559

95,947

$ 8,253
31, 364

189, 043
36,472
43,044
47,169

3,424

358,769

5,177,365
529,023
151,290

5,857,678
1,933,599

3, 92+
3, 982, 364

99,221 ~

Regulatory and Other Assets
Regulatory assets
Unfunded future federal income taxes
Environmental remediation costs
Unamortized debt expense
Demand-side management program costs
0 ther

Total regulatory assets

Other assets

Total Regulatory and Other Assets

267,711
84,600
78,862
69,576

125,768

626,517

22,242

648,759

269, 767
32,100 080,745
71,425

149,561

603,598

15,729

619,327

Total Assets $4,995,795 85,059,681

The notes on pages 6 and 7 are an integral part of the financial statements.



Item 1. Financial Statements Cont'd

New York State Electric & Gas Corporation
Consolidated Balance Sheets - (Unaudited)

.
Liabilities

June 30, Dec. 31,
1997 1996

(Thousands)

Current Liabilities
Current portion of long-term
Commercial paper

~ Accounts payable and accrued
Interest accrued
Taxes accrued
Other ~ ~ ~ ~, ~ ~ ~ ~ ~ ~ ~

Total Current Liabilities

debt
~ ~ ~ ~liabilities

~ ~

~ ~ ~ ~

$ 32,972
37,800
92,465
20,814
42,825
53,036

279,912

$ 83,488
129,300
121,123
22,195

71,324

427,430

Regulatory and Other Liabilities
Regulatory liabilities
Deferred income taxes - unfunded

income taxes
Deferred income taxes

, 0ther ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~

Total regulatory liabilities
Other liabilities
Deferred income taxes

0 Other postretirement benefits
~ ~

Environmental remediation costs
0 'the r ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~

Total other liabilities

future federal

~ ~

~ ~

107,967
88,280
78,535

274, 782

754,449
106,509

84,600
70,535

1, 016, 093

109, 065
94,004
65,471

268, 540

751,553
95,195
32,100
74,627

953,475

~ Long-term debt

Total Liabilities
1, 486, 620 1, 480, 814

3,057,407 3,130,259

Commitments
Preferred Stock Redeemable Solely at the

Option of the Company
Preferred Stock Subject to Mandatory

Redemption Requirements

Common Stock Equity
Common stock
Capital in excess of par value
Retained earnings
Treasury stock

134,440

25,000

462,250
811,793
544,470
(39,565)

134,440

25,000

464, 469
816,384
489,129

Total Common Stock Equity
~ Total Liabilities and Stockholders'quity

The notes on pages 6 and 7 are an integral part

1,778,948 1,769,982

$4,995,795 $ 5,059,681

of the financial statements'



Item 1. Financial Statements Cont'd

New York State Electric E Gas CorporationConsolidated Statements of Cash Flows - (Unaudited)

Six MonthsPeriods Ended June 30 1997 1996
(Thousands)Operating Activities

Net income
Adjustments to reconcile net income to net cash
provided by operating activities
Depreciation and amortization
Federal income taxes and investment tax credits

deferred, net
Changes in current operating assets and liabilities

Accounts receivable
Inventory
Accounts payable and accrued liabilities
Taxes accrued

Other, net

Net Cash Provided by Operating Activities

96,316 94, 143

(23, 381) (10, 192)

53,485
957

(28,658)
42,825
27,146

276,942

15,343
(2,455)

(12,758)
29,734
27,760

261, 133

$ 108(252 $ 119,558

Investing ActivitiesUtilityplant capital expenditures
Proceeds from governmental and other sources
Expenditures for other property and investments

Net Cash Used in Investing Activities

(55,842)
911

(804)

(55, 735)

(94, 075)
1, 131

(1, 454)

(94, 398)

Financing Activities
Repurchase of common stock
Purchase of treasury stock
Repayments of first mortgage bonds and

preferred stock, including net premiums
Changes in funds set aside for first mortgage

bond repayments
Long-term notes, net
Commercial paper, net
Dividends on common and preferred stock

25,000
(1,667)

(91,500)
(53,052)

1, 099
53,780

(57,006)

(7,254)
(39, 565)

(48,000) (168,076)

e

Net Cash Used in Financing Activities
Net Increase (Decrease) in Cash and

Cash Equivalents
Cash and Cash Equivalents, Beginning of Period

Cash and Cash Equivalents, End of Period

(216,038)

5,169
8,253

$ 13,422

(170,203)

(3, 468)
11,433

$ 7,965

Supplemental Disclosure of Cash Flows Information
Cash paid during the period
Interest, net of amounts capitalized
Income taxes $ 55,230

$ 65,252

The notes on pages 6 and 7 are an integral part of the financial

$ 57,866
$ 49,581 ~

statements.



~ Item 1. Financial Statements Cont'd

New York State Electric & Gas Corporation
Consolidated Statements of Retained Earnings - (Unaudited)

Periods ended June 30
Six Months

1997 1996
(Thousands)

~ Balance, beginning of period
Add net income

$ 489,129
108,252

597,381

$ 424,412
119,558

543,970

Deduct dividends on capital stock
Preferred
Common ~ ~

4,667
48,244

4,719
50,052

~ = Deduct premium paid on preferred
stock redemption

52,911 54,771

7,010

Balance, end of period $ 544,470 $ 482,189

The notes on pages 6 and 7 are an integral part of the financial statements'



Item 1. Financial Statements (Cont'd)

Note 1. Unaudited Consolidated Financial Statements
The accompanying unaudited consolidated financial statements

reflect all adjustments which are, in the opinion of management,
necessary for a fair presentation of New York State Electric &
Gas Corporation's (company) consolidated results for the interim
periods. All such adjustments are of a normal recurring nature.
The unaudited consolidated financial statements should be read in
conjunction with the consolidated financial statements and notes
contained in the company's annual report for the year ended
December 31, 1996. Due to the seasonal nature of the company's
operations, financial results for interim periods are not
necessarily indicative of trends for a twelve-month period.

Note 2. Reclassification
Certain items have been reclassified on the consolidated

financial statements to conform to the 1997 presentation.

Note 3. Stock-Based Compensation Plans
The shareholders of the company approved the 1997 Stock

Option Plan at the Annual Meeting of Stockholders in May 1997.
(See Part II, Item 4'. Submission of Matters to a Vote of Security
Holders.) The company applies the provisions of Statement of
Financial Accounting Standards No. 123 (Statement 123),
Accounting for Stock-Based Compensation, to its stock-based
compensation plans and accounts for them in accordance with
Accounting Principles Board No. 25, Accounting for Stock Issued
to Employees, as permitted by Statement 123.

Note 4. Unsolicited Tender Offer
(See Part II, Item 1. Legal'Proceedings.)

On July 18, 1997, a subsidiary of Omaha, Nebraska-based
CalEnergy Company, Inc. (CalEnergy) commenced an unsolicited
tender offer to purchase 9.9% of the company's common stock for
$ 24.50 per share in cash as part of a stated plan to acquire all
of the company's common stock. The company's board of directors
(Board), after a comprehensive and careful review, unanimously
recommended that shareholders reject CalEnergy's unsolicited
tender offer. The Board also decided to reject CalEnergy's
proposal to commence merger negotiations for a transaction in
which CalEnergy would acquire all of the company's common stock
at $ 27.50 per share, as not being in the best interests of the
company or its shareholders, customers, employees and other
constituencies. The company recognized a liability of $ 18 million
in July 1997 for commitments to financial advisors providing
services related to this matter. The company is recognizing
expenses for those and all other fees related to this matter as
fees are earned.



Note 5. Benefit Trusts
In accordance with the terms of the Employee Benefit Trust

Agreement and Director Benefit Trust Agreement, each dated
July 1, 1994, as amended, the company deposited $ 52 million into
external trust funds in July 1997. The obligation to make such
deposits arose as a result of the actions of CalEnergy. (See
Note 4. Unsolicited Tender Offer.) Those agreements cover
employee severance agreements and certain employee and director
plans.

Item 2. Mana ement's discussion and anal sis of financial
condition and resu1ts of o erations

(a) Li idit and Ca ital Resources

Com etitive Conditions (See Form 10-K for fiscal year ended
December 31, 1996, Item 7 — Liquidity and Capital Resources
Competitive Conditions - Electric Industry and Natural Gas
Industry, Accounting Issues, and Rate Matters - Electric Rate
Settlement and Form 10-Q for the quarter ended March 31, 1997,
Item 2(a) - Liquidity and Capital Resources - Competitive
Conditions - Electric Rate and Restructuring Plan, and FERC
Orders 888 and 889.)

Electric Zndust~
Electric Rate and Restructurin Plan

The company reached an agreement with the Public Service
Commission of the State of New York (PSC) Staff, on July 28,
1997, on the principles to govern a settlement of the company's
electric rate and restructuring plan. A settlement agreement
(Settlement Agreement) reflecting, among other things, those
principles is expected to be entered into shortly with the PSC
Staff and others. The Settlement Agreement, which is subject to
PSC approval, will include the following key elements:

Forgo two previously approved price increases for
residential and certain commercial customers totaling 6%
and freeze overall average electric prices for those
customers through July 31, 2002;

Rates for large-use industrial and commercial customerswill be reduced 5% each year for the next five years;

A retail choice program that is the most aggressive plan
in the state for implementing customer choice, under whichall customers will be permitted to buy electricity in a
competitive marketplace by August 1, 1999, reinforcing the
company' commitment to competition;

After further negotiation, an extension of the current
natural gas settlement through July 2002;



The company will separate its fossil fuel generation into
an unregulated subsidiary. The fossil generating unitswill be subject to an auction process, that will be
completed by August 1, 1999, in which the company canparticipate; and

~ .
The company will receive a reasonable opportunity to
recover all prudently incurred investments made in the
past.

Prices could be reduced further by passing back to customers
savings from renegotiation of nonutility generator (NUG)contracts, the passage of proposed securitization legislation
and/or a reduction in the gross receipts tax.

The Settlement Agreement will be presented to all interestedparties and an administrative law judge, with the expectation of
a PSC decision in the fourth quarter of 1997.

The company is unable to predict the outcome of this
proceeding and its ultimate effect on the company's financial
position, results of operations or its eligibility to continue
applying Statement of Financial Accounting Standards No. 71
(Statement 71), Accounting for the Effects of Certain Types of
Regulation, to its regulated operations. Continued application
of Statement 71 requires that the company's regulated operations
must meet the following three criteria:

rates for regulated services or products provided to
customers are subject to approval by an independentthird-party regulator, 4
the regulated rates are designed to recover the company's
costs of providing regulated services or products, and

it is reasonable to assume that rates set at levels thatwill recover the company's costs can be charged to and
collected from customers.

Although the company believes that it will continue to meet
those criteria in the near future for its businesses that
continue to be regulated, it cannot predict what effect the
following two matters will have on its ability to do so:
1) recent inquiries by the Securities and Exchange Commission's
Chief Accountant regarding the continued application of Statement
71 for generation operations of electric utilities facing
restructuring or 2) authoritative guidance from the Financial
Accounting Standards Board's,Emerging Issues Task Force related
to the continued application of Statement 71 during thetransition to competition. If the company no longer met thecriteria of Statement 71 for all or a separable part of its
business, it may have to record as expense or revenue certain
previously deferred items (regulatory assets and regulatoryliabilities) and may have to record as a loss the amount for
purchase power contracts with nonutility generators that is above
the estimated price in a competitive marketplace.



Dai r
gaea

's Peti tion to the PSC
The PSC issued an order in June 1997, requiring four upstateutilities, including the company, to proceed with a retail accesspilot program for more than 17,000 upstate commercial farmers and

food processors, which includes approximately 6,700 of the
company's customers, who meet certain eligibility requirements.
The four utilities would continue to provide all services fortheir participating customers except energy and capacity, which
would be supplied by alternative suppliers or energy services
companies. The program, which begins in November 1997, does not
include any provision for the recovery of stranded costs. On
June 23, 1997, the company filed a lawsuit in the New York State
Supreme Court, Albany County for a judgment annulling the PSC's
order, The company will withdraw this lawsuit if the PSC approves
the Settlement Agreement.

The company does not believe that this proceeding will have
a material adverse effect on its financial position or results of
operations.

Petition to the FERC on NUGs
The company petitioned the Federal Energy Regulatory

Commission (FERC) in February 1995, asking, for relief from havingto pay approximately $ 2 billion more than its avoided costs for
power purchased over the lives of two NUG contracts. One of
these contracts is with Saranac Power Partners, L.P. (Saranac),
the general partner of which is Saranac Energy Company, Inc., a
wholly-owned, indirect subsidiary of CalEnergy. ~ (See Note 4.
Unsolicited Tender Offer.) The other contract is with Lockport
Energy Associates, L.P. (Lockport). The FERC denied that
petition in April 1995 and denied the company's subsequent
request for a rehearing. The company believes that the
overpayments under the two contracts violate the Public Utility
Regulatory Policies Act of 1978.

The company filed a petition with the United States Court of
Appeals for the District of Columbia (Court of Appeals) in June
1995, to review the FERC's decision. On July 11, 1997, the Court
of Appeals issued a decision stating it lacks jurisdiction to
rule on the company's appeal of the FERC's refusal to modify the
power purchase contracts. The Court of Appeals said the company
may pursue its claim in the United States District Court. The
company commenced an action in the United States District Courtfor the Northern District of New York (District Court) on
August 7, 1997, against Saranac, Lockport, FERC and the PSC. The
complaint asks the District Court to reform the two NUG contracts
by reducing the price the company must pay for electricity from
Saranac and Lockport or to send the matter back to the FERC or to
the PSC with direction that they modify such contracts. The
complaint also seeks restitution of all moneys paid to Saranac
and Lockport above the company's avoided costs.

The company continues to seek cost-effective ways to
terminate or renegotiate existing NUG contracts and thus reduceits overpayment burdens under'such contracts.



FERC Orders 888 and 889 4

The FERC issued Orders 888 and 889 in April 1996, adoptingfinal rules to facilitate the development of competitivewholesale electric markets by opening up transmission services
and to address the resulting stranded costs. In March 1997 the
FERC issued Orders 888-A and 889-A, which generally affirmed
Orders 888 and 889. Various parties, including the company, havefiled petitions for review of these orders with the United StatesCourts of Appeals in various circuits.

1n Order 888=, the FERC directed all public utilities to file
a compliance open-access transmission tariff on or before July 9,1996. In Order 888-A, the FERC directed all public utilities tofile a revised compliance tariff by July 14, 1997. The FERC has
approved the company's transmission tariffs.

~ .

Natural Gas Industry
Seneca Lake Natural Gas Stora e Pro 'ect

The company's Seneca Lake storage project was placed intoservice in December 1996. The project consists of a natural gasstorage cavern, a compressor station and two natural gastransmission pipelines.
The company received approval from the PSC on May 30, 1997,for a $ 10 million expansion of the project's compressor station.This expansion, which is scheduled to be completed by November 1,

1997, will increase the cavern's working gas storage capacityfrom 800 million to 1. 45 billion cubic feet of natural gas andallow for growth in the company's wholesale natural gas business
through the sale of storage capacity.
Joint Venture vith Central Maine Power Com an (CMP)

The company and CMP have signed a memorandum of
understanding that could lead to the formation of a jointly-owned
company to distribute natural gas to Maine customers in areas notcurrently served by a natural gas utility. Various regulatoryapprovals are required before the joint venture could operate a
new gas distribution service. The opportunity for new retaildistribution of natural gas depends on completion of either or
both of two new pipeline proposals made by separate
organizations. Those proposals are currently under federal andstate regulatory review.

Investin Activities
Capital expenditures for the first six months of 1997 were

$ 56 million, primarily for the extension of service and necessary
improvements to existing facilities. The company estimates itscapital expenditures for 1997 will total $ 141 million and will befinanced entirely with internally generated funds.
Financin Activities

The company initiated a common stock repurchase program in
September 1996. As of June 30, 1997, the company had repurchasedall four million shares authorized under this program.

10



(b) Results of Operations
Three Months Ended June 30
1997 1996 Chan e

(Thousands, except per share amounts)

Total Operating Revenues
Operating Income
Earnings Available for

Common Stock
Average Shares Outstanding
Earnings Per Share
Dividends Per Share

$ 470, 370
$ 82,743

$ 23,923
68,279

$ ~ 35
$ .35

$ 454,667
$ 74,924

$ 18,496
71,503

$ .26
$ .35

3%
10%

29%'5%)

35%

Earnings per share for the three months ended June 30, 1997,
increased nine cents compared to the prior year period. Lower
costs of natural gas purchased added six cents to earnings per
share and higher wholesale sales of electricity added five cents
to earnings per share. Decreased losses incurred by NGE
Enterprises, Inc. added three cents and reduced average shares
outstanding, due to the repurchase of common stock, increased
earnings per share another two cents.

Those increases were partially offset by higher costs of
mandated purchases of power from NUGs and lower electric retail
sales, due to milder weather, that reduced earnings per sharefive and two cents, respectively.

Six Months ended June 30
1997 1996 Chan e

(Thousands, except per share amounts)

Total Operating Revenues
Operating Income
Earnings Available for

, Common Stock
Average Shares Outstanding
Earnings Per Share
Dividends Per Share

$ 1,058,507
$ 250,270

$ 103,585
68,813

$ 1.51
$ .70

$ 1, 076, 723 (2%)
$ 271,277 (8%)

$ 114,839 (10%)
71,503 (4%)

$ 1.61 (6%)
$ .70

Earnings per share for the six months ended June 30, 1997,
decreased 10 cents compared to the same period last year. Higher
costs of mandated purchases of power from NUGs, a less favorable
electric sales mix in the first quarter, due to lower residential
and commercial sales but higher industrial sales, and higher
fuel costs due to increased electric generation, reduced earnings
per share 19 cents'ower electric and natural gas retail sales,
primarily due to very mild weather in the first quarter, reduced
earnings per share an additional 19 cents.

Those decreases were partially-offset by several items that
increased earnings per share. A decrease in the cost of natural
gas purchased added seven cents and higher wholesale sales of
electricity, decreased losses incurred by NGE Enterprises, Inc.
and reduced average shares outstanding, due to the repurchase of
common stock, each added six cents to earnings per share.

11



Operating Results by Business Segment

Electric
1996 Chan e1997

(Thousands)

Three Months ended June 30 ~ .
Retail Sales

Megawatt-Hours (mwh)
Operating Revenues
Operating Expenses
Operating Income

3,071
$ 411,453
$ 334,939

$ 76,514

3,092
$ 397,088
$ 321,137

$ 75,951

(1%)
4%

4%'%

The $ 14 million increase in electric operating revenues for
the quarter was primarily due to a $ 16 million increase in
wholesale sales. Partially offsetting that increase were lowerretail sales, due to milder weather, that reduced revenues $ 3million.

The $ 14 million increase in electric operating expenses isprimarily due to an $ 8 million increase in electricity purchased,
mostly due to higher costs of mandated purchases of power from
NUGs. Higher fuel costs, due to increased. electric generation,
added another $ 6 million to operating expenses.

Six Months ended June 30
1997 1996 Chan e

(Thousands)
Retail Sales

Megawatt-Hours (mwh)
Operating Revenues
Operating Expenses
Operating Income

6, 563
$ 862,723
$ 666,908
$ 195,815

6, 735
$ 869,440
$ 648,102
$ 221,338

(3%)
(1%)

3%
(12%)

Electric retail sales decreased 3% for the six months ended
June 30, 1997, primarily because of very mild weather in thefirst quarter.

The $ 7 million decrease in electric operating revenues for
the six months ended June 30, 1997, is primarily due to lowerretail sales that decreased revenues $ 20 million and a less
favorable electric sales mix that lowered revenues $ 10 million.
Those decreases were partially offset by higher wholesale salesof $ 18 million.

Electric operating expenses increased $ 19 million primarily
due to,an $ 11 million increase in electricity purchased, mostly
due to higher costs of mandated purchases of power from NUGs, and
a $ 6 million increase in fuel costs due to an increase inelectric generation.
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Natural Gas Three Months ended June 30
1997 1996 Chan e

(Thousands)
Retail Deliveries-

Dekatherms (dth)
Operating Revenues
Operating Expenses
Operating Income

10, 889
$ 58,917
$ 52,688

$ 6,229

10, 938
$ 57,579
$ 58,606
($ 1,027)

2%
(los)
N/A

The $ 1 million increase in natural gas operating revenues is
due to a more favorable sales mix that added $ 4 million to
revenues. That increase was partially offset by a $ 3 million
decrease in other revenues.

Natural gas operating expenses decreased $ 6 million due to a
$ 6 million decrease in the cost of natural gas purchased.

Six Months ended June 30
1997 1996 Chan e

(Thousands)
Retail Deliveries

Dekatherms (dth)
Operating Revenues
Operating Expenses
Operating Income

34,308
$ 195,784
$ 141,329

$ 54,455

36,275
$ 207,283
$ 157,344

$49,939

(5%)
(6%)

(10%)

9%'atural

gas retail deliveries decreased 5% for the six
months ended June 30, 1997, primarily due to very mild weather in
the first quarter of 1997 and one low-margin customer that closedits cogenerat'on plant.

The $ 11 million decrease in natural gas operating revenues
is due to lower retail deliveries.

Natural gas operating expenses decreased $ 16 million due to
a $ 14 million decrease in the cost of natural gas purchased and a
$ 2 million decrease in certain operating and maintenance costs.

13



PART II - OTHER INFORMATION

Item 1. Le al Proceedin s
(See Part I, Item 2(a) - Liquidity and Capital Resources
Competitive Conditions - Electric Industry.)
(a) By letter dated April 20, 1992, the U.S. EnvironmentalProtection agency (EPA) notified the company that the EPA had
reason to believe that the company was a potentially responsible
party (PRP) for the Clinton-Bender Removal Site (Clinton-Bender
Site) in Buffalo, New York. Five other PRPs have been identified
by the EPA. Nine private residential lots and one commercial
property at the Clinton-Bender Site were contaminated with lead,allegedly due to run-off from the adjacent Bern Metals Site. The
EPA ordered the company to perform the necessary removal work atthe Clinton-Bender Site and the company is remediating the sitein conjunction with four other identified PRPs. The total costof the removal actions to be performed at the Clinton-Bender Siteis estimated to be $ 3. 1 million. The removal work issubstantially complete. The company and the other participatingparties are seeking to recover from other PRPs, not participatingin the remedial action at the Clinton-Bender Site, any cost thatthe company and the other participating parties have incurred orwill incur.

O.

On November 3, 1993, the company was served with a summons
and complaint filed on behalf of certain of the homeowners at theClinton-Bender Site. Seven other defendants were named in thecomplaint, which was filed in the New York State Supreme Court,Erie County (Supreme Court, Erie County). The action was removedto the U.S. District Court for the Western District of New York
(Western District Court). In their complaint, plaintiffs made
general allegations that the defendants violated federal
environmental laws without alleging facts in support of theseallegations. Plaintiffs also alleged personal injury, proper'ty
damage, and fear of cancer which they claim were caused by the
presence of hazardous substances on their property, allegedlyresulting from the disposal of such substances by the defendantsat the Bern Metals Site. Any liability incurred as a result of
these claims may have been joint and several. The plaintiffs
asked for $ 30 million in direct damages from all defendants, aswell as treble damages (for unspecified reasons) from all
defendants, and an additional $ 10 million in punitive damages
from each defendant. By order dated September 1, 1995, the
Western District Court dismissed the plaintiffs claims made under
the Clean Air Act, the Clean Water Act, and the Comprehensive
Environmental Response, Compensation, and Liability Act of 1980,
which are the only claims based upon federal causes of action,
and remanded the action to the Supreme Court, Erie County. In
June 1997 the company and certain other'defendants entered into asettlement agreement with the plaintiffs, under which theplaintiffs discontinued their actions with prejudice. The
company paid $ 150,000 toward this settlement.

0
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(b) The company commenced an action against CalEnergy Company,
Inc. (CalEnergy) and a subsidiary thereof, on July 30, 1997, in
the United States District Court for the Southern District of New
York (District Court) . The action seeks preliminary and
permanent injunctive relief against the offer to purchase 9.9% of
the company's common stock and the planned takeover attempt of
the company by CalEnergy, on the grounds, among other things,
that CalEnergy has-"breached and continues to violate a
confidentiality agreement and that CalEnergy's tender offer
materials contained misleading and inadequate disclosures,
thereby violating the federal securities laws. In addition, the
company seeks an order requiring CalEnergy and its affiliates to
divest any and all securities of the company acquired by
CalEnergy and its affiliates while in possession of such
confidential information. (See Part I, Item 1, Note 4.
Unsolicited Tender Offer.)
(c) Nine purported class action lawsuits were commenced against
the company and some or all of its directors in the New York
State Supreme Court (Broome County, New York County, Kings County
and Tompkins County) on or about July 17, 1997 and various dates
thereafter through early August 1997. The lawsuits allege, among
other things, that the plaintiffs are being deprived of the
opportunity .to realize the full value of their investment in the
company as a result of the defendants'ailure to fulfilltheir
fiduciary duties and seek to maximize shareholder value in light
of CalEnergy's offer to negotiate a transaction by which
CalEnergy would acquire all outstanding shares of the company for
$ 27.50 per share. The lawsuits seek generally, among other
things, injunctive and declaratory relief requiring the
defendants to fulfilltheir fiduciary duties to maximize
shareholder value, and as to certain of the actions, damages.
The defendants believe that these lawsuits ar without merit and
intend to defend them vigorously.

(d) CE Electric (NY), Inc. (CE), a wholly owned subsidiary of
CalEnergy, commenced a proceeding on July 31, 1997, in the New
York State Supreme Court (Tompkins County) (Court) seeking an
order permitting CE to inspect and copy the company's list of
shareholders and related materials. On August 8, 1997, the Court
issued an order directing the company to compile the list of
shareholders and related materials. The Court also held that if
the District Court in the matter referred to in (b) above
determines that there has not been a misuse of confidential
information by CalEnergy to warrant issuance of a preliminary
injunction barring the tender offer the company must produce the
materials within 24 hours, and if the District Court makes no
such determination, the parties may reapply to the Court for such
relief as may be warranted.

15



(e) The company petitioned the PSC, on August 6, 1997, to issue
a ruling that CalEnergy and its subsidiaries cannot acquire any
shares of the company's common stock without first obtaining a
determination from the PSC pursuant to Section 70 of the New York
Public Service Law that the acquisition is in the public
interest. On August 13, 1997, the PSC issued an order stating,
among other things, that the purchase of 9.9% of the company's
common stock by CalEnergy is subject to the PSC's jurisdiction
and that such acquisition is approved upon several conditions.
Two such conditions are that CalEnergy not use its 9.9% interest
to impede a restructuring of the company and that CalEnergy
divest all of the company's common stock if the PSC denies
CalEnergy's application to acquire additional shares of the
company's common stock. The order also provides that CalEnergy
shall file for approvals of the acquisition of additional shares
of the company's common stock no later than August 29, 1997,
unless good cause is shown for a delay in such filing.
(f) A lawsuit was commenced on or about August 12, 1997,
against the company and its directors in the United States
District Court for the Southern District of New York. The
lawsuit seeks, among other things, declaratory and injunctive
relief ordering the defendants to correct alleged misleading
disclosures and omissions relating to director removal provisions
in documents filed by the company with the Securities and
Exchange Commission in connection with the CalEnergy tender
offer. (See Part I, Item 1, Note 4. Unsolicited Tender Offer.)
The defendants believe that the lawsuit is without merit and
intend to defend it vigorously.
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Item 4. Submission of Matters to a Vote of Securit Holders

The Annual Meeting of Stockholders of the company was held
on May 21, 1997. The following mat ters were voted upon:

(a) The election of seven directors:
Nominees Cumulative Votes For Cumulative Votes Withheld

RE Aurelio
L. B. DeFleur
E. A. Gilmour
A. E. Kintigh
A. G. Marshall
W. G ~ Rich
W. W. von Schack

57,922,963
57,925,220
57,825,815
57,897,405
57,612,805
58,135,913
58,112,340

7, 801
5, 544

104, 949
33,359

317,959
205, 149
181, 576

(b) Approval of the 1997, Stock Option Plan:

Shares For:
Shares Against:
Shares Abstain:

51,043,716
6,806,788
1,369,611

(c) A stockholder proposal relating to a percentage reduction
in director remuneration based on a dividend reduction was
defeated:

Shares For:
Shares Against:
Shares Abstain:
Broker "Non Voted":

10,061,944
39,427,344

1,419,060
7,504,192

Item 6. Exhibits and Re orts on Rorm 8-K

(a) Exhibits - See Exhibit Index.

(b) Reports on Form 8-K

A report on Form 8-K dated July 28, 1997, was filed to
report certain information under Item 5, "Other Events" and Item
7, "Financial Statements and Exhibits."

A report on Form 8-K/A dated July 28, 1997, was filed to
report certain information under Item 7, "Financial Statements
and Exhibits."
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Si ature

Pursuant to the requirements of the Securities Exchange Act
of 1934, the Registrant has duly caused this report to be signed
on its behalf by the undersigned thereunto duly authorized.

NEW YORK STATE ELECTRIC Ec GAS CORPORATION
(Registrant)

Ga J. Turton
Gary J. Turton

Vice President and Controller
(Chief Accounting Officer)

Date: August 14, 1997
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(1) The

Exhibit
27

EXHXBXT INDEX

following exhibit is delivered with this report:
No.

Financial Data Schedule

(2) The following exhibits are incorporated herein by reference:
Exhibit No. Filed In As Exhibit No.

10-36

10-37

10-38

10-39

10-40

10-41

10-42

10-43

10-44

10-45

10-46

10-47

10-48

10-49

10-50

10-51

Supplemental Executive Retirement Plan
Amendment No. 12 - Company's Schedule
14D-9, dated July 30, 1997
Amended and Restated Annual Executive
Incentive Plan Amendment No. 1 — Company's
Schedule 14D-9, dated July 30, 1997
Long-Term Executive Incentive Share Plan
Amendment No. 1 - Company's Schedule 14D-9,
dated July 30, 1997
Form of Severance Agreement for Senior Vice
Presidents Amendment No. 2 - Company's
Schedule 14D-9, dated July 30, 1997
Form of Severance Agreement for Senior Vice
Presidents Amendment No. 3 - Company's
Schedule 14D-9, dated July 30, 1997
Form of Severance Agreement for Vice
Presidents Amendment No. 2 - Company's
Schedule 14D-9, dated July 30, 1997
Form of Severance Agreement for Vice
Presidents Amendment No. 3 - Company's
Schedule 14D-9, dated July 30, 1997
Form of Severance Agreement for
Treasurer - Company's Schedule 14D-9,
dated July 30, 1997
Employment Agreement for W. W. von Schack
Amendment No. 2 - Company's Schedule 14D-9,
dated July 30, 1997
Employment Agreement for W. W. von Schack
Amendment No. 3 - Company's Schedule 14D-9,
dated July 30, 1997
Employee Benefit Trust Agreement - Company's
Schedule 14D-9, dated July 30, 1997
First Amendment to Employee Benefit Trust
Agreement - Company's Schedule 14D-9, dated
July 30, 1997
Second Amendment to Employee Benefit Trust
Agreement - Company's Schedule 14D-9, dated
July 30, 1997
Third Amendment to Employee Benefit Trust
Agreement - Company's Schedule 14D-9, dated
July 30, 1997
Director Benefit Trust Agreement — Company's
Schedule 14D-9, dated July 30, 1997
First Amendment to Director Benefit Trust
Agreement - Company's Schedule 14D-9, dated
'July 30, 1997
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13

14

15

16

17

18
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10-52

10-53

10-54

10-55

10-56

Second Amendment to Director Benefit Trust
Agreement - Company's Schedule 14D-9, dated
July 30, 1997
Employee Invention and Confidentiality
Agreement (Existing Executive) - Company's
Schedule 14D-9, dated July 30, 1997
Employee Invention and Confidentiality
Agreement (Existing Executive) Amendment
No. 1 - Company's Schedule 14D-9, dated
July 30, 1997
1997 Stock Option Plan - Company's
Schedule 14D-9, dated July 30, 1997
Non-Statutory Stock Option Award
Agreement - Company's Schedule 14D-9,
dated July 30, 1997

19
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20

21

20



EXHIBIT E

ACTUAL AND PRO FORMA INCOME STATEMENTS

New York State Electric 8 Gas Corporation's income statement
is set forth in its FERC Form No. 1 for the year ended December
31, 1996 (at pages 114-117), which is incorporated herein by
reference.



0'



New York State Electric & Gas Corporation
Unaudited Pro Forma Statements of Income
Year Ended December 31, 1996
(Thousands, except per share amounts) Actual Pro Forma Financial Statements

Operating Revenues
Wholesale electric
Other electric
'lectric
Natural gas

Total Operating Revenues

Operating Expenses
Fuel used in electric generation
Electricity purchased
Natural gas purchased
Other operating expenses (C)
Maintenance (C)
Depreciation and amortization
Other taxes

Total Operating Expenses

Operating Income

Interest Charges, Net (D)
Other Income and Deductions (E)

Income Before Federal Income Taxes

Federal Income Taxes

Net Income

Preferred Stock Dividends
Earnings Available for Common Stock

Earnings Per Share
Dividends Declared per Common Share
Average Shares Outstanding

Consolidated

$ 162,232
1,560,915
1,723,147

336,224
2,059,371

222,102
360,753
172,705
342,455
107,697
189,401
206,715

1,601,828

457,543

122,729
48,630

286,184

107,943

178,241

9,530
168 711

$2.37
$ 1.40

71,127

GenSub

$ 160,958
165,447
326,405 (A)

326,405

210,423

78,801
30,524
63,413
28,590

411,751

(85,346)

34,343
3,276

(122,965)

46,383

(76,582)

76 582

NYSEG

$ 1,274
1,560,915
1,562,189

336,224
1,898,413

11,679
526,200 (B)
172,705
263,654

77,173
125,988
178,125

1,355,524

542,889

88,386
14,791

439,712

163,602

276,110

9,530
266 580

Other F

165,447
(165,447)

165,447

(165,447)

165,447

30,563

(30,563)

9,276

(21,287)

21 287

HoldCo
Consolidated

$ 162,232
1,560,915
1,723,147

336,224
2,059,371

222,102
360,753
172,705
342,455
107,697
189,401
206,715

1,601,828

457,543

122,729
48,630

286,184

107,943

178,241

9,530
$ 168 711

$2.37
$ 1.40

71.127

AVROFORMA.WK<





0
New York State Electric 8 Gas Corporation
Notes to Unaudited Pro Forma Statements of Income
December 31, 1996

The pro forma financial statements and the assumptions set forth below are for illustrative purposes only. The pro
forma financial statements and assumptions should not be used to forecast future operating results or financial position.
Actual operating results or financial position could differ materially from the pro forma financial statements.

Nature of t e Transact o

New York State Electric & Gas Corporation (the company) will reorganize into a holding company structure with
GenSub, NYSEG (a regulated subsidiary) and NGE Enterprises, Inc. becoming wholly-owned subsidiaries of the parent
company, HoldCo. For purposes of these pro forma financial statements, the balance sheets were prepared assuming
the transaction was consummated on December 31, 1996 by transferring assets, liabilities and common stock equity from
NYSEG to the GenSub. It was assumed that no cash consideration was received for this transaction. For purposes of
the pro forma statements of income and retained earnings, it was assumed that the transaction occurred at the beginning
of 1996.

Somerset Railroad Corporation, previously a wholly-owned subsidiary of the company, will become a wholly-owned
subsidiary of GenSub. The GenSub will include all of the company's coal-fired generating stations and certain assets and
liabilities in addition to Somerset Railroad Corporation. Nuclear and hydro generation assets will remain with NYSEG.
NGE Enterprises, Inc. remains as an unregulated subsidiary.

A~
(A) Wholesale sales revenues represent actual revenues received. All remaining GenSub generation was assumed to
be sold to NYSEG. Revenues on sales to NYSEG were calculated at the 1996 New York State Department of Public
Service schedule of Long Run Avoided Cost energy and capacity price.

(B) Assumes all energy lost and unaccounted for was absorbed by NYSEG.





(C) Operation and maintenance expenses include all amounts directly related to the operation (excluding fuel costs)
and maintenance of coal-fired generation plus corporate administrative and general costs allocated in accordance with the
company's cost allocation methodology.

The cost allocation methodology provides for the assignment of authorized corporate services directly related to .

generation; for example, personal computer operation and maintenance costs and information service consulting costs. It
also allocates costs which cannot be directly charged on a specific allocation method. For example, building service costs
are allocated based on generation square footage utilization of several buildings. Health care costs, pensions and workers
compensation costs which are employee dependent are allocated based on payroll. All other corporate administrative and
general costs which cannot be allocated using a specific allocation method are charged based on payroll.

(D) Interest charges were allocated based on the debt allocation.

(E) Other income and deductions were either directly assignable to GenSub, allocated based on payroll, or allocated
based on utilityplant.

(F) Amounts represent normal consolidating eliminations and includes results of operations of unregulated
subsidiaries.

8/27/97



~ .

~ '



EXHIBIT F

STATEMENT OF RETAINED EARNINGS

A statement of retained earnings for the period covered by
the income statement referred to in Exhibit' is set forth in New
York State Electric 8 Gas Corporation's Form No. 1 for the year
ended December 31, 1996 (at pages 118-119), which is incorporated
herein by reference.
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Actual

New York State Electric & Gas Corporation
Unaudited Pro Forma Statements of Retained Earnings
December 31, 1996
(Thousands) Pro Forma Financial Statements

Consolidated GenSub NYSEG Other
HoldCo

Consolidated

Balance, December 31, 1995

Add net income (loss)
$424,412

178,241

602,653

$249,837

(76,582)
173,255

$ 193,682

276,110
469,792

($ 19,107)

(21,287)
(40,394)

$424,412
178,241

602,653

Deduct dividends on capital stock
Preferred

Common
9,530

99,611

109,141

9,530
99,611

109,141

9,530
99,611

109,141

Deduct premium paid on preferred
stock redemption 4,383 4,383 4,383

Balance, December 31, 1996 $489 129 $ 173 255 $356 268 $40 394 $489 129





New York State Electric & Gas Corporation
Notes to Unaudited Pro Forma Statements of Retained Earnings

December 31, 1996

I

The pro forma financial statements and the assumptions set forth below are for illustrative purposes only. The pro
forma financial statements and assumptions should not be used to forecast future operating results or financial position.
Actual operating results or financPal position could differ materially from the pro forma financial statements.

Nature of the Transaction

New York State Electric 8 Gas Corporation (the company) will reorganize into a holding company structure with
GenSub, NYSEG (a regulated subsidiary) and NGE Enterprises, Inc. becoming wholly-owned subsidiaries of the parent
company, MoldCo. For purposes of these pro forma financial statements, the balance sheets were prepared assuming
the transaction was consummated on December 31, 1996 by transferring assets, liabilities and common stock equity from
NYSEG to the GenSub.. It was assumed that no cash consideration was received for this transaction. For purposes of
the pro forma statements of income and retained earnings, it was assumed that the transaction occurred at the beginning
of 1996.

Somerset Railroad Corporation, previously a wholly-owned subsidiary of the company, will become a wholly-owned
subsidiary of GenSub. The GenSub will include all of the company's coal-fired generating stations and certain assets and
liabilities in addition to Somerset Railroad Corporation. Nuclear and hydro generation assets will remain with NYSEG.
NGE Enterprises, Inc. remains as an unregulated subsidiary.
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EXHIBIT G

STATE AND FEDERAL APPLICATIONS

Attached are the following:
~ Copy of the Petition filed with the NYPSC on

December 19, 1996.

~ Statement of Principles dated July 28, 1997.

~ Settlement Agreement circulated by NYSEG and the
NYPSC Staff on August 20, 1997.

Other than the filings enumerated above, the only other
applications required to be filed with any other Federal or State
regulatory body in connection with the proposed transaction are
applications that will be filed with the Nuclear Regulatory
Commission and the Securities and Exchange Commission. Applicantwill file copies of these applications with the Federal Energy
Regulatory Commission as a supplement to this filing.
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December 19, 1996

BY HAND

Honorable John C. Crary
Secretary
Public Service Commission
of the State of New York

Three Empire State Plaza
Albany, New York 12223

Re: New York State Electric & Gas Cor oration

Dear Secretary Crary:

Enclosed for filing with the Commission are an original
and five copies of a Petition pursuant to which New York State
-Electric & Gas Corporation ("Petitioner" ) seeks authority under
Sections 70, 107, 108 and 110 of the Public Service Law: (a) to
form a holding company structure pursuant to a plan of exchange
under which all outstandi'ng shares of Petitioner's Common Stockwill be exchanged on a share-for-share basis for the Common Stock
of a holding company ("HoldCo"); (b) to structurally separate
fossil and hydropower generation assets from Petitioner; and (c)
to engage in certain related transactions.

This filing relates to the Commission's determinations
in the Competitive Opportunities Proceeding. Although
Petitioner's September 27, 1996 submission ("NYSEGPlan") in the
PSC's Competitive Opportunities Proceeding contemplates the
functional separation of Petitioner's generation business fromits transmission and distribution businesses, parties to the
NYSEGPlan proceeding (PSC Case 96-E-0891) have expressed a
preference for a structural separation of the generation business
based on the view that such structural separation would alleviate





HUBER LAWRENCE & ABELL

concerns about potential vertical market power in generation
better than the planned functional separation. Without conceding
the issue, Petitioner desires to address that position
constructively by petitioning for a change in corporate structure
upon the conditions set forth in the attached Petition.

Petitioner believes that the holding company structure
inherently protects ratepayers and that the Commission already
possesses a range of statutory tools to ensure that ratepayers
are adequately protected. Nevertheless, Petitioner is willing to
agree to certain additional restrictions which would address any
remaining concerns, provided that such restrictions do not
disadvantage HoldCo's competitive businesses. These proposed
additional protections are set forth in the attached Petition.

Also enclosed is a form of Notice of Proposed Agency
Action under the State Administrative Procedure Act. Testimony
in support of the Petition will be submitted to the Commission on
January 7, 1997, as'a supplement to NYSEGPlan (Case No. 96-E-
0891) .

James F. Gill and Andrew Irving of Robinson Silverman
Pearce Aronsohn & Berman LLP, 1290 Avenue of the Americas, New
York, New York 10104, have been retained to assist this law firm.
in connection with the matters set forth in the Petition. The
Petitioner respectfully requests that the Commission consider and
approve the Petition on an expedited basis in connection with
NYSEGPlan.

Copies of this letter and enclosures are being served
this day on all parties to Case No. 96-E-0891.

Kindly acknowledge receipt of this letter and the
enclosures by date stamping the enclosed copy of this filingletter.

Very truly yours,
( r

«~ w„J„J
'Le nard Blum

Enc.
cc: All parties to Case No. 96-E-0891 (U.S. Mail)

James F. Gill (U.S. Mail)
Andrew Irving (U.S. Mail)
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STATE OF NElif YORK
PUBLIC SERVICE COMMISSION

NOTICE OF PROPOSED AGENCY ACTION

Pursuant to the provisions of the State Administrative
Procedure Act, NOTICE is hereby given of the following proposed
agency action:

1 ~

2 ~

3 ~

Proposed 'action:

Petition of New York State Electric & Gas Corporation
("Petitioner" ) seeking authority under Sections 70, 107, 108
and 110 of the Public Service Law to form a holding company
structure; to structurally separate fossil and hydropower
generation assets; and for certain related transactions.
Statutory authority under which action is proposed:

Public Service Law Sections 70, 107, 108 and 110.

Subject matter to which rule relates:
Formation of a holding company structure; the structural
separation of fossil and hydropower generation assets; and
certain related transactions.

4 ~ Purpose of rule change:

To authorize Petitioner to form a holding company structureI
to structurally separate fossil and hydropower generation
assets; and to engage in certain related transactions.

Substance of Proposed Action: to authorize (a) the formation of a
holding company structure pursuant to a plan of exchange under
which all outstanding shares of Petitioner's Common Stock will be
exchanged on a share-for-share basis for the Common Stock of a
holding company ("HoldCo"); (b) the structural separation of
designated fossil and hydropower generation assets from
Petitioner; and (c) to engage in certain related transactions.
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STATE OF NEW YORK
DEPARTMENT OF PUBLIC SERVICE

PUBLIC SERVICE COMMISSION

In the Matter of the Application
of

NEW YORK STATE ELECTRIC & GAS CORPORATION

for authority, under Sections 70, 107, 108
and 110 of the Public Service Law, to form a
holding company structure; to structurally
separate fossil and hydropower generation
assets; and for certain related transactions.

* Case 96-

* PETITION

, PETITION OF
NEW YORK STATE ELECTRIC & GAS CORPORATION

TO FORM A HOLDING COMPANY STRUCTURE; TO STRUCTURALLY
SEPARATE FOSSIL AND HYDROPOWER GENERATION ASSETS;

AND FOR CERTAIN RELATED TRANSACTIONS

HUBER LAWRENCE & ABELL
605 Third Avenue
New York, New York 10158
(212) 682-6200

Leonard Blum, Esq.
Frank Lee, Esq.
Of Counsel

Dated: December 19, 1996

ROBINSON SILVERMAN PEARCE
ARONSOHN & BERMAN LLP

1290 Avenue of the Americas
New York, New York 10104-0053
(212) 541-2000

James F. Gill, Esq.
Andrew Irving, Esq.
Of Counsel
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STATE OF NEW YORK
DEPARTMENT OF PUBLIC SERVICE

PUBLIC SERVICE COMMISSION

In the Matter of the Application
of

NEW YORK STATE ELECTRIC & GAS CORPORATION

for authority, under Sections 70, 107, 108
and 110 of the Public Service Law, to form a
holding company structure; to structurally
separate fossil and hydropower generation
assets; and for certain related transactions.

* *

* Case 96-

* PETITION

'

TO THE PUBLIC SERVICE COMMISSION OF THE STATE OF NEW YORK:

NEW YORK STATE ELECTRIC & GAS CORPORATION, Petitioner
herein, hereby applies for authority under Sections 70, 107, 108

and 110 of the Public Service Law to form a holding company

structure; to structurally separate fossil and hydropower

generation assets; and for certain related transactions, and in
support thereof, respectfully shows:

1. Petitioner is a corporation duly organized and existing
under the Transportation Corporations Law of the State of New

York, having its principal office in the Town of Dryden, County

of Tompkins, State of New York, and is engaged principally in the

generation, purchase, transmission and distribution of

electricity, and the purchase, transportation and distribution of
natural gas for light, heat and power purposes in numerous

counties in the State of New York. Petitioner is also qualified

0 to do business in the commonwealth of pennsylvania and the State

of Texas.
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2 ~ A certified copy of Petitioner s Restated Certificate

of Incorporation is now on file with the Public Service

Commission (the "Commission" or "PSC") in proceedings designated

as Case Nos. 88-M-154, 89-M-068, 89-M-145, 90-E-0019, 90-M-0804/

92-M-0104 and 92-M-0828.

3. A Statement of Financial Condition of the Petitioner at

December 31, 1996 will be filed with the Commission as soon as

available, and will be marked as Exhibit A.

INTRODUCTION

4. Petitioner is filing this petition in order to

facilitate a structural separation of designated NYSEG fossil and

hydropower generation assets from the PSC-regulated utility
business of Petitioner in a holding company corporate framework.

Although Petitioner's September 27, 1996 submission ("NYSEGPlan")

in the PSC's Competitive Opportunities Proceeding contemplates

the functional separation of Petitioner's generation business

from its electric delivery business, parties to the NYSEGPlan

proceeding (PSC Case 96-E-0891) have expressed a preference for a

structural separation of the generation business. This position

appears to be based on the view that such structural separation

would alleviate concerns about potential vertical market power in
generation better than the planned, functional separation.

Nithout conceding the issue, Petitioner desires to address that
position constructively by petitioning for a change in corporate

structure upon the conditions set forth in this application. A





corresponding amendment to NYSEGPlan will be filed in the near

future.
5. Pursuant to the provisions of Section 913 of the

Business Corporation Law, Petitioner proposes to reorganize its
operations by forming a holding company structure pursuant to a

Plan of Exchange (the "Plan of Exchange" ) whereby, subject to the

rights of the holders of Petitioner's Common Stock (the "NYSEG

Common Stock" ) to exercise their appraisal rights, all of the

outstanding shares of NYSEG Common Stock will be exchanged on a

share-for-share basis for the common stock of a holding company

(the "Share Exchange" ). Such common stock exchanged for NYSEG

Common Stock is referred to herein as "HoldCo Common Stock," and

the term "HoldCo" refers to the corporation whose common stock is
e xchanged for NYSEG Common Stock pursuant to the Plan of
Exchange. Upon consummation of the Share Exchange, each person

who owned NYSEG Common Stock immediately prior to the Share

Exchange (other than stockholders who properly exercise their
appraisal rights) will own a corresponding number of shares and

percentage of the outstanding HoldCo Common Stock, and HoldCo

will own all of the outstanding shares of NYSEG Common Stock.

6. After the consummation of the transactions described in
this Petition, Petitioner will be a regulated, wholly-owned

utility subsidiary of HoldCo, and is referred to herein as

"RegSub." As discussed above, Petitioner intends to structurally
separate designated fossil and hydropower generation assets from

RegSub by transferring at fair market value such generation
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assets to one or more generation'subsidiaries ("GenSub"), formed

to hold such generation assets. GenSub will be a wholly-owned

subsidiary of HoldCo. It is expected that such transfers will
commence as soon as practicable after satisfaction of the

preconditions for the transfer ("the Separation Date" ), as set
forth below. A chart of the proposed corporate structure after
the Separation Date is attached hereto as Exhibit B. GenSub

would sell electric power to the marketplace, and it may sell
some electric power to RegSub pursuant to a PSC-approved power

purchase agreement during the transition to competition when

RegSub retains the obligation to serve.

7. Petitioner believes that a holding company structure
offers important protections to ratepayers from the risks
a ssociated with the introduction of competition. Such

protections are described in paragraphs 19-22 below.

8. Accordingly, Petitioner seeks Commission consent/

permission and authority under Sections 70, 107, 108 and 110 of
the Public Service Law to take such steps as are necessary to
form a holding company structure; to structurally separate

designated fossil and hydropower generation assets; and for
Commission consent, permission and authority under such other
statutory and regulatory provisions as may be required to permit
the consummation of the transactions contemplated herein.
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e DESCRIPTION OF THE CORPORATE RESTRUCTURING

A. Descri tion of Share Exchan e

9. Upon Commission approval of this Petition, and the

receipt of necessary stockholder and other regulatory approvals

described below, Petitioner proposes to reorganize its operations

by forming a holding company structure pursuant to the Plan of

Exchange. Under the terms of the Plan of Exchange, all of the

shares of outstanding HoldCo Common Stock, which will then be

owned by Petitioner, will be canceled and all outstanding shares

of NYSEG Common Stock will be exchanged on a share-for-share

basis for HoldCo Common Stock, subject to the rights of the,

holders of NYSEG Common Stock to exercise their appraisal rights.
Upon consummation of the Share Exchange, each person who owned

~ NYSEG Common Stock immediately prior to the Share Exchange (other
than stockholders who properly exercise their appraisal rights)
will own a corresponding number of shares and percentage of the

outstanding HoldCo Common Stock, and HoldCo will own all of the

outstanding shares of NYSEG Common Stock.

10. Immediately after the Share Exchange, Petitioner
intends to transfer to HoldCo all of the common stock of Somerset

Railroad Corporation ("SRC"). It is expected that this transfer
will be made in the form of a stock dividend. SRC is currently a

wholly-owned subsidiary of Petitioner and was formed in August

1979. It owns and operates a rail line which is used

predominantly to transport coal and other materials to
Petitioner's Kintigh generating'tation.
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.11. Immediately after the Share Exchange, Petitioner
intends to transfer to HoldCo all of the common stock of NGE

Enterprises, Inc. ("NGE"). It is expected that this transfer
will be made in the form of a stock dividend. NGE is currently a

wholly-owned subsidiary of Petitioner and was formed in April
1992, to hold the capital stock of certain non-utility
subsidiaries of Petitioner and to conduct unregulated business

activities.
12. As soon as practicable after the Separation Date,

Petitioner intends to commence transferring to GenSub at fair
,market value designated fossil and hydropower generation assets.

13. Forms of the Certificate of Incorporation and By-Laws

of Holdco will be filed with the Commission as soon as available
and will be marked as Exhibits C and D, respectively, and the

forms of the Certificate of Incorporation and By-Laws of GenSub

will be filed with the Commission as soon as available and will
be marked as Exhibits E and F, respectively. Any proposed power

purchase agreement between GenSub and RegSub will be filed with
the Commission as soon as available.

14. The Share Exchange will not result in any change in the

outstanding Preferred Stock or debt securities of the Petitioner,
which will continue to be securities and obligations of RegSub

after the Share Exchange.





15 'n connection with HoldCo's commencement of operations,

Regsub may lease office space to HoldCo and GenSub at fair market

value and transfer to HoldCo and GenSub at fair market value

office furniture, equipment and other non-generation assets.

16. In addition to the Commission s approval, 'consummation

of the proposed reorganization will also require the approval of
the Securities and Exchange Commission ("SEC"), the Federal

Energy Regulatory Commission ("FERC"), and the Nuclear Regulatory

Commission ("NRC"). Petitioner intends to file applications with

the SEC, FERC and the NRC as soon as practicable.
17. HoldCo will also file for an exemption from the

registration requirements of the Public UtilityHolding Company

Act of 1935 ("PUHCA"), to the extent necessary. It is

0
~ ~

contemplated that HoldCo will qualify for an exemption from

registration under PUHCA as a "predominantly intrastate" public
utility holding company, under section 3(a)(l) of PUHCA.

18. The approval of the holders of the NYSEG Common Stock

will be required to effect the transactions described herein.
Petitioner currently plans to seek stockholder approval at the

Annual Meeting of Stockholders scheduled for May 21, 1997. To

secure the stockholders'pproval in a timely manner, Petitioner
plans to file a registration statement on Form S-4 with the SEC

in early February and plans to distribute a combination Proxy

Statement and Prospectus to stockholders on or about April 10,

1997.





B. Descri tion of Rate a er Protections~

~

~ ~

19. The proposed separation of regulated and unregulated

businesses protects the ratepayers in several respects. RegSub

and the unregulated. affiliates would maintain separate books and

records and thereby provide a better structure for regulators to

assure that there is no cross-subsidization of costs or transfer

of business risk from unregulated to regulated businesses. The

proposed holding company structure will ensure that RegSub is
insulated from any losses and profits resulting from unregulated

activities and that such losses or profits will flow to the

stockholders of HoldCo so that RegSub and its ratepayers would

not be harmed by unregulated activities. The proposed holding

company structure will help to streamline the regulatory process

~ and thereby further the Commission's goals by permitting the

Commission to devote its finite resources to the regulatory needs

of ratepayers.

20. Because the operations of HoldCo's unregulated

subsidiaries would be structurally separate from RegSub's

operations under a holding company structure, any change in the

financial results of the unregulated businesses would have no

effect on RegSub or RegSub's credit. Under the holding company

structure, RegSub's access to the debt and equity markets would

be based on RegSub's operating and financial results alone, and

the debt/equity ratios of Holdco's unregulated subsidiaries would

have no adverse impact on the credit quality of RegSub.





21. Zn addition, RegSub and its ratepayers, creditors and

other stakeholders would be structurally insulated from the

obligations and liabilities of the unregulated businesses as a

matter of corporate law.

22. Furthermore, a holding company structure would

facilitate the management of the capitalization ratios of RegSub

so that ratepayers would not be harmed by a capital structure

which was not tailored to the needs of a regulated business. A

holding company structure also will permit the use of financing

techniques that are more directly suited to the particular
requirements, characteristics and risks of unregulated operations

without affecting the capital structure or creditworthiness of

RegSub, and will increase financial flexibilityby allowing the
~

~

~design and implementation of the capitalization ratios
appropriate for the capital and business requirements of each

subsidiary.





CONDITIONS TO THE FORMATION OF HOLDCO AND GENSQB

23. To compete effectively and fairly in the emerging

competitive energy marketplace, Petitioner must have the same

degree of flexibility in doing business that is enjoyed by its
current and potential competitors. Petitioner must not be unduly

burdened by excessive constraints and conditions, particularly
when such constraints are not shared by its competitors, many of
whom are large, aggressive and well-capitalized affiliates of
well-known, out-of-state utility and industrial companies (e.q,,
Duke Power Company, Enron Corporation, Edison International, LG&E

Energy Corporation, Sithe Energies, Znc., Southern Company, and

Entergy) .

24. As discussed herein, the holding company structure

~ protects ratepayers from the risks of the unregulated businesses

by separating the operations of regulated businesses from the
unregulated businesses. Zn addition, the Commission already
possesses a broad array of regulatory mechanisms to ensure that
ratepayers are adequately protected. The Commission has

authority under the Public Service Law with respect to setting
utility rates (Sections 65, 66 and 72), the issuance of
securities (Section 69), transfers of assets (Section 70), loans

to stockholders (Section 106), the use of utility revenues

(Section 107), approval of certificates of merger and certain
certificates of amendment (Section 108), affiliate transactions
(Section 110) and other matters to sufficiently safeguard the
ratepayers'nterests. Petitioner believes that the Commission

10





can protect ratepayers and prevent HoldCo and its affiliates from

gaining any unfair competitive advantage without imposing

additional unduly burdensome operating constraints on HoldCo and

its affiliates, including RegSub.

25. The circumstances surrounding Petitioner's proposed

reorganization differ from the circumstances surrounding prior
occasions where the Commission has imposed conditions on

utilities seeking to establish unregulated affiliates. While

such conditions may have been appropriate under the old

regulatory regime and under the specific circumstances

surrounding such prior occasions, such conditions are not

appropriate in the emerging competitive energy marketplace. At

the Commission's direction, Petitioner's submission provides for
the opening of its electric business to competition. Petitioner
believes that only limited operating constraints, tailored
closely to the activity to be monitored, are appropriate. These

constraints, along with the existing statutory tools of the

Commission and FERC and the federal and state antitrust laws,

will be adequate to protect ratepayers and ensure that robust

competition develops.

26. Nonetheless, Petitioner is willing to agree to certain
additional restrictions which address the Commission s concerns,

provided that such restrictions do not disadvantage HoldCo's

competitive businesses and that such restrictions supersede the

Order Approving Stipulation and Agreement, Subject to Conditions,

issued April 28, 1992 in the Commission's Case No. 91-M-0838 and





the related Stipulation and Agreement (the "Diversification
Order" ). These proposed additional protections are set forth
below, and are designed to ensure, among other things, that
RegSub has the financial resources to continue to provide safe

and reliable service to ratepayers.

Debt and Preferred Stock Financing: Future debt or
preferred stock of RegSub would be raised by Regsub
independently of HoldCo, and RegSub will maintain a
separate debt rating from HoldCo and its other
subsidiaries (the "affiliates").
Prohibition on Loans and Guarantees: Except for anyinitial interim financing, RegSub will neither make
loans to, nor guarantee or provide credit support for
the obligations of, either HoldCo or any of RegSub's
affiliates that are not subsidiaries of RegSub.

Prohibition on Pledges: RegSub will not pledge any ofits assets as security for any indebtedness of HoldCo
or its affiliates other than RegSub.

Maintenance of Credit: RegSub will maintain an
investment grade rating on its bonds. RegSub will
notify the Commission of any downgrade or possible
downgrade or placement on credit watch or review of the
debt of RegSub.

Annual Certification: RegSub will certify annually to
the Commission and provide evidence to establish that
RegSub has retained or has access to sufficient capital
to maintain and upgrade its system for continued safe
and reliable service subject to the Commission
authorizing rates that are adequate for such purposes.

Annual Meeting: RegSub will meet annually with
Commission designated personnel to discuss RegSub's
activities and plans related to capital attraction and
financial performance.

12
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27.. Petitioner is also willing to agree to the following
additional standards of conduct to govern transactions between

RegSub and its affiliates:
Allocations of cost among HoldCo, RegSub and theaffiliates would be made in accordance with an
approved, fully distributed, cost, allocation
methodology, which will be filed with the Commission as
soon as available, and will be marked as Exhibit G, andall such allocations will be subject to Commission
audit annually.

RegSub will operate at arms-length from HoldCo and theaffiliates.
All transactions in excess of $ 100,000, other thantariffed transactions and corporate governance and
administrative services, between RegSub and either
HoldCo or any affiliate will be pursuant to written
contracts filed with the Commission, and the provision
of goods and services by such contracts will be on a
basis that will neither disadvantage RegSub nor unduly
prefer HoldCo.or any affiliate.
For the purpose of auditing any transaction between
RegSub and either HoldCo or its affiliates, HoldCo will
provide Commission designated personnel reasonable
opportunity to audit any such transaction, subject to
appropriate confidentiality agreements and trade secret
protection.
RegSub will not represent to customers that it speaks
on behalf of HoldCo or the affiliates, or that RegSubwill provide an advantage to customers if they deal
with HoldCo or any affiliate.
RegSub will make available to competitors of RegSub or
competitors of any affiliate, non-confidential
information relating to customers in RegSub's serviceterritory that RegSub makes available to HoldCo or anyaffiliate. Any energy service company affiliated with
HoldCo will be permitted to sell goods and services to
customers, both inside and outside of RegSub's serviceterritory.
The Diversification Order shall be superseded by the
terms and conditions set forth in this Petition.

13
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~ RegSub will implement FERC-approved standards .of
conduct for FERC-jurisdictional activities, as required
under FERC Older 889.

28. Finally, the Separation Date shall be the first
business day after all of the following events have occurred or

conditions have been satisfied, except as otherwise agreed to in

writing by Petitioner:
Issuance of a final and non-appealable Commission order
granting Petitioner the authority sought by this
Petition upon the terms and conditions set forth
herein.

Issuance of a final and non-appealable Commission order
approving the implementation of NYSEGPlan, as amended
by Petitioner.
Issuance of final and non-appealable orders from the
SEC, FERC and NRC regarding the transactions
contemplated by'this Petition.
Petitioner's acceptance of the aforesaid orders, and.
corporate and stockholder approval of, and receipt of
any required consents under any agreement to which
Petitioner is a party in connection with, the Share
Exchange and the transactions contemplated by this
Petition.
Agreement by the trustee under Petitioner's mortgage
indenture that the designated fossil and hydropower
generation assets to be transferred to GenSub can be
released from Petitioner's mortgage indenture on the
terms and conditions proposed by Petitioner for such
release.

Commission establishment of a RegSub regulatory asset
on terms and conditions acceptable to Petitioner with
respect to the above-market costs associated with the
designated fossil and hydropower generation assets to
be transferred by Petitioner to GenSub at fair market
value, including recovery of such costs.

14
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~ Issuance of a final and non-appealable order from the
Commission granting light regulation status to GenSub
and consenting to "exempt wholesale generator" status
pursuant to PUHCA to the extent requested by
Petitioner, and Commission approval of any power
purchase agreement between RegSub and GenSub without
material changes or conditions.

~ Establishment of a fully operational, FERC-approved
Independent System Operator and Power Exchange for the
New York State power market on terms acceptable to
Petitioner.

~ Commission approval of a RegSub mechanism to recoverall costs incurred by Petitioner to consummate the
reorganization and structural separation of assets
contemplated by this Petition, and approval of
accounting treatment for the contemplated transactions
on terms acceptable to Petitioner.

~ Elimination of all New York State gross receipts taxes
on any sales at wholesale by GenSub to RegSub.

29. By Commission Order issued and effective September 12,

1996 in Case No. 95-M-1195 (the "Global Financing Order" ), which

extended the previous global financing order issued and effective
on December 8, 1993 in Case No. 93-M-0744, the Commission

approved the issuance of securities by Petitioner under Section

69 of the Public Service Law in a total amount not to exceed $ 339

million principal amount of securities for traditional utility
purposes and $ 979 million of securities for the purpose of early
redemption of debt and preferred stock through December 31, 1997.

Ordering Clause 5 of the Global Financing Order requires, among

other things, that the proceeds from the sale of the authorized

common stock "shall not be less than 954 of the value of an

equivalent amount of Petitioner's common stock priced at the

various methods listed in staff~s memorandum." Since there will
~ no longer be a public market for Petitioner's common stock after

15
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the Share Exchange, and any new common stock issued by Petitioner
will be sold to HoldCo, rather than to public stockholders, the

above-quoted condition will no longer be necessary. Accordingly,

Petitioner hereby requests that the Global Financing Order be

amended, effective upon consummation of the Share Exchange, to
eliminate the above-quoted language from the Global Financing

Order.

30. Petitioner reserves the right to amend and withdraw

this Petition at any time prior to its acceptance of an order of

the Commission with respect to the Petition. Petitioner further
requests that any such order by its terms permit Petitioner (even

after unconditionally accepting such order) to decide not to
consummate the transactions described herein if, in Petitioner s

opinion, consummation would not result in material benefit, or

would result in material detriment, to Petitioner.

16
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3f . All communications and notices in connection with this
proceeding should be addressed to Daniel W. Farley, Vice

President and Secretary, New York State Electric & Gas

Corporation, P.O. Box 5224, Binghamton, New York 13902-5224; W.

Chad Steckel, Manager - Corporate Finance, New York State

Electric & Gas Corporation, P.O. Box 3287, Ithaca, New York

14852-3287; Leonard Blum, Esq., Huber Lawrence & Abell, 605 Third

Avenue, New York, New York 10158 and James F. Gill, Esq.,

Robinson Silverman Pearce Aronsohn & Berman LLP, 1290 Avenue of

the Americas, New York, New York 10104-0053.

WHEREFORE, Petitioner, New York State Electric & Gas

Corporation, respectfully requests Commission consent, permission

and authority under Sections 70, 107, 108 and 110 of the Public
~ Service Law to take such steps as are necessary to form a holding

company structure; to structurally separate designated fossil and

hydropower generation assets; and for Commission consent,

permission and authority under such other statutory and

regulatory provisions as may be required to permit the

consummation of the transactions contemplated herein.

NEW YORK STATE ELECTRIC &. GAS CORPORATION

B : Sherwood . Raf ty
Senior Vice Presiden and
Chief Financial Officer

~ Dated: December 19, 1996





S TATE OF NEW YORK )

) ss.:
COUNTY OF TOMPKINS )

Sherwood J. Rafferty, being duly sworn, deposes and
says that he is Senior Vice President and Chief Financial Officer
of NEW YORK STATE ELECTRIC 6 GAS CORPORATION, the Petitioner
herein named; that he has read the foregoing application and
knows the contents thereof; that the same is true of his own
knowledge except as to those matters therein stated to be alleged
upon information and belief, and that as to those matters he
believes them to be true.

Sworn to before me this
19th day of December, 1996.

Notary Public

OAHLENE E. BEACH
Notary Public, State of New York

No. 4658551
Qualified in Tompkins Countv
Term Expires June 30, 19 <.7
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abjure-market costs and estsb13.shment of regulatory asset for
recovery oC remaining above-market. costs. All coal plants
and associated assets ance liabilities (includ.inlay,
limitation, Somerset railroad, envixruuLenta3. liabilities,
coal purchase contmcts, etc.) vi,l1 be subject to such
auction process. The grocsos xillnot ba designed to

'ecessarilyrequire HYBEG to'ivest 9.ts coal plant:s to a
third party, except as otherwise agreed to in this
settlement. The ccegmny~ s unregulated gane~ting subsidiary
(Ge~b) can participate as a bidder, and ahal3. not have auy
special rights or privileges, iacluc5ng the right to close
out the bMct&g by a matchizqg hM. NTHRQ shall provide .

(xith appropriate confideutiality protections) all potential
biddezs Hth the same plant and operatinp uxformation as
HYBEG makes avaiLable to QenBub.

The ascending bid auctioa proceeds for a givee. coal plant
unti1 no ne~ bids are 'received. Bf.da ara ccnagaLred Qx the
auction process on a gross cash basis, and the ccxapany
agrees to sell (or transfer to GeaSub) the plants at the
auction determined value without subsequent negotiation of
value.
The auction process m.ll be caapleted and the transaction(s)

aQtQxg therefrca shall close no later than e/l/99-
Tf no bMs are reoeC,ved for a plant abele the mini num b3.8
requirement of the auction, aa appraieal process ~i11 be
uss4 axe ccep3.eted no later than 8/l/99, or ai soon as
pzacticablo thereafter. The.~uatj.on, on an after-tax
basis, achieved. by t}xe appra9.gal yroceas shall be used. in
lieu oC the value of net after AC auction proceeds for
purposes oC establial6ng the regulatory asset or credit ae
set forth belcnt.
protocols, terms and ccnug.tions to implement the auction and
appraisal process vQ.l be developed hy the coaeanV'n
consultation xith Co<~dsion,staff .~ .xd3L.W ..euhe&te4 4o
the Commission for pre-auction appnnral by approximately
pebruary x. 1998. such auction provisions xi3.l. state time
requirements for bids and lava mechanisms to pre-qn41,kfy





bidders «illing axxd able to abide by auction re~~nts
dnd to dx,sqmlify or penalize bidders for cause. The
cemniseion may employ.a consultant, at 5YBEG's expense(recoverable from the auction proceeds) g to advise
Qoghission on the design and'mplementat3.cn a8 the auct fonprocess consistent micah this Settlement. The Commissionshall select: the ccesultant froe a List oC at least threequal'.fied. individuals or fizms selected )ointly hy the
campany and the Cceuaission Staff.

.xn ordez to fac3.13.tate a, ~mtitive generation market, an
auctioxx sale or transfer free and clem of the caggxaxxy'xm
mortgage ixxdenture, and establishment of a mixximmm hid valuefor the auction processt the coal plants will ?e traxxsferredto GenSub as soon as pracxticable afar the creation ofHolds and obtaixxixxg the nartgage trustee's release. Ceaexb
earnings with respect to any such transferred plant wil1 be
combined with RegSub's earxxingo for the period prior to anauction sale or transfer of that plant. ayoa such transfer,
a regulatory asset of Regsub willbe created for thedifference between the book value of the coal plants axe% thevaluation performed M accordance with the banco indenture.
Such regulatozy asset will ba adjusted subsequently upon asale or transfer based on the cash proceeds result from
the auction proceso net oC tax, auction and transaction
costs. once a plant is oo16 or transferred pursuant to theauction process there will be ao further zeadjuatmaat of
RegSuh' regulatory assets.

ypan completion of the auction process and sale of any plantto da unrelated third party or Gensub, the regulatory assetor credit on Re@Sub's books w9.11 represent the difference
between the net book value of the plant, less

funded'eferredtaxes, and the net after-tax auction proceeds.
This regulatory asset or credit willbe grossed up in
accordance with SEES 109. Any net regulatory asset anceca~~ charges thezeon (calculated based ccL the pre-tax
cost of capital used by the coneiasioxx to detezxxCne the
Ccnnpaxxy's retail rates, i.a. %.430) vi11 he recovarocL fromall customers thzaugh a wires charge over a period of Hmato be determixxed by tho Comate.ssion at the conclusion of the .auction process and which sha11 not axceed, the weighted
average remaining life of the auctioned 'assets as of theconclusion of the auction process and the clos~(s)thereon. Xn the event that the genSub is 'the minx'icMerof axxy plant ixL the auction, any deferred tax liabilk.ty onthe gain Mll rema'he respono&ility of Reg8ub'xN
custoaars by Wrtue of its inclusion in the calcu1aC,ion of
the above-desaribod regulatory asseC or credit vhich my.result froa the auction. The amount of thixm future custotxmxr
respoxxsibQ9.ty xi11 he limited to the tax (calculated at the
Chen currexxt tax rate) vhich derives from the tax gain that





vould have been realired at the time of the transfer to thegezgub at the auction-dete~ed value, had the sale been
made to an unrelated.Mrd party grossed up Xn accordanceviM SE%8 109. Any net regulatory credit vi11 be used. byReg9ub to wry.tedcwa the company'a Nine M.le IZ investmentg
and azzy such credit rsmain4zzg after such writedown v9.11 beused hy RegSub as directed hy the Commission.

There MilI. be zlo second and ~LE year increzzgaa aa providedfor izz the Septeaber 27. x.ss5 xate settlemeat aeginniagS/1/97, rates will hs reducacK 5% pex year for 5 yeara for
izzdzzstriaX custcxuers with average on-peak deeanchs of 500 XNor mora azzd all customers vith load factors oK 68% orgreater. cLzstceers currently aaxvad pursuant to contractsor incentive rates vil1 become elig&lo for such ratareductions after expiration of contracts uzxless contractsrender -then elig&1e for such xatuct9.one during term of,contract.
Stranded cast recovery, includizzg amortiaat9.on of the RcgSubrepxlatoxy assets associated vith the coal plants. is
presigned within overall rate cb ectives during the Ave-yearrate cap period and recovered gh retail electric xates.Post-year 5, remai~zg Regsub regulatory assetzz, izzclucULngthose xesulting fmm the auction process> and hydro, IPP andnuclear f3xad costs &11 be recovered (for the life of theamortiaaH.on period, contract or license) thxough a non-
bypaassble wires charge az, possibly, a zzon-byyassable
competitive transition charge (CZC) . Rualear variable
costs, «hich would exclude deccxMissiozzizzg and wincL do%%1costs and 62.5% of annual propert:y taxes, villbe put to
market post-year 5, provided Chat the coepany'a cotenantsput the Name to max'tet. Zn year 5,. RegSub +ill make afilizzg with the Comad.ssion for year 6 rates for Reg8ub.
conrpany may pet3.tion for reaavecy of costa M excess oC'%of Reg8ub Net Income for iteeo identified aa Category l. on
Appends 4 attached hereto fggggg m;~a~. De&.nitiva
a eaienh W11 defizze ging~ ~p~. Recce'~ of costa 9.a
aZ,so paaaitted upon petition hy the coayany for costsincurred abave target Levais of Category 2 iteizs
pursuazzt to Appendix A, which vd,ll be refined to shov zerotargets for legislative ~ etc. changes. Recovery %1L badetera4nc< through a limite4 an4 expocKted process similarto a txaditiozzal ~second stagei review and wiIL not reINultin a reogenor of any terms of the settlement. M Ca~panysha11 suixgt an azznual filizzy seed.ah reports the varianocs ofactual costs fcrxa M Category 1 axed 2 targets azuL costaMcluded on Appendix A. Any xecevez~ of Category 1 c'cost items may be offset hy Category i ox 2 stings belch





the targets.8.chieved during the period, any eaz iz
excess of the 12% cap discussed helaer, and any net pe
contract cast savings achieve@ by cantract te~~zatjan ar
zestrLzctux'Mg thaWg the period. System benefits
related Category 2 targets may be separate.e4 into an
unbuz~e4 Bystea Benefit Charge as dat~mmi~ by the
cammhssiaa and, upon such separation, are daletect franz
Category 2 Cor purposes of recovery. Beparat9.an of the 8BC
targets frcck CQt:egory 2 wiLL not aLtex'?ha tm~t XcpreLa far
these cnepazzezzts from thaoa shown an %@yea~ b,.
creatiocL af such SBC, any variance fracn the targets sar the
sepNratei coeponents riLL he recovered ar creiKte4 through
the saC.

e orner'he five-year price cap pericxX, RegSub earnings are
capped at Mt af canna@ ~ty LnalucB.np any cambered Cezz.'>ub
eaMngs priar ta the completion of the auction ar the
subsequent appraisaL process QE aeccssaryl. The Ragsub
earnings floor is 9.0% during that peria6. Any earnings izz
excess of 12% vilLbe returned to customers in a canner to
he detexedueC hy the Qoemiesion. Hatvithstandiag a companyfiling to recover casts gnumzant to the Category X azgR 2
cost: items, the Qamyazzy shall. make an annual filing fox each
of the years of this Agreement to report an earnings an6 to
defer any excess eaxzLings far the bezzefit of customers.
ccnnyazzy may petition for rate relief if earzziags fall below
the floor. 7n the event that Xa any year aK the price cap
period the cceyazzy petiticms for cast, recave~ under the
uncazztro11ahle cast recovery yrovis9.an stated above for
Category 1 or 2 iteas, the Ooeeiasian viU, ba ent9i.tlel to
offset azzy such recusal with ~ company earzzingg in excess
af 12% that mxLI have been amHxeX hut for the use by the
ceapany oi accalerate6 (inareaseN depreciat:ion ar
amortization of any physical or regulatory assets such
aace'Xeration (incream) ls perad.@ted without pre-approval by
the comnd.ssiaa.

The ccxnpazzy vill implead t:be retail accasN program
required in t:he ggj, ~ proceeding.
Access to Razvich an@ Ieckport custaausrs begins on 8/f./9S.
All reeaLniny custaaexs transj.tione4 ta rata& access
starting 8/X/99 assuming 780 Xa ayyraved hy PERC aaC
aperat~'. Custaaors sa1ectiay a neo supplier ei3.1 have
paver deliverecL hy Reg8ub Sce their chosen

supplier'cemenciayno Later ~ m/M./99. Regsuh may rely an the
XSO to ylan for paver supply.
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Company permits access to those customers taking service at
negotiated or incentive rates if their contracts allow forit.
For customers eligible for retail access through the~<~~ proceeding, the backout method for billing retail
access customers for the period prior to the completion of
the auction and the closing(s) thereon is the market price
of energy plus a 4 mi11/kMh adder for industrial and large
commercial customers and a 10 mill/kMh adder for residential
and small coaxnercial. customers.

The retail access credit used to back out generation during
the period prior to the completion of the auction and the
closing(s) thereon for Hozvich and Lockport customers
electing to sWtch supp'.ers shall be the market price of
energy plus a 4 mill/kNh adder for indust&al and large
commercial customers, and a 10 ad.ll/kMh adder for
residential and small commercial customers, but such credit-
shall'in no event exceed 3 cents/kNh, including QRT.

The retail access credit used to back out generation during
the period foLloving the completion of the auction and the
closing(s) thereon through the end of the rate-cap period
for all customers electing to svitch suppliers shall be
equal to (i) 3.23 cents/kWh including GRT through 7/31/2000,fii) 3.47 cents/kwh including GRT from 8/1/2000 through
'7/31/2001, ancL (iii) 3.71 cents/kwh including CRT from
8/1/2001 through 7/31/2002. Coamencing $ /1/2002, all costs
(other than the non-bypassable vires charge or CTC) related
to the assets sub)ect to the auction/appraisal process
hereunder shall be excluded from the rates charged by Reg8ub
for all customers, and all custoaers sha11 pay the market
price of generation plus any applicable GRT.

Tn the event the auction or appraisal process and the
closing(s) thereon are not completed hy 8/1/99, the retail
access credit during the period commencing B/1/99 and ending
upon the coeyletion of the auction or appraisal process used
to back out generation for all customers electing to switch
suppliers shall be the market price of energy plus a 4
mill/kNh adder for industrial and large cceeercia1 customers
and 10 mills/kNh adder for residential and small commercial
customers, but such credit eha11 in no event exceed 3.23
cents /k', including CRT.

A11 customers, including those vho switch .suppliers,"shall
pay "the non-bypasssable vires charge or CZC plus any GRT for
as long aa 'is necessary to permit, the company to recover the

* regulatory asset determined by the auction process. Sillswill disclose all generation-related credits and charges.,
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Other NY utility ESCOs pexeitted into 3ezvfce territory only
on a reciprocal basis.
Except as specificatly modified by this Agreement,Coaly's right and ablfgentian under Hew Tark ~v and its
public Service Lav Section 6S Certificates to provideelectric sexvice to its customars reiaaj~ unchanged
not&thstancUn9 the full implementation of reta9.1 access and
regains fa ful1 force and effect for the full tenn of theDefiniti~ hgxeemIInt a@4 thereafter unt'il cd.y chm~d.

Structural separation via holding coepany as set forth M
paragraphs 1 through 7 of Section VIZ aR the 3/25/97
Def.&itive Agreement fi1el hy the company, including tbefollceriaga

Conditions to ensure protectfce and yrevent anti-competitiveM '
) ~PI (I ! ()

paragraph 8 of Section VXX of the 3]2B/97'DaH;nftivebing ) (!) ! (, ~)) )
forth an Attachment S.

The ccmpany shall have flexilityto retain on a cumulativo
baoie KQA savin.ps Sar a period of five years fran the date
ef closing oP. any utilitymorgaz'r accpaiaitian pursuant to
a petition filed ]ointly ox'sdfvfdually by the campany, up
to tha aneunt of acqgaisitiea gmmiua pail over thla lessee'f
book value or faIr.market value of assets merged or
acquired,. Savfngs in ex:cess of that recovery %11 he
disposed of by order of the Cocamieaion. Cosr. x'ecovery
pzavisians of settlement continue in ccebfned entity.
Company petitions given expedited review and treatmsnt.
affili.ate Esca period.tted to operate R service area vith
'competitive aa feguaxda.

The Section I,D7 order (Order ha Case 91-N-083s, faeuod'Ayre.l
28. 1.992) on diveeeificatian is superseded.

Undue hil1 shock Eor «ny custcmaerp fxam cury 'rate desigL
changes ~1 be avoided. Rate design faz the five-year rate
cap period villbe yre-aypzave4 hy the Coaunission Sa ~
defective settleeent agreenent, and vt.ll increase t'ai ~fc~thly charge in steys «o energy chargeo decreaee twould
marginal cost- Imgoaitioa oC certain revenue nautra3. direct
<h+rge <ees based on incremental costa may be pzapased, bythe' Regsub may petition 'foz'inor, revenue-neutral
price les between and <thin customer.classy The

6





company may a>so petition <or a retail access transaction
fee on an increaental cost basis.

Oa, August 1, 1997 or as soon thereafter as practicable,
customers'ates villbe uaieadled as fal3.ovs.

Electric Paver @gyly per Kwh and per ur.
Electric Fewer Delivery'TN) per xvh and, per at
Basic Sevrice Charge (MC) par customar per month.

'Mon-bypassaQO wixss cha~ ar CTC ho aaerti,ae
regulatory asset pex RNh a&i +ex'S o

system sonnets Charge appU.ed as determined hy the
Ccnunissicn.

~her ixnknm611ng of Delivery inta Transmission ance
oidtributian elements vill he haylecnented based on the
classification of faciI.ities Chtermtuad in the proceeding
begun for that yuxpose't the Pehxu-uy X2, U97 session.

0 The company camnd.ta to pravi6n a study and agrees to
uxQmadle «customer service~ functions on an incremental cost:
badM by tariffs to be effective 8/1/99.

~ %amex Q,

~ The settlement meetu all of Aa PSC'a rate gaals- Xt
encourages economic development aaX freezes prices ~r a
hard, five-year price cap. The aggregate value of the
revenue concessions is neaxly $600 million.

coeyany v4thdravs autetancUng Energy Assoc'.ation, year-2
rate increase, and Qgg~ggg litigation against the
Conerissk.on pursuant to actually-agreed dtipulatiana.
After further negatiat9.an, the cuxreat 9as rate settlement
vd.4X ba ext:ended thxough Mly'2., '2002.

XRQXcocntKtf.on aC a penalty-only service quality plan which
focussed on Taa reliability.
zf tho c~p4Lny Rchievce NUO contToct savings free) targetQ to
be sc4 forth ia, the DsQnitgve Aoxecment (net of traMact~
costs) during the rate pexia8 thxough contracttma~tian or restructur (but uot aecuritisatian), 80%
of such sarong@ shall flax thxough to custuaers ao
~termined by t:he Coamissiong the remaining 20% aha11 he
retained hy the Ccgipany. Thy fa~iny W subject to the
potential offset agatnst uncontrol.able costs deecrQe6
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Me event the Company petition6 for uncontrollable
cost recovery with respect to Category 1 or 0 bateaux.
BQginninp in year 6 of the settlement *Ll net HUG contzaot
cost aaviagg axe subject to f1m through, ta cuctomerg aa
detexmined hy the Coamissioa.

He@, gros''aceipt8 tax BcLV~Q sill be fl~gpgL througb to
cuatomera.

SC-iT tariff aediffcatica to be negottatect.

Deferred cxecU.t halazacaN ae aS 8/3./97 erL11 be uac8 by the
ccegmay duxQ@ the rate cap period 4e azL offset to 4efaxxed
chh3~0.
The PAS 71, LR11guege izz the 3/25/97 "Defincitive Agreement < i'g
to he included.
The final3.ty language in the 3/25/97 "Definitive Agzeement»ia to he 3.ualuded.

DeHrd.t9.ve aettlement agreemant to be negotiated
mcpeC~tf.ously.

STAm OP Nm YORK
DEPASLBCRST OP FBIZC.

8ERVXCB STAPP

HBN YORK STATE BLECXRlC a GA8
CQRPGRATXQN

By: Rubex Lawrence a.AbeLL,Geol e1

~nara Van Ryn. sta
Counsel

Dated: Jul.y 28, 1997

Kenne . ix
Part

Dao,ed: DLtly 2B, 1997





Price Adjustment Factor

'rcqucneg

General Descrlplion ofQua/lying Events:

&runpics ofI'orcnrlolQrarlging &en(a;

Thrcshofd Lint ivor Rotc Recovery:

Reoemyhkthok

Timing os'o(c Change'Recovery Period:

Category 1

One-Time Event

Natural Disasters, Acts ofTerrorism, and Category 2
Costs!ncurrcd Before Rates are Changed

-Storms
- Bombings

- Rctroactivc Tax Levies

Aggregate Costs in Excess of3N ofRegSub Nct
income

The PAF willbe. applied to each customer's bill in a
manner to be dctennined by the Commission.

Annually in a manner and over a period to bc
dctcnnincd by the Commission.

Category 2

Ongomg Costs

Accounting, Legislative, Regulatory, or Tax
Changes

- Change in DSM Expenses
- FASB Accounting Pronouncements

- Changes in Federal lncomc Tax Rate
- Changes in Nuclear Decommissioning Costs

- NYPATransmission Adjustment Charge

Variations from Targets Stated in Appendix A,
Page 2

The PAF willbe applied to each customer's bill in a
manner to be determined by the Commission.

Annually in a manner and over a period to be
determined by the Commlsslon.

'Thc price kdjustment methods rchte to cost increases and decreases.
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Category 2 Price Adjustment Factor Targets
($000)

12 Months Ending July,

Nuclear Decommissioning Costs:

1998 1999 2000 2001 2002

Infernal Fund

Extcmiil Fund

$208 $263 — $263 $263 $263

Total

Demand Side Management Costs

1,702

6,090

4,325

7,124

4,325

6,924 7,162

4,325

7,431

Rcscarch 4 Dcvclopmcnt Costs

Manufactured Gas Plan Site Remediation Costs

Fresh Start Program Costs

Renewable Resource Costs

NYPATransition Adjustment

4.710

1,569

475

157

2,163

475

157

2,640

475

157

5,951 6,996 6,902

2,640

475

157

7,065

2,640

475

157

Total ILUTE kZJR QlM QLS1
Thc above targets are thc amounts that are covered within thc rates specified in this settlement.
Prudently incurred changes from thcsc amounts willbc included in thc Price Adjustmcnt Factor.
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Page 1 of 2

STANDARDS OF CONDUCT

Se grate tit'es: any affiliate should be set up as a
business entity separate from RegSub to foster competition
in the utility's territory. Separate entities will help to
minimize the potential for self-dealing and the perception
of self-dealing by customers and other competitors.

Se a at o o boo s a d rec : Separation should include
books and records, non-officer employees, advertising and
marketing efforts, and energy purchasing (except for
tariffed services). Where common costs are shared to take
advantage of economies of scale, direct cost allocation
should=be used where practical. However, if direct cost
allocation is impractical, cost allocations should be
accomplished by using a fully distributed cost method to be
provided by NYSEG and approved by the Commission.

Affiliate Transact o s: . Affiliate transactions should be
minimized to protect against cross-subsidies. When
transactions occur, they should be priced at tariff rates,if applicable, or at least at fully distributed costs. Zn
addition, such transactions should be at arms-length. All
transactions in excess of $ 100,000, other than tariffed
transactions and corporate governance and administrative
services, between RegSub and either HoldCo or any affiliatewill be pursuant to written contracts filed with the
Commission, and the provision of goods and services by such
contracts will be on a basis that neither'isadvantages
RegSub nor unduly prefers HoldCo or any affiliate.
Tra s o ss s: Any transfer of utility assets should
be compensated to RegSub based on the greater of book value
or market value, except for the transfer of generation
assets (coal plants, related equipment and contracts) as
contemplated by this settlement.

Data Znformat : .~gSub.MoxQd .not .provide anY
information or data to .its affiliated entities
same information or data is provided to all
at the same time.

Transfer of
competitive
unless that
competitors

Ph sical Se grat o : RegSub and HoldCo may occupy the same
building. Any non-regulated affiliate, other than HoldCo,
should be located at a different location from RegSub to
reduce the opportunity for, and appearance of, anti-
competitive behavior or other inappropriate attivities.
Generation employees may occupy the same building as RegSub
until completion of the auction required pursuant to the
competitive generation plan.
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ccess t Books a d Reco ds: Staff should have direct
access to the books and records of RegSub and, prior to the
auction, of GenSub. For purposes of Public Service Law
Section 110, Staff should also have direct access to the
books and records of RegSub, GenSub, HoldCo, and any
majority-h'eld affiliate. For the purpose of auditing any
Section 110 transactions between RegSub and either HoldCo or
its affiliates, including GenSub, HoldCo will provide
Commission designated personnel reasonable opportunity to
audit any such transaction, subject to appropriate
confidentiality agreements and trade secret protection.

Dis ute Resolut'o P ocess: A process should be established
for a competitor or customer to use if it believes that
RegSub, or its affiliate in a regulated transaction, has
acted in an anti-competitive manner. Complete records of
disputes should be retained for Department of Public Service
review.

Name and Re utatio : There shall be no restrictions on
HoldCo or any affiliate using the same name, trade name,
trademarks, service name, service mark or a derivative of a
name, of HoldCo or RegSuh, or in identifying itself as being
affiliated with HoldCo or RegSub. RegSub will not provide
sales leads for customers in RegSub's service territory to
any affiliate and will refrain from giving the appearance
that RegSub speaks on behalf of an affiliate or that the
affiliate speaks on behalf of RegSub. Zf a customer
requests information about securing any service or product,
offered within the service territory by an affiliate., RegSub
may provide a list of all companies known to RegSub
operating in the service territory that provide the service
or product, which may include the affiliate, but RegSub may
not promote its affiliate.

~ 1 h
' tg.

RegSub experiences a downgrading or placement on creditwatch
or review of its senior debt, RegSub management should
notify the Director of Accounting & Finance of the New York
State Department of Public Service.

Gua a o e De : RegSub should not guarantee
the notes, debentures, debt obligations or other securities
of any affiliate, nor should it pledge any of its assets as
security for any indebtedness of Holdco or its affiliates.
Loa s o Em o ee: RegSub should not loan operating
employees to its affiliates. Operating employees are those
involved in ..competitive .].ines .of .business., which excludes
(among other categories) corporate governance, finance,
accounting, legal, and administrative services.
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Case 96-E-0891

MemOZBIldUIIl

PROM: Staf f and NYSEG

TO- All Active Parties

DATE: August 20, 1997

Staff and NYSEG have prepared, for your review and
consideration, a proposed comprehensive Settlement Agreement as
contemplated by the July 28, 1997 Statement of Principles. The
proposed Agreement, a copy of which is attached, reflects Staff's
and NYSEG's understanding of the Statement of Principles, our
efforts to incoxporate comments parties made at the August 5 and
August 12, 1997 meetings, and the comments conveyed to us outside
the meetings.

Staff and NYSEG invite.you to a meeting on Tuesday,
August 26, 1997 at 10:30 a.m, at the Omni Hotel in Albany. We
would like to explain the Agreement, hear your comments, and
discuss their incorporation into the Agreement, towards the end
of obtaining your endorsement foi the Agreement. You are also
encouraged to contact us in advance with your comments.

Since we desire to bring the benefits of this Agreement
to consumers as swiftly as possible, we anticipate the execution
and filing of the Agreement during the first week of September
Ne will be available in the days following the August 26 meeting
to assist the parties in achieving that goal. NYSEG personnel
will be staying in Albany through August 28 for this puxpose.

Leonard Van Ryn
Staff Counsel

Kenne M Jas ki
Huber La a Abell

Znclosure
cc. ALJ Jeffrey E. Stockholm
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AGREEMENT

CONCERNING THE COMPETITIVE RATE AND RESTRUCTURING PLAN

OP

NEW YORK STATE ELECTRIC Ec GAS CORPORATION

This agreement concerning the competitive rate and
restructuring plan of New York State Electric 8 Gas
Corporation (this "Agreement" ) is entered 3.nto as of this

th day of September 1997 among New York State Electric S

Gas Corporation ("NYSEG" or the "Company" ),'he Department
of Public Service Staff ("Staff" ) and other parties as
indicated on the signature pages at the end of this
Agreement, hereinafter collectively referred to as the
"Parties." The Parties agree as follows:

In various provisions of this Agreement, these
terms refer to the corporation as of the date of this
Agreement and, where this Agreement applies to periods after
the formation of a holding company ("HoldCo"), to the
electric business of RegSub which will continue to be the
Commission-regulated electric and gas utility. After the
corporate restructuring contemplated by Article VII of this
Agreement, HoldCo will be the parent of RegSub and other
subsidiaries, including but not limited to one or more
generatian campaaiiew ,$ %eaSub~.) M .ener~ -services
companies ("ESCO").
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I. ,Introduction

In response to the Or er Establishin Procedures an
Schedule, issued October 9, 1996 in this proceeding by the
Public Sexvice Commission of the State of New York (the
"Commission" ), representatives of NYSEG and Staff have been
engaged in discussions regarding a rate plan for the
Company's business operations and a restructuring of the
Company. As a result of further discussions, the Parties
have reached this Agreement to resolve the issues raised in
this proceeding and in the Commission's 0 ini n n Ord
Re ardin Com etitive 0 rtunities for Electric S rvi
Opinion No. 96-12, issued May 20, 1996 ("Opinion No. 96-12")
in the competitive opportunities proceeding (Case 94-E-
0952).

'

The issues raised in these proceedings are interrelated
and complex and will have long-range impacts on the
provision of electric service in the Company's serviceterritory. Notwithstanding the complexity of the issues,
the Parties have resolved these matters by settlement rather

,than litigation. This Agreement gives fair consideration to
,the interests of NYSEG's customers, investors and other
stakeholders and achieves the Commission s principles,
vision and goals set forth in Opinion No. 96-12 and its
Opinion No. 95-7, 0 ini n and Ord r Ado tin Princi l s
uid the Transition to Com eti ion, issued in Case 94-E-

0952 on June 7, 1995.

In general, this Agreement provides for: (1) lower
rates for all customers as contrasted to those that would
have, applied under NYSEG's 1995 electric settlement
agreement; (2) a retail access program that will lead toretail choice of power supplier for all NYSEG customers
commencing August 1, 1999; (3) a mechanism to assess the
market value of NYSEG's coal-fired generation; (4) authority
to implement a HoldCo structure in accordance with the terms
set forth in Article VII below; (5) a rate with the
objective of moving basic customer service charges, and
incremental demand and energy use toward marginal cost,
while avoiding undue bill shock for any customer; (6)
reasonable unbundling of existing electric rates; and (7) an
extension, of the gas rate settlement after further
negotiation.

'I
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1. Procedural Histo of 0 inion No. -12

In 1993, the Commission initiated a proceeding to
address issues related to potential competition in the
regulated energy markets in New York State. Case 93-M-0229,
Pr din on Mo i n f h ommi ion Addr
Com etitive 0 ortunities Availa to Cu t m r f El i
and Ga S rvi e and D velo ri ri for ilit Res n s
Ord r Insti tin Proce in (March 19, 1993) (changed to
Case 94-E-0952, by Order dated November 30, 1994, to reflect
new focus on electric service) (the competitive
opportunities proceeding").

Subsequently, the Commission issued its Opinion No. 94-
15 which addressed the utilities'bility to enter intoindividually negotiated flex rate contracts with qualifying
customers. Case 93-M-0229, 0 ini n and rd r Re ardin
Flexible Ra , Opinion No. 94-15, issued July 11, 1994. Inthat Opinion, the Commission stated that "a second phase ofthis proceeding may be helpful to investigate issues relatedto the future regulatory regime in light of competitiveopportunities." ~I . at p. 35.

On August 9, 1994, the Commission instituted phase IIof the competitive opportunities proceeding, ~OrleInstitutin Phase II of Pr din , Case 93-M-0229 (August
9, 1994). This phase of the proceeding was intended "to
identify regulatory and ratemaking practices that willassist in the transition to a more competitive electric
industry designed to increase efficiency in the provision ofelectricity while maintaining safety, environmental,affordability, and service quality goals." ~I . at pp. 1-2.
Parties to Phase II of the proceeding were urged to work
together to "examine issues related to the establishment of
a fully efficient wholesale market for electricity and anypricing reforms necessary to reflect those marketefficiencies in retail customer rates." ~I . at. p. 3.

The Commission adopted, on June 7, 1995,principles to guide the transition to greaterthe electric industry. Case 94-E-0952, ini
Ado tin Pri i 1 t Gui th ransi ion
Opinion No. 95-7, issued June 7, 1995.

final
competition in
n and r r

C eti ion,

On December 21, 1995, Administrative Law Judge Judith
A. Lee and Ronald Liberty, then-Deputy Director of the
Energy and Water Division, issued a Recommended Decision
addressing implementation of the restructuring principles.

3
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Subsequently, on'May 20, 1996, the Commission issued its
Opinion No. 96-12.

2. The Re ir ments of 0 inion N 6-12

Opinion No. 96-12 sets forth the Commission's vision
and goals for the future electric regulatory regime. The
Commission's stated vision for the future of the electricutility industry ~ includes the following factors: (1)effective competition in the generation and energy services
sectors; (2) reduced prices resulting in improved economic
development for the State as a whole; (3) increased consumer
choice of supplier and service company; (4) a system
operator that treats all participants fairly and ensures
reliable service; (5) a provider of last resort for all
consumers and the continuation of a means to fund necessary
public policy programs; (6) ample and accurate informationfor consumers to use in making informed decisions; and (7)
the availability of information that permits adequate
oversight of the market to ensure its fair operation. ~Iat 24. In addition, the Commission reiterated that the
principles adopted on June 7, 1995 "set forth the overall
goals of the future regulatory regime by briefly stating the
advantage to be gained and the limitations that are
necessary as the State moves toward a more competitiveelectric industry." ~I . at p. 26. The Commission also
established the following goals: (1) lowering rates for
consumers; (2) increasing customer choice; (3) continuingreliability of service; (4) continuing programs that are in
the public interest; (5) allaying concerns about market
power; (6) continuing customer protections and the
obligation to serve. ~I . at pp. 26-27.

In its Opinion, the Commission directed NYSEG and four
other electric utilities to each file a rate andrestructuring plan consistent with the Commission's policy
and vision for increased competition. ~. at pp. 74-75; see
also ~i . at p. 92.

The Commission stated that these utility plans should
address, at a minimum, the following matters: (1) thestructure of the utility both in the short and long term,including a description of how that structure complies with
the Commission's vision and, in cases where divestiture isnot proposed, effective mechanisms that adequately addressresulting market power concerns; (2) a schedule for theintroduction of retail access to all of the utility's
customers, and a set of unbundled tariffs that is consistent
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with the retail access program; (3) a rate plan to be
effective for a significant portion of the transition; and
(4) numerous other issues relating to strandable costs, load
pockets, energy 'services, and public policy costs. ld. at
pp. 75-76, 90.

In addition, the Commission directed the utilities to
collaborate with Staff and other interested parties to
accomplish technical studies on subjects including load
pockets, market prices, energy services companies and
reporting requirements. Collaborative efforts were also
directed to be held on public educational forums and on
necessary Federal Energy Regulatory Commission ("FERC")
filings, which have centered on development of an
independent system operator and power exchange. ~I . at 63-
64.

'

In a petition filed September 18, 1996 in the Supreme
Court of New York, Albany County, the electric utilities,
including NYSEG, challenged certain aspects of the
Commission's determinations made in Opinion No. 96-12. On
November 25, 1996, Justice Joseph Harris issued a decision
and order denying the petition of the electric utilities. A
notice of appeal was filed by the electric utilities on
December 24, 1996 and the appeal remains pending. If this
settlement is approved and becomes effective as set forth inArticle X below, NYSEG will withdraw its appeal.

3. NYSEGPlan

In compliance with the directives of Opinion No. 96-12,
the Company submitted its rate and restructuring proposal
called NYSEGPlan on September 27, 1996. On December 19,
1996, the Company filed a petition pursuant to which NYSEG
has sought authority to form a holding company. The
Commission subsequently notified the parties that the
holding company petition would be addressed herein. Case
96-E-0891, N ti h P (issued January 7, 1997) .

4 ~ E ' 5 El ri l
I '.

Ord r C n min El ric Rev n nd R D i (issued
September 27, 1995 in Case 94-M-0349), the Commission
approved a three-year settlement agreement (the "1995
Electric Settlement" ) which replaced the third year of a
previous agreement. In the 1995 Electric Settlement, NYSEG
agreed to forgo the 9.1% increase provided for in a
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previously-approved agreement, and eliminated its fuel
adjustment clause and its revenue decoupling mechanism and
waived its right to most of the reconciliations and true-ups
that had been provided under the prior agreement. The 1995
Electric Settlement resolved NYSEG's revenue requirement for
a 36-month period by providing for the following increases~:

Year One: $ 45,079,000 (2.9%)
Year Two: $45,250,000 (2.8t)
Year Three: $ 45,500,000 (2.7%)

Under the terms of the 1995 Electric Settlement, rate
design for the first year was adopted and NYSEG was required
to file its proposal for Years 2 and 3 revenue allocation
and rate design no later than six months before the Year 2
rates were to go into effect (February 1, 1996). On January
31, 1996, NYSEG filed its proposed revenue allocation and
rate design for the second and third years and subsequently
submitted applicable tariffs on July 18, 1996 for Year 2.
On September 9, 1996, NYSEG petitioned for rehearing of the
Commission's r r u n in R t Fi in issued August 26,
1996, which deferred through December 30, 1996 the rates in
the July 18 tariff submission. On December 18, 1996, the
Commission issued an order further extending the effective
date of the July 18, 1996 tariffs to June 30, 1997. Byletter dated May 29, 1997, the Company agreed to an
extension of the suspension period, with certain conditions,
pending the outcome of its rate/restructuring proceeding.
At its Open Session of June 25, 1997, the Commission
approved this extension of the maximum suspension period.
By its Ord r S s en in R t Filin , issued July 10, 1997,
the Commission suspended the Year 3 rate increase that was
scheduled to take effect on August 1, 1997.

In a petition filed and pending in the Supreme Court of
the State of New York, Albany County, the Company is seeking
a judgment annulling and setting aside the orders issued
August 26, 1996 and December 18, 1996 and directing the
Commission to issue an order granting rates for the second
year increase under the 1995 Electric Settlement. On*Y,, 1 t tLd
P ition f r Reh r n n irin r h Pro din
In this order, the Commission: (1) denied NYSEG's petition

Years One, Two and Three refer to the twelve month
periods ending July 31, 1996, July 31, 1997 and July
31, 1998, respectively.

6
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for rehearing; and (2) determined that the issue of whether
NYSEG should receive the second year increase of 2.8% under
the 1995 Electric Settlement would be reviewed in this
proceeding.

5. N otiati n Amon Th P r i
Case 96-E-0891 was established by the Commission to

examine NYSEGPlan. On October 9, 1996, the Commission
issued its Or r Es bli hin Pr r nd S hedul (the
"October 9 Order" ). In the October 9 Order, the Commission
established a schedule and assigned Administrative Law Judge
Jeffrey E. Stockholm to preside over this proceeding. To
date, 58 parties have intervened in this proceeding.

In the October 9 Order, the Commission stated that a
negotiated outcome is preferable to a litigated outcome and
that discussions and negotiations among the parties are
strongly encouraged. October 9 Order at p. 3. The
Commission also established a 90-day period for
negotiations. To facilitate these negotiations, the
Commission waived certain provisions of its settlement
guidelines.

On November 1, 1996, NYSEG conducted a briefing session
concerning the NYSEGPlan submission and technical experts
were available at that session to answer cpxestions. Byletter dated November 14, 1996, NYSEG provided notice of
impending settlement negotiations pursuant to applicable
Commission rules and regulations. An all parties conference
was held on December 4, 1996. Public Statement Hearings
were held in Plattsburgh on November 20, 1996, in Binghamton
on December 11, 1996 and in Elmira on December 12, 1996.

ALJ Stockholm convened pxocedural conferences on
November 18 and December 20, 1996 to review the status of
negotiations and discovery, to establish future procedures
and schedules and to address other necessary matters. By
notices issued December 19, 1996, January 9, February 13,
February 27 and March 6, 1997, the Secretary of the
Commission informed the parties that the period established
in the October 9 Order for the submission of a settlement
agreement would be extended for NYSEG, the last extension
being to March 25, 1997. Without an executed settlement bythat date, the parties proceeded to litigate the case.

7
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6. Liti ati n f NYSE M dified Pl n f

On March 25, 1997, NYSEG submitted direct testimony
that updated, and in certain respects revised, the testimony
that had been filed in support of NYSEGPlan on September 27,
1996. In addition, the Company filed a Proposed Settlement
Agreement (Exh. 117) . Zn a letter dated April 10, 1997, the
Company explained that the Proposed Settlement Agreement
supersedes the March 25th testimony where differences
between the two appear.

Direct testimony was also submitted by the following
parties: Staff; the American Association of Retired Persons
("AARP"); Independent Power Producers of New York, Inc. and
Enron Trade E Capital Resources ("IPPNY/Enron"); Multiple
Intervenors ("MZ"); the Public Interest Zntervenors ("PZZ");
EnerScope; New York Power Authority ("NYPA"); the New York
State Consumer Protection Board ("CPB"); the New York State
Department of Economic Development ("DED"); the Retail
Council of New York ("Retail Council" ); the RE3SCO
Restructuring Coalition ("RE3SCO"); and Wheeled Electric
Power Company ("WEPCO").

A Procedural Conference was held before ALJ Stockholm
on April 16, 1997 to address a variety of procedural issues.
The Company submitted responsive testimony on April 21,
1997. Staff and most of the other parties identified abovefiled rebuttal testimony on May 6, 1997. Evidentiary
Hearings were held in Albany, New York before ALJ Stockholm
on May 15-16 and 19-22, 1997. The record in this proceeding
comprises 3,718 pages of transcript. Zn addition, 205
exhibits were received in evidence. Initial and Reply
Briefs were submitted to ALJ Stockholm on June 13, 1997 and
June 23, 1997, respectively.

7. Th S ttl men A r n

Negotiations between the Company and Staff continued
through the litigation phase of the case. On July 30, 1997,
the Company filed with the Commission and ALJ Stockholm, and
served upon all parties to the proceeding, a Joint Statement
of Principles, which was executed on July 28, 1997 by
counsel for NYSEG and Staff. The Settlement Agreement
incorporates, and is based upon, the points covered in theJoint Statement of Principles.

8
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IX. General Provisions

1 ~ ~T

The electric price cap and price reduction provisions
of this Agreement cover the five-year period beginning with
the effective date of tariffs implementing the Commission
opinion approving this Agreement. That five-year period is
referred to herein as the "Price Cap Period." Other
provisions continue thereafter in accordance with the terms
of this Agreement. To more particularly define the Price
Cap Period, the terms Year One, Year Two, Year Three, Year
Four and Year Five describe the first, second, third, fourth
and fifth twelve month period, respectively, after the
commencement of the Price Cap Period.

2. R lationshi t 1 El ri Settl m nt

a. NYSEG is currently operating under the terms of
the 1995 Electric Settlement, which expires July 31, 1998.
The increases for the second year, commencing August 1,
1996, and the third year commencing August 1, 1997, were
suspended by the Commission pending the outcome of this
proceeding, as stated in Article I.4 of this Agreement.

b. This Agreement supersedes the 1995 Electric
Settlement. As a result, upon this Agreement becoming
effective, NYSEG will (i) withdraw its pending Article 78
petition regarding the electric increase for the second year
under the 1995 Electric Settlement, and (ii) forgo the
increases scheduled for the second and third years of the
1995 Electric Settlement. NYSEG will withdraw that petition
based upon a court-filed stipulation between NYSEG and the
Commission.

3. R lationshi t Exi in a Settl ment A r emen

NYSEG is currently providing natural gas service
consistent with a three-year gas settlement agreement
approved by the Commission in Opinion No. 95-19, issued
December 14, 1995. After further negotiations, this gas
settlement will be extended through the Price Cap Period.

9





XII. Rate Plan

1. Price Reduction Prie Fr ze an ri iz i
a. NYSEG will forgo the $ 45.25 million revenue

increase approved as part of Yea= 2 and the $45.5 million
revenue increase approved as part of Year 3 under the 1995
Electric Settlement. Those forgone revenues will result in
a price reduction of approximately 6% for residential and
commercial customers from levels previously anticipated in
the 1995 Electric Settlement.

b. Beginning with the effective date of Year 1 tariff
leaves implementing the Commission opinion approving this
Agreement, current electric rates will be reduced five
percent on average each year for five years for the
following eligible customer groups: (i) industrial customers
with average on-peak demands of 500 kw or greater and (ii)all demand-billed customer with load factors of 68% or
greater. Customers receiving negotiated or incentive rateswill become eligible for such rate reductions after their
contracts with NYSEG expire unless those contracts permit
them to become eligible for such rate reductions prior to
the contract expiration date.

c. Overall average electric prices (other than those
referred to in paragraph 1.b.) will be frozen by service
class during the Price Cap Period unless otherwise adjusted
by the terms of this Agreement.

d. The forecast summary of kilowatthours ("kWh",) and
revenue effects due to revised rates for each serviceclassification for each year of the Price Cap Period is
attached hereto as Appendix A.

e. Zn the event that New York law is enacted to
permit and facilitate the voluntary securitization of
intangible assets, including but not limited to the
generation asset provided for in Article V.1 of this
Agreement, and is so utilized by NYSEG, net savingsresulting from securitization will be returned to customersin a manner to be determined by the Commission.

2. El ric Earn'n

a. During each year of Price Cap Period, RegSubelectric earnings will be capped at 12% of common equity,including any combined GenSub earnings prior to the

10
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.
completion of the auction or the subsequent appraisal
process (if necessary). Any such earnings in excess of 12@will be returned to customers in a manner to be determined
by the Commission. Any reduction in the common equity
balance resulting from any writeoff or writedown of assets,
or the repurchase of common stock authorized by this
Agreement, will be eliminated before RegSub's electric
return on equity is calculated under the earnings cap. The
costs of any potential takeover defense mounted by NYSEG may
be excluded from the earnings cap calculation at the
discretion of the Commission.

b. During each year of the five-year Price Cap
Period, the RegSub electric earnings floor will be 9.0%.
The Company may petition for rate relief if earnings fall
below the floor. Such rate relief will be prospective from
the date of the filing.

3. El ric R t D i

'

a. As a rate objective, the parties agree that the
basic service charge and, the energy and demand charges upon
which customers make decisions about whether to consume more
or less electricity should reflect marginal costs, while
avoiding undue bill shock for any customer. The Company
agrees, however, to freeze rates for customers not covered
by paragraph ZZI.1.b. above for Years 1 and 2 of the
Agreement, subject to the terms of this Agreement.

b. Year 1 and 2 rates for all service classifications
are shown on the rate schedules attached hereto as Appendix
B and made a part hereof. The Year 1 rates for customers
covered by paragraph IZI.1.b. will be implemented upon theeffective date of tariff leaves for Year 1 pursuant to the
Commission Opinion approving this Agreement. The tariff
leaves for Year 1 will be filed on one day's notice prior to
the effective date. The Year 2 rates pursuant to Appendix Bshall apply for Year 2 of the Price Cap Period, unless
otherwise modified by the Company in accordance with the
terms of this Agreement.

c. The Company will make a filing no later than
February 1, 1999, that includes new electric rate designsfor Years 3, 4 and 5 that address the marginal cost-basedrate objectives for all classes. Beginning in Year 3, NYpA
savings for residential customers will be reflected in thebasic service charge. These rates will be implemented upon
Commission approval of tariff leaves to be effective at the
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.
beginning of Year 3 of the Price Cap Period, unless
otherwise modified by the Company in accordance with the
terms of this Agreement. At the same time, the Commission
will also approve tariff leaves to be effective at the
beginning of Years 4 and 5 of the Price Cap Period, unless
otherwise modified by the Company in accordance with the
terms of this Agreement.

d. Additionally, during the Price Cap Period, the
Company may file with the Commission for approval of tariff
changes to implement voluntary incentive rates to encourage
changes in sales based upon marginal costs and for minor
revenue-neutral electric service price changes between and
within classes. Any proposed changes will be filed by
RegSub upon 30 days notice and will be subject to Commission
approval.

e. The NYPA savings for residential customers will be
communicated to customers through a message on their bill
for the term of the Price Cap Period.

4. n n

a . The Company may petition to recover revenue for
the following two categories of uncontrollable costs:

Category 1 - As outlined in Appendix C, p. 1, this
category covers nonrecurring events as a result of
force majeure, which shall include storm, flood,
riot, terrorism, sabotage, war, strike or labor
disturbance (other than by NYSEG's bargaining
units) or acts of God. Category 1 costs also
include those Category 2 costs that have been
incurred before rates are changed to recover those
increased costs. Aggregate costs in Category 1
during any of the specified 12-month periods in
excess of a materiality threshold of 3% of
RegSub's net electric income will be recovered
through the aforesaid adjustment.

I Category 2 - This category covers any costs
incurred above the target levels specified in
Appendix C, p. 2.

b. Recovery of Category 1 and Category 2
uncontrollable costs will be determined through a limited
and expedited process similar to a traditional "second,
stage" review, and will not result in a reopener of any
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terms of this Agreement. The Company shall submit an annual
filing which reports the variances of actual costs above the
3% materiality threshold for Category 1 items, and Category
2 targets and costs included on Appendix C, p. 2 of 2. Any
recovery of Category 1 or 2 cost increases may be offset by
Category 1 or 2 cost savings below the targets achieved
during the Price Cap Period, any electric earnings in excess
of the 12% cap discussed below, and any net NUG contract
cost savings achieved, by contract termination or
restructuring during the Price Cap Period. In the event
that the variances from the target are negative, the amounts
will be disposed of at the discretion of the Commission.

c. Notwithstanding a Company filing to recover costs
pursuant to the Category 1 and 2 cost items, the Company
shall make an annual filing for each of the years of the
Price Cap Period to report on electric earnings and to defer
any excess electric earnings that have not been used to
offset rate recovery of .uncontrollable costs as described
above for the benefit of customers. In the event that in
any year of the Price Cap Period the Company petitions for
cost recovery under the uncontrollable cost recovery
provision for Category 1 or 2 items, the Commission will be
entitled to offset any such request with any electric
earnings in excess of 12% that would have been realized but
for the use by the Company of accelerated (increased)
depreciation or amortization of any physical or regulatory
assets. Such acceleration (increase) is permitted without
pre-approval by the Commission.

5. S em Benefi s har e

a. The Commission will make a determination in either
the instant proceeding or in the pending System Benefits
Charge ("SBC") collaborative in the competitive
opportunities proceeding regarding the cost level and method
of recovering costs associated with certain public policy
programs. The presumed level of those expenditures is
included with the expenditures set forth in Appendix C, p. 2
of 2. Any reduction in that level of expenditures will be
flowed through to customers. Any increases in those levelswill be recovered under the provisions governing Category 2
cost increases.

b. With respect to the method of recovery, SBC-
related Category 2 costs may either continue to be included
in current rates or separately stated as an SBC. If the SBC
is separately stated, such costs would be removed from
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Category 2. Separation of the SBC targets from Category 2
will not alter the target levels for these components from
those shown on Appendix C. After creation of such an SBC,
any variances from the targets for the separated components
will be recovered or credited through the SBC.

a. Commencing with the date on which NYSEG files
tariffs implementing the Commission opinion approving this
Agreement, or as soon thereafter as practicable, NYSEG
electric retail rates will be unbundled as shown in the
following table:

Year 1

Basic Service
Charge

System Benefits
Charge

Energy R Demand,
as appropriate
Retail Access

Credit, as
appropriate

Total

Year 2

Basic Service
Charge

System Benefits
Charge

Transmission

Delivery and
Power Supply

Retail Access
Credit, as
appropriate

Total

Years 3-5

Basic Service
Charge

System Benefits
Charge

Power Supply

CTC

Transmission

Distribution
Customer Service

Retail Access
Credit, as
appropriate

Total

b. Unbundling of "Transmission" from "Delivery and
Power Supply" will be implemented based on the
classification of transmission and distribution facilities
determined by the Commission in Case 97-E-0251.
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c. RegSub will submit a cost of service study forelectric customer service functions by February 1, 1999.
The Company agrees to unbundle the customer service function
on an incremental cost basis with the filing of tariffs to
be effective August 1, 1999.

7. Direct Char F e

a. NYSEG may petition to introduce revenue-neutral
direct charge fees based on incremental costs for variouselectric services now performed by the Company. These
services may include, but are not limited to, activation
fees for customer name change or meter turn-on, reconnection
fees where service is restored within 12 months of
disconnection, fees to recover costs incurred where accessto a customer's property is not permitted, and fees relatedto customer payment in the field to avoid shut off. Thefiling will specify the nature of the fee, the rationale for
the fee based on cost causation, and the amounts to becollected from customers.

XV. Retail Access

1. G neral Provi ions

a. NYSEG will introduce direct retail access foreligible retail electric customers to other qualified
suppliers pursuant to this Agreement. Customers receiving
service under tariffs allowing NYSEG negotiated or incentive
rates will become eligible for retail access after their
contracts expire unless their contracts with NYSEG permit
such customer to become eligible earlier. NYSEG may file apetition with the Commission for a retail access transaction
fee on an incremental cost basis.

b. For the purposes of this Article IV, the marketprice of electric power and supply shall be assumed toinclude energy and capacity. The market price will be
obtained from published sources, such as the Dow Zones andReuters financial service, and eventually from an
appropriate power exchange once it is approved by FERC andis operating.

c. Concurrent with the Customer Choice Pilot Programdescribed in Paragraph 2 of this Article IV, NYSEG will
begin a statewide education effort for its other retail
customers using various communications media.
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2. Customer Choi e Pilot Pr r
a. Beginning November 1, 1997, NYSEG will implement a

Customer Choice Pilot Program in satisfaction of the
Commission's "Order Establishing Retail Access Pilot
program", issued June 23, 1997 in Case 96-E-0948 - Petition
of Dairylea Cooperative, Inc. to Establish Open-Access Pilot
Program for Farm and Food Processor Electricity Customers.
Tariffs governing the Customer Choice Pilot Program were
submitted on August 1, 1997 in Case 96-E-0948 and became
effective on a temporary basis on August 4, 1997.

3. R ail Ac s for
D~ivisi

Nrwih dLck r

a. Beginning August 1, 1998, RegSub will introduce
retail access to all customers in the City of Norwich and in
RegSub's Lockport Division subject to minimum load and
aggregation requirements as are necessary for the Company
and are consistent with the minimization of barriers to
competition. There are approximately 23,000 customers in
the City of Norwich and the Lockport Division. All
customers in this group who sign up with a new supplier will
have power delivered by RegSub for their chosen suppliers
commencing no later than December 31, 1998. During this
introductory period, customers who choose another supplier
may be billed off-system, rather than through RegSub's
Customer Information System ("CIS").

b. The retail access credit used to back out
generation during the period prior to the completion of the
auction as more particularly described in Article V.1 and
the closing(s) thereon for Norwich and Lockport customers
electing to switch suppliers shall be the market price
defined in Article IV.1(b) plus an adder of four-tenths of
one cent ($ 0.004) per kWh for customers eligible for the 5%
reductions pursuant to Article XII 1.b., and an adder of one
cent ($ 0.01) per kMh for customers not eligible for the 5%
reductions pursuant to Article XIX 1.b., except for the flex
rate customers defined in Article XII 1.b. unless and until
they are eligible as provided for in Article XXX 1.b. In no
event shall such credit exceed three cents ($ 0.03) per kNh,
including GRT.
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4. R t il Ac for R mainin Cust m r
a. Beginning August 1, 1999, RegSub will offer retail

access to all of its remaining customers who are not
receiving service under RegSub negotiated or incentive
rates, provided that the Independent System Operator ("ISO")
is first approved by the FERC and is operating.
Notwithstanding the foregoing, customers taking service
under RegSub's negotiated or incentive rates shall be
eligible for retail access after their contracts expire
unless their contracts with NYSEG permit such customer to
become eligible earlier. Customers selecting a new supplierwill have power delivered by RegSub for their chosen
suppliers commencing no later than December 31, 1999. The
Company may petition for an extension of these deadlines if
RegSub experiences unacceptable balancing/settlement
problems or experiences severe customer order backlogs or if
the ISO as first approved by FERC is not operating. The-
petition should clearly define the problems causing delay,
NYSEG's potential solutions, and NYSEG's proposed revised
schedule.

b. The retail access credit used to back out
generation during the period following the completion of the
auction and closing(s) thereon through the end of the Price
Cap Period for all customers electing to switch suppliersshall be equal to (i) 3.23 cents per kWh including GRT
through July 31, 2000, (ii) 3.47 cents per kWh including GRT
from August 1, 2000 through July 31, 2001, and (iii) 3.71
cents per kWh including GRT from August 1, 2001 through the
end of the Price Cap Period. The retail access credit
provided to customers will be net of the CTC produced as aresult of the auction described in Article V and will be
adjusted without altering the system average retail accesscredit amounts set forth above. The method used to makethis adjustment will be presented by the Company when it
submits its cost of service study for electric customer
service unbundling by February 1, 1999. At the end of thePrice Cap Period, all costs (other than the non-bypassable
CTC) related to the assets subject to the auction/appraisal
process hereunder shall be excluded from the rates charged
by RegSub for all customers, and all customers shall pay the
market price of generation plus any applicable GRT.

c. In the event the auction or appraisal processdescribed in Article V and the closing(s) thereon are not
completed by August 1, 1999, the retail access credit duringthe period commencing August 1, 1999 and ending upon the
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completion of the auction or appraisal process used to back
out generation for all customers electing to switch
suppliers shall be the market price of energy plus a four-
tenths of one cent ($ 0.004) per kWh adder for customers
eligible for the 5% reductions pursuant to Article ZZI 1.b.
and a one cent ($ 0.01) per kWh aMer for customers not
eligible for the 5% reductions pursuant to Article ZZZ 1.b.,
except for the flex rate customers defined in Article IZI
1.b unless and until they are eligible as provided for in
Article IZI 1.b., but such credit shall in no event exceed
3.23 cents per kWh, including GRT.

a. All customers, including those who switch
suppliers, shall pay the non-bypassable CTC plus any GRT for
as long as is necessary to permit the Company to recover the
regulatory asset determined by the auction process. Bills
will disclose all generation-related credits and charges.

b. Zn the event the GRT is modified from the July 28,
1997 amounts, the backout figures listed in Article ZV. 4.b
shall be changed by a corresponding amount.

6. Provider of La t Resor

RegSub will be the provider of last resort during the
Price Cap Period of this Agreement unless such status is
changed by the Commission. For those eligible customers who
do not receive electric supply from a new supplier, RegSubwill deliver power to such customers at the bundled tariff
rates in place at that time, but only for the Price Cap
Period of this Agreement. For customers that have not made
arrangements for electric supply at the end of the Price Cap
Period, RegSub will acquire electric supply from an
appropriate power exchange and bill those customers for such
supply at cost. Unless otherwise required by law, RegSub
may rely on the ISO to plan for power supply, assuming the
XSO is approved by FERC and operating.

7. 1 r c

During each phase of the retail access program,
HoldCo's ESCO will have full access to provide services to
RegSub's retail customers within the conditions of HoldCo's
structure described in Article VII of this Agreement. Alsoi
to the extent any other New York State utility or New York
State utility-affiliated load serving entity ("LSE") seeks
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to gain access to RegSub's service territory, such LSE will
not be allowed to serve as a supplier in RegSub's service .

territory unless the service territory of the LSE's
affiliated utility is open to retail access by RegSub and
ESCO in an equal or greater proportion.

8. Ri hts and Obli ations under Public Servi e L w
S ction

Except as specifically modified by this Agreement,
RegSub's right and obligation under New York Law and, its
Public .Service Law Section 68 Certificates to provide
electric service to its customers remains unchanged
notwithstanding the full implementation of retail access and
remains in full force and effect for the full term of this
Agreement and thereafter until duly changed.

V. Cost Recovery

1. C etitiv Gener ti n Pla

NYSEG owns, operates and maintains several coal-fired
electric generation plants under traditional cost-of-service
regulation supervised by the Commission. To promote a more
fully competitive generation marketplace, mitigate the
strandable costs associated with generation plants, achieve
the Commission's goals, and prudently establish the fair
market value of such NYSEG generation plants for the benefit
of investors and customers, NYSEG will undertake to operate
and to transfer its coal-fired plants pursuant to the
following terms and conditions.

a. The NYSEG coal-fired electric generation that is
covered by this competitive generation plan consists of its
Kintigh, Homer City, Milliken, Goudey, Greenidge, Hickling
and 0'ennison generating stations and their associated assets
and liabilities (including without limitation, Somerset
Railroad, environmental liabilities, pension costs,
collective bargaining agreements, fuel contracts, land and
property rights, equipment and facilities, etc.).

b. The valuation of NYSEG's coal-fired electric
generation plants shall be determined by a simultaneous
multiple round open auction process designed to obtain the
highest final market value for purposes of mitigation of
above-market costs and establishment of a regulatory asset
for recovery of remaining above-market costs. All coal
plants and associated assets and liabilities as set forth in
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Article V, Paragraph 1.a, will be subject to such auction
process. The process will not be designed to necessarily
require NYSEG to divest its coal plants to a third party,
except as otherwise agreed to in this settlement. The
Company's generating subsidiary (GenSub) can participate as
a bidder, and shall not have any special rights or
privileges, including the right to close out the bidding by
a matching bid. NYSEG shall provide at the same time (with
appropriate confidentiality protections) all potential
bidders with the same plant and operating information as
NYSEG makes available to GenSub.

c. The ascending bid auction will continue for a
given coal plant until no new bids are received. Bids will
be compared in the auction process on a gross cash basis,
and the Company agrees to sell (or transfer to GenSub) the
plants at the auction determined value without subsequent
negotiation of value.

d. The auction process will be completed and the
transaction(s) resulting therefrom shall close no later than
August 1, 1999-

e. Xf no bids are received for a plant above the
minimum bid requirement of the auction, an appraisal processwill be used and completed no later than August 1, 1999, or
as soon as practicable thereafter. The valuation, on anafter-tax basis, achieved by the appraisal process shall be
used in lieu of the value of net after tax auction proceedsfor purposes of establishing the regulatory asset or credit
as set forth below.

f. Protocols, terms and conditions to implement the
auction and appraisal process will be developed by the
Company in consultation with Staff and will be submitted to
the Commission for pre-auction approval by approximately
February 1, 1998. Such auction provisions will state time
requirements for bids and have mechanisms to pre-qualify
bidders willing and able to abide by auction requirements
and to disqualify or penalize bidders for cause. The
Commission may employ a consultant, at NYSEG's expense
(recoverable from the auction proceeds), to advise the
Commission on the design and implementation of the auction
process consistent with this Agreement. The Commissionshall select the consultant from a list of at least threequalified individuals or firms selected jointly by the
Company and Staff.
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g. In order to facilitate a competitive generation
market, an auction sale or transfer free and clear of the
Company's mortgage indenture, and establishment of a minimum
bid value for the auction process, the coal plants and
associated assets and liabilities will be transferred to
GenSub as soon as practicable after the creation of HoldCo
and/or obtaining the mortgage trustee's release. GenSub
earnings with respect to any such transferred plant will be
combined with RegSub's earnings for the period prior to an
auction sale or transfer of that plant. Upon such transfer,
a regulatory asset of RegSub will be created for the
difference between the book value of the coal plants and the
valuation performed in accordance with the bond indenture.
Such regulatory asset will be adjusted subsequently upon a
sale or transfer based on the cash proceeds resulting from
the auction process net of tax, auction and transaction
costs. After a plant is sold or transferred, pursuant to
the process described in this Article, there will be no
further adjustment of RegSub's regulatory assets that have
been created as a consequence of this Article, except for
federal income tax consequences.

h. Upon completion of the auction process and, sale of
any plant to an unrelated third party or GenSub, the
regulatory asset or credit on RegSub's books will represent
the difference between the net book value of the plant, less
funded deferred taxes, and the net after-tax auction
proceeds. This regulatory asset or credit will be grossed
up in accordance with SFAS 109. Any net regulatory asset
and carrying charge thereon (calculated based on the pre-tax
costs of capital used by the Commission to determine the
Company's retail rates, i e, 12.43%) will be recovered fromall customers through the CTC over a period of time to be
determined by the Commission at the conclusion of the
auction process and which shall not exceed the weighted
average remaining life of the auctioned assets as of the
conclusion of the auction process and the closing(s)
thereon. The method for calculating the CTC is attached
hereto as Appendix D. In the event that the GenSub is the
winning bidder of any plant in the auction, any deferred taxliability on the gain will remain the responsibility of
RegSub's customers by virtue of its inclusion in the
calculation of the above-described regulatory asset or
credit which may result from the auction. The amount of
this future customer responsibility will be limited to the
tax (calculated at the then current tax rate) which derives
from the tax gain that would have been realized at the time
of the transfer to the GenSub at the auction-determined
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value, had the sale been made to an unrelated third party
grossed up in accordance with SFAS 109. Any net regulatory
credit will be used by RegSub to writedown the Company<s
Nine Mile II investment, and any such credit remaining after
such write down will be used by RegSub as directed by the
Commission.

2. NU NMP2 H ro lectric and R 1 o A s t

'

a. Stranded cost recovery, including amortization of
the RegSub regulatory assets associated with the coal
plants, is presumed within overall rate objectives during
the Price Cap Period and recovered through retail electric
rates. After the Price Cap Period, remaining RegSub
regulatory assets, other than those resulting from the
auction process, and hydro, IPP and nuclear fixed costs will
be recovered (for the life of the amortization period,
contract or license) through a non-bypassable wires charge.
The regulatory asset created by the auction will continue to
be recovered through the CTC. Nuclear variable costs, which
would exclude decommissiong and wind down costs and 62.5% of
annual property taxes, will be put to market after the Price
Cap Period, provided that the Company's cotenants put the
same to market. In year 5 of the Price Cap Period, RegSubwill make a filing with the Commission for rates applicableto the year following the Price Cap Period.

b. In the event NYSEG achieves NUG contract cost
savings net of transaction costs from targets set forth in
Appendix E of this Agreement during the Price Cap Period ofthis Agreement through NUG contract termination or
restructuring, but excluding securitization, 80% of any net
savings achieved through such NUG contract termination orrestructuring shall be flowed through to customers in a
manner to be determined by the Commission. The remaining
20% of any net savings achieved through such NUG contract
termination or restructuring shall be retained by the
Company. The foregoing shall be subject to potential offset
against uncontrollable costs in the event the Companypetitions for uncontrollable cost recovery with respect to
Category 1 or 2 items as more particularly described in
Section III, Paragraph 5, of this Agreement. Commencingafter the Price Cap Period, all net NUG contract cost
savings are subject to flow through to customers in a mannerto be determined by the Commission.

'
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VI. Mergers and Acquisitions

1. Pursuant to a petition filed, jointly or
individually by the Company, NYSEG shall have theflexibility to retain, on a cumulative basis, all savings
associated with the acquisition or merger with anotherutility for a period of five years from the date of closing
of any such merger or acquisition up to the amount of
acquisition premium paid over the lesser of book value orfair market value of assets merged or acquired. Savings in
excess of that recovery will be disposed of by order of the
Commission.

2. The cost recovery provisions of this Agreementwill continue in the combined entity.
3. Staff and the Commission will give expedited

review and treatment to any petition by RegSub or HoldCo in
connection with an acquisition or merger with anotherutility.
VZZ. Corporate Structure

1. NYSEG's petition to form HoldCo shall be approved,
and NYSEG shall be authorized to restructure its operations
by forming a holding company structure pursuant to a Plan of
Exchange (the "Plan of Exchange" ) as more particularly setforth in this Agreement.

2. Under the terms of the Plan of Exchange, and
subject to the rights of the holders of NYSEG's Common Stock
(the "NYSEG Common Stock" ) to exercise their appraisalrights, all of the outstanding shares of NYSEG Common Stockwill be exchanged on a share-for-share basis for the common
stock of HoldCo (the "Share Exchange" ). Such common stock
exchanged for NYSEG Common Stock is referred to herein as
HoldCo Common Stock. NYSEG and HoldCo will make such
regulatory filings as may be required by law to effectuate
the proposed restructuring.

3. Upon consummation of the Share Exchange, each
person who owned NYSEG Common Stock immediately prior to the
Share Exchange, other than those stockholders who properlyexercise their appraisal rights, will own a corresponding
number of shares and percentage of the outstanding HoldCo
Common Stock, and HoldCo will own all of the outstanding
shares of NYSEG Common Stock.
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4. After the Share Exchange, NYSEG will be a

regulated, wholly-owned utility subsidiary of HoldCo, herein
referred to as RegSub, which will functionally separate
electric delivery services from gas services.

5. After the Share Exchange, NYSEG shall be
authorized to transfer to GenSub, in the form of a stock
dividend or such other appropriate form, all of the common
stock of Somerset Railroad Corporation, which is currently a
wholly-owned subsidiary of NYSEG.

6. After the Share Exchange, NYSEG shall be
authorized to transfer to HoldCo, in the form of a stock
dividend or such other appropriate form, all of the common
stock of NGE Enterprises, Inc., which is currently a wholly-
owned subsidiary of NYSEG.

7. RegSub shall be authorized to structurally
separate its coal-fired generation assets and liabilities by
transferring such generation assets and liabilities to
GenSub in accordance with Article V.1 of this Agreement.

8. The following terms and conditions shall apply to
RegSub and its affiliates regarding affiliate operations and
relationships.

a. Common stock dividends paid by RegSub to HoldCowill be limited in any calendar year to 100% of net income
available for common stock. The calculation of net incomewill exclude any one-time, non-cash accounting charges.
This restriction will exclude any one-time dividends to
HoldCo attributable to major transactions such as asset
sales, the transfer of generating assets associated with
HoldCo and GenSub formation, or

securitization.'.

By a separate petition that will be reviewed and
acted upon expeditiously, the terms of the current
Commission Global Financing Order applicable to NYSEG (Case
95-M-1195) will extend through the term of this Agreement
and be amended to include authorization for RegSub to enter
into derivative or other risk management transactions with
respect to current or future financings. In addition, by a
separate petition that will be reviewed and acted upon
expeditiously, the terms of the Stock Repurchase Order
applicable to NYSEG (Case 94-M-0954) will extend through the
term of this Agreement and will be amended so that RegSub
may, from time to time, repurchase at book value from HoldCo
such amount of shares of its common stock as RegSub
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determines in order to maintain the RegSub equity ratio at
an appropriate level. These stock repurchases will be
excluded from the calculation of excess earnings. These
buyback provisions supersede the Commission's authorization
to repurchase shares in Case 94-M-0954. In the event that
RegSub's first mortgage bond rating falls below investment
grade according to both Moody's and S&P, RegSub will be
prohibited from repurchasing shares of common stock untilits investment grade rating is restored.

c. Non-officer employees who transfer between RegSub
and an unregulated affiliate will be prohibited from
transferring back to their original employer for a period of
one year unless a specific waiver is received from the
Commission or its designee. Non-officer employees returning
to RegSub may not transfer to an unregulated subsidiary for
a minimum of one year from the date of the return unless a
specific waiver is received from the Commission or its
designee. HoldCo and its affiliates, including RegSub, may
have common officers.

d. RegSub and its affiliates will be pexmitted to
maintain one common pension fund at HoldCo. For the
purposes of allocating pension expense (credit), excess
pension fund assets as of August 1, 2002 will be attributed
to RegSub. Subsequent gains or losses will be allocated toall affiliates.

e. No payment or imputation of royalties or positive
benefits to ratepayers will be made by or with respect to
RegSub or any affiliates given the special circumstance
surrounding this Agreement. The "Order Approving
Stipulation and Agreement, Subject to Conditions, issued
April 28, 1992 in Case 91-M-0838 and the Stipulation and
Agreement approved therein authorizing NYSEG to make
investments in diversified activities are superseded.

f. In addition, the following standards of conduct
shall apply:

S En i : Any affiliate will be set up- as a
business entity separate from RegSub to foster
competition in the utility's territory. Separateentities will help to minimize the potential for self-
deali'ng and the perception of self-dealing by customers
and other competitors.
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Se r ti n of bo k nd r r : Separation wig.1
include books and records, non-officer employees,
advertising and marketing efforts, and energy
purchasing (except for tariffed services). Where
common costs are shared to take advantage of economies
of scale, direct cost allocation will be used where
practical. However, if direct cost allocation is
impractical, cost allocations will be accomplished by
using a fully distributed cost method to be provided by
NYSEG and approved by the Commission.

Ph ical Se aratio: RegSub and HoldCo may occupy the
same building. Any non-regulated affiliate, other than
HoldCo, will be located at a different location =from
RegSub to reduce the opportunity for, and appearance
of, anti-competitive behavior or other inappropriateactivities. Generation employees may occupy the same
building as RegSub until completion of the auction
required pursuant to the competitive generation plan.Affil'rn tion : Affiliate transactions will be
minimized to protect against cross-subsidies. When
transactions occur, they will be priced at tariff
rates, if applicable, or at least at fully distributed
costs. In addition, such transactions will be at arms-
length. All transactions in excess of $ 100,000, other
than tariffed transactions and corporate governance and
administrative services, between RegSub and either
HoldCo or any affiliate will be pursuant to written
contracts filed with the Commission, and the provision
of goods and services by such contracts will be on a
basis that neither disadvantages RegSub nor unduly
prefers HoldCo or any affiliate.
Tran r f As t : Any transfer of utility assetswill be compensated to RegSub based on the greater of
book value or market value, except for the transfer of
generation assets (coal plants, related equipment and
contracts) as contemplated by this Agreement.

Tr n f f D Inf ' RegSub will not provide
any competitive information or data to its affiliatedentities unless that same information or data is
provided to all competitors at the same time.
A B Staff will have direct
access to the books and records of RegSub and, prior to
the auction, of GenSub. For purposes of Public Service
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Law Section 110, Staff will also have direct access to
the books and records of RegSub, GenSub, HoldCo, and
any majority-held affiliate. For the purpose of
auditing any Section 110 transactions between RegSub
and either HoldCo or its affiliates, including GenSub,
HoldCo will provide Commission designated personnel
reasonable opportunity to audit any such transaction,
subject to appropriate confidentiality agreements and
trade secret protection.
Dis ute R olution Proc s : A process will be
established, in consultation with Department of Public
Service Staff, for a competitor or customer to obtain
Commission review if it believes that RegSub, or itsaffiliate in a transaction with RegSub, has acted in an
anti-competitive manner. Complete records of disputeswill be retained for Department of Public Service
review.

Name and R u a io : There shall be no restrictions on
HoldCo or any affiliate using the same name, trade
name, trademarks, service name, service mark or a
derivative of a name, of HoldCo or RegSub, or in
identifying itself as being affiliated with HoldCo or
RegSub. RegSub will not provide sales leads for
customers in RegSub's service territory to anyaffiliate and will refrain from giving the appearancethat RegSub speaks on behalf of an affiliate or that
the affiliate speaks on behalf of RegSub. If a
customer requests information about securing any
service or product offered within the service territory
by an affiliate, RegSub may provide a list of all
companies known to RegSub operating in the serviceterritory that provide the service or product, which
may include the affiliate, but RegSub may not promoteits affiliate.

1 h M ~ .
RegSub experiences a downgrading or placement on
creditwatch or review of its senior debt, RegSub
management will notify the Director of Accounting a
Finance of the New York State Department of Public
Service.

ran A f D : RegSub will not guarantee
the notes, debentures, debt obligations or othersecurities of any affiliate, nor will it pledge any of
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its assets as security for any indebtedness of HoldCo
or its affiliates.
Loans of Em lo es: RegSub will not loan operating
employees to its affiliates. Operating employees are
those involved in competitive lines of business, which
excludes (among other categories) corporate governance,
finance, accounting, legal, and administrative
services.

VIIX. Other Provisions

1. The Parties will negotiate in good faith
modifications to NYSEG's SC-11 tariff relating to backup and
maintenance services. The negotiation shall address
recovery of the CTC where backup or maintenance service
continues to be provided by NYSEG.

2. As described in more detail in Appendix F NYSEG's
Service Quality Mechanism will be modified to be a potential
penalty-only mechanism based on RegSub's performance on
electric service reliability. RegSub's earnings cap
threshold will be adjusted down for the period of the
penalty in the event that a penalty is incurred.

3. In order to mitigate customers'bove-market cost
burden, in its sole discretion, RegSub shall have the
flexibility to accelerate or increase amortization of
regulatory assets, including the generation asset resulting
from the competitive generation plan described in Article
V.l.c. of this Agreement, accelerate or increase
amortization of the Nine Mile Point 2 ("NMP2") book balance,
accelerate or increase depreciation, or make similar
adjustments in the exercise of its business judgment. An
amortization schedule is attached hereto as Appendix G.
These expenses shall be included in the annual calculation
of RegSub's electric return on equity for earnings cap
purposes, except that these adjustments shall be excluded
from such annual calculation in the event that RegSub
presents to the Commission a proposed cost-recovery charge
for uncontrollable costs pursuant to Article III.S. of this
Agreement. In addition, the Commission will be entitled to
offset such proposed charge with any RegSub earnings in
excess of 12.0% on common equity that would have been
realized but for the use of accelerated or increased
amortization or accelerated or increased depreciation as
above permitted. These adjustments shall be excluded in the
calculation of any earnings shortfall for the purposes of
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RegSub filing for electric rate relief described in ArticleIII.2 of this Agreement.

4. As set forth in Appendix G, NYSEG may apply any
deferred credit balances as of the commencement of the Price
Cap Period against any deferred charges.

S. In its Order R onv nin Proceedin , issued
September 20, 1996, in Case 93-E-0960, the Commission
directed the parties to that proceeding to negotiate future
Economic Development Power ("EDP") rates. Pursuant to a
Memorandum of Understanding (the "Memorandum" ) executed
December 6, 1996, the parties agreed to interim EDP rates
pending litigation of all issues related to NYSEG's
provision of EDP service in this proceeding (Case 96-E-
0891). For the reasons explained in the Procedural Ruling
of March 20, 1997, the due date for submission of testimony
on the EDP rate issue was postponed from the date providedin the Memorandum. An agreement on EDP rates resolving Case
93-E-0960 is attached as Appendix H.

6. Any net savings from changes in Gross Receipts
Taxes will be flowed through to NYSEG's customers subject to
Article IV, Paragraph 5.

7. RegSub will make a filing at the beginning of Year
5 of the Price Cap Period to provide for recovery of
delivery, NMP2 and NUG costs, recovery of or credit to
regulatory assets (including the generation asset described
in Article V.1 of this Agreement) and recovery of the costs
of electric power supply at market rates beginning after the
Price Cap Period, consistent with the terms of this
Agreement.

8. NYSEG will withdraw the two Article 78 Proceedings
referenced in this Agreement and the Article 78 proceeding
to challenge the Commission's "Order Concerning Retail
Access Proposal" issued in Case 96-E-0948 (the Dairylea
Proceeding) through stipulation agreements between the
Company and the Commission.

9. It is the intent of the Parties, and the
Commission by virtue of its approval of this Agreement, thatthis Agreement meets the accounting requirements of
Statement of Financial Accounting Standards No. 71,
throughout its term.
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IX. Pinality
The Parties agree that Commission approval of this

Agreement represents approval of its terms, and the Parties
recognize that the concessions and assurances of NYSEG are
being made, in substantial part, in reliance upon later
actions of the Commission pursuant to the terms of this
Agreement. Accordingly, the Parties hereby request that the
Commission's Order approving this Agreement expressly find
that:

1) the mutual concessions and assurances set
forth in this Agreement are inextricably
interrelated;

2) that they will produce rates that are just
and reasonable through the Price Cap Period;

3) that they justify the reasonable opportunity
for continued recovery of strandable costs
and the use of non-bypassable wire charges
for that purpose subsequent to the Price Cap
Period according to the terms of this
Agreement;

4) that they achieve the Commission's goals and
policy objectives in Opinion No. 96-12; and

5) that they further the public interest.
X Effectiveness

1. The NYSEG restructuring plan provided for under
this Agreement is subject to any required approval of the
NYSEG Board of Directors and stockholders and any regulatory
body having jurisdiction. This Agreement is subject to
issuance of a final Commission Order approving this
Agreement without changes, which order shall include or
adopt the above-stated express findings. In the event that
any of said approvals is not received, then this Agreement
and all of, its terms and conditions shall be null and void.
This Agreement shall be binding upon, and shall inure to the
benefit of, any successor in interest to any Party.

2. The terms and provisions of this Agreement applysolely to and are binding only in the context of the
purposes and results of this Agreement. None of the terms
and provisions of this Agreement and none of the positions
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taken herein by any Party may be referred to, cited or
relied upon by any other Party as precedent in any other
proceeding before this Commission or any other regulatory
agency or before any court of law, except in furtherance of
the purposes and results of this Agreement.

Executed this day of September, 1997

NEW YORK STATE ELECTRIC & GAS
CORPORATION

By:

F:VLTZYlhGLLERWYSEGQ'LAMDEFSET.WP

By:
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APPENDIX A

FORECAST SUMMARY OF KILOWATTHOURS
AND REVENUE EFFECTS
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Iggh Load Factoce45%

NIOIhors
Total

Indusbkb400 bW
Klgh Load Fackce44%

ANOthers
Total

Induetrlah600 bW
Iggh Load Factor»54%

AN Others
Total

InduatrlsM00 LW
Klgh Loadpsctom44%

ANOtheca
Total

0
1$,401

141A57
164,$ 70
$77,75$

745,0 $2
1,174,157

0

4,1 50
ILsdt

4$4A27
46,771

222,147
752.15$

$0ifA2$
SIIL727
SITA50
$$4A44

$4A50
$74A72

$115A50

$0
$142
$471
$45$

$41A41

$ 15A42
$45+$7

$0

$0
g47)

gt,440)
g2N)

$0
g2,054)

gi)
$0

g2,11$ )
gilt)

$0
g2rlgt)

$0
$1A$0

$15,727
$14A4$
$$$A$0

$74A72
$ 115@50

$0
$17$

$444
$$0r500

$$,440
$ 10A42
$42A$5

OA%
4.0%
0.0%

4A%
41%
4.0%
0.0%

~14%

OA%
4.0%
OA%

4A%
4.1%
44%
OAI%

4A%

Tranamk alon.lbne ot Uae
'Tranamlaslon.llaw ot Uso
Tmnamkslon.lbae ofUse
Tranamlaalon Tbao of Ueo

TOTALPRlltARY

115

115
115

74

74
74

Induatrteb dog bW
Klgh Load Factore44%

ANOthers
Totst

40,464 $4,$ 21
0 $0

151,420 $15A$$
252A70 $21/N

@$51.710 $220A$4
g245)

~71$ )

$4,474
$0

$14A0$
$21,150

$215~7

OA%
OA%

~tA%
4.1%

SUQTOTAL115 REVEIIUE

Street Ltgh$ng

SUETDTALTARNrF REVENUE

~tlacotlaneous Conbscm

114

'TOTALCEIIERALSERVICE C FRMARY

Ouh5oor Ughdng 115 5

4,107~ $$77A15

17r500 4471$

'tA2$r$71 Stc424AI2

$14/44

$471,124

g4r447) Stc4IQQS

$0 $ 15r$4$

1,717r457 $100AN $100,$ N

11,400704 St~ gir457) $1A$0AOS

~1A%

1$ r$27,14$ $1~1 00

ftealderdkl
NccvReabkntkt fnot sub)ect lo decrease)

Subtotal
tndustrtsl 4 Iggh Load Factor
ttlsc»iknooua Contrast

Tamil

744A40
HAM

lrjtdA00
122+70

~~
1~140

$0 744A40

0 1rjtSASS

gic447) 1~702

I ocrtervr scrrtyr awKI
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IVILEGED4CONFIDENTIAL FOR SElTLEQEHT PUIIPOSES ONLY

NEW YORKSTATE ELECTRlC a GAS CORPORAT)OM

forecast Summary of Ighrccatrhoura and Revenue Effects
Due to Revtsed Rates

Retlecgng sn RTS Factor oL OA54404

Year 2 of SetUemetlt

PSC CASE HIXCOEa
Appencga A
Page 1 of 5

- FSC SC
Ho. Ho.

Revenue
Exkgng Incrssasf Total Peccant
Revenue Decrease) Revenue

X
Resldendat Regu4r
Res!deodar Day»nght
ttcsldendat Thne of Wo

TOTALRES IOEMIIAL

General Senrk» Rsgukr
General Secvtce Da744ght

Subtotal

General Servlcoeceemand
General Servlc»NclDemand
General ServfcoNcrDemand
General SecvlceNvrgemand
Gen«al Secvko.Time ot Uae
Genersl Secvtca-Thna of Use
General S«vko-Thre ot We
General S«vtco Time of We

5ubhrtal

114 1
110 ~
115 12

1150
115 0

114 2
115
114 2
114 2
115 c 7.1
115 Tif1107 1
115 7.1

hrduatrkb 500 hW
High Load Faaors44%

ANOthers
Total

IndubfatCCOO hW
High Load FscrorsCCX

AN Others
Total

aAarL427
1,720,020

520,020
5,402,404

207/04
0,511

212,045

0
172+24

1,004A44
2,770,040

124,540
~ 0,152

504,57$
754,214

2Arf2,4f5

Saac,saa
$210,11$
Sat.tf 0

$745,474

$24A74
Stll

$27A07

$0
$15,104

$222calo
$220+$4
Sf 2ASC

SSACO
SCCAI40
$42A71

$41IA05

$0 $220,120
$0 $54Afl
$0 4744,074

$O $50,074
$0 $02$
$0 Sl7,007

$ 0 $0
t$750) $14/44

f524) $22~
f0745) $527,'740
f5440) $11,044
f5210) $5,C51
($54) $44,$ 4$

f0V41)
f01,4$ 4) $420,0$ 0

OAX
OAX
OAX
OAX

OAX
OAX
OA'X

OAX

iOAX
%AX

4r.fX
I%i

4AX
TOTALGENERAL SERVICE 2,744800 $454pf2 f$1,004) $457A777

Prrcaary Servrc»
Prhasry Secvtoe
Prfcsary Servtce
Prhaary Senrlco
Prtmary Secvtce-Ttraoof Uao
Pche«y Senrlce-liras ofUso
Prim«y Senrlco.lime of Ueo
Prhasry 0ecvtce-Thee ofWe

110
114 SP
115 SP
115
114 M
11$ 7il
115 7.2
115 '7.2

Industnal~ IAV
Ngh Load fectocs40X

ANOthers
Totat

Indusbfsb 000 kW
High Load FscrocvotX

ANOthers
Total

0
fCA22

142540
f54412
2NACO
40~

740,017
1,170ACI

$0
Sf~

Sf SA40
$17,115
$25c427

$4AIC2
$74A05

Sf ICrtoa

f044)
f$4)

f500)
ISfglt)

t$202)
ftt)

($2Aos)

$0
Sf+A

Sf IL045
$17,047
$22,040

$2ACO
$74,000

Sf12/00

OAX
MIX
@AX
IIXX
WfX
WOX
4IAX
1AX

SubcransmlsslonSecvke
Subtrananueslun Secvko
Subtransmlaslon Senrloe
Subtranemhskn Senrke
Subtransmkakn-Thrw ot Use
Subtransmlsslon.Thne ot We
subrrsnsmlsslon Thne ot Uso
Subtransrrus alon.lime ofWo

115 lS
11$ 20
11'0
115 SS
114 Til
115 Til
115 TC
115 Til

IndusafabCOO iW
KIgh Load FacroreCCX

AN Others
Total

lnduabtabCOO hW
Ngh Load Fec~tX

ANOtrecs
Total

0

a,f C2
~,451

404,007
45,745

. 217,0$ 5
742ACT

$0
$175
$470
$444

SltA74
Stctat

$10472
$ 52A25

$0 $0
ftt) $ 140
$0 $470

f$0) $C25
f$2.022) $27,$ S2

f4170) Slyfs
$0 $10A72

f$2,1 00) 5COA20

O.OX
WOX
O.OX

4AX
<.1%
iCArx
OAX

WAX

Trsnsmleskn.Thne ofUse
Transmhakn-lhne ot We
Transmlsskn-Thre ofUse

'canamlaslon.Thee ot Use
TQTALIRttART

1157%
115 TA
114 7411574

Induebf ab000 hW
Ngh Load factoceCSX

ANOdrscs
Torst

CfAlg
0 $0

1 02Arrg SIC/CO
240/00 $21Ato

$21 C~

f0224) $4ct47
$0 $0
40 $10440

f5224) $21 ACC
tSCAI5) $21 1,772

iCAX
OAX
OAK
1.1X
MIX

Outdoor UghNng

SUSTOTAL115 REVIBIUE

Street Ughgng

SUSTOTALTAIUFFREVENUE

, atkceganoous ~
114 4

110 AN

'TDTALGENERAL SERVICE 4 PRNCARY

11,452AOO

1,752c447

$ 1,442,140
'

SfIt~

C,f45,01 0 $470cf 00

17,400 $2,712

ffAC5,074 Sf~
44$ $$ Sfl~

f$$$ 50) $440Aot

$0 $2,71$

~) Sfrtf~

ISC~ Sf~700

$0 $11IL220

OAX

'TOTALRETAILSALES REVENUE 1~744 SIA42ACO cato) fc547,010

SIISLH&SX
Resldendet
Hondtssldendal(not sub)sct to decrease)

Subtotal .

tndusbtal C Ngh Load Factor
Ctlsceganeous Contacts

Total

74$ ,074
57AS55

fA20AIT

1 c542cN0

SO 745,074
ftf2) 57AS2S
(ff0) fc$20c400

~44A22) "140400

QCc250) 1~Aft
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ACONFIDEtmAL-FOR SErtLECIENT PURPOSES ONLY

NEW YORKSTATE ELECTRIC S GAS CORPORAllON

Forecast Summary ot Igtcwatttrours and Revenue Ettocts
Dw to Ravtao4 Rata»

Ronocgno an RTs Focus'ot: OA544II

Year 3 of SeNement

PSC CASK NQ. 0444401
Append,A
Page 2 of0

Rovonw
Incraaset

Decrease)
Total P«cent

Rovonw Change

fteatdengat Rsgrdsc
Reahtont tat Day4lght
Realdontat Time d Uw

TOTALIIESIDEtttlAL

General Sorvke Regular
General Sonrke DaPNght

Subtotal

Oonoral SonkevrlDomand
Oon«al Sonko.vrlD«asnd
General Sank«vrroemand
General Senkewloomand
General Servke-Thne of Uae
Cenorat Sank» Time of Uae
Cenorst Sank» Time ot Uw
Con«at Sorvtoo-Thne of Uae

Subtotrd

114
11$
115

11$
11$

11$
114
115
114
11$
114
11 ~
11$

1

12

Induatrtah dot hW
2 Ktgh Load Fachrn44%
2 Ag Odrsra
2 Total

7-1 Induaht~gg Nt
7-1 Ngh Load Fsctolo$ 4%
T-f Ag Opera
7.1 Total

S,$ 72,040
1,7SZS27

225AZS
C~CA00

200,754
0,440

214~
0

175,124
Z,CSS,CSC
ZA04,540

127,452
CIPCC

COS,III
IOS,CSI

S,CI1,O!I

stag,7S0
$220,742
$SIAOS

$750Pa

$54~
$542

ISTrtt0

$0
$ 14,404

$224CCC
Sstf,f 44

$ 11+0
$5,71$

$45,702
$ 42/20

$424.244

t$0)

f$0)

$0
$0

$0
ISTZI)

ISZS)
ISTIS)

)slot)
f574)

fstAOS)
tst,754)

Saso,724
$220,742
slugs

STSO/OS

$l$,470
$042

$27rtt ~

$0
$1S,TCT

ISZCA20
SSCOAI4
$11,140

SIC412
$45,425
$42A17

$422+12

4.0%
OA%

4A%

OA%
OA%
OAI%

0.0%
4A%
4A%

4A%

14%
4A%

2,520+51 $441,7$ 4 fstgdf ) 4A%

Primary Sorvk»
Primary S«vk»
Pltmary Senrtca
Prtmary Solvk»
Prtmsry Sontce Ttme d Uw
Prtmary Sontoo-Ttme ot Uw
Prtmary Sentce.Ttmo ot Uw
Prtmary Sontco-Shoo ot Uw

Subhanamkston Sonke
Subtranam teston Sank»
Subhanamtsston S«vke
Subtransmteo ton Sank»
Subtlansndaston.Ttme ot Use
Subtranamtsston-Ttme ot Use
Subtranomloslon-Time ofUse
Sbttanamtlaokn-%ne ofUoe

11$
11$
11$
114
11$
114
11$
11$

115
115
11C
11$
11$
114
11$
11$

IndustriaM00 Nt
SO Ngh Loa4 Fecton441Cle ASOeora

Tdal
74 Industriab400 Nt
74 KlghLoe4Fscton44%
74 AllOdrora
T4 Total

SS IndurtrlM500 Nt
SS Ngh Load Factoro44%
SS Ag Others
SS Total
74 Induatrtata400 Nt
74 Ngh Lo«t Facton44%
74 Ag Odrera
74 Total

0
15,7$ 1

14SJtts
f54,410

40,047
TCIATS

1,1ISA24

0
SAOS
4,144I~t

502/54

ZZSASI
77SAS5

$ 0
$1AtZ

$15ATS
$17,14$
ISS,074

$75,770
$ 11S+52

$0
$147
$444
$45$

4$$+t0

$10A00
$41,474

$0

f544)
tsf,TSC)

)$104)
fds)

(Sf,ssc)

$0
ddt)

fsf@44)
tst70)

$0
~1 td)

$ 0
$ 1,1 50

$15ATf
$ 17,1 Zf
Clast

$2,700
$7ILTTS

Stffgfy

$0
$154
$440
$C27

$SIP74
$2,150

sttptt
$4tltdt

OAI%
4.1%

4A%

4AI%
'I2%

OAI%
4A%
OA%

~14%

OAI%
4A%

Tmnamlsston-Thos dUw 110
Trarwakston-Thee d Uee 11$
Tranamlaslon Time cdUse 114
Transndsslon Time cd Use 11$

TOTALPRttfARY

74 Indushtab404 Nt
74 Ngh Load Ferdoro44%
74 AS Otmlt
74 Total

ItJIIZ
0

104ASt
255@012,~

$0
$1$ ,701
$21/%

$2flPTI

$0
$0

QZZC)
f$4ptt)

$4AOS-
$0

$10,701
$21 AOS

$200@20

OA%
OA%
1,1%

TOTAI.OENERAL SKttVICE0 PRSCARY I+IQA $475,0$ 2 est,ttt)

Outdo»a Ughnng

SUSTOTAL11$ REVENUE

ShoetUOMne

SUIITDTALTARIFFREVBRIK

1140 17JICO $2,71 5

1 f,tatrSZS $1~0Attt

IIAS$ $10,105

11.755A54 $134%175

$ 11 1220

$10,1 00

sf~1 $7

$110~

TOTALRETAILSALES REVEIOJE

fttSA)f&RX
Roeldondal
Stonateoldonuat (not sub)oct kr decrease)

Subtotal
Indushtat S Ngh Loa4 Fachx
Idkcorlsnoow Comrac

Total

1SPOI,1 1 5

TiQPQ
54LSZZ

1 AsfAOO
I1 yr47$
11IVRQ

1,440~

,1 os)

(f00)
CSAII)

J$ 4 W)

1ffr477
ZULTZIZ1~

~'ToMRsvonuo» vsttbobaaeS oriTSFrn'ihrrwn abova an'0 rorno rsaiiiang'h»la'Ooalgn approver) ramZbnt)
February 1, 1000.
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)(EWYORK STATE ELECTRIC C GAS CPRPORA7)ON

Forecast SumeNry of Rfowstrhoura and Revenue Effects
Due to Revked Rates

Raaecgng an RTS Factor oh 0.554404

Year 4 of Settlement

GED 4 COHFIDENllAL~FOR SETILEMENTPURPOSES Old Y

e
Psc CASE HL04Eaaat

Appenrfrr A
Psgedot$

Reahkngat Regrdar
Reslrrengaf Day+lght
Resldengat Time of Use

TOTALRESIDENTIAL

115
115
115

SC
No.

1
0

12

arrol,sro
174TJ72
220~

5,444144

nero»eel
(acro»so)

0

SaOIL440

$25AI54
$757+M

OAI%
OAI%
OAI%
OAI%

te

General 5arvke Regular
Ceneral Servko Der~

Subtotal

Ceneral Servtc»Nreemand
Cerwral Servtc»NrrDemand
General Seivlc»wroemand
General Servlc»orioemand
Ceneral Service-Time of LIao
General Servtce-Thrw ot Use
General Service-Time ot Uso
General Service-Time ot Use

Subtotal

TOTALGENERAL SERVICE

Prhnary Senrke
Prhnsry Smvh ~
Prfmary Servk»
Prfmsry Servtce
Primary Servtc».Ttrrw ot Uee
Prhsary Senrlce Tiros ot Use
Prfraary Senrfco-Tbrw ot Uee
Prbaary Sonrko llnwot Use

Subrrsnsmkslon Servk»
Subtransmlasfon Servk»
Subrianamkslon Servke
Subtranamlaalon Senrk»
Subrranamlaslon-Time ofUse
5ubuanamrsslon.Time ot Uao
subuaneeueelan-Thne ot Lies
Subbansmlselon-Time ot Uso

115
115

11$
115
115
115
115
115
114
11$

115
115
115
114
115
115
11$
115,

115
115
115
115
11$
114
115
115

2
2
2
2

7.1
'7.1

71
7-1

SP

Ta
M
M
74

SS
SS
25

ra
ra
Ta
ra

Indusbta>500 hW
Ngh Load Factora44%

Ag Others
Total

Induatrtab500 hW
High Load Fsctoia44%

AO Others
Total

Induatrfata$ 00 hW
Ngh Load Factora44%

Ag Others
Totrg

Induabtat 500 hW
Iggh Load Fectora44%

AS Others
Totd

Induatrts>500 hW
Ngh Load Factora44%

AllOthers
Total

Iduabtrht 500 hW
Ngh Load Fsctora44%

Ag Orhers
Total

212,71$
0,74$

f1a~
0

177raaf
2,544PQ

124.751
TOP%

415AI25
414g04

SAOIANI

15@10
145~
141,170
ssrpA

770AIIO
1~AIIO

0
2+14
4,1$ $
4841

Sorp40
47AN4

ffa,raS
TN,144

$$4,044
$ 044

SSTPf 0

$ 0
SfSP42

SSSOPP
$ $4IARS
Sff~
Stvt45

$54ACS

$427~

$0
$1,141

$15.112
Sty~
APSO

Srl+42
$115/@0

$0
$140
$447
$427

SSS,TOS
SMSf

$20+4t
$40~

$0
$0
$ 0

$0
($405)

($11)
($ 711)
($ 544)
($204)

($25)
($404)

($ 1,407)

$0
($40)

(SOI)
($1,440)

(Sf44)
(SS)

(SIP+)

(SS)
(Sf/44)

($147)

g+I2$)

$54,54$
SI54

„$47,010

$ 0
SfSP4$

Sag~5
$242+70

$ 10,500
SIL100

$40,50$
$42,401

$424~

$0
$1,1 Of

$14,110
$ 17+1$
SIFTS~t
$75,725

$111,170

$0
$151
$447
$ 410

SSI,SSO
$$,044

$20,440
$44+4

IL0%
OA%
OAI%

OAI%
a.o%
a.0%

aARL
1.1%
ai%

OAF%
aAI%
aAI%
aA%
a.t%
aAI%
aAI%
1$%

OAI%
aAI%
OAI%

~14%
4.1%
a 1%
OAI%

I

I

Transmleshrn-Thee of Ueo
Tranemlsakn-Thee ofUse
Transmlaahrn-Thne of Uae
Trsrwrntsshrn.rhne of Uae
TOTALPROAARY

115
115

.115
115

Ta hvfustrtata500 IW
Ta Ngh Load Feckra44%
ra Ag others
ra Total

SUSTOTAL 115 REVSI4%-

Slrset IAghdng

SUBTOTALTAIUFFREVEISAE

lgecetraneow Contracts

11 ~

'TOTAI.GENERAL SERVICE S PRSLARY

Outdoor LIghdng 115 5

~2PCS
0

1NPOT
257/TO

frttrPS

Sar$ 41
$0

Sf5~
$21,144

$2f2PiF

0~4,1 40 $470rtSS

lrJI40

11~~ Slrt40,520

04/44 SfSQM

11AN4,152 $1~
Sf flgfl

($214)
$0
$0

($21 4)
($4,144)

($4rrrg)

$0

($4,770)

$0

$4,124
$0

SION
$ 2IL527

$200~

$474&2

$2,71$

Sf rtSS,TSS

Sf OJIOS

Sftg~

OAI%
OAI%
IAI%

TOT YEAIt1 RETAILSALES REVENUE 1~t+4f $ 1 JN4+I 2 St 1

SLINlK
HoMleeldentlal (nol sub)ect to decrease)

Subtotal
dakusrrtat S Ngh Load Feasor
lgecoganeorm Contrack

757/44
SQLSSQ

1gl44N
112ANS
iiL220

1PCIPf 2

8))
(41)(~)

Q

757~
NOAH'S

1~
1,$424%

NOTE: Tccal It»vs nues wal be based on IIWhshown above and tates rasul gng from design aFproved rssuhhrg from flogby
February 1e f550.

f rnrlIrrfScRttr+wfl
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4 COHFJDEHllAL-FOR SETTLE MEHTPURPOSES OMY

NE)VYORKSTATE ELECTRIC 8 GAS CORPORATION

Forecast Summary ot tgtoccaghoucs and Revenue Effects
Ow io Rovls«l Rates

Ronecdng an RlS Factor oh 0.0$ tNC

Year 5 Of SettfomtH)t

PCC CASE HO. OCII400
Appendbc A
Page 5 of ~

Eatsthg ncroaoel
Reven w (Decrease)

MtyH

Total Peccant
Revenue Change

Realdand¹ Regutar
Res ldeng¹ Osydttght
Reslden44 Time of Uw

TOTALRESIOEHflAL

General Service Regular
General Secvtco Oay~

Subtot¹

General SecvtcoNceemand
General SecvtcoNceemand
General Sorvlcooce«sand
Genecat SolvtcooaDemand
General Sorvtce-Ttmo ofUee
General Socvtco-Ttnce ofUeo
General Secvlco-Ttme ofUw
General 5ocvlco-Time ofUw

Subtot¹

15
11$
114

115
110

110
110
115

'14

114
115
114
115

1

12

2
2
2
2

7.1
7.1
7-1

bxl~500 iW
Ngh Load Factoca04%

Ag Othecs
Total

bxlusbtal>400 iW
Ngh Loaf Factoca00%

AS Others
Total

2PI5,010
1,700417

550,054
SPI5P71

215,001
l,al2

222,7N

0
100,120

2,7tN,CCC
2PN,045

120,701
72,052

0%,047
027P00

2,715,075

I 0,
$220,CN

$ 50,402
$70L220

$0
$15P20

$225,154

$10,750
CtLT77

$07P54
$N,ItC

$ 0
$0
$0

I$072)
INt)

($705)
($450)
15275)

$0
I$420)

ISIP5I)

$22CPN
NCp$2

$745p20

$57P74
4000

50
$ 12,754

$225,107
$507,$ 45

$ 10442
$4,004

$07,NC
$42,745

CI50,CIC

0
OA%
OA%
0.0%

OA%
OA%
OA%

OA%

aA%
42%

OA%
~1 A%
4A%

2,050,725 $070,020 I$1PCI) $000P02

Transcstaalon lime cd Uao
Tcansmlaslon-Time ofUeo
Trsistcelon-Ttcae ofUee
Trscwmtsalon lime ofUso

TOTALtlUIIAtty

115
110
115
114
11$
115
115
115

115
110
115
115
115
114
115
115

115
115
115
115

74
M
TC
74

5S
55
54
50
7%
74
7~
TN

TW
74
74
74

TOTALGENERALSERVICE 4 PRt ttAlty

OutdoortfgWng 11$ 4
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New York State Electric & Gas Corporation
Rate Schedules - Residential Years 1 - 218

Ener

S. C. No. 1 (Straight Meter)

Current ~7~„.: Year1

$/kWh FM

Year 2

Customer Char e

$0,1237 '-,"-,:;„$0.1237,';,'. $0.1237

'l

$/month
$7.43 r,'. $7.43 .. $7.43

Ener

S. C. No. 8 (Day-Night Meter)

Current ':.; Year 1

$/kWh

Year 2

Day
Night

$0.1391 .: „",. $0.1391 .'„. $0.1391
$0.0571 .'.,'0.0571, $0.0571

Customer Char e $/month
$9.23 '. $9.23 ~ $9.23

Ener

S. C. No. 12 (TOU Meter)

Current;,'-': Year 1

$/kWh

Year 2

On-Peak
Mid-Peak
Off-Peak

$0.1928 v++ $0.1928 ",; $0.1928
$0.1138 Q $0.1138:,i i $0.1138
$0.0571 9/-:.; $0.0571 '.'.'„'0.0571

$/month ~8Customer Char eI $24.00 .„'.-„'j $24.00 ';;.'"„$24.00

Rate design for years 3 through 5 of the Price Cap Periodwill be determined pursuant to the filing described inArticle III.3.e.





PSC Caae No. QS.E~t
Appendhr B
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New York State Electric & Gas Corporation
Rate Schedules

Non Resldentlal (Small General Service) Years 1 -2"

S. C. No. 6 (Straight Meter)

Ener

Customer Char e

Current <:; Year1

$/kWh::5
$ 0.14277 „'0.14277

I, W

$ /month
$7.43 - $7.43

PT

Year 2r'."".i

ter

„. $ 0.14277
g b)
~ J

$7A3

Ener

S. C. No.9 (Day-Night Meter)

Current 'ear 1 ", Year 2

$/kWh
Day $0,15512 . $0.15512 $0.15512
Night $0.06422 .'0.06422 .:." $ 0.06422

Customer Char e $ /month
$9.23, $9.23 $ 9.23

* Rate design for years 3 through 5 of the Price Cap Periodwill be determined pursuant. to the filing described in
Article III.3.e.
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Rate Schedules - Non Residential Years 1 - 2

SC 2 General Service - Secondary"

Year 2Current .';.'ear 1
lj l1

Hours Use $/kWh " HLF/industrial AllOther "-".HLF/Industrial'llOther
First 200

201 to 350

Over 350

Demand

$0.08379:

$0.07292

.'0.05599.';

$/kW

$0.07960

$0.06927

$0.05319

$0.07292 '0.06581
$0.05599 $0.05053

$0.08379 '0.07562 $0.08379

$0.07292

$0.05599

AllkM/

Customer
Char e

$ 11.35

4

$/month
$0.00

$10.78

$0.00

$11.35

$0.00

~ ~ $10,24

$0.00

$11.35

$0.00

Reactive
Charge $/RKVAH

AO RKVAH $0.00095 $0.00090 $0.00095 '-. $0.00086 $0.00095

Qualifying High load Factor (HLF) and Industrial Customers as per this Comprehensive
Settlement Agreement.

Rate'esign for ~ears 3 through 5 of the price cap period
~wil3. -be MMrmined -pursuant "to "the -fi3;ing -described -in
Article III.3.e., which will reflect reductions pursuant toArticle III.l.b and freezes prices by service class pursuant
to Article ZZZ.1.c.
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Rate Schedules - Non Residential Years 1 - 2

SC 7-1 Large General Service - Secondanj"

Current Year 1 Year 2
i C

~ ~ne On-peak $/kWh HLF/Industrial AllOther 'LF/Industrial'llOther
$ 0.08755 $0.08317 $0.0875S '0 07901 $0.0875S

Ene Off-Peak $ /kWh
$ 0.05599 $ 0.05319 $0.05599 $ 0.05053 $ 0.05599

Demand On-Peak $/kW
AIIkM/ $ 11.35

Customer Char e $/month
$ 9.15

eacGve Char e . $/RKVAH

AIIRIG/AH $0.00095

$ 10.78

$ 8.69

$0.00090

$ 11.35

$9.15

$ 0.00095

$ 10.24

$ 8.26

$ 0.00086

$ 11.35

$9.15

$0.00095

Qualifying High Load Factor (HLF) and Industrial Customers as per this Comprehensive Settlement
Agreement.

Rate design for years 3 through 5 of the Price Cag Period
-wi3;3. be MMrmined -pursuant to "the "filia scribed -ie
Article III.3.e., which will reflect reductions pursuant to
Article III.1.b and freezes prices by service class pursuant
to Article III.l.c.



~ '

'
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Rate Schedules - Non Residential Years 0 -2
SC 3 Primary Distribution*

$0.07413

$0.06462

$0.05151

$0.07803

$0.06802

$0.05422

$0.07803

$0.06802

$0.05422

$0.07042

$0.06139

$0.04893

$0.07803

$0.06802 „;;
~ I

$0.05422,.,

/'/kW

$ 10.78

I

$/month

Fust 200

201 to 350

. Over 350

Demand
AllRW $10.78$9.73$10.78$10.24

ustomer
Char e

$0.00$0.00 '. $0.00$0.00$0.00
(

~ .rI

li~

$/RKVAH
ReacGve

~ 'harge
AU RKVAH $0.00095$0.00095 .'0.00090 $0.00095 $0.00086

Current ':.~'. Year 1 Year 2

Hours Vse $/kWh ': HLF/Industrial'llOther -'LF/industrial'llOther

Qualifying High Load Factor (HLF) and Industrial Customers as per this Comprehensive
Settlement Agreement.

.RaM design -for years 3 through 5 ef .the Price Cay PeriedmillWe datarmxwed ~arsnzzrt Wv-Chh Mlhxg -da~ari>ad -iwArticle IIZ.3.e.,'which will reflect reductions pursuant toArticle ZZZ.l.b and freezes prices by service class
pursuant'oArticle 'III.1.c.



~ '
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Rate Schedules - Non Residential Years 1 -2
SC 7- 2 Large General Service - Primary

Distributions'urrent

Year1 Year 2

Ene On-Peak $/kWh HLF/Industrial AllOther: HLF/Industrial'llOther
$ 0.07932 " $0.07535 $ 0.07932 .. $ 0.07158 $ 0.07932

Ene Off-Peak
$ 0.05422 $ 0.05151 $ 0.05422 $0.04893 $ 0.05422

Demand On-Peak $/kW
AIIkW $ 11.68

Customer Cha e $ /month
$ 9.15

eacfive Cha e $/RKVAH
AllRN/AH $ 0.00095

$ 11.10

$ 8.69

$0.00090

$ 11.68

$9.15

$ 0.00095

$ 10.55

$ 8.26

$ 0.00086

$ 11.68

$9.15

$0.00095

Qualifying High Load Factor (HLF) and Industrial Customers as per this Comprehensive Settlement
Agreement.

..Rate Nesign .Xoz year~ .3 thr~h ..5.~f .the ..Pri~e Cap Period~11 Wa -da~iwed ~urmr;mt"~.aha-M'1<+AD Ce>crt>e4 "ia
Article III.3.e., which will reflect reductions pursuant toArticle III.1.b and freezes prices by service class pursuantto Article III.l.c.



~
j
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Rate Schedules - Non Residential Years 0
-2'C

3 Sub-Transmission-

Current Year 1 Year 2

Hours Use $/kWh .': HLF/Industrial AllOther ..., HLF/Industrial'llOther
First 200

201 to 350

~ Over 350

Demand

$0.07499 ~',"

$0 06498

$0.05118

$/kW

$ 0.07124

$0.06173

$0.04862

$0.06498

$0.05118

$0.05864

$0.04618

$0.07499 '0.06767 $0.07499

$0.06498

$0.05118

AllRW $8.68 $8.24 $ 8.68 $7.83 '8.68
",ustomer

har e $/month
$0.00: $0.00 $0,00 " $0.00 $0.00

Reactive
Charge $/RKVAH

~ AIIRKVAH $0.00095 $0.00090 $0.00095 $0.00086 $ 0.00095

Qualifying High Load Factor (HLF) and Industrial Customers as per this Comprehensive
Settlement Agreement.

~ Charges shown include a high voltage discount for SC 3 Sub-Transmission customers
from the SC 3 Primary Distribution charges on Appendix B Page 5 of 9.

'0 Rate design./or year+.~ ~augh.N .M ~.J?~ce .Cap.>ex:~-Villhe detertnined pursuant 'to-'the -fi1ing described in
Article III.3.e., which will reflect reductions pursuant to
Article III.l.b and freezes prices by service class pursuant
to Article III.l.c.
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Rate Schedules - Non Residential Years 1 -2
SC 7-3 Large General Service - Sub-Transmission"

AllOther 'LF/industrial
$ 0.07441 '. - $ 0.06716

Ene Off-Peak

Current Year 1 Year 2

Ene On-Peak $/kWh 'LF/industrial AllOther
$0.07441, $0.07069 $ 0.07441

$0.05165 $ 0.04907 $ 0.05165 $0.04662 $0.05165

Demand On-Peak $/kW
AllkW '8.88

Customer Cha e $/month

$ 8.44 $ 8.88 $ 8.02 $ 8.88

$9.15

eactive Cha e $/RKVAH

$ 8.69 $9.15 . $ 826 $9.15

AilRKVAH $0.00095 $ 0.00090 $0.00095 $ 0.00086 $0.00095

Qualifying High Load Factor {HLF)and Industrial Customers as per this Comprehensive Settlement
Agreement.

* .>ate .design .Xor .year~ -3 ~ough N .of .Me.Zx~.~.Zeriadml'1 b'h '6earm'ihe6 guWs6anX-tb-%he -fi'ling descri;he@ -lnArticle IZZ.3.e., which will reflect reductions pursuant toArticle IIZ.l.b and freezes prices by service class pursuantto Article ZZI.l.c.
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Rate Schedules - Non Residential Years 1 - 2

SC 74 Large General Service - Transmission~

Current Year 1
'- Year 2

Ene On-Peak $/kWh:. '. HLF/Industrial AllOther HLF/industrial'llOther
$0.07305

'
$ 0.06940 $0.07305; $0.06593 $ 0,07305

Ener Off-Peak
$0.05063, ~ $ 0.04810 $ 0.05063 $ 0.04570 $ 0.05063

Demand On-Peak $/kW
AO kW $ 8.71 $ 8.27 $ 8,71 $7.86 $ 8.71

ustomer Char e S/month
$9.15 l' $ 8.69

active Cha e $/RKVAH ':
AllRN/AH $0.00095;:,„, $ 0.00090 $ 0.00095 $ 0.00086

$9.15 '.. $ 8.26 $9.15

$ 0.00095

Quaiifying High Load Factor (HLF) and Industrial Customers as per this Comprehensive Settlement
Agreement.

.RaM design for .years 3 -through 5-ef "the'Price-Cap -Peried'Vil'1 'be determined pursuant -to -t'.he "fi'ling describe'd inArticle ZII.3.e., which will reflect reductions pursuant to
Article III.1.b and freezes prices by service class pursuant
to Article III.1.c.
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Uncontrollable Cost

Factors'rcqucncy:

Gcncral Description ofQualtfying Evcntst

Eratnples ofPotential Qualifying Events:

7hreshold Lbnitsfor Rate Recovery

Recovery Methods

Category I

One-Time Event

Natural Disasters, Acts of Terrorism,
and Catcgoty 2 Costs Incurred Before

Rates are Changed

- Storms
- Bombings

- Retroactive Tax Levies

Aggregate Costs in Excess of 3% of RcgSub
Net Income

'Ihe Uncontrollable Costs Factors willbc
applied to each customer's

bill in a manner to be dctcrmincd by
the Commission.

Category 2

Ongoing Costs

Accounting, Lcgislativc, Regulatory,
or Tax Changes

- Change in DSM Expenses
- FASB Accounting Pronouncements

- Changes in Federal Income Tax Ratt.
Changes in Nuclear Decommissioning Costs
- NYPA Transmission Adjustment Charge

Variations &om Targets Stated in
Appendix A, Page 2

'Ihe Uncontrollable Cost Factors wig be
applied to each customer'

bill in a manner to be determined by
the Commission.

Timing of Rate Charge/Recovery Period: Annually in a manner and over a period to
be determined by the Commission.

Annually in a manner and over a pcpqd
to be dctcrmined by the Commission.

'he Uncontrollable Cost Factors relate to cost increases and decreases.



i
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Uncontrollable Cost Factor
Adjustments'$

000)

Year 1 Year 2 Year 3 Year 4 gear 5

Nuclear Decommissioning Costs:

internal Fund $ 208 $ 263 $ 263 $ 263 $ 263

Total:

External Fund 1,494

1,702

4,062

4,325

4,062

4,325

4,062

4,325

4,062

4,325

Demand Side Management Costs

Rcscarch Ec Dcvelopmcnt Costs

Manufactured Gas Plan Site Remediation Costs

Fresh Start Program Costs

Renewable Resource Costs

NYPA Tiansition Adjustment

Mandatory Regulatory, Legislative, Accounting and Tax Changes

Total

6,090

4,710

1,569

475

157

$ 14,703

7,124

5,951

21163

475

157

$20,195

6,924

6,996

2,640

475

157

$21,517

7,162

6,902

2,640

475

157

21,661

7,431

7,065

2,640

475

157

$22,093

The above targets arc the amounts that are covered within the rates spccitied in this Settlement.
Prudently incurred changes from these amounts willbe included in thc Uncontrollable Cost Factor Adjustmcnts.
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New York State Electric & Gas Corporation
Illustration of Method for Calculating the Competitive Transition Charge (CTCj

Summary of the Estimated CTC Rates
Based on Three Potential Valuation Results of Coal-Fired Gcncration Assets

S550 MillionBelow Book, Equal to Book, and $550 MillionAbove Book
(S 000)

Appendix D
Pjje 1 of 6

Rate Year Endln Jul
JODO

$550 MillionBelow Book (page 2) 0.83 0.79 0.7$

Equal to Book

$340 MillionAbove Book

(pege 3)

(pege 4)

0.31

0.00

0.30

0.00

0.2)

0.0g

$ 550 MillionAbove Book 0.00 0.00 0.0(I

Commencing August 1 ~ 1999, retail access customers will be credited with the backout rates set forth in Article IV.4.b of the Agreement, net of a
CTC calculated as illustrated in this appendix.

Since the backout rate is based on generation costs divided by retail sales, retail access customers willalso be responsible to comppqsate
NYSEG for system losses between the supply point and the customer meter.

The valuations are for illustrative purposes and do not presume any actual value. The actual CTC will be based on the results of the auction
valuation or subsequent appraisal pursuant to Article V.1 of the Agreement and actual balances of generation net assets on the books after the
auction,

Based on these estimates, Ifthe market value of the coal-fired generation assets Is $340 million, the CTC would be zero. Any value in excess of
that needed to produce a zero CTC willbe disposed of pursuant to Article V.1.h of the Agreement.

In the event of a negative determination from the IRS regarding rlormalfzatlon Issues, it would be necessary to remove funded deferrpcl taxes from
the QTC,





New York State Electric & Gas Corporation
Illustration ofMethod for Calculating thc Competitive Transition Charge (CTC)

Based on Assumed Market Value ofCoal-Fired Generation Assets
$550 MillionBelow Book

(S 000)
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Calendar Years:

Balances at Dec 31 1996

l4ct Plant Including Construction Work in
Progress
Coal Inventory, Spare Parts, Prepaid Property
Taxes 8 Insurance, etc.
Dcfcncd Taxes -APB.11 I35%
Excess Deferred Taxes (46% vs 35%)

80.931
(200,094)
QLQ2l

80.931
(12,659) (212,753)
CUM) (1ILLil)

$ 1,200,959 $ 45,884 $ 1346,843

Assumod Value ofPhnts

Before-Tax Gain or (Loss)

1,065,669. 30,395 1,096,064

REICH

(550.000)

Federal kicome Tax
Salo Pdco
Remaining Tax Depreciable Bash
Tax Deduction for Remaining Inventory,
Pre payments, ctc.

Taxable Gain or (Loss)
'Tax Rate

Tax Ltab'ilyy

Alter-Tax Gain or (Loss)

546,064
(374,124) (4,762) (378,886)

86347

NetW-Tax Above(Below).Market Reguhtory Asset
Beginning Balance
Armual Amortization through 2015- tho End of tho Average Service Ufe

580,186
QL538

519,114
Q(LSD

488,578
QR52$

458.042
Q(L538

427,506
Q(L535)

549,650 519,114 488/78 458,042 427~ 396g70

Average Bahnce
(c) Cost of Capital Grosscd IJp for FIT per 1995 Settlerncnt

Annual Canying Charge
Annual Amoitization Grossed Up for FIT 35%

564,918
128ZR

70/19

534/82

66,424 62,628

473410

58,832

442,774

55,037

412/38

51/41

'Total Annual Cost Before GRT
Annual Retail Sales (mwh)

$ 117,197 $ 113,402 $ 109,606 $ 105,810 $ 102,015 $ 98+19
322K821 128418M 1XHX2H i'm)ZR 1XZI)LZiZ iXKL192

Cost per KWH (cents)
0) Gross Revenue Tax 493%

.AnnuaLCTC4taeed~ Market Valvo$66044Non Below4)ook

CTCforRateYearEnding July

0.81
RH

0.74 071

LIti

Sce notes on page 6.





New York State Electric & Gas Corporation
Illustration ofMethod for Calculating thc Compctltivc Transilion Charge (CTC)

Based on Assumed Market Value of Coal-Fired Gcncration Assets

Equal to Book
($ 000)

Appendix D
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Calendar years:

Balances at Dec 31 1996
HEBER SK Ztttal

Net Phnt Including Construction Work in
Progress
Coal inventory, Sparo Parts, Prepaid Property
Taxes 8 insurance, etc.
Deferred Taxes -AP8-1 1 35%
Excess Deferred Taxos (46% vs 35%)

80,931
(200,094)
GK12I)

80,931

(12,659) (212,753)
QJQQ) (ItLRiI)

$ 1/00,959 $ 45,884 $ 1,246,843

Assumed Value ofPhnts

Before.Tax Gain or (Loss)

1,065,669 30,395 1,096,064

IJNKQH

Federal lncomo Tax
Sale Price
Remaining Tax Depreciable Bash
Tax Deduction for Remaining Invontory,
Pre payments, etc.

Taxable Gain or (Loss)
Tax Rate

Tax Uabi1ity

Alter-Tax Gain or (Loss)

1,096,064
(374,124) (4,762) (378,886)

636247

htetwf Tax Above(Below).Market Regulatory Asset
Beginning Balance
Annual Amrti'zation through 2015- the End of the Average Service Ufe

222,686
6122$

210,968
01229l

199/46
61Z29l

187,526
01229l

17S,806
01229l

164,088
6122$

Ending Bahnco 210,966 199+46 187/26 175,806 164,086 1S2P66

Average Balance
te) Cost of Capital Grossed Up for RT per 1995 Settlement

Annual Canying Charge
Annuat Amortization Grossed Up for RT 35%

216,826

26,951
ltU)51

205,106

25,495
16891

193+86

24,038
15391

181,668
1282%

169.946

21,124
1L951

158/26

19,667
1K%1

Total Armual Cost Before GRT
Annual Retail Sales (mwh)

$ 44,982 $ 43,526 $ 42,069 $40,612 $39,155 $37,698

1L55(L(21 1288.%5 12551255 1229QI55 1XISR25Z 1X535~

Cost per KWH (cents)
10 Gross Revenuo Tax 453%

Annual CTC Based cn h'=rkct Value<qual to Book

) CTC for Rate Year Ending July

034
(U)2

032
@92

031 OW 028 027
QQ1 QQ1 (U)1 Q91

See notes on page &.
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New York State Electric & Gas Corporation
Illustration ofMethod for Calculating thc Compctitivc Transition Charge (CTC)

Based on Assumed Market Value of Coal-Fired Gcncratlon Assets
$340 MillionAbove Book

($ 000)
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Calendar Years:

Balances at Dec 31 1996
tKKR %BR Zfttal

Net Phnt Induding Construction Work In
Progress
Coal Inventory, Spare Parts, Prepaid Property
Taxes 8 Insurance, etc.
Deferred Taxes - APB.11 I35%
Excess Deferred Taxes (46% vs 35%)

80,931
(200,094)
llkf23

80,931
(12,659) (212,753)
MXl OLLA

$ 1,200,959 $ 45,884 $ 1346,843

Tohl

Assumed Value ofPhnts

Before-Tax Gain or (Loss)

1,065,669 30,395 1,096,064

~LQH
340,000

Federal lncomo Tax
Sale Pdce
Remaining Tax Depreciable Bash
Tax Deduction for Remaining Inventory,
Pre payments, otc.

'Taxable Gain or (Loss)
Tax Rato

Tax l3abgity

Alhr-TaxGain or (Loss)

1,436,064
(374,124) (4,762) (378,886)

976247
mt

Set&-Tax Above(Below)-Market Regulatory Asset
Beginning Bahnce
Annus)Amortization through 2015- tho End of the Average Servlco Ufe

Ending Balance

Average Balance
Ie) Cost ofCapital Grossed Up for RT per 1995 Setgement

1,686
(82)

1/97

1,642

1,597
5$

1,508

1,508
$9l

1,419

1,464
128Kb

1,419I
1375

1,330
$9)

1341

1341,I
1,152

1.197
1XLZk

Annual Canying Charge
Annual Amorbzation Grossed Up for RT

Tohl Annual Cost Before GRT
Annual Retag Sales (mwh)

35%
1711'49

12Z

$341 $330 $319 $308 $297 $ 286
iX26(L421 ~41%5 125522K 1220(LZ52 1226225Z 133)3532k

Cost per KWH (cenh)

~ trl Gross Revenue Tax 453%

Annual CTCBaeedon Market Value $340 MilhonAboveBook

Ig) CTC forRate Year Ending July

0.00 0.00 0.00 0AS 0.00 0.00
IU)Q RQQ IL00 (L00 ILI) Lm)

"%dan " 44k -klk %dan %dan KK

LK RID LK

See notes on page6.





New York State Electric & Gas Corporation
Illustration ofMethod for Calculating thc Competitive Transition Charge (CTC)

Based on Assumed Market Value of Coal-Fired Generation Assets
$550 MillionAbove Book

(S 000)

Appendix D
PageS of6

Calendar Years:

Balances at Dec 31 1996

Net Plant Including Construction Work In
Progress
Coal Inventory, Spare Parts, Prepaid Property
Taxes 8 Insurance, etc.
Deferred Taxes-APB-11 35%
Excess Deferred Taxes (46% vs 35%)

80,931
(200,094)
UL12I)

80,931
(12,659) (212,753)
(LLiQ) RLKQ

$ 1300g59 $ 4S,884 $ 1/46,843

Assumed Va)ue ofPlants

Boforo-Tax Gain or (Loss)

1,06S,669 30/95 1,096,064

LHKQH

550,000

ederal Income Tax
Salo Price
Remaining Tax Depreciable Basis
Tax Deduction for Remaining Inventory,
Prepayments, etc.

Taxable Gain or (Loss)
Tax Rate

Tax Uabi1yy

Alter-Tax Gain or (Loss)

1,646,064
(374,1 24) (4,762) (378,886)

1,1 86247
aak

stets-Tax Above(Below)44rket Regulatory Asset
Beginning Balance
Annual Amortization through 2015- the End of the Average Service Ufe

(134,814) (127,719)
LQRi LQRi

(120,624)
LQRi

(113,529) (106,434)
LQRi LQRi

(99/59)
LQRI

Ending Balance (1 27,719) (120,624) (113,529) (106,434) (99,339) (92344)

Average Balance
«) Cost ofCapital Grossed Up for RT per 1995 Setdement

Annual Canying Charge
Annual Amortization Grossed Up for RT 35%

(16+16)
QR91$

(15,435)
GILR1$

(131/67) (124,172) (117,077)
12835k

(14,553)
Llk91$

(13,671)
0(LQ1$

(1 2,789)
((ILR15)

(109,982) (102,887)
128Zk

(95,792)
128Kb

(11,907)
OR$ 5)

Total Annual Cost Before GRT
Annual Retail Sales (mwh)

Cost per KWH (cents)

~ (r) Gross Revenue Tax 4.53%

nualCVCBasedon Market Value4660 MIIHonAboveBook

(9) CTC forRate Year Ending July

($27'1) ($26450) ($2S,468) ($24~ ($23,704) ($22,822)

1XQSLI21 ~~Li 1XHXBH i22QRZ52 ~LL2Q 1L53(L1QR

0.00 0.00
LQQ IU)Q

See notes on page 6.



~ '



Appendix 9
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New York State Electric dk Gas Corporation
Illustration of Method for Calculating the Competitive Transition Charge (CTC)

Notes Relating to the CTC Calculation

The items listed on pages 2 through 5 are the major net assets associated with coal-fired
generation. Other assets or liabilities may be identified at the time of the auction.

The balances of coal inventory, spare parts, prepayments and deferred taxes at December 31,
1996 are estimates. Actual balances willbe used in the calculation of the CTC following the
auctibn.

In thd event of a negative determination from the IRS regarding normalization issues, it would be
necehsary to remove funded deferred taxes from the CTC.

Re)Sub's tax liabilitywill be payable upon the sale of the plants to a third party and will be
included in the CTC.

The tax-depreciable basis of the successful bidder will be the purchased price of the plants. If
GerIlub is the successful bidder, it will receive a stepped-up basis.

IfGhhSub is the successful bidder, RegSub s tax liabilitywill be included in the CTC, however it
will not accrue a carrying charge because no cash payment would be made as IRS regulations
allot RegSub to defer payment of the tax to match GenSub's stepped-up basis.

Thih hppendix does not reflect recent legislated reductions of the gross revenue tax rate.
PurhUant to the Agreement, the rate will be adjusted when the actual CTC is calculated.

Any value in excess of that needed to produce a zero CTC will be disposed of pursuant to Article
V.1.liof the Agreement.
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TARGET LEVELS FOR NUG CONTRACTS
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New York State Electric & Gas Corporation
Description of the Method that%ill be Used to Quantify Savings

Associated with the Termination or Restructuring ofNUG Contracts

Appendix 1

Page 1 of3

Net savings associated with the termination or restructuring ofNUG contracts willbe quantified as desqribed in this
appendix and shared pursuant to Section III.2.b ofthe Agreement.

Net savings willbe calculated separately for individual NUGs and willbe limited to changes directly reqqlting from
the termination or restructuring ofcontracts.

Net savings willbe calculated at the end ofeach rate year for inclusion in rates the followingyear.
The net savings willbe determined as follows:

Amount ofAvoided Gross Payments to NUGs
Less Cost ofReplacement Power (or Reduced Sales for Resale Revenue)
Less Cost to Terminate or Restructure the Contracts

The avoided gross payments willbe the difference between the forecast payments listed on Appendix E, Page 2 and
the actual payments made to the NUG during the year, to the extent such changes were the result ofcong'act
termination or restructuring.
The cost ofreplacement power (or reduced sales for resale revenue) willbe the weighted average markel price for the
year times the difference between the forecast mwh purchases listed on Appendix E, Page 3 and the actual mwh
purchased from the NUG during the year, to the extent that such changes were the result ofcontract termination of
restructuring.
The weighted average market price willbe determined as described in Article IV.l,b ofthe Agreement,
Incremental costs incurred to effect a contract termination or reformation willbe deferred and amortized i'atably over
the remainder of the original contract period. Interest willbe accrued on the unamortized balance ofteriqination and
restructuring costs at the before-tax cost ofcapital allowed in the most recent NYSBG electric rate case (12.43% for
the term ofthis agreement),
Sharing of the net benefit willbe according to Article V.2.b of the Agreement,
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New York State Electric dk Gas Corporation
Cost of NVG Purchases Excluding Gas Import Tax

Forecast at Time of 1997 Rate Settlement
(5 000)

appendix E
P.,age 2 of 3

Private Generator

Contract I
Contract 2
Contract 3

Contract 4
Contract 5
Contract 6
Contract 7
Contract 8
Contract 9
Contract 10

Contract I I

Contract 12

Contract 13

Contract 14

Contract 15

Contract 16

Contract 17

Contract I &

Contract 19

Contract 20
Contract 21

Contract 22
Contract 23

TOTAL

$ 109,166
152,993

19,936
17,901

8,445
1,266
2,192
1,653

426
70

800
270
113

222
350

7

40
792

3,179
15,614

626
312

v
$ZMQ

$ 112,345
156,644

19,669
18,341

8,880
1,273
2,236
2,001

402
122

1,412
270

68
179

285
5

40
972

3,365
14,902

603
315

82

$ 117,241

159,031

19,219
18,863

9,562
1,277
1,721

2,096
416
126

1,461

278
71

187

207
5

40
1,071

3,365
14,902

603
315

52

$ 119,366
165,782

18,679
19,143
9,868
1,273
1,313

2,047
432
131

1,509
286

76
200
213

5

40
1,141

3,365
14,902

603
315

82

$ 123,752
179,261

18,147

21,570
10,214

1,273

1,313
662
452
137

1,577
295

82
217
223

6
40

1,192
3,365

14,902
603
315

82
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New York State Electric 4 Gas Corporation
NUG M%8 Purchases

Forecast at Time of 1997 Rate Settlement

Appendix E
Pjge3 of 3

Private Generator

Contract I

Contract 2
Contract 3

Contract 4

Contract 5

Contract 6
Contract 7
Contract 8
Contract 9
Contract 10

Contract 11

Contract 12

Contract 13

Contract 14

Contract 15

Contract 16

Contract 17

Contract 18

Contract 19

Contract 20
Contract 21

Contract 22
Contract 23

TOTAL

1,259,220
1,883,062

103,670
360,000
128,760
21,190
23,050
20,390
17,470

5,290
48,530

5,150
2,310
6,090
6,890

170

670
8,330

37,950
216,910

6,750
3,730

KQ

1,223,510
1,864,018

103,360
360,000
128,760
21,190
23,050
20,390
17,470
5,290

48,530
5,150
2,310
6,090
6,890

170

670
8,330

37,950
216,910

6,750
3,730

KQ

1,255,780
1,833,498

103,360
364,800
134,050
21,250
23,110
20,450
17,470
5,290

48,530
5,150
2,310
6,090
6,890

170

670
8,330

37,950
217,090

6,750
3,730

KQ

1,228,040
1,828,131

103,770
364,800
133,660
21,190
23,050
20,390
17,470
5,290

48,530
5,150
2,310
6,090
6,890

170

670
8,330

37,940
217,090

6,750
3,730

SQ

1,221,310
1,907,943

103,530
404,880
133,660
21,190
23,050
20,390
17,500
5,290

48,530
5,150
2,310
6,090
6,890

170

670
8,330

37,950
217,090

6,750
3,730

2M
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SERVICE QUALITY MECHANISM
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Appendix F
Page 1 of 2

Electric Service Quality Performance Mechanism

An Electric Service Quality Performance Mechanism
shall be implemented for the Price Cap Period. The
mechanism provides NYSEG an incentive to render reliable
electric service to its customers by avoiding a penalty due
to unsatisfactory performance. The mechanism will make use
of two reliability indices. They are:

The customer average interruption duration
index ("CAIDZ") . This measures hov long the .

average power outage lasts for an interrupted
customer during each year of the Price Cap
Period.

2. The system average interruption frequency
index ("SAZFI"). This measures how often the
average customer is interrupted during each
year of the Price Cap Period.

The calculation of CAZDI and SAIFI conforms to PSC
electric reliability standards and, therefore, interruptions
due to "major storm", as defined in 16 NYCRR in Part 105,
are excluded.

The two measures vill be tracked separately for
NYSEG on a systemwide composite basis (average of NYSEG
district performance indicators) . The systemwide, composite
figure for each measure will be determined using performance
indicators applicable to each NYSEG district as established
in Case Nos. 90-E-1119 and 95-E-0165. The threshold
systemwide composite performance indicator for duration
(CAZDI) shall be 2.08 for each year of the Price Cap Period.

The threshold systemwide composite performance indicator for
frequency (SAIFI) shall be 1.33 for each year of the Price

~ Cap Period.

In the event that the systemwide composite
performance indicator for CAIDI is within the range of 2.08
and 2.18 during any year of the Price Cap Period, NYSEG
shall be assessed a penalty equal to 3.75 basis points. If
the systemwide composite performance indicator for CAZDI
exceeds 2.18 during any year of the Price Cap Period, NYSEG
shall be assessed the maximum CAIDZ penalty of 7.5 basis
points.





Appendix F
Page 2 of 2

In the event that the systemwide composite
performance indicator for SAIFI is within the range of 1.33
and 1.40 during any year of the Price Cap Period, NYSEG
shall be assessed a penalty equal to 3.75 basis points. If
the systemwide composite performance indicator for SAIFI
exceeds 1.40 during any year of the Price Cap Period, NYSEG
shall be assessed the maximum SAIFI penalty of 7.5 basis
points.

The maximum aggregate penalty that could be
assessed for each year of the Price Cap Period is 15 basis
points. In the year that a penalty is incurred, the 12.0%
earnings cap contained in the Settlement Agreement will be
reduced by the number of basis points of the penalty
incurred. For example, if the maximum aggregate penalty is
incurred, the ROE cap for that year would be 11.85%.
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APPENDIX G

AMORTIZATION SCHEDULE FOR
ELECTRIC BUSINESS OF REGSUB





New York State Electric dh Gas Corporation
Amortization Schedule for Electric Business of RegSub

(S 000)

Appendix G

Beginning Balance
Sales for Resale Profit
Fuel Costs
South Coming Termination Costs
Demand Side Management Program Costs
SFAS-112 OPEBs
Ice Storm
Somerset Non Cash Return
Jamesport Plant Abandonment
NYS Sales Tax Audit Deficiency
Federal income Tax

TRA46 Deferred Taxes
RRA-93 Deferred Taxes
R&D Tax Credits
FIT Group

Total
Annual Amortization

Ending Balance

($4,835)
10,662
15,905
69,268

3,175
1,426
3,065 ~

12,484
1,248

1,960
1,768
8,046
52K.

129,403
{2Z.253

101,652
{2Z.Z59

73,901
{2ZZBl

46,150
{2'2

18,399
{2'LZ51)

Pursuant to the terms of the Settlement, all of the current true-ups willbe discontinued on July 31 ~ 1997, including costs and benefits associated with Nine Mile 2, pensions and
NGE.

Pursuant to Article Vill.4of the Agreement, the net credit balances deferred through July 31, 1997 associated with the items subject to trump per the 1995 rate st.gement and
the deferred credit balance associated with the gas import tax have been netted against the South Coming deferred debit balance, thereby reducing the noncash [e turn accrued
as the remaining balance is amortized linearly over the five years of the Price Cap Period.

During the Price Cap Period, NYSEG willcontinue to record an amortization of $27.751 million annually, subject to the provisions ofArticle Vill.3.

Based on the deferred balances at July 31 ~ 1997 identifie above, the annual amortization of $27.751 millionwillresult fn a net credit balance of $9.352 million at the end of the
Price Cap Period. That amount willbe used to write down other miscellaneous net deferred debits. Any remainder of that credit willbe used to write down a correl bonding
amount of the unamortized toss on reacquired debt or the unamortized debt discount 4 expense.

This schedule does not Include the above. market costs of coal-fired generation because they cannot be identilled until after the auction or subsequent appraisal.
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EXHIBIT H

AGREEMENT AND PLAN OF EXCHANGE

A copy of the current draft of the Agreement and Plan of
Exchange between NYSEG and HoldCo is attached hereto. A copy of
the final document will be filed separately upon availability.





EXHIBIT H

DRAFT

AGREEMENT AND PLAN OF SHARE EXCHANGE

OF

NEW YORK STATE ELECTRIC & GAS CORPORATION

AND

HOLDCO, INC.

This Agreement and Plan of Share Exchange (the "Plan of
Exchange" ) is dated and executed as of the day of
1997 by and between New York State Electric & Gas Corporation, a

New York corporation and HoldCo, Inc., a New York corporation.
1 . The name of the acquiring corporation is HoldCo,

Inc. (the "Acquiring Corporation" ). The name of the subject
corporation is New York State Electric & Gas Corporation (the

"Subject Corporation" ). The name under which the Subject

Corporation was originally formed was the Ithaca Gas Light
Company.

2. The designation and number of outstanding shares of
capital stock of the Subject, Corporation are as follows: Common

Stock, $ 6.66 2/3 par value per share, each of which is entitled
to one vote and of which shares are outstanding ("Subject

Corporation Common Stock" ); 3.75% Serial Preferred Stock, $ 100.00

par value per share, of which 150,000 shares are outstanding; 4

1/2% Serial Preferred Stock (Series 1949), $ 100.00 par value per

share, of which 40,000 shares are outstanding; 4.15% Serial





Preferred Stock, $ 100.00 par value per share, of which 14,000

shares are outstanding; 4.404 Serial Preferred Stock, $ 100.00 par

value per share, of which 55,200 shares are outstanding; 4.154

Serial Preferred Stock (Series 1954), $ 100.00 par value per

share, of which 35,200 shares are outstanding; 6.48% Serial
Preferred Stock, $ 100.00 par value per share, of which 300,000

shares are outstanding; 6.304 Serial Preferred Stock, $ 100.00 par

value per share, of which 250,000 shares are outstanding;

Adjustable Rate Serial Preferred Stock, Series B, $ 25.00 par

value per share, of which 2,000,000 shares are outstanding; and

7.404 Serial Preferred Stock, $ 25.00 par value per share, of
which 1,000,000 are outstanding (said series of preferred stock
are collectively referred to herein as "Subject Corporation

Preferred Stock" ). The Subject Corporation Preferred Stock is
non-voting, except that the holders thereof have the right to
vote as a class in connection with certain corporate actions as

set forth in the Subject Corporation's Restated Certificate of
Incorporation. The Subject Corporation is also authorized by its
Restated Certificate of Incorporation to issue Preference Stock

(Cumulative, $ 100 Par Value) ("Subject Corporation Preference

Stock" ), none of which is outstanding. The number of shares set
forth in this paragraph is subject to change prior to the
Effective Time (as defined below) insofar as the Subject

Corporation may during said period issue Subject Corporation

Preference Stock, issue additional Subject Corporation Common

Stock and Subject Corporation Preferred Stock and may reacquire





Subject Corporation Preferred Stock and may repurchase Subject

Corporation Common Stock.

The designation and number of outstanding shares of the

Acquiring Corporation are: Common Stock, $ par value per

share ("the Acquiring Corporation Common Stock" ), each of which

is entitled to one vote and of which shares are outstanding;

and Preferred Stock, no par value per share (the "Acquiring

Corporation Preferred Stock" ), none of which are outstanding.

In accordance with the provisions of Section 913(c) of
the New York Business Corporation Law ("BCL"), this Plan of
Exchange shall be submitted to the holders of the Subject

Corporation Common Stock for their approval and adoption. The

affirmative vote of the holders of at least two-thirds of the

outstanding shares of Subject Corporation Common Stock shall be

necessary to approve and adopt this Plan of Exchange.

3. Upon the time of filing of a Certificate of
Exchange in connection with the share exchange contemplated

hereby (the "Share Exchange" ) by the Department of State of the

State of New York (the "Effective Time" ):
(a) Each share of Subject Corporation Common

Stock outstanding at the Effective Time shall, by

operation of law and without further action, be

exchanged for one share of Acquiring Corporation Common

Stock, subject to dissenting shareholders'ights under

Sections 623 and 910 of the BCL ("Dissenter's Rights" );





(b) Each share of Acquiring Corporation Common

Stock outstanding immediately prior to the Effective
Time shall be canceled and shall be restored to the

status of an authorized but unissued share of Acquiring

Corporation Common Stock;

(c) Each share of Subject Corporation Common

Stock held in the treasury of the Subject Corporation

immediately prior to the Effective Time shall be

canceled and shall be restored to the status of an

authorized but unissued share of Subject Corporation

Common Stock; and

(d) Immediately after the Effective Time, all
of'he

outstanding shares of Subject Corporation Common

Stock will be held by the Acquiring Corporation, and.

all of the outstanding shares of Acquiring Corporation

Common Stock will be held by the holders of shares of
Subject Corporation Common Stock that were outstanding

immediately prior to the Effective Time (subject to
Dissenter's Rights). Each holder of Subject

Corporation Common Stock who properly exercises

Dissenter's Rights shall have the right to receive

payment of the fair value of the holder's Subject

Corporation Common Stock in accordance with the

provisions of Sections 623 and 910 of the BCL.

4. Shares of Subject Corporation Preferred Stock shall
not be exchanged or otherwise affected by this Plan of Exchange.





Each share of Subject Corporation Preferred Stock outstanding

immediately prior to the Effective Time shall continue to be

outstanding following the Effective Time.

5. Each outstanding certificate which immediately

prior to the Effective Time represents Subject Corporation Common

Stock shall, without any further action on the part of the holder
I

thereof, be deemed and treated for all corporate purposes to

represent the ownership of the same number of shares of Acquiring

Corporation Common Stock as though a surrender or transfer and

exchange had taken place.

6. At the Effective Time, the Acquiring Corporation

will succeed to and assume the Subject Corporation's Tax Deferred

Savings Plan for Salaried Employees, Tax Deferred Savings Plan

for Hourly Paid Employees, Employee Stock Purchase Plan, Tax

Reduction Act Employee Stock Ownership Plan, Dividend

Reinvestment and Stock Purchase Plan and 1997 Stock Option Plan

(collectively referred to as the "Plans" ); and, by virtue of the

Share Exchange and without any action on the part of the holder

thereof, each option or right under the Plans to purchase shares

of Subject Corporation Common Stock granted and outstanding

immediately prior to the Effective Time shall be converted into
and become an option or right to purchase an equivalent number of

shares of Acquiring Corporation Common Stock at the same price

per share, and upon the same terms and subject to the same

conditions, as applicable immediately prior to the Effective Time

under the relevant option or right.





The Acquiring Corporation will reserve, for purposes of

the Plans, a number of shares of Acquiring Corporation Common

Stock equivalent to the number of shares of Subject Corporation

Common Stock reserved by the Subject Corporation for such

purposes immediately prior to the Effective Time.

7. The Plan of Exchange shall be conditioned upon:

(a) Receipt of the requisite vote of shareholders

of the Subject Corporation pursuant to Section

913(c)(2) of the BCL;

(b) Effectiveness of a registration statement

under the Securities Act of 1933 relating to Acquiring

Corporation Common Stock to be issued or reserved for
issuance in connection with the Share Exchange;

(c) Approval for listing, on official notice of
issuance, of such shares of Acquiring Corporation

Common Stock on the New York Stock Exchange;

(d) Receipt of an opinion of counsel covering

certain United States federal income tax matters;

(e) Receipt of an opinion of counsel as to the

legality of Acquiring Corporation Common Stock issuable

in connection with the Share Exchange; and

(f) Receipt of all consents and approvals of

federal or state regulatory authorities that are

necessary and appropriate for the consummation of the

Share Exchange, in form and substance satisfactory to
the Subject Corporation and the Acquiring Corporation.
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8. At any time prior to the Effective Time, this Plan

of Exchange may be amended or modified by mutual consent of the

respective Boards of Directors of the Subject Corporation and the

Acquiring Corporation; provided, however, once the Plan of
Exchange is approved by the common shareholders of the Subject .

Corporation, no amendment or modification may be made that either
changes the number or kind of shares to be received by the

Subject Corporation Common Shareholders pursuant to the Plan of
Exchange or affects the rights of any shareholder of the Subject

Corporation in any manner that is materially adverse to such

shareholder in the judgment of the Board of Directors of the

Subject Corporation. The Plan of Exchange may be abandoned by

resolution approved by the Board of Directors of either the

Subject Corporation or the Acquiring Corporation, at any time
before the Effective Time, whether or not the shareholders of the
Subject Corporation have cast their votes with regard to the Plan

of Exchange.

9. The Subject Corporation and the Acquiring
Corporation, respectively, shall take all such action as may be

necessary or appropriate in order to effectuate the Share

Exchange and the other transactions contemplated by this Plan of
Exchange. Zf at'any time after the Effective Time, any further
action is necessary or desirable to carry out the purposes of
this Plan of Exchange, the officers and directors of each of the

Acquiring Corporation and the Subject Corporation shall take such

further action.





10. The Plan of Exchange was duly adopted by the Board of
~

~

Directors of the Subject Corporation on 1997.

11. The Plan of Exchange was duly adopted by the Board of

Directors of the Acquiring Corporation on 1997.

IN WITNESS WHEREOF, the parties hereto have caused this Plan

of Exchange to be duly executed by their respective duly authorized

representatives as of the date first above written.

HOLDCO, INC.

By:

NEW YORK STATE ELECTRIC &

GAS CORPORATION

F:UVfHGORKOWSK)HOLDCOA.Dl2

By:





EXHIBIT I
MAP OF AREAS SERVED
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UNITED STATES OF AMERICA
BEFORE THE

NUCLEAR REGULATORY COMMISSION

NEW YORK STATE ELECTRIC Ec )

GAS CORPORATION )

AFFIDAVIT OF ROBERT DE KUMP

State of New York )

) ss.:
County of Tompkins )

I, Robert D. Kump, being duly sworn, depose and state

that the following statements are true and correct to best of my

knowledge, information and belief:

1. I am Treasurer of New York State Electric S Gas

Corporation ("NYSEG" or "Company" ), and as such I am familiar

~ y

with (1) NYSEG's financial condition, (2) the proposed rate

settlement and reorganization contained in the Joint Statement of

Principles to Govern a Settlement between NYSEG and the Staff of

the Public Service Commission dated July 28, 1997 and the

subsequent proposed Settlement Agreement '( "Set tlement

Agreement" ), and (3) the expected future financial performance of

NYSEG, which after the proposed reorganization will maintain its
electric transmission and distribution functions, its natural gas

distribution facilities, its hydroelectric facilities and its 18'.
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ownership interest in Nine Mile Point Nuclear Station, Unit No. 2

("Nine Mile 2").

2. After the reorganization, NYSEG will continue to be an

electric utility engaged in the transmission, distribution and,

in the case of Nine Mile 2 and hydroelectric facilities, the

generation of electricity. NYSEG will continue to be regulated

by the New York State Public Service Commission ("NYPSC") and the

Federal Energy Regulatory Commission ("FERC").

3. The holding company structure effectuated by the

proposed Reorganization is a well-established form of

organization for companies conducting multiple lines of business

'I and will insulate NYSSG from any financial or other risks

associated with the holding company's unregulated enterprises.

The proposed holding company structure separates the operations

of regulated and unregulated businesses. As a result, it
provides protection to ratepayers and a„ better structure for

regulators to assure that there is no cross-subsidization of

costs or transfer of business risk from unregulated to regulated

lines of business. Pursuant to the terms of the Settlement

Agreement, once the holding company structure is implemented,

NYSEG will not guaranty any affiliate debt or pledge any of its
assets as security for the debt of any affiliate. Moreover, the

2
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use of a holding company structure provides legal protection

against the imposition of liability on the regulated utility for

the results of unregulated business activities. In short, the

holding company structure is a desirable form of conducting

regulated and unregulated businesses within the same corporate

group.

The proposed Reorganization therefore strengthens the

organization by establishing a more appropriate corporate

structure for the pursuit of unregulated non-utility business

activities.

4. As more fully discussed below, the proposed

I reorganization and future operations under the Settlement

Agreement will not adversely affect the ability of NYSEG to meet

its financial obligations for future funding of operations,

capital requirements and decommissioning costs of Nine Mile 2.

The Settlement Agreement's provisions are designed to enable

NYSEG to remain a rate-regulated electric utility which qualifies

for favorable accounting treatment under Statement of Financial

Accounting Standards No. 71. This would allow continued

recognition of amounts to be collected from customers in the

future as assets. NYSEG's capital structure, bond ratings and

Iy ability to raise capital will therefore be protected from
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deterioration. Moreover, maintenance of an investment-grade

t credit rating is contemplated by the Settlement Agreement since a

provision providing financial flexibilityrelated to common stock

repurchases would be lost if NYSEG's credit ratings fall below

investment grade.

5. The Settlement Agreement contemplates a five-year price

cap period ("Price Cap Period" ). During the Price Cap Period,

all expenditures associated with Nine Mile 2 are presumed to be

within overall rate objectives and will continue to be

recoverable through retail electric rates'lectric service

tariffs for the Price Cap Period will be approved in accordance

with the terms of the Settlement Agreement.

6. Further financial protection for NYSEG during the Price

Cap Period is provided through return on equity ("ROE")

provisions of the Settlement Agreement. NYSEG will have an ROE

cap of 12% and a floor ROE of 9% NYSEG may petition the NYPSC

for rate relief if earnings fall below the 9% floor during any

year of the Price Cap Period.

7. NYSEG can also petition the NYPSC to recover revenue

for certain uncontrollable costs. One-time events such as

natural disasters and acts of terrorism can be recovered if they,

Iy in aggregate, exceed 3% of NYSEG's net electric income.
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legislative, regulatory or tax changes may also be recovered. in

full if they vary from the targets specified in the Settlement

Agreement. This category of costs includes changes in nuclear

decommissioning funding. Recovery of uncontrollable costs will

be afforded an expedited process and will not result in a

reopener of any terms of the Settlement Agreement.

The Settlement Agreement includes provisions for an increase

in annual nuclear decommissioning funding, which remains fully
recoverable through the rate making process, of over 150'. from

1998 to 1999 and for levels of annual funding which will reflect

I the most recent funding estimate of $ 806-million (for the entire

plant), calculated by Niagara Mohawk in 1995. Such estimate

significantly exceeds NRC minimum requirements.

8. For years beyond the Price Cap Period, the Settlement

Agreement contemplates a subsequent rate filing by NYSEG with the

NYPSC. The Settlement Agreement provides that after the Price

Cap Period, nuclear plant fixed costs (including all nuclear

decommissioning and wind down costs and 62.5'. of annual property

taxes) will be recovered through a non-bypassable wires charge

borne by retail customers. Nuclear variable costs (including

37.5% of annual property taxes) will be recovered through

5
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proceeds from sales of Nine Mile 2 power in the marketplace, but

only if the other Nine Mile 2 cotenants put the same to the

market.

9. The transfer of coal-fired generation to GenSub and the

subsequent auction of NYSEG's coal-fired plants in the

competitive market place also provides financial protection to

NYSEG. Upon the transfer of the coal-fired generating assets to

GenSub, a regulatory asset will be created on NYSEG's books for

the shortfall, if any, between the fair value of the coal-fired

generating assets determined in accordance with NYSEG's mortgage

bond indenture for purposes of obtaining the release of the

property from the lien of the mortgage and the book value of the

plants. Upon the subsequent auction of the coal-fired plants,

such regulatory asset will be adjusted to reflect the after-tax

auction proceeds. That regulatory asset will be recovered

through a competitive transition charge that will extend beyond

the Price Cap Period of the Settlement Agreement, but not to

exceed the weighted average remaining life of the auctioned

assets (about 19 years). In the event that the net proceeds of

the auction exceed the book value of the coal-fired plants, any

net regulatory credit will be used to writedown NYSEG's

investment in Nine Mile 2. This regulatory asset mechanism

6





therefore provides financial protection to NYSEG regardless of

the sales price of the coal-fired assets.

10. Other provisions of the Settlement Agreement are

beneficial to NYSEG's customers. Certain large

commercial/industrial customers will receive five annual 5% price

reductions, while the remaining customers will enjoy a five-year

price freeze. Additional price reductions would result from

renegotiation of over-market NUG contracts, securitization

legislation and a reduction in New York State's Gross Receipts

Tax. Full retail choice is contemplated to be provided to all
customers by August 1, 1999.

Those five "annual 5% price reductions are expected to be

financed by sales growth and reducing the cost of doing business,

not by weakening NYSEG's financial condition. NYSEG expects

electric sales to grow modestly (66 major new customers or

expansions have been added in the last 18 months). Non-nuclear

operations and maintenance expenses, which have been held

relatively flat since 1993, will continue to be carefully

controlled. Taxes, other than federal income tax, have also been

flat for the past two years, and NYSEG is continuing to work with

the State and municipalities to reduce the tax burden further.
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11. There will also be a continued focus on controlling

non-nuclear capital costs. Non-nuclear capital spending by NYSEG

is only expected to be about 70'. of depreciation, compared to

well over 100% in recent years, saving about $ 60 to $ 100 million

in cash on an annual basis.
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obert D. Kump

STATE OF NEW YORK )

) ss.:
COUNTY OF TOMPKINS )

On this /7+ day of )~her,'1997, before me, the
subscriber, personally appeared Robert D. Kump, to me known and
known to me to be the same person described in and who executed
the within instrument and he duly acknowledged to me that he
executed the same.

Notary Public

USA M. CPCHRAN
Motor@ Public, Stato of haui Yo4

No. 4838458
QualNod ln Temp%he County

Qoryqfmlon oxpbos July 31, 18~
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