NIAGARA MOHAWK

GENERATI ON FOSSIL AND HYDRO GENERATION/300 ERIE BOULEVARD WEST, SYRACUSE, NEW YORK 13202/ TELEPHONE (315) 474-1511

BUSINESS GROUP May 7, 1998 °

Mr. Ruben Brown, President Fﬂf({s

The E Cubed Company , : "
201 West 70th Street C 9‘7/% 2/ CPL:
New York, NY 10023 VX

Re: PSC Case No. 97-F-2162
Bethlehem Energy Center
Your letter of April 23, 1998

Dear Mr. Brown:

As a preface to a response to your letter of April 23, Niagara Mohawk is obligated, under our
“PowerChoice” restructuring agreement with the New York Public Service Commission, to sell all
of our non-nuclear generating plants, including the Albany Steam Station, in a competitive auction
that will commence shortly. We are prevented under that agreement from having any financial
interest, whether directly or through a subsidiary, in any generating plant in New York State, with
the exception of Nine Mile Point Units 1 and 2. It is our goal to have successful bidders for our
generating plants selected by the end of October 1998, and to financially close on the sales of the
plants by the end of June 1999.

While the Bethlehem Energy Center (BEC) is being proposed by Niagara Mohawk, a regulated utility,
we have been clear from the outset that we will not be the party to construct the project. We are
seeking an Article X certificate so as to create an option for the future owner of Albany Steam
Station to be able to build an efficient, combined-cycle, merchant plant. It is consequently anticipated
that any certificate granted to Niagara Mohawk will be transferred to the party that purchases Albany
Steam Station. '

You are correct in stating that Niagara Mohawk’s Article X application will be for a 723-MW power
plant, an 80% increase from the plant’s current 400 MW capacity. However, you are incorrect in
stating that there will be a commensurate increase in peak fuel consumption. The current Albany units
have an average peak cycle efficiency of 32%. The proposed units would have peak cycle efficiencies
of 48%. So, while the plant’s capacity would increase by 80%, peak fuel consumption would increase
by only 20%.

The concept of interconnecting the project to not only the Tennessee Gas Pipeline but also to the
CNG Pipeline was introduced in the BEC Preapplication Report. Given the proximities of both
pipelines to the project site, interconnection with both pipelines is a reasonable option for maximizing



flexibility in the supply of natural gas to the plant. While the BEC Preapplication Report indicates that
approximately 2.5 miles of offsite pipeline would have to be constructed to interconnect with
Tennessee, the report does not indicate the pipeline size or routing, nor does it indicate the party that
would construct and own the pipeline. This is because no agreement for interconnection.of the
proposed project with Tennessee had been reached by the time the report was prepared.

For the past several years Niagara Mohawk has been investigating ways of increasing gas
deliverability to its gas-distribution system in the Albany area. As part of these efforts Niagara
Mohawk has had ongoing discussions with both CNG Transmission Corporation and Tennessee Gas
Pipeline Company. In December of last year, discussions with Tennessee produced a concept under
which Tennessee would construct and own a pipeline spur to interconnect its interstate gas pipeline
system to Niagara Mohawk’s local gas-distribution system. Building upon that concept, in January
of this year Niagara Mohawk and Tennessee further discussed sizing the spur for not only the demand
of the local gas-distribution system, but also for the peak demand of the proposed Bethlehem Energy
Center. The incremental effect of this provision would be to increase the diameter of the pipeline from
12 inches to 16 inches. The history of Niagara Mohawk’s discussions with both Tennessee and CNG
over the past several years demonstrates that the pipeline spur was not rationalized “as possibly
benefitting the local LDC distribution system,” but indeed had its genesis as an option for the gas-
distribution system.

Niagara Mohawk and the Tennessee Gas Pipeline Company are currently in the process of developing
an agreement for interconnection of our gas-distribution system with the Tennessee Pipeline. This
agreement will not, however, cover the interconnection of the proposed power plant with the
Tennessee Pipeline. A separate interconnection agreement between Tennessee and the future owner
of the plant would have to be developed should that owner elect to interconnect with the Tennessee
Pipeline. The objective of our discussions with Tennessee as they relate to the Bethlehem Energy
Center has been to take advantage of present construction opportunities to avoid greater future
disruptions and costs associated with interconnecting the Bethlehem Energy Center to the Tennessee
Pipeline. Our discussions have not involved any commitments of upstream capacity or supplies of
natural gas for the proposed power plant. Decisions on seeking pipeline capacity and natural-gas
supplies are appropriately left to the future owner of the plant since Niagara Mohawk’s objective is
to create options, not binding commitments, for a future owner. Incidentally, we are also discussing
service to the proposed project through CNG Transmission Corporation’s system.

Your letter refers to Niagara Mohawk’s “potential venture partner(s)/supplier(s).” Such
characterizations are completely incorrect. In no sense is Tennessee Gas Pipeline Company a venture
partner or a supplier for the proposed project. Indeed, in light of the fact that Niagara Mohawk's
restructuring agreement calls for the complete divestiture of non-nuclear generation, it is impossible
for us to take on a venture partner in this project. Tennessee’s contemplated relationship with the
proposed project is strictly that of an interstate pipeline company that would have a physical
interconnection with the proposed power plant. The relationship involves no capacity commitments
to or financial interests in the plant.

Construction of the proposed pipeline spur will be necessary to strengthen the deliverability of gas
to Niagara Mohawk’s gas-distribution system regardless of whether or not the Bethlehem Energy
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Center ultimately receives an Article X certificate. Since Tennessee is the party that will construct and
own the spur, it is the party with responsibility and legal standing for procurement of permits. Further,
since Tennessee is an interstate pipeline company under the jurisdiction of the Federal Energy
Regulatory Commission, the appropriate venue for authorization of the spur is before FERC.
Nonetheless, Niagara Mohawk has committed to discussing in our Article X application the
incremental impacts associated with the changes to the pipeline plans brought about by requirements
for service to the proposed project.

W’ @céf

Michael J. Maths
Project Manager
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BETHLEHEM ENERGY CENTER PROJECT

State Officials

Hon. Stewart C. Boschwitz

Administrative Law Judge

New York State Public Service Commission
3 Empire State Plaza

Albany, NY 12223-1350

Hon. John F. O'Mara, Chairman

New York State Board on Electric Generation
Siting and the Environment

3 Empire State Plaza

Albany, NY 12223-1350

Martin Cummings

New York State Department of
Public Service

3 Empire State Plaza

Albany, NY 12223-1350

David VanOrt, Staff Counsel
New York State Department of
Public Service

3 Empire State Plaza

Albany, NY 12223-1350

Jeff Gregg

New York State Department of
Environmental Conservation
Region 4

1150 North Westcott Road
Schenectady, NY 12306

William Little, Esq.

New York State Department

of Environmental Conservation
Division of Legal Affairs

50 Wolf Road

Albany, NY 12233-1500
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U.S. Senator Daniel P. Moynihan
Russell Senate Office Building
Washington, D.C. 20510-3201

U.S. Senator Alphonse D’ Amato
Leo O'Brien Office Building
Room 420

Albany, NY 12207

Michael J. McNulty
District Congressman
Rayburn Office Building
Room 2161

Washington, DC 20515

Hon. Dennis C. Vacco

Attorney General

New York State Attorney General’s Office
The Capitol

Albany, NY 12224

Hon. Alexander F. Treadwell
Secretary of State

New York Department of State
41 State Street

Albany, NY 12231-0001

Assemblyman John Faso
The Capitol

Room 444

Albany, NY 12248

Senator Neil Breslin
Legislative Office Building
Room 808

Albany, NY 12247

Dr. Donald R. Davidsen, Commissioner
New York State Department of
Agriculture & Markets

1 Winners Circle

Albany, NY 12235
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Hon. John P. Cahill, Commissioner
New York State Department of
Environmental Conservation
Executive Office - Room 608

50 Wolf Road

Albany, NY 12233-1010

Hon. Charles A. Gargano, Commissioner
Empire State Development Corporation
633 Third Avenue

New York, NY 10017

Dr. Barbara DeBuono, Commissioner
New York State Department of Health
Tower Building

Empire State Plaza

Albany, NY 12237-0001

Dr. John K. Hawley, Ph.D.

New York State Department of Health
2 University Place

Room 350

Albany, NY 12203-3399

Hon. William R. Howell, Chairman
New York State Energy Research &
Development Authority

Corporate Plaza West

286 Washington Avenue Extension
Albany, NY 12203-3699

Susan Sowek

Program Administrator

New York State Energy Research &
Development Authority

286 Washington Avenue Extension
Albany, NY 12203

Hon. Joseph H. Boardman
Commissioner of Transportation

5 Governor Harriman State Campus
Albany, NY 12232



Municipal

Sheila Fuller
Supervisor

Town of Bethlehem
Bethlehem Town Hall
445 Delaware Ave.
Delmar, NY 12054

Michael Whiteman, Esq.
(for Town of Bethlehem)
Whiteman, Osterman & Hanna

One Commerce Plaza
Albany, NY 12260

Michael VanVoris
Supervisor

Town of East Greenbush
225 Columbia Turnpike
Rensselaer, NY 12144

Bethlehem Public Library
451 Delaware Avenue
Delmar, NY 12054

Attn: Librarian

Rensselaer County Administrator
Rensselaer County Courthouse
Troy, NY 12180

Neil J. Kelleher

Chairman

Rensselaer County Legislature
1600 Seventh Avenue

Troy, NY 12180

Mike Burns

Director of Rensselaer County Planning Department
City Hall

505 Broadway

Rensselaer, NY 12144



John Barrett

Chairman of the Planning Commission
City Hall

505 Broadway

Rensselaer, NY 12144

Michael Breslin

Albany County Executive
112 State Street

Albany, NY 12207

Dr. Leslie Loomis

Bethlehem School Superintendent
90 Adams Place

Delmar, NY 12054

Albany County Planning Board

c/o Albany County Planning Department

112 State Street
Room 1006
Albany, NY 12207

Henry Zwack

Rensselaer County Executive
1600 7th Avenue

Troy, NY 12180

East Greenbush Library
225 Columbia Turnpike
Rensselaer, NY 12144

Troy Public Library
100 Second Street
Troy, NY 12180

Paul V. Nolan, Esg.
(for City of Oswego)
5515 North 17th Street
Arlington, VA 22205
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Federal

Jeanne M. Fox, Regional Administrator
U.S. Environmental Protection Agency
Region II

290 Broadway

New York, NY 10007-1866

George Nieves

Chief of Western Permits Section

U.S. Army Corps of Engineers, Room 1937
26 Federal Plaza

New York, NY 10278-0090

Robert D. Kuhn, Ph.D.

Historic Preservation Coordinator
NYS Office of Parks, Recreation and
Historic Preservation

Field Services Bureau

Peebles Island, P.O. Box 189
Waterford, NY 12188-0189

Other Interested Parties

Prof. David R. Wooley
Executive Director
Pace Energy Project
Pace University

78 North Broadway
White Plains, NY 10603

Dr. Ashok Gupta

Senior Energy Economist

Natural Resources Defense Council
40 West 20th Street

New York, NY 10011
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Mr. Peter Iwanowicz
Environmental Advocates
353 Hamilton Street
Albany, NY 12210

Mr. Andy Mele
Clearwater

112 Market Street
Poughkeepsie, NY 12601

Ms. Cara Lee
Environmental Director
Scenic Hudson Inc.

9 Vassor Street
Poughkeepsie, NY 12601

Mr. Lawrence Shapiro, Esq.
New York Public Interest
Research Group

9 Murray Street

New York, NY 10007-2272

Mr. Kenneth G. Dufty

Executive Director

Rensselaer County Environmental
Management Council

Ned Pattison Government Center
Troy, NY 12180

Mollie Lampi, Esq.

(for Pace Energy Project)

Pace University School of Law Center
For Environmental Legal Studies
122 S. Swan Street

Albany, NY 12210

Aaron Breidenbaugh

(for Independent Power Producers of N.Y.)
Deputy Director

291 Hudson Avenue

Albany, NY 12210



Ruben S. Brown, M.A.L.D.

(for CNG Energy Services Corp.)
President

The E Cubed Company

201 West 70th Street, Suite 41E
New York, NY 10023

Linda J. Moore

(for Brian Fitzgerald)

LeBoeuf, Lamb, MacRae & Green
One Commerce Plaza

Suite 2020

Albany, NY 12210

Kenneth A. Mennerich

Service Manager

Central Hudson Gas & Electric Corp.
284 South Ave.

Poughkeepsie, NY 12601

Robert J. Glasser

Gould & Wilkie

One Chase Manhattan Plaza
New York, NY 10005

Eric W. Nelson

for New York State Electric & Gas
Huber Lawrence & Abell

605 Third Avenue, 27th Floor
New York, NY 10158
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NMPC DISTRIBUTION LIST

T. Baron

R. Caiazza

R. Cazzolli

T. Coates

R. W. Cummings, Jr.
W. M. Desmond

M. W. Guest

P. Leuthauser

M. Mathis

D. Mayer

B. L. McLaughlin
G. M. McPeck

J. A. Miakisz

M. A. Rhode

M. A. Robert

A. Smithling

D. H. Tomlinson

J. P. Vergura

L. G. Zugner

E. Berlin - Swidler & Berlin
P. Brennan - MES
M. Skelly/J. Matousek - LMS
J. Slack - ENSR



