STATE OF NEW YORK
PUBLI C SERVI CE COW SSI ON

At a session of the Public Service
Comm ssion held in the Gty of
Al bany on Novenber 20, 2002

COWM SSI ONERS PRESENT:

Maureen O. Hel ner, Chairnan
Thomas J. Dunl eavy

Janes D. Bennett

Leonard A. Wi ss

Neal N. @Gl vin

CASE 02- G 0003 — Proceeding on Mdtion of the Conm ssion as to
t he Rates, Charges, Rules and Regul ati ons of
Corni ng Natural Gas Corporation for Gas
Servi ce.

ORDER ADOPTI NG THE TERMS OF A JO NT PROPOSAL

(I'ssued and Effective Decenber 23, 2002)

BY THE COW SSI ON:

| NTRODUCTI ON

On Decenber 31, 2001, Corning Natural Gas Corporation
(Corning or the conpany) proposed to increase its annual gas
revenues by $1.8 million (7.3% starting in 2002. W suspended
Corning’s rate filing and initiated this proceeding to exam ne
t he conpany’s proposals.

I n accordance with the schedule set for this
proceedi ng, Departnment of Public Service Staff filed testinony
in opposition to the rate filing on June 7, 2002. Thereafter,
on June 28, 2002, Corning submtted rebuttal testinony in
defense of its positions. An evidentiary hearing was schedul ed
to begin on July 22, 2002; however, the hearing was put off to
provi de the opposing parties an opportunity to use alternative
di spute resol ution.

As early as m d-March 2002, Corning and Staff had net
with other parties to consider a settlenent of the contested
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issues. Notice of their efforts was given in accordance with
the requirenments of 16 NYCRR 3.9 and Corni ng provided a nonth
for the settlenment discussions.® But, the parties’ initial
efforts did not succeed. Subsequently, they requested a
medi ator fromthe O fice of Hearings and Alternative D spute
Resol ution to assist them and, on August 26, 2002, they entered
into a Joint Proposal.?

On August 28, 2002, notice of the Joint Proposal was
i ssued to provide the public an opportunity to submt comrents.
I n addition, Conm ssioner Neal Galvin and the presiding officer
conduct a public hearing in the Gty of Corning on Septenber 10,
2002 to obtain local statenments about the rate filing and the
Joi nt Proposal .

Not only have Corning and Staff endorsed the Joint
Proposal, it is supported by the Bath Electric, Gas and Water
Systens.® No one either at the hearing or in the commrents we
have received has directly opposed the Joint Proposal.
Nonet hel ess, a speaker and two correspondents are opposed to any
gas rate increase at this time given recent price increases for
gas supplies, the econom c conditions that exist in the service
area, and the difficulties that residential, comercial and
busi ness custoners face when prices for utility services go up.
No ot her public comrents have been received in this case.

THE TERMS AND CONDI TI ONS
CONTAI NED | N THE JO NT PROPOSAL

| nstead of the $1.8 million rate increase Corning
originally proposed, the Joint Proposal calls for the conpany to
obtain a $874,500 (3.5% increase starting in 2003. It also

1 Consequently, the suspension period in this case extends to
Decenber 31, 2002.

2 On Cctober 30, 2002, Corning and Staff filed an addendumto
the Joint Proposal that clarifies several of its provisions.

3 The Bath Electric, Gas and Water Systens is the nunicipal
| ocal distribution conpany that serves the Village of Bath.
As a Corning custoner, it obtains gas supplies froma
connection to the interstate pipeline systemthat Corning
controls.
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envi sions that the conpany will freeze rates for the rate years
begi nning in 2004 and 2005.

Due to the proposed increase in mninmmcharges, a
typi cal residential heating custonmer would experience a 4.6%

i ncrease (including gas costs and taxes) in Corning and a 5.8%
i ncrease in Hamondsport. General service class and residential
custoners in Corning, and non-heating residential customers in
Hanmondsport, woul d experience m ni num charge increases about
twice the overall percentage increase to reflect the results of
the cost-of-service study provided in this case. The rate

i ncreases applicable to firmtransportation service custonmers in
Cor ni ng and Hamondsport woul d be tenpered to reflect the cost-
of -service study results. Industrial transportation custoners
in Corning would experience about a 13% i ncrease net of gas
costs and taxes. No opposition was filed in this case to the
proposed revenue allocations and rate design proposals.

The Joint Proposal would al so resolve two hotly
debated i ssues--the allocation of conmon and joint costs to
Corning and its affiliates; and, the steps needed to sustain the
utility conpany’s financial solvency.

Corning is affiliated to an appliance store, a strip
mall, a real estate brokerage firm a nortgage conpany, and a
tax preparation service conpany, all of which have little to do
with the public utility operations. Staff alleged that Corning
had allocated too few of its costs to the affiliates; the
conpany mai ntained that its allocations were proper. The Joint
Proposal resolves this issue by allocating a greater portion of
managenent’s time to the non-utility functions and by increasing
t he amobunt of assets and plant assigned to the other businesses.
It also increases the factor used to allocate operating expenses
to the affiliates. Further addressing this controversy, the
Joint Proposal requires Corning to hire an independent auditor
to performa cost study to be used the next tine.

As to Corning’s financial integrity, in recent years
t he conpany has paid | arge common stock dividends and has
allowed its equity position to becone too thin. To increase its
equity capital, Corning has stopped paying cash dividends. The
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Joint Proposal continues to suspend any cash dividend paynents
until the conpany achieves a 30% equity ratio. The Joint
Proposal al so requires nmanagenent to use its best efforts over

the next 30 nmonths to obtain $1.5 nmillion of additional equity
fi nanci ng when favorable market conditions exist. As long as
Corni ng honors its commtnents, the Joint Proposal will permt

it to retain the additional earnings provided in rates to
increase the firms retained earnings and restore its financi al
health. Corning’s failure to honor its commtnents would result
in the additional earnings renmaining in a deferred account for
future Comm ssion action.

Wth respect to other inportant matters addressed in
the Joint Proposal, the parties have detailed the revenue and
expense estimates they used for the three year rate plan. This
ensures that the parties will have no m sunderstandi ngs about
t he revenue requirenents and accounting conventions they used.
Confusi on on such matters occurred in Corning's |last rate case.
The parties have taken great pains to avoid any reoccurrence of
such events here.

The Joint Proposal’s treatnment of two expense itens is
al so noteworthy: pension and post retirenent benefit (OPEB)
expenses, and rate case expenses. As of January 2001, the
conpany had overcol |l ected $758,000 for its pension and OPEB
expenses. O this anmount, $600,000 will be used for ratenaking
pur poses to offset expected undercollections in upcom ng years.
The remai nder will renmain avail able (and not be anortized) for
consideration in a future rate proceeding.

Due to the serious disputes at issue in this case,
Corni ng incurred $260,000 in | egal and rate case expenses. The
conpany volunteered in the Joint Proposal to limt its recovery
to $200,000 and to anortize this anmount over three years.*

Wth respect to Corning's gas operations, the Joint
Proposal requires the conpany to use its best efforts to rel ease

4 The Joint Proposal does not pernmit Corning to nmake any
deferrals or anortizations except those specified in the
proposal, or as permtted by express Comm ssion policy or
action.
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t he excess capacity it holds on the interstate pipeline system
The conpany will suffer the financial consequences if it
continues to hold too nmuch capacity. Corning will hire a
consultant to assist its asset managenent and gas procurenent
process.

Finally of note, to pronote gas system safety the
Joint Proposal requires Corning to adhere to the standards and
requi renents of a gas safety plan. The plan specifies the
anount of bare steel pipe and service |ines that nust be
repl aced each year. It also requires the conmpany to add
cathodic protection to steel pipes to protect them from
corrosion. Further, the plan requires Corning to attend to
pipeline leaks on a tinmely basis and to inplenent a quality
assurance program

SUPPCORTI NG STATEMENTS

Cor ni ng
In its statement supporting the Joint Proposal,

Cor ni ng acknow edges the need for proper cost allocations anong
affiliated conpanies and for action to inprove its financial
health. The conpany defends its past practices that sought to
use the affiliated ventures to reduce costs that the utility
conpany woul d ot herwi se bear. However, in recognition of its
differences with Staff, the conpany is willing to conpromse its
position to ensure the utility conpany's sol vency.

Corning al so points out that it has maintained
reasonabl e prices for its gas distribution services in recent
years but, due to a lack of business growmh, it now needs a rate
increase. It is willing to abide by the Joint Proposal’s
requirenents in order to obtain the institutional financing, and
secure the financial health, it requires to provide safe and
reliable service.

Corning believes that the proposed $875, 000 increase
can be adopted because gas supply costs are expected to go down
by about $895, 000 over the next three years due to the rel ease
of the company's interstate pipeline capacity that is no |onger
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needed. The Joint Proposal ensures that gas customers wll
obtain the benefits of the pipeline capacity rel eases.

The conpany al so believes the proposed rate increase
is justified by the cost increases it has experienced for
i nsurance, pensions, depreciation, interest expense and the
effects of inflation on other costs. Further, Corning points
out that its officers will forgo a portion of the salary
increases originally requested to gain support for the rate plan
proposed here. Thus, Corning urges us to authorize a delivery
rate increase in January 2003 with a rate freeze extending to
2006.

Staf f

Staff believes the ternms of the Joint Proposal are in
the public interest, having determ ned that the utility conpany
needs a rate increase to continue to provide reliable service.
Staff supports the Joint Proposal because it obtains assurances
from Corni ng's managenent that the conpany's assets and
performance will inprove, and gas safety will be assured.
Overall, Staff states that the Joint Proposal provides a
fiscally sound rate plan that can be used to preserve Corning’ s
financi al standi ng.

Li ke Corning, Staff is concerned about the conpany’s
financial stability and ability to provide utility service. It
bel i eves the proposed rate increase will begin to return the
conpany to a secure financial condition over three years, with
its measures to enhance retai ned earnings and assure continued
access to equity and debt financing.

Staff al so supports the Joint Proposal provisions that
adj ust the conpany's pension expense for recent stock nmarket
volatility and for managenent’s past practices. Staff favors
the Joint Proposal’s approach to affiliated transacti ons and
i nt erconpany cost allocations, providing for further study and
the services of an independent expert. Further, Staff supports
the provisions requiring interstate pipeline capacity reductions
and assuring that gas safety neasures will be inplenented.
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DI SCUSSI ON AND CONCLUSI ON

From our review of the Joint Proposal, our exam nation
of Corning’s rate filing and our consideration of the record in
this case, we find that the proposed rate plan provisions are in
the public interest. To begin, we observe that the ternms of the
Joint Proposal are not opposed by any of the parties who
actively participated in this case. Also, the few public
comments we received only express general concern about the
undesirability of a rate increase at this tinme. They do not
criticize any of the Joint Proposal’s specific provisions nor do
t hey suggest any other reasonable results for us to consider.
Thus, our detail ed assessnment of the Joint Proposal’s terns
| eads us to conclude that they provide acceptable benefits for
gas customers in the Corning service area.

Specifically, we find that the Joint Proposal’s
treatment of the disputed interconpany cost allocation issues
presents a reasonable resolution for us to adopt. The ultimate
anounts supported by both parties fall within a range of results
that are supported by the record and that we can accept. Most
importantly, the Joint Proposal provides a framework that wll
use the expertise of an outside consultant to assist the conpany
and Staff to obtain cost allocations that nmay not be subject to
di spute in the future

We also find that the Joint Proposal’s resolution of a
troubling pension expense matter to be constructive and an aid
to the other efforts being established to sustain Corning’ s
financial well-being. 1ts provisions restore pension funds that
can be used to cover expected underrecoveries in the next few
years. This approach hel ps to reduce and control the conpany’s
need for rate relief during the three-year rate plan and it
shoul d t herefore be adopted.

Turning to the Joint Proposal’s financial provisions,
the portion of the rate increase that is being provided to
i ncrease the conpany’s retained earnings, and thereby to assi st
its efforts to increase its equity position, is acceptable
because Corning has commtted itself to earnest efforts to
obtain an equity infusion frominvestors on reasonable terns.
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We are al so accepting these provisions because the conpany has
restricted the paynent of cash dividends while it achieves a
nore acceptabl e capital structure.

Further, we endorse the Joint Proposal’s terns that
pronote the safe operation of the gas distribution system As
to the interstate pipeline capacity Corning will release, such
action is expected to assist the conpetitive nmarket devel opnents
we seek to establish throughout the State. Finally, we are
aware that Corning and Staff are working on a gas rate
restructuring plan for this conpany as required by the
Comm ssion in Case 97-G 1380. W expect the parties to present
their efforts for our review in the near future. Accordingly,
we shall adopt all the terns and provisions of the Joint
Proposal and require that they be inplenented.

The Conmi ssion orders:

1. The terns, conditions and provisions of the
Corni ng Natural Gas Corporation Joint Proposal and addendum
attached to this order are adopted and hereby incorporated and
made a part of this order.

2. Corning Natural Gas Corporation shall submt a
witten statenent of unconditional acceptance of this order,
si gned and acknow edged by a duly authorized officer of the
conpany by no | ater than Decenber 31, 2002. |If an acceptance is
not filed, the adoption of the ternms of the Joint Proposal nmay
be revoked. Corning's acceptance statenment should be filed with
the Secretary of the Conm ssion and be served on the parties to
t hi s proceedi ng.

3. Corning Natural Gas Corporation is directed to
file with the Secretary of the Comm ssion, and to serve al
parties, the tariff amendnents necessary to inplenent the
requi renents of this order by no | ater than Decenber 31, 2002,
to becone effective on January 1, 2003. The conpany is also
directed to take all other action necessary to inplenment the
requi renents of this order as soon as it is reasonably possible
to do so. Any conments on the proposed tariff anendnents mnust
be received at the Comm ssion’s office within ten days of
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service of the tariff amendnents. The amendnents shall not
beconme effective on a permanent basis until approved by the
Conmi ssi on.

4. The requirenent of the Public Service Law that
newspaper publication be conpleted prior to the effective date
of the anmendnents is waived, but the conpany is directed to file
with the Comm ssion, not later than six weeks follow ng the
effective date of the anendnents, proof that a notice of the
changes set forth in the amendnents and their effective date has
been published for four consecutive weeks in a newspaper having
general circulation in the service territory of the conpany.

5. Corning Natural Gas Corporation is directed to
cancel, effective no |ater than Decenber 31, 2002, the follow ng
tariff anmendnents and suppl enents:

Amendnents to Schedule P.S.C. No. 1 — Gas

Third Revised Leaves Nos. 62, 63

El eventh Revi sed Leaves Nos. 36, 59
Si xteenth Revised Leaf No. 31
Twenty- Fourth Revi sed Leaf No. 29
Thirty-First Revised Leaf No. 28
Thirty-N nth Revised Leaf No. 20-A
Forty-Fifth Revised Leaf No. 21
Fiftieth Revised Leaf No. 24

Suppl enrent No. 69

Suppl emrent No. 70

Amendnents to Schedule P.S.C. No. 2 - @as

Sevent h Revi sed Leaf No. 18

Ei ght h Revi sed Leaves Nos. 12, 16
Tenth Revised Leaf No. 9

Suppl emrent No. 21

Suppl enmrent No. 22

Amendments to Schedule P.S.C. No. 3 - Gas

First Revised Leaves Nos. 113, 114
Fourth Revi sed Leaves Nos. 90, 91
Si xth Revised Leaf No. 71

Sevent h Revi sed Leaf No. 110

Ni nt h Revi sed Leaf No. 94

Suppl enmrent No. 10

Suppl enrent No. 11

-0-
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6. Corning Natural Gas Corporation shall defer
annual |y $174,124 of additional revenues with the associated

federal and state inconme taxes. |f the conpany annually
denonstrates that it is working toward financial integrity, it
will be allowed to record the $174, 124 net of taxes to income

and subsequently to appropriated retained earnings. These

addi tional revenues net of the federal and state incone tax
effects will remain in the Appropriated Retai ned Earni ngs
account until an actual regulated conmon equity ratio of 30%is
achi eved. Beginning January 1, 2006, the Corning Natural Gas
Corporation will continue to defer annually $174, 124 of
additional revenues with the associated federal and state incone
taxes until base rates are changed by the Comm ssion. The

di sposition of any recorded deferred revenues comenci ng
January 1, 2006 and the associ ated deferred federal and state
income taxes will be determ ned by the Conmm ssion.

7. Corning Natural Gas Corporation shall file, with
the Director of the Ofice of Accounting and Finance, no |ater
than forty-five (45) days after the conclusion of each of the
next three rate years a detailed earnings calculation in
accordance with the accounting and financial reporting
requi renents contained in the Joint Proposal.

8. Corning Natural Gas Corporation's annual earnings
cal cul ation used for determ ning the achieved return on conmon
equity shall utilize the conpany's actual regul ated capital
structure, net operating incone derived on a ratenaking basis
and a rate base conponent derived on a ratenmaking basis. The
conpany will defer all excess earnings annually with the
associ ated deferred federal and state income taxes.

9. Corning Natural Gas Corporation shall reconcile
t he annual earnings calculations at the conclusion of the three-
year termof the Joint Proposal. The earnings reconciliation
provi des that the conpany may offset over-earning years with
under-earning years so that the cunmul ati ve achi eved return on
common equity over the three year termw || determ ne whet her
any | evel of excess earnings have occurred.
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10. Corning Natural Gas Corporation is directed to
use its best efforts to obtain $1.5 mllion of common equity
capital at the first opportunity when favorabl e market
conditions exist. The conpany shall report the results of its
efforts and the progress it has nade to the Director of the
O fice of Accounting and Finance at six-nonth, eighteen-nonth,
and thirty-nmonth intervals fromthe i ssuance of this order.

11. Corning Natural Gas Corporation and its parent
conpany, Corning Corporation, are prohibited fromissuing cash
di vi dends and from buyi ng back any corporate stock until such
time as the conpani es achieve a capital structure consisting of
seventy (70) percent debt and thirty (30) percent equity
fi nanci ng.

12. No later than ten (10) business days before
ei ther conpany issues any cash dividend or repurchases any
corporate stock, Corning Natural Gas Corporation and its parent
conpany shall notify the Director of the Ofice of Accounting
and Fi nance of any such plans. 1In the event that the Departnent
of Public Service Staff is unable to verify the conpanies
capital structure calculations in accordance with the
requi renents of ordering clause 11 above, the conpani es shal
refrain from payi ng dividends and repurchasing stock for an
additional twenty (20) days to provide them an opportunity to
denonstrate their conpliance.

13. No later than forty-five (45) days follow ng the
end of each fiscal quarter, Corning Natural Gas Corporation
shall submt to the Director of the Ofice of Accounting and
Fi nance the conpany's report containing the general | edger,
debt, common equity, and investnment activity information
specified in the Joint Proposal.

14. This proceeding is continued.

By the Conmm ssion,

( SI GNED) JANET HAND DEl XLER
Secretary
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STATE OF NEW YORK DEPARTMENT OF PUBLIC SERVICE

THREE EMPIRE STATE PLAZA, ALBANY, NY 12223-1350

Internet Address: http:/www.dps.state.ny.us
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LAWRENCE G. MALONE
General Counsel

MAUREEN O. HELMER
Chairman
THOMAS J. DUNLEAVY

JAMES D. BENNETT JANET HAND DEIXLER

LEONARD A. WEISS Secretary
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October 30, 2002 RECEIVED
fJC" 2 mane
HAND DELIVERY JU gy o
L . Gffice of Haarngz arg
Hon. William Boutetller AAIN2tya Disn o2 Qacnt tan

Office of Hearings and ADR
Three Empire State Plaza
Albany, New York 12223-1350

RE: Case 02-G-0003 — Proceeding on Motion of the Commission as to the Rates,
Charges, Rules and Regulations of Corning Natural Gas Corporation for Gas
Service.

Dear Judge Bouteiller:

On August 26, 2002, Staff of the Department of Public Service (Staff) and Comning Natural Gas
Corporation (the company) (Signatory Parties) entered into a Joint Proposal (JP) covering gas rates and
service for the period January 1, 2003 through December 31, 2005. The Signatory Parties, upon
review of the JP and consultation, believe that the JP requires further clarification on excess earnings,
including a sample calculation, and revenues produced by the hvpothetical capital structure.

Enclosed please find the Signatory Parties’ agreement on ““Clarifications to the Joint Proposal”
(Clarifications Agreement). The company executed the Clarifications Agreement by fax. The fax
page containing the signature of the company’s counsel is attached to the enclosure.

Staff is serving the active parties with the Clarifications Agreement by e-mail and US First
Class Mail. If you have any questions please feel free to contact me.

Respectfully submitted,
] '
N MMM
Kimberly X. Harnman
Assistant Counsel

Enc.
cc: Active Party List



Clarifications to the Joint Proposal

Introduction
On August 26, 2002, Coming Natural Gas Corporation (Corning Gas or the

Company) and Staff of the Department of Public Service (Staff) (Signatory Parties) filed
a Joint Proposal (JP) covering gas rates and service for the period January 1, 2003
through December 31, 2005. Upon subsequent review of the document the Signatory
Parties to the JP agree that further clarification is necessary and hereby submits the
“Clarifications to the Joint Proposal” Agreement (Clarifications Agreement). The
Clarifications Agreement clarifies certain aspects of the Excess Earmings calculation,
includes an example of the calculation, and clarification on use of the additional revenues
produced by the hypothetical capital structure. Upon execution, the Clarification
Agreement shall become a binding part of the JP filed on August 26, 2002.

Excess Eamings
The excess earnings methodology utilized for calculating the return on common

equity achieved by Corning Gas for determining whether the threshold for sharing has
been reached should utilize the company’s actual regulated capital structure, net
operating income derived on a ratemaking basis (including amortization of pension and
OPEB overcollection, etc.) and a rate base component derived on a rate making basis.
(See Example Attached Hereto).

The excess earnings calculation will be performed annually with all over earnings
being deferred with the associated accumulated deferred federal and state income taxes.
The excess earnings calculation reconciliation will occur at the conclusion of the three-
year term of the joint proposal. The excess earnings reconciliation provides that the
company may offset over earning years with under earning years so that the cumulative
achieved return on common equity over the three year term of the joint proposal will

determine the level of excess earnings. The foregoing is solely for the purpose of
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determining any excess earnings, not for determination of the Company’s failure to reach
the floor return of 5.5% referenced in the final sentence of Section VIILA. of the JP.

Additional Revenues - Hypothetical Capital Structure

Coming Gas is being allowed earnings based on a hypothetical capital structure,
which yields additional revenues of $174,124. These additional revenues are to be
deferred annually with the associated federal and state income tax effect, for potential
recognition to income. If Comning Gas works toward financial integrity, as described in
the JP, it will be allowed to record the $174,124, net of the associated federa] and state
income tax effects, as revenues. This allows the company to increase its earnings by
recording the net of tax amount in appropriated retained earnings. The additional
revenues net of the federal and state income tax effects will remain in the appropriated
retained earnings account until an actual regulated common equity ratio of 30% is
achieved.

Beginning January 1, 2006, Coming Gas will continue deferral of the $174,124
additional revenues with the associated federal and state income taxes unlil it is granted
Commission authority for new gas rates. The disposition of any recorded deferred
revenues commencing January 1, 2006 and the associated accumulated deferred federal

and state income taxes will be determined in a future proceeding,

Conglusion
The Clarifications Agreement is being executed in counterpart originals, and shall

be binding on each Signatory Party when the counterparts have been executed.

A o

-‘C;;\ Comning Natural Gas Corporation Staff of the Department of
: Public Service

Dated: October 25, 2002




determining any excess earnings, not for determination of the Company’s failure to reach

the floor return of 5.5% referenced in the final sentence of Section VIILA. of the JP.

Additional Revenues - Hypothetical Capital Structure

Corning Gas is being allowed earnings based on a hypothetical capital structure,
which yields additional revenues of $174,124. These additional revenues are to be
deferred annually with the associated federal and state income tax effect, for potential
recognition to income. If Corning Gas works toward financial integrity, as described in
the JP, it will be allowed to record the $174,124, net of the associated federal and state
income tax effects, as revenues. This allows the company to increase its earnings by
recording the net of tax amount in appropriated retained earnings. The additional
revenues net of the federal and state income tax effects will remain in the appropriated
retained earnings account until an actual regulated common equity ratio of 30% is
achieved.

Beginning January 1, 2006, Corning Gas will continue deferral of the $174,124
. additional revenues with the associated federal and state income taxes until it is granted
Commission authority for new gas rates. The disposition of any recorded deferred
revenues commencing January 1, 2006 and the associated accumulated deferred federal

and state income taxes will be determined in a future proceeding.

Conclusion
The Clarifications Agreement is being executed in counterpart originals, and shall

be binding on each Signatory Party when the counterparts have been executed.

N Gaarl Corernnge 2
Corning Natural Gas Corporation Staff of the Department of
Public Service

Dated: October 25, 2002 0@,&/ ﬂ% bot PO AT



Corning Natural Gas
Excess Earnings Example

Net Operating Income, per books
Amortization of Pension/OPEB
Overcollection, net of FIT

Adjusted Net Operating Income

Rate Base, per books
Overcollection of Pension/OPEB, net
of deferred tax

Adjusted Rate Base

Rate of Return

Actual Capital Structure
Debt

Deferred Comp.
Customer Deposits
Common Equity

Total

Calculated Return on Common Equity
Threshold Return on Common Equity

Excess Return

Rate Base

Excess Earnings Factor
Excess Earnings, post tax

Gross-up for FIT, SIT, and GRT
(.66/.925/.95 =0.751)

Excess Earnings, pre tax

1,100,000

132,000

1.232.000

14,200,000

(330,000)
13,870.000
8.88%

10,510,000
39,000
229,000
3,092,000

75.78
0.28
1.65

22.29

13,870,000

Equity
12.20%
11.50%

100.00

Rate of

Return
2.72%
2.56%

0.70%

13,870,000
0.16%

22,192

16,666

38,608

0.16%

8.00
6.00
4.70
12.20

6.06
0.02
0.08
272



PUBLIC SERVICE COMMISSION

MAUREEN O. HELMER
Chairman

THOMAS J. DUNLEAVY

JAMES D. BENNETT

LEONARD A. WEISS

STATE OF NEW YORK DEPARTMENT OF PUBLIC SERVICE
THREE EMPIRE STATE PLAZA, ALBANY, NY 12223-1350

Internet Address: http://www.dps.state.ny.us

Secretary

NEAL N. GALVIN

September 17, 2002

Hon. Janet Hand Deixler

Secretary

New York State Public Service Commission
Three Empire State Plaza

Albany, New York 12223-1350

Hon. William Bouteiller

New York State Department of
Public Service

3 Empire State Plaza

Albany, New York 12223-1350

~Re: Case 02-G-0003 - Proceeding on Motion of the
Commission as to the Rates, Charges, Rules and
Regulations of Corning Natural Gas Corporation for Gas
Service.

Dear Secretary Deixler and Judge Bouteiller:

It has come to our attention that Appendix D of the
Joint Proposal between Corning Natural Gas Corporation and Staff
in the above-referenced proceeding reflects an error on pages D-
3 and D-4. The second paragraphs under sections (2) and (3)
were reversed. We have discussed this error with Corning’s
counsel. Please find attached an original and five copies of the
revised pages D-3 and D-4.

Steven J. Kramer
Assistant Counsel

Enclosures
cc: Active Parties to Case 02-G-0003

LAWRENCE G. MALONE
General Counsel

JANET HAND DEIXLER



2. Replace Bare Steel Service Lines

Under the Commission’s order in Case 00-G-0354,"
Corning was directed to replace 150 unprotected bare steel
services by rate year-end. Corning failed to comply with
the Rate Order and did not meet this performance measure.
Although Corning failed to meet this measure, Staff
recommends the company be required to continue efforts to

replace the 150 bare steel service lines. Bare steel
service lines are prone to deterioration and are a major
source of reported gas leaks. Leaks from bare steel

service lines also present risks to both customers and the
general public. The replacement level of 150 bare steel
services will improve gas safety overall by further
reduction of these facilities.

Corning shall replace a minimum of 150
unprotected bare steel service lines each rate year.
Failure to eliminate a minimum of 150 bare steel services
in any rate year shall result in an assessment of four (4)
basis points.

3. ©Evaluate and Add Cathodic Protection to
Coated Unprotected Steel Pipes Where Feasible

Corning identifies 38 miles of unprotected-coated
steel mains remaining in its inventory. Coated pipe 1is
generally more resistant to corrosion than bare pipe.
Corrosion can and does occur on unprotected, localized
areas where coating defects occur. Cathodic protection is
a process of protecting coated gas pipelines against
corrosion through the application of electric current.
This increases the level of safety and reliability of the
distribution system by retarding or eliminating localized
corrosion and potential gas leaks. The addition of
cathodic protection will also benefit the company as the
1ife of these facilities will be extended and will defer
the potential need for more immediate and expensive
facility repairs or replacements.

! case 00-G-0354, Proceeding on motion of the Commission as
to the Rates, Charges, Rules and Regulations of Corning
Natural Gas Corp. for Gas Service (issued February 12,
2001) (Rate Oxrder).
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In each rate year, Corning shall evaluate at
least eight (8) miles of this pipe and take measures to
catrodically protect segments identified by the evaluation
as economically feasible. Failure to evaluate and document
the results for at least eight miles of coated unprotected
pipe in any rate year shall result in an assessment of two
(2) basis points. Failure to implement measures to
cathodically protect those sections identified in the
evaluation in any rate year shall result in an assessment
of two (2) basis points.

4. Reduce Outstanding Un-Repaired Leak Backlog

Leaks are categorized by severity, location, and
are classified as Types 1,2 2A and 3. Type 3 leaks are not
considered hazardous and only monitoring is regquired. The
other types of leaks are considered higher in risk
potential and require surveillance and repair in accordance
with the Commission’s pipeline safety code in 16 NYCRR
255.305. In addition, Staff also utilizes the backlog of
leaks scheduled for repair as a measure to assess a
company’s leak repair efforts.

Corning shall limit the number of outstanding
repairable leaks (Types 1, 2 and 2A) to 10 or less as of
December 31 of each calendar year wholly or partially
inclzded in the period covered by the rate case. Corning’s
failure to meet this target for any year shall result in an
assessment of six (6) basis points.

5. Develop and Implement a Quality Assurance Program

Corning presently does not utilize any type of
formalized Quality Assurance (QA) program to ensure 1its
operations are performed in accordance with either pipeline
safezy codes or company procedures. A well-designed and
implemented QA program provides oversight assurance for
improving safety and system reliability by monitoring
cons-ruction and maintenance activities for procedural
compliance. The company is required to establish a QA
procram with the following components:

- a documented program which encompasses the
tasks of evaluating, documenting and assessing
how the company's work activities, with
respect to guality control, are being
implemented.
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Chairman General Counsel
THOMAS J. DUNLEAVY
JAMES D. BENNETT JANET HAND DEIXLER
LEONARD A. WEISS Secretary
NEAL N. GALVIN
September <, 2002

Hon. Janet Hand Deixler

Secretary

New York State Public Service Commission
Three Empire State Plaza

Albany, New York 12223-1350

Hon. William Bouteiller

New York State Department of
Public Service

3 Empire State Plaza

Albany, New York 12223-1350

Re: Case 02-G-0003 - Proceeding on Motion of the
Commission as to the Rates, Charges, Rules and
Regulations of Corning Natural Gas Corporation for Gas
Service.

Dear Secretary Zelxler zand -.dge Zcuteiller:
Please Iind enclcsed z rer.acement Cage CZustomer
Impact Page 3 of 5) to the Jolnt Prcpeosal filed in the above-
referenced case on August 26, 2002. The original Joint
Proposal, Appendix A, Schedule F, Customer Impact, Page 3 of 5,
had incorrectly listed Bath SC 2 Hammondsport-Sales for Resale

in the place of Bath SC 2 Transportation For Resale. Please
note that the attached version corrects this error.

The Active Parties are peing served by U.S. First
Class mail. Staff of the Department of Public Service contacted
the representative of Bath Electric, Gas & Water Systems to
explain and correct the error, as 1t pertains to the service
classification for Corning’s service to the Bath territory.



Jon. Janet =anc Zeixler
Hon. William Zouteill.er
September 4, 2202

Please feel Zfree o contact me 1f you have any
Jquestions.

Sincerely,

Kimberiy A. Harriman

Assistant Counsel
Enclosure

cc: Active Parties to Case 22-G-0003
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Case 02-G-0003 — Gas Rate And Restructuring Joint Proposal

1. BACKGROUND

On Decenber 31, 2001, Corning Natural Gas Corporation
(Corning Gas or the Conpany) filed with the New York State
Public Service Comm ssion (Comm ssion) a Gas Miulti-year Rate
Plan and a separate Restructuring Proposal (Proposal). 1In the
Rate Pl an Proposal, Corning Gas proposed a three-year rate plan
with a revenue requirenent increase of approximately $1.8
million in the first year (ending Decenber 31, 2003) and a rate
freeze for two additional rate years (endi ng Decenber 31, 2004)
and (endi ng Decenber 31, 2005). 1In the Rate Plan proposal,
Corni ng Gas made nunerous accounting and rate change proposal s
and cost of service adjustnents.

I n accordance with Conm ssion rules, all parties to this
proceeding were notified in witing of the pendency of
negoti ations, prior to their comencenent, and notice of the
i npendi ng negotiations was duly filed with the Secretary of the
Comm ssion by letter dated February 14, 2002.

Negoti ati ons took place over the next several nonths, but
failed to produce an agreenent between the parties. On
June 7, 2002, Staff of the Departnment of Public Service (Staff)
filed testinony in the proceeding on both the rate and
restructuring proposals of Corning Gas. Corning Gas submtted

rebuttal testinony on June 28, 2002. The parties, with the help
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of a nediator fromthe Departnment’s O fice of Hearings and

Al ternative D spute Resolution, reconvened negotiations on
July 22, 2002. An agreenent in principle was reached between
Corning Gas and Staff on July 25, 2002. The Signatory Parties
(Corning Gas and Staff) believe that this Joint Proposal (JP)
will further the objectives of the Conm ssion, giving fair
consideration to the interests of custoners and sharehol ders
ali ke in assuring the provision of safe and adequate service at

just and reasonabl e rates.

1. OVERVIEW OF THE JP

This JP covers Corning Gas’ gas rates and service for the
period January 1, 2003 through Decenber 31, 2005. It results in
a gas revenue requirenent increase of $874,518 for the first
year and freezes the resulting delivery service rates for the
second and third years of the JP.

This JP establishes certain cost allocations between
utility and non-utility business operations for the Corning
Cor poration (Corporation), that includes the regul ated gas

utility and the Appliance Conpany, which also owns several
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non-utility subsidiaries.® The JP also includes details, tining
and cost recovery for an allocation study to be perfornmed to
specify the proper cost allocations between the utility and non-
utility business functions.

This JP provides a nechani smfor strengthening the
financial health of the Conpany. Economc hard tines in its
service territory, as well as the Conpany’s paynent of a |arge
portion of earnings to sharehol ders through dividends over the
| ast several years, have greatly deteriorated the Conpany’s
equity ratio, nmaking acceptable coverage of its interest expense
problematic. Corning Gas is dangerously close to an inability
to procure institutional financing. The JP includes a
financially stronger hypothetical capital structure for the
Conpany as well as several provisions that the Conpany shal
inplenment to aid it in achieving a healthy financial position.

Additionally, the JP resolves several issues concerning the
deferral and anortization of certain bal ance sheet credits and
debits. The JP also addresses issues related to the gas supply

function, including capacity asset managenent. The issues

! Corning Corporation owns a 100% i nterest of Corning Natural Gas
Appl i ance Corporation. Corning Natural Gas Appliance
Corporation, in turn owns 100% of the followi ng entities:

Corning Realty Associates, LLC, Foodmart Plaza, LLC, Tax Center
International, LLC, and Corning Mrtgage, LLC (the business
activities of Corning Mirtgage, LLC are conducted through two
joint ventures with an unrelated entity).
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associated with the restructuring proposal of the Conpany wl|

be addressed separate fromthis JP.

111. DEFINITIONS

1. “First Rate Year” neans the twelve nonths ending
Decenber 31, 2003.

2. “Second Rate Year” neans the twelve nonths endi ng
Decenber 31, 2004

3. “Third Rate Year” neans the twelve nonths ending
Decenber 31, 2005.

4. “Corning Gas” neans the regulated utility gas
busi ness.
5. “Corning Corporation” means the total corporation that

provi des natural gas utility services and, which owns
the non-utility Appliance Conpany that in turn owns
unregul ated non-utility subsidiaries.

6. “Gas Delivery Service Rates” neans all services
associated with noving gas across its distribution
system

7. “Prior Rate Plan” means the Corning Gas rate plan

establi shed in Case 00-G 0354.
8. “CGeneral Allocator” neans the factor used to all ocate

costs between utility and non-utility when there
exi sts no direct basis for allocation.

1V. GENERAL PROVISIONS
1. It is understood that each provision of this JPis in
consi deration and support of all the other provisions and each
provision is expressly conditioned upon acceptance by the

Comm ssion of this JPin its entirety without change. |If the
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Comm ssion fails to adopt this JP according to its terns w thout
change, then the parties to the JP shall be free to pursue their
respective positions in this proceedi ng wi thout prejudice.

2. The terns and conditions of the JP apply solely to,
and are binding on each Signatory Party only in the context of,
t he purposes and results of this JP. None of the terns and
provi sions of this JP, nor any nethodol ogy or principle utilized
herein, and none of the positions taken herein by any Signatory
Party may be referred to, cited or relied upon by any other
Signatory Party in any fashion as precedent or in any other
proceedi ngs before the Comm ssion, or any other regulatory
agency, or before any court of [aw for any purpose except in
furtherance of the purposes and results of the JP.

3. The Signatory Parties recognize that certain
provisions of this JP require that actions be taken in the
future to effectuate fully this JP. Accordingly, the Signatory
Parties agree to cooperate with each other in good faith in
t aki ng such acti ons.

4. The Signatory Parties agree that Corning Gas
will file tariffs in a manner consistent with the terns of this
JP.

5. In the event of any di sagreenent over the
interpretation of this JP or the inplenentation of any of the

provi sions of this JP, which cannot be resolved informally anpong
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the parties, such disagreenent shall be resolved as foll ows:

the parties pronptly shall confer and in good faith shal

attenpt to resolve such disagreenent. |f any such di sagreenent
cannot be resolved by the parties within fifteen (15) business
days fromnotification to a Signatory Party or a | onger period
if agreed to by the Signatory Parties, the matter shall be
submtted to an Admi nistrative Law Judge (ALJ) designated by the
Chief ALJ for a determ nation on an expedited basis using
alternative dispute resolution techniques or such other
procedures as the ALJ deci des are appropriate under the
circunstances. Wthin fifteen (15) days fromthe ALJ s

deci sion, any party may petition the Comm ssion for relief from
the ALJ's determ nation on the disputed matter.

6. This JP is being executed in counterpart originals,
and shall be binding on each Signatory Party when the
counterparts have been execut ed.

7. The termof this JP (and the effectiveness of all of
its provisions) is fromJanuary 1, 2003 through Decenber 31,
2005.

8. Except for notices or filings to the Departnent of
Public Service for which a recipient is otherw se specified in
this JP, all comrunications provided for herein or with

reference to this JP shall be deened to have been sufficiently
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given or served for all purposes if sent by overnight courier
service, by hand or by facsimle, to the foll owi ng addresses:
If to the Conpany:

Corni ng Natural Gas Corporation

330 West W liam Street

Cor ni ng, New York 14830

Attn: K. James Robi nson, Executive VP

Rich May, A Professional Corporation

176 Federal Street

Boston, MA 02110

Attn: Eric Krathwohl, Esq.

If to Staff:

Secretary Janet Deixler

NYS Departnment of Public Service

Three Enpire State Pl aza

Al bany, NY 12223-1350

Ki mberly A Harriman, Esq.

NYS Departnment of Public Service

Three Enpire State Pl aza

Al bany, NY 12223-1350
or such other addresses as the parties may designate fromtine

to time by notice given in accordance with the foregoing.

V. RATE PLAN
A.  Revenue Requirenent
The Signatory Parties have agreed upon revenue and expense
| evel s to be allowed as the basis for cal culating revenue
requi renent. The revenue requirenent established pursuant to
this JP involves several principles such as utility/non-utility

cost allocation, deferral of ratepayer debits and credits, and
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use of a hypothetical capital structure to strengthen the
Conmpany’s financial position, all of which will be discussed
nore fully bel ow

The JP utilizes the Conpany’s original rate filing of a
revenue increase of approximately $1.8 million as a starting
basis wth several adjustnents nade by Staff, which are
contai ned in Appendix A Schedule A and B. The following is a
description of sonme of the adjustnents to the Conpany’s initial
filing and are requirenents of this JP.

1. Oper ati ng Revenues

The Signatory Parties agree that the Conpany’s initial
filing estimating revenues of $22,005, 708 shall be increased by
$28,163. This adjustnment is made to include the revenues
associated with the m ni mum charge for Service C assification
No. 2 — Large Industrial Firm Sales Service. (PSC No. 1).

2. Oper ati ng Expenses

An Operating Expense of $22,023,183, after correction, was
filed in the rate proposal. The Signatory Parties agree to
adj ust the operating expenses by ($633,724). Certain
adj ustnents were made to achieve this figure. Those
adj ustnents, coupled with the rationale for the adjustnents, are

descri bed nore fully bel ow.
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a) Purchased Gas:

An adj ustnent of $17,182 was nmade to Purchased Gas,
increasing the figure in the Rate Plan proposal to $15, 142, 580.
As discussed in the adjustnent made to Operati ng Revenues, a
correspondi ng adj ustment of $17,182 nust al so be made to
Purchased Gas to reflect the increase in sales to Service
Classification No. 2 — Large Industrial Firm Sal es Service
custoners. (PSC No. 1)

b) Payroll:

The issue of allocating costs between the utility and non-
utility business operations of Corning Corporation remains a
contentious issue between the Conpany and Staff. In noving
forward with a proposal the Signatory Parties reached a
conprom se on the allocation of the cost of the manageri al
payrol | between utility and non-utility business functions that
will be applied for the termof this JP. The changes to Payrol
rel ated expenses that stemfromthe revisions to payroll expense
are: Health Insurance ($121,370), Life Insurance (%4, 463) and
Def erred Conpensation Plan ($22,973). Additionally, Staff
el i m nated an accounting position requested by the Conpany and
limted the conbined forecast salary increase for enpl oyees to
3.5% This revision in the allocation of nmanagerial time to

non-utility business functions and additional adjustnents to
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payroll results in a net change to payroll expense of
($145, 876) .

c) Transportation Equi pnent Costs

The Signatory Parties agree to an adjustnment of ($2,351).
Inits original filing, the Conpany included certain insurance
costs in Transportation Equi pnment Expense. These costs were
al so included in Prepaid I nsurance expense.

d) Pre-Paid | nsurance

The Signatory Parties agree to anend the Pre-Paid | nsurance
costs by $15,705. This reflects the application of Staff’s
al l ocation of various insurance costs and an update of the
| at est known i nsurance prem uns.

e) Pension & Post Retirenent Benefits

The Parties have agreed to adjust the Pension expense by
($73,273) and Post Retirenent Benefits expense (OPEBs) by
(%126, 442). Corning Gas, as of January 2001, anassed an
overcol | ecti on of Pension and OPEB Expenses of roughly $758, 000.
Corning Gas applied this overcollection credit to offset the
rate reduction agreed to in Case 00-G 0354. The Signatory
Parties agree that $600, 000 of Pension and OPEB expense
overcol l ections shall be used, for ratenmaking purposes, as an
of fset against the forecasted undercollection of Pension expense
of $490, 422 over the termof the JP and as nore thoroughly

defined in Section VI| of the JP. Therefore, the Pension
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expense submtted by the Conpany in its original filing of
$367,829 will be reduced by a corresponding credit of ($73,273),
I i kewi se, the OPEB Expense filed by the Conpany of $56,411 wll
be of fset by ($126,442), leaving a credit of ($70,031) annually.

f) Inflation Based Expenses

I nflati on Based Expenses track a set of Operation and
Mai nt enance (O&\) costs that are not previously individually
adj usted and, for the purposes of this agreenment, are not easily
di stingui shabl e between utility and non-utility business
functions. The Signatory Parties agree that the General
Al l ocator of 27.06% shall be applied to the pool of Inflation
Based Expenses after the renoval of Director Fees.

g) Conputer Lease

The costs associated with conputer |eases for Corning
Corporation will be derived through the application of the
CGeneral Allocator. By applying a General Allocation of 27.06%
the Signature Parties agree to adjust this expense to the
Conpany’s filing by ($1,509).

h) Rate Case Expense

In the Conpany’s initial filing rate case expense was
estimated at $120,000. However, during the course of the
procedural process, the Conpany updated this cost to $260, 000.
The Signatory Parties agree that since principle issues in the

proceedi ng concern utility/non-utility allocations and ot her
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corporate actions, Corning Gas is |limted to actual incurred
current rate case expense not to exceed $200,000. Additionally,
$10,848 remains in rate case expense fromthe previous rate
case. The Conpany shall recover these expenses over the three-
year termof this agreenment. Therefore, an adjustnent of

$26, 667 is made to the Conpany’s initial filing for rate case
expense.

i) Directors Fees

The Conpany’s filing provided for no allocation of Corning
Corporation Directors Fees to non-utility business functions
(Appl i ance Conpany Directors’ Fees were directly assigned in
total to non-utility operations). The Signatory Parties agree
to a downward adj ustnment of ($2,435) to Corning Corporation
Directors’ Fees to reflect non-utility interests.

j) Productivity Adjustnent

The Conpany’s original filing did not contain a
productivity adjustnment. Staff proposed a 2% productivity
adjustnment. The Signatory Parties agree to a 1% productivity
adj ust rent of ($29, 428).

k) Depreciation Expense

The Signatory Parties agree to a depreciation expenses
adj ust ment of ($11,577). This adjustnent reflects the effect on
Depreci ati on Expense resulting fromthe net plant allocation

adj ust ment di scussed further in Section VI of the JP.
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3. Taxes other than FI T

a) Revenue Taxes

An adj ustnent of ($88,372) was nade to the Conpany’s
initial filing to reflect revised Conpany schedul es.

b) Payroll Taxes

An adj ustnent of ($11, 160) was nade to the Conpany’s
presentation of Payroll taxes to track the adjustnents to
Payrol | expense.

c) Excess Dividend

The Conpany included Excess Dividends Taxes in its
cal cul ati on of Taxes Qther Than Incone Tax. Staff’s adjustnent
of ($10,797) reflects the elimnation of this tax as part of the
budget process of 2000. This tax was elimnated as of January
1, 2000.

4. Exercise of Comm ssion Authority

Not hing in this JP shall prohibit the Comm ssion (upon its
own notion or upon notion of a Signatory Party) from exercising
its ongoing statutory authority to act on the | evel of Corning
Gas’ rates (upward or downward) in the event of unforeseen
circunstances that, in the Conmm ssion’s judgnent, have such a
substantial inpact on the rate of return as to render the return
on the common equity devoted to Corning Gas’ operations
unr easonabl e, unnecessary, or inadequate for the provision of

safe and adequate service.
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VI. ALLOCATIONS

One of the nobst contentious issues that Staff and the
Conpany have negotiated concerns the allocation of costs between
the utility and non-utility business functions of Corning Gas
and the Appliance Corporation and its subsidiaries. There are
t hree conponents to the allocation issue: the allocation of
managerial time to non-utility functions, and the resulting
i npacts on payroll and payroll related expenses; the allocation
of costs associated with net plant; and the derivation and
application of the General Allocator to costs that are not
directly assignable to utility or non-utility business
functions.

The Signatory Parties agree that Corning Gas will allocate
a certain percentage of managerial tinme to the non-utility
busi ness functions of Corning Corporation. The followng is a
list of managers and the tine that Corning Gas and Corni ng

Corporation are to allocate to non-utility business functions:

A.  Tom Roye 20%
B. Russ Mller 0%
C. Gary Earley 20%
D. Jim Robi nson 33%
E. TomBarry 35%
F. Phyllis G oeger 22%
G Janes Davis 60%
H. R ck Thonpson 52%
| . Deborah Beer 9%
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The allocation of the managerial time for the above-listed
enpl oyees inpacts payroll and payroll expense as addressed in
Section V of the JP. The inpact of this adjustnent is contained
i n Appendi x A, Schedule C.

The Signatory Parties agree to use the allocation of costs
associated wwth Net Plant as proposed by Staff. Appendix A,
Schedul e D, details the manner in which net plant costs should
be allocated to the utility and non-utility business functions
for the termof the JP.

A General Allocator of 22.88% was originally proposed by
t he Conpany. After extensive negotiations on the cost
allocation issue, the Signatory Parties agree to use a 27.06%
CGeneral Allocator. The General Allocator of 27.06% applies to a
variety of costs that are cannot be directly assigned to the
utility. Appendix A Schedule D, details the General Allocator
cal culation. Corning Gas agrees to record and book al
allocations as agreed to herein for the termof the JP.

The Signatory Parties, in reaching agreenent on the three
conponents of the Cost Allocation issue, agree that further
study needs to be conducted on the issue of allocations.
Specifically, the issue of properly allocating managerial tine
is at the heart of the dispute. The Signatory Parties agree
that an i ndependent entity shall be hired to performa Cost

Al l ocation Study, (Study) for which the study tine period shal
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be approximately six nmonths in duration. This Cost Study shal
focus on the tine spent on utility and non-utility business
functions by managerial staff listed in Section IV of the JP.
Additionally, the Study shall factor in the | evel of

responsi bility corresponding to each manager’s job title for
both utility and non-utility business functions. The Signatory
Parties agree to neet collaboratively to discuss the

requi renents for contracting an i ndependent entity to perform

t he Study.

The cost, both for consultants to performthe study and for
reasonabl e conpany expenses in connection with the Study, for
the Cost Allocations Study may not exceed $100,000. |f Corning
Gas, with Staff’s assistance, is unable to procure an
i ndependent entity to performthe Cost Allocations Study for a
total cost as noted above, then the Signatory Parties shal
reconvene within thirty (30) days to discuss alternatives. |If
the Signatory Parties fail to reach an alternate solution in
this event, the alternative dispute resolution procedures in
Section IV of the JP shall be inplenented.

Upon conpl etion of the Cost Allocations Study, the
Signatory Parties agree to neet within thirty (30) days
col | aboratively about the results of the Cost Allocations Study
and to agree collectively on the final outconme of the Cost

Allocations Study and its future inplenentation. Failure to
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reach agreenent on the results of the Cost Allocations Study
t hrough informal negotiations will trigger the dispute
resol ution provisions of the JP.

Because the Signatory Parties share the goal of inproving
t he Conpany’s finances, the parties agree that the Conpany may
defer in utility rates, in future anticipation of recovery, the
cost of the Cost Allocations Study, including reasonable and

related incremental costs of the Conpany.

VII. AMORTIZATIONS AND DEFERRALS

No deferrals and anortizations will be allowed during the
termof the Rate Plan except as allowed by Comm ssion Policy, as
permtted by separate Comm ssion action or as set forth in this
JP. Anortizations will occur for the following itens:

1. Corning Gas was previously granted perm ssion by the
Commi ssion to defer on its books $233,960 of interest expense
associated wth the purchase of natural gas during the 2001
fiscal year and $30, 000 of expense associated with an increase
in uncol |l ectabl e accounts. Rate case expense, as discussed in
Section V of the JP is $210,849. Corning Gas shall anortize
t hese costs over the three-year period of this JP. Once the
anortization of interest expense, uncollectible expense and rate
case expense are conpleted, Corning Gas shall defer the

associ ated revenues and rel ated federal and State i ncone tax
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effects. The disposition of these deferred credits will be
addressed in a future proceeding.

2. Pensi on and OPEB

As of January 2001, approximately $758, 000 of Pension and
OPEB expense overcol | ecti ons have been accunul ated. Corning Gas
has anortized $600, 000 of these overcollections in order to
mtigate a rate reduction in Case 00-G 0354 (2000 rate
reduction). The Signatory Parties agree that $600, 000 of the
overcol l ection credits shall be used, for ratenaking purposes,
to offset the current undercoll ection of Pension expenses.
Corning Gas will cease anortizing the overcollection credits of
Pensi on and OPEB expenses to offset the 2000 rate reduction
prior to Novenber 30, 2002. The remai ning overcollection credit
of $130, 365 for OPEB expenses and $28,001 for Pension expenses
are not to be anortized. These overcollection credits wll be
addressed in a future proceeding. Therefore, Corning Gas shall,
for ratenmaking purposes, anortize $200, 000 of overcollection
credits annually agai nst the undercollection of Pension
expenses. |If newrates are not established as of January 1,
2006, the Conpany shall book a credit to expense equal to the
anount of the previously discussed $200, 000 annual anorti zation
until such time as new rates are established.

Because the overcoll ection amount of $600, 000 has al ready

been anortized on Corning Gas’ books for the period February
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2001 to Novenber 2002 it shall not be entitled to deferral for
| ater recovery of the $200, 000 annual offset to the
undercol | ecti on of Pension expense for the period of January 1,
2003 t hrough Decenber 31, 2005.

Corning Gas estimates that there is an undercollection for
Pensi on expenses of $490, 4222 and Corning Gas shall anorti ze,
for ratemaki ng purposes, both the Pension and OPEB
overcol | ections as described herein, over the termof this JP.

3. Legi sl ative, Regulatory and Rel ated Actions

To the extent that new nmandatory regul atory, |egislative or
accounting changes or tax |aw changes, not specifically
addressed herein (including incone, gross receipts tax, or other
state or federal tax expense, but excluding |ocal real property
tax) becone effective during the Rate Period covered by this JP,
the revenue requirenent inpacts of each specific change wll be
guantified separately and, to the extent that each separate item
exceeds 5% of gas pre-tax utility incone for the year in which
the change first occurs, it shall be deferred, with interest
accruing at the unadjusted custoners deposit rate in a manner to
be determ ned by the Comm ssion. This provision shall not
prohi bit refund or recovery of the revenue requirenent inpacts
of such changes to the extent expressly authorized by applicable

| aw.
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4. Ceneric Policy Case Actions

To the extent that nmandatory changes not specifically
addressed herein due to generic policy decisions of the
Comm ssi on becone effective during the Rate Period covered by
this JP, the revenue requirenent inpacts of each specific change
will be quantified separately and, to the extent that each
separate item exceeds 5% of gas pre-tax utility inconme annually,
it shall be deferred, with interest accruing at the unadjusted
custoner deposit rate, for refund to or recovery from custoners
in a manner to be determ ned by the Conm ssion. The sane
treatnent shall be afforded non-nandat ory changes adopted by
Corning Gas as a result of generic policy decisions of the
Comm ssion. Consistent with the foregoing, the parties
recogni ze that generic policy decisions of the Conm ssion wll
be applicable to Corning Gas according to their terns unless
stayed by the Conm ssion or a court or provided otherw se by the

Comm ssion) during the Rate Peri od.

VII1. RATE OF RETURN AND CAPITAL STRUCTURE
As di scussed below, Corning Gas is faced with a situation
of increasing urgency as its financial condition has greatly
deteriorated over the |last several years. |Its highly |everaged
capital structure has drawn the attention of its |ending

institution. Corning Gas’ bank is making financing terns nore
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onerous and has indicated that if Corning Gas’ financi al

ci rcunst ances do not inprove, then the bank may not be wlling
to continue providing Corning Gas with additional financing.
The Conpany can increase its equity ratio by increasing
revenues, |lowering costs, or accessing the equity market. This
agreenent provides the Conpany incentives to proceed on al
three fronts

A Rate of Return

The Signatory Parties agree that the return on equity for
Corning Gas shall be 10.5% Because of the financial need to
i ncrease retained earnings, and thereby its equity rati o,
Corning Gas is permtted to retain all the earnings that provide
a return on equity of between 10.5% and 11.5%to be used to help
i ncrease retained earnings. Corning Gas is required to share
50% cust onrer 50% Conpany any earni ngs above a return on equity
of 11.5% Additionally, because building up Corning Gas’
retained earnings is so critical to its financial recovery,
Corning Gas shall file a detail ed excess earnings cal cul ation
with the Director of the Ofice of Accounting and Finance forty-
five (45) days after the conclusion of each rate year of this
JP. If the Conpany’s actual experienced rate of return on
equity falls below 5.5% Corning Gas is permtted to petition

the Comm ssion for relief.
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B. Hypot hetical Capital Structure

As di scussed above, the financial health of Corning Gas is
inportant. Corning Gas currently is too | everaged to be a good
credit risk. Wile conparable average utility businesses enjoy
a 40% equity ratio, Corning Gas is presently at a 20% equity
ratio. At this equity ratio it can be difficult to procure
financing fromlending institutions. Wthout ongoing financing
Corning Gas’ ability to provide high quality natural gas service
to its custonmers wll be adversely affected. Moreover, w thout
financing Corning Gas’ financial health could deteriorate into a
financial crisis.

Therefore, the Signatory Parties agree that, to be
financially stronger, Corning Gas shall be all owed earning based
upon a hypothetical capital structure, with a debt equity ratio
of 70% debt 30% equity, Appendix A Schedule E. By using a
hypot hetical capital structure instead of its actual capital
structure, Corning Gas shall receive, contained in the rate
i ncrease discussed in Section Il of the JP, an anmount of
$174, 124 of additional revenues to be deferred by Corning Gas
annually with the associ ated federal and State incone tax
effects, for potential recognition to income. |If Corning Gas
wor ks towards financial integrity by taking the steps described
below, it will be allowed to record the $174, 124 as revenues and

the associ ated federal and State i ncone tax effects, thus
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increasing its retained earnings and reducing its |everage.
Corni ng Gas, however, is free to pursue actions, other than the
ones listed below, to inprove its financial health. Use of the
hypot heti cal capital structure for ratemaking purposes is solely
prem sed upon several Conpany actions:

1. Corning Gas shall in good faith endeavor to issue $1.5
mllion of commobn stock at such tine Corning Gas reasonably
determ nes favorable market conditions for issuance at a
reasonabl e price exists, and shall consult with Staff on its
progress to issue the stock at the 6-nonth, 18-nonth and 30-
nmont h point follow ng inplenentation of the JP.

2. Corning Gas and Corning Corporation will not issue
cash dividends or buy back stock, thereby reducing its retained
earni ngs and negatively inpacting its equity ratio, until its
actual regul ated capital structure supports an equity ratio of
70% debt -30% equity. If Corning Gas believes that it has
reached an actual regul ated capital structure of 70% debt-30%
equity and plans to issue cash dividends or repurchase stock, it
must notify the Director of the Ofice of Accounting and Fi nance
and provide ten (10) business days for Staff to reply to the
Conpany’s position. If Staff and Corning Gas disagree as to the
actual debt-equity ratio of the Conpany, Corning Gas mnust

further refrain fromissuing cash dividends and/or repurchasing
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stock for twenty (20) business days after it notifies the
Director of Accounting and Fi nance.

3. Because Corning Gas is receiving a rate increase,
derived in part fromthe artificial capital structure, the
officers will be held to a conmbi ned annual sal ary increase,

i ncl udi ng bonuses, of 3.5% of the previous year’s salary and
bonus during the terns of the JP. The 3.5%Ilimt shall be

cal cul ated on an aggregate basis for all officers, so if the
total salary and bonus for year one for the group of officers
were $100, 000, the year two salary and bonus anobunt could be up
to $103,500. Notwi thstanding the foregoing, bonuses to be paid
out of earnings of the Appliance Corporation or its
subsi di ari es, which have al ready been approved by the Board of
Directors, may be paid according to their terns. The paynent of
bonuses, however, by the Appliance Corporation or any of its
subsidiaries shall not be included in neeting the allocations of
cost to non-utility business functions.

4. Corning Gas is not permtted to record the $174,124 to
revenues until it reaches several mlestones in working towards
strengthening its financial position. The $174,124 shall be
deferred annually by Corning Gas until it denonstrates that
actual average common equity has increased to the forecasted
aver age bal ance of $2,906,190 in rate year one, $3,533,788 in

rate year two, and $3,783,386 in rate year three. Appendix A,
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Schedul e E, page 6. These anmounts are predicated upon the

i ssuance of $1.5 mllion in common stock. |f the annual average
actual common equity bal ances are not achi eved due to

ci rcunst ances beyond the Conpany’s control, such as the
inability to issue $1.5 MIlion in comon stock, the threshold
for booking the $174,124 of deferred revenues may be nodifi ed.
Upon a denonstration by the Conpany that circunstances beyond
its control prevent it fromreaching the average actual common
equity bal ances, as stated herein, Staff and the Conpany w ||
meet to discuss the extent and scope of the nodification to the
actual average commopn equity balances. If Staff and the Conpany
do not reach agreenment on such nodification wthin fifteen (15)
busi ness days after the Conpany’s presentation as described
above, than the matter shall be subject to the dispute

resol ution provisions contained herein.

5. Corning Gas will file the following quarterly reports
(submtted 45 days followi ng the end of the quarter) to the
Director of the Ofice of Accounting and Fi nance:

a) The General Ledger detailing the activity for each
account. The General Ledger will be cumulative fromthe
begi nning of each rate year and include bal ance sheet and i nconme
stat enent accounts.

b) A report on all long and short-termdebt for both

regul ated and non-regul ated entities of Corning Gas.
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c) A report on comon equity bal ances by conponent for
bot h regul ated and non-regul ated activities.

d) A report detailing investnent activity, including
buying and selling a non-utility business, in non-utility

activities by the Corning Corporation.

1X. REVENUE ALLOCATION AND RATE DESIGN

A Al l ocati on of Rate | ncrease

The Signatory Parties agree that the rate increase of
$874,518 shall be allocated to all service classifications in
Corning Gas’ three operating areas, Corning (PSC No. 1), Bath
(PSC No. 2), and Hammondsport (PSC No. 3).

The Signatory Parties further agree that nost of the
Conpany’s service classes should be allocated the overal
percentage i ncrease (net of gas costs and taxes). However,
certain classes should be afforded alternate treatnent based on
t he gui dance provided by the results of the enbedded cost of
service study (ECOS) filed by the Conpany.

Accordingly, the Signatory Parties agree to allocate |arger
increases (1.75 and 2 tinmes the overall percentage increase,
respectively) to the m ni num charges of Service C assification
No. 1 General (PSC No. 1 Corning) and Service C assification No.
1 Residential (PSC No. 3 Hanmmondsport). The results of the ECOS

study indicate that the m ni mum charges of both these classes
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(as well as the equival ent aggregation service) recovered well
under the mnimum costs to serve including a portion of the main
conponent .

The Signatory Parties also agree that the increases to the
rates of Service Cassification No. 6 Firm Transportation (PSC
No. 1 Corning) and Service Classification No. 4 Firm
Transportation (PSC No. 3 Hammondsport) should be limted to the
i ncreases proposed by the Conpany in the original filing. The
results of the ECOS study indicated that both these classes are
currently providing a class rate of return which exceeds the
systemw de return by three to four tines.

The resulting rates and inpacts of the proposed revenue
all ocation and rate design is shown in Appendi x A Schedule F
The inpact of the proposed increase on a typical Corning
residential heating custoner is approximately 4.6% annually, and
approximately 5.8% annually on a typical Hamondsport
residential heating custoner. The inpact on Corning Gas’
Service Cassification No. 7, industrial transportation
custoners, is approximately 13.2% net of gas costs and taxes.

B. Weat her Normal i zati on

Corning Gas shall nodify its existing weather normalization
cl ause by operating the clause during the nonths of Cctober
t hrough May, instead of October through June. Further, this

clause will only apply during that tine period when act ual
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degree-days vary fromthe normal degree-days by nore than 2.2%

i nstead of 2% which is currently used by the Conpany.

X. GAS OPERATIONS

A Lost and Unaccounted For Gas

The Signatory Parties agree that the Lost and Unaccounted
For Gas Factor (LAUF), which reflects the anount of gas that a
system | oses or is unable to account for, for the Hamrondsport
systemis 1.0083% and for the Bath systemis 1.0000% for the
termof the JP. The Signatory Parties agree, in recognition of
the need to reduce system | osses of gas, to a progressively
declining LAUF for the Corning Gas system Corning Gas shal
apply a LAUF of 1.02041% effective Septenber 1, 2002, 1.01833%
effective Septenber 1, 2003 and 1.01626% effective Septenber 1,
2004, for the Corning system Additionally, Corning Gas shal
enpl oy the methodol ogy for cal culating LAUF as set forth in
Appendi x C and adopt the changes to the rules and regul ati ons
regardi ng operation of the gas adjustnent clause (GAC
established in the April 13, 1999 Menorandum and Resol uti on by
t he Comm ssion revising 16 NYCRR 8270.55 in Case 97-Gl178.

B. Gas Capacity

The Signatory Parties agree that Corning Gas is holding 3
Mit of excess Firm Transportation Capacity on the Dom nion

Pipeline. Corning shall make all efforts to release the excess
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capacity and shall be subject to an inputation of revenue from
the sale of the excess capacity regardl ess of Corning Gas’
success in nmaking said sale.

For the period Septenber 1, 2002 through August 31, 2003 an
i mput ati on of $200, 000 shall be nmade at the time of the GAC
reconciliation. For the periods of Septenber 1, 2003 through
August 1, 2004 and Septenber 1, 2004 through August 31, 2005 an
i mput ati on of $250,000 shall be nmade at the time of each GAC
reconciliation. For the period of Septenber 1, 2005 through
March 31, 2006 an inputation of $195,6000 shall be nade at the
time of the GAC reconciliation. Appendix A Schedule G

To the extent Corning Gas is able to rel ease additional
capacity, in excess of the previously identified annual
i mputations, the Signatory Parties agree that the Conpany shoul d
be allowed to retain 15% of revenues achi eved fromrel ease of
capacity in excess of the annual inputations contained in
Appendi x A, Schedule G Because a portion of Corning Gas
exi sting capacity portfolio relates to custonmers who mgrated to
transportation service after April 1, 1996 (post-aggregation),
revenue fromrel ease of that specific capacity is not subject to

sharing pursuant to previous Conmi ssion Policy? Since it could

2 Cases 97-G- 1380, et al., In the Matter of |ssues Associated
with the Future of the Natural Gas I ndustry and the Rol e of
Local Gas Distribution Conpanies, Oder Concerning Assignnment
of Capacity, at p. 3 (issued and effective March 24, 1999).
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beconme arguabl e which specific capacity was released in order to
nmeet the annual inputations and which was in excess, the
Signatory Parties agree that Corning be granted waiver of the
above noted Conmi ssion Policy on sharing for capacity rel ease
revenues for the termof this agreenent.

The Signatory Parties also agree that Corning Gas will hire
a consultant, in consultation with Staff and Bath Electric Gas &
Water Systens, to assist it in its asset nmanagenent and gas
procurenent functions, as described bel ow and at a cost not
greater than $30,000. The consultant’s primary focus will be to
eval uate the Conpany’ s current asset nanagenent and gas
procurenent functions, make recomrendati ons for internal
changes, and to assist in the training of Corning Gas personnel
involved in these functions. The consultant will also be
i nvol ved in maki ng recomrendations for future outsourcing of
these functions, if deened necessary. Corning Gas will be
all owed to recoup fees up to but not exceeding $30,000 (on a one
time basis) against its GAC inputation for the time period
Septenber 1, 2002 through August 31, 2003.

The Signatory Parties agree that ongoi ng comuni cati on
between Staff and the Conpany on asset managenent and gas
procurenent issues is inportant. Therefore, Corning Gas agrees
to continue to foll ow the Comruni cation Protocol established in

Case 00-G 0354 as nodified in Appendi x B
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C. Gas Safety

The Signatory Parties agree that gas safety is an inportant
issue. To further Corning Gas’ efforts to naintain a safe
system Corning Gas agrees to follow the provisions of the Gas
Safety Plan established in Appendi x D.

In the first rate year, the Conpany shall develop a witten
Qual ity Assurance (QA) Program acceptable to both Staff and
Corning Gas that outlines the assessnent standards and process
and the reporting requirenents. 1In the second rate year,
Corning Gas shall inplenment the program and specify and conpl ete
a schedul ed nunmber of focused QA assessnments. This tinme frane
will be extended by the anmount of time used in any nediation or
deferral petition described bel ow

It is the intent of Corning Gas and Staff that the QA
Programw Il not require significant additional financial or
staffing resources, but is a formalization of Corning Gas’
present QA program Should Corning Gas, after agreenent on the
details of the QA Programand prior to the inplenentation of the
QA Program find that the QA Programwould result in it
incurring increnmental costs not provided for in this JP, Staff
and Corning Gas shall neet to determ ne whether the QA Program
may be nodified to mitigate such increnental inpacts. Any party

may request nediation on this issue.
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If Corning Gas and Staff cannot agree on nodifications to
the QA Programto mitigate increnental inpacts, Corning Gas nay
petition the Comm ssion for deferral of its increnental costs
incurred in inmplenmenting the QA Programthat are not provided
for in this Joint Proposal. The QA Programw ||l comence
followng the Signatory Parties’ agreenment and/or approval of a

deferral petition.

Corni ng Natural Gas Corporation

By:

Staff of the Departnment of Public Service

By:

August 26, 2002
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Revenue Requirement
Page 8 of 10

Case 02-G-0003

Coming Naturai Gas Corp
Samings Base Over Capitalization Calculation
=ar the Rate Year ended November 30, 2003

As Adjusted Adj Filing As Staff As Adjusted
sy Company # Correction Comected Adjustments by Staff
Earmings Base
Gas Plant in Service S 22.480,512 $ 22,480,512 $ 22,480,512
CWIP 148,810 148,810 148,810
RWIP 31,798 31,798 31,798
Accum. Provision for Depreciation (8.216,734) (8,216,734) (8,216,734)
Interest Bearing CWIP 0 0 o
Net Plant Dedicated to Appliance Corp. (857,234) (857.234) (857,234)
Net Plant in Service _13.587,152 0 13,587,152 __ 13.587.152
Non interest Bearing CWIP e} 0 0
Misc. Deferred Debits ©.659,152 28 1,659,152 (451,498) 1,207,654
Cumrent & Accrued Liabilites (890,335) (890,335) (890,335)
Accum. Deferred ITC (4,552) (4,552) (4,552)
Accum. Deferred Income Taxas Depr. (1.203,734) (1,203,734) (1,203,734)
Accum. Deferred Income Taxes Other (139,727) (139,727) 0 (139,727}
TRA 86 -Excess Reserves 8] 0 0
Gain on Trust Agreement 247,980 247,980 247,980
Working Capital
Gas Stored Underground 1,179,443 1,179,443 1,179,443
Materiais & Supplies 219,778 219,778 219,778
Prepaid income Tax 202,858 202,858 202,858
Prepayments 500,462 500,462 500,462
Cash Working Capital 442,521 442 521 442,521
Total working Capital . 2.545.062 0 2,545,062 0 2,545,062
Average Eamings Base __515.800,898 $0 $15,800,898 ($451.498) $15,349,500
Capitallzation

Common Stock $2,878,346 28D $2,878,346 $75,000 $2,853,346
Retained Eamings 2,170,673 2,170,673 0 2,170,673

Total Common Equity 5.049,019 0 5,049,019 75,000 5,124,019
Bonds 9,400,000 9,400,000 9,400,000
Deferred Compensation of Officers 50,297 298 50,297 (28,358) 21,939
Short Term Notes Payable 4,686,988 4,686,986 4,686,986
Customer Deposits 220,458 220,458 220,458
Average GAC Overcoilection (680,533) 29A (680,533) (350,577) (1,031,110)
Customer Aliowances for Construction 106,949 106,949 108,949
FAS 106 305,692 305,692 305,692
LAUF Award 28C 0 (259,829) (259,829)
Supplier Refunds - 152,449 152,449 152,449

Total Debt 14.242.298 0 14,242,298 (638,764) 13,603,534
Subtotal 19.291.317 0 19.291.317 (563,764) 18,727,553
Less:
Investment in Associated Companies 2,520,069 2,520,069 2,520,069
Accounts Receivable from Assoc Co. 109,119 109,119 109,119
Net Plant Dedicated to Appl. Co. 857,234 857,234 857,234
Pension Appliance Company 29E 451,498 451,498
Average Capitalization __515.804.895 $0 $15.804,895 _ ($1,015.262) $14,789,633
Eamings Base over Capitalization $ (3,887) $ - $ (3,897) $ 563764 $ 559,867
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APPENDIX A

SCHEDULE B

STAFF ADJUSTMENTS




Staff Adjustments
Page 1 of 4

Case 02-G-0003

Corning Naturai Gas Corp
Staff Adjustments
For the Rate Year ended November 30, 2003

Witness Amount
Filing Corrections —_—
1 Taxes Other Than income Tax
A. Revenue Taxes - To correct the company presentation
of Revenue Taxes to reflect revised Sch 12 Paimerino $ (88,372)
2 Schedule M Corrections
A. Supplemental Pension Calkins $ (44,124)
B. Def int & Uncoll Calkins $ (9,751)
C. Reguiatory Expense Calkins 3 3,832
D. Insurance Consultant Calkins $ 4,187
E. Rate Case Expense Calkins 3 (3,019)
3 Deferred Tax
A. Suppiementai Pension Calkins $ 15,001
B. Def Int & Uncoll Calkins $ 3,315
C. Reguiatory Expense Calkins 3 (1:303)
D. Insurance Consuitant Calkins $ (1,424)
£. Rate Case Expense Calkins 3 1,026
F. Deferred SIT Calkins $ 4,399
4 Cash Working Capital $ 7,983
Adjustments
Revenues
5 A. Tariff Revenues Mostek 21,066
B. GAC Revenues Mostek 7,097 $ 28,163
Operation & Maintenance Expenses
6 Depreciation Expense - Tracking Staff Plant Bush $ (11,577)
Appliance Compay Allocation
7 Purchsed Gas Expense Mostek $ 17,182
8 Payroli
A. Eliminate Accountant Position Palmerino (25,210)
B Limit Raises (11,486)
C. Track Allocations (109,180} $ (145,876)
9 Prepaid Insurance - Update and Tracking Nonutility Allocation Palmerino 3 15,705
10 Health Insurance - Tracking Nonutility Allocation Palmerino $ (121,370)
11 Life insurance - Tracking Nonutility Allocation Palmerino 3 (4,463)
12 Computer Lease Agreement Bush 3 (1,509)
13 Deferred Comp Plan - Tracking Non-Ultility Allocation Palmerino $ (22,973)
14 Inflation Adjustment - To Track Staff Affiliate allocation Bush $ (129,624)
and adjust inflation Pool
15 Directors Fees - Allocation to Non-utility Palmerino $ (2,435)
16 Rate Case Expense Update and Three Year Allocation Paimerino $ 26,667
17 Deferred Interest & Uncollectable Expense - Three Year Amort. Paimenno
18 Transportation Equipment Expense- Correct Double Count of Palmerino

insurance Costs $ (2,351)



Staff Adjustments

Case 02-G-0003 page 2 of 4
Corning Natural Gas Corp
Staff Adjustments
For the Rate Year ended November 30, 2003
Witness Amount

19 Pension Expense

A. Rate Year Pension Calkins $ (73,273)
20 FAS 106 Expense -

A. Rate Year FAS 106 Calkins S (126,442)
21 Productivity Adjustment Palmerino $ (29,428)

Total O&M Adjustments 3 (611,767)

Rate Base
22 Net Plant Dedicated to Appliance Corp

A. To reflect Staff's allocation of Plant to affiliates Bush (512,241)
23 Remove Gain on Trust From Rate Base Calkins (247,980)
24 Gas Stored Under Ground Bush (635,335)
25 Miscellaneous Deferred Debits

A. Correct FAS 106 Calkins (419,518)

8. Pension - Adjust for Appliance Aliocation (548,152)

C. Pension Correction Account 1186.09 (144,724)

D. Pension Current Account 1186.09 (8,051)

E. Rate Case 66,667

F. Defemed Int & Uncoil (1,053,778)
26 Accumulated Deferred FIT Other

A. Track Gain on Trust Adjustment Calkins (12,449)

B. Track FAS 106 Adjustment 5,850

C. Track Pension Account 1186.09 49,207

D. Track Pension Account 1186.09 2737

E. Track Schedule M Correction (16615/2) (8,308)

F. Track Staff Sch M (73973-24912-42824/2) (3,069)

G. Track Staffs aliocation of Plant to Affilitates 10,655

H Def Tax Rate Case Update (22,667)

I. New York State Deferred SIT (10,015) $ 11,941

27 Cash Working Capital
Tracking staff Adjustments to O&M Expense Palmerino $ (77,172)



Staff Adjustments
Page 3 of 4
Case 02-G-0003

Corning Natural Gas Corp
Staff Adjustments
For the Rate Year ended November 30, 2003

Witness Amount
Eamings Base Capitalization Calculation -
28 Earnings Base
A. Pension Cummuiative Balance - Appiiance (451,498)
$ (451,498)
29 Capitalization
A. Ave GAC Undercoliection Def FIT aiready in EB Calkins $ (350,577)
B. Defermed Comp Gross up (502867-21939) $ (28,358)
C. LAUF Award - Coming 299,578
Bath (36,905)
Hammondsport (2,844) $ (259.829)
D. Common Stock Issued $ 75,000
E. Pension Allocation $ (451,498)
Earnings Base Over Capitalization 1,015,262

Total Rate Base (3,529,827)



Case 02-G-0003

Corning Natural Gas Corp
Staff Adjustments

For the Rate Year ended November 30, 2003

Taxes Other Than FIT

30

31

32

33

35

36

Payroil Taxes
To reflect Staff Payroll Adjustments

Other Taxes
To reflect the elimination of Excess Dividend Taxes

NYSIT and FIT Calculations

New York Tax Depreciation

A. Tax Depreciation over Book

B. Tax Depr New York - Flow Thru

C. Tax Dep New York - Acc Depreciation
D. Tax Dep New York - Def items

E. Book Depreciation

Fixed Charges
A. Fixed Charges

Timing Differences

A. Rateable Pension Expense

B. Deferred Int & Uncoil

C. FAS 106 Expense

D. Rate Case Expense

E. Supplemental Pension Expense

Deferred Credits/Debits

A. Rateable Pension Expense

B. Def Int and Uncoll

C. FAS 106

D. Rate Case Expense

E. Supplemental Pension Expense

NYS Deferrec Tax
A. Tracking Timing Differences

Witness

Palmenno

Palmenno

Calkins

Paimerino

Calkins

Calkins

Calkins

Staff Adjustments
Page 4 of 4

Amount

(11,160)

(10,797)

100,638
(415,013)
(170,173)
(110,272)

532,224

3 223,868

$ (73,273)

(126,245)
26,667
(44,718)

© N H

] 24,912

42,924
(9,067)
15,204

@O ©»

$ 27,030
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Corning Natural Gas Corporation
Subsidiary Allocation Adjustment

Payroll 109,180
Insurance 111,740
Health Insurance 121,370
Life Insurance 4,463
Deferred Compensation 22,973
Inflation Adjustment 88,425
Pension 9,456
OPEB 3.003

Total 470.610

This Worksheet refiects the portion of staff adjustment
due to allocations
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Allocation Of Net Plant

Corning Natural Gas Corporation
Page 1 of 11

Appliance Corp. Common Allocation Factor

Based On Test Year Data (9/30/01)

Total Assets

Total Assets
Intercompany Net
Gas Corp 24,083,205
Less:Net Plant Dedicated (1,750,764)
Net Gas Corp 22,332,441 (2,817,082) 497,991 20,013,350 74.48%
Appliance Corp 3,489,746
Add:Net Plant Dedicated 1,750,764
Net Appliance Corp 5,240,510 (1,512,843) 3,727,667 13.87%
Coming Realty 1,815,100 0 1,815,100 6.76%
Coming Mortgage 187,533 (187,533) 0 0.00%
Foodmart Plaza 1,175,903 0 1,175,903 4.38%
Tax Center int'] 317,104 (178,879) 138,225 0.51%
31,068,591 (4,696,337) 26,870,245 100.00%
Total Revenues
Gas Corp 24,121,238 0 (5,862,857) 18,258,381 71.40%
Appliance Corp 2,391,141 0 2,391,141 9.35%
Coming Realty 4,195,535 0 4,195,535 16.41%
Coming Mortgage: Y 0 0 0.00%
Foodmart Plaza 244,811 0 244,811 0.96%
Tax Center Int'l 483,320 0 483.320 1.89%
31,436,045 0 25,573,188 100.00%
Average
Gas Corp 72.94%
Appliance Corp 11.61%
Corning Reaity 11.58%
Corning Mortgage 0.00%
Foodmart Plaza 2.67%
Tax Center int'l 1.20%
100.00%
Non-Utility 27.06%
Utility 72.94%

100.00%



~2RNING NATURAL GAS CORP.

=_ANT DEDICATED TO APPL. CORP.

TZST YEAR ENDING 9/30/01

Bash - Calcutstion

TEST YEAR

LAND

. WILLIAM ST. OFFICE
OFERATIONS FACILITY
COMPUTER EQUIPMENT
FURNITURE

MACHINES

CARS & TRUCKS

AVERAGE

LAND

W. WILLIAM ST. OFFICE
OPERATIONS FACILITY
COMPUTER EQUIPMENT
FURNITURE

MACHINES

CARS & TRUCKS

AVERAGE

33102 4:03PM

Allocation Of Net
Page 2 of 11

ORIGINAL DEPREC. NET ;éAAi’:P‘L. NET PLANT

cosT RESERVE PLANT CORP. DEDICATED
289,465 0 389,465 29.48% 114,814
2,318,482 753,568 1,564,913 47.82% 748,295
1,804,270 483,079 1,321,191 41.53% 548,728
526,681 131.484 395,187 43.28% v 171,023
250,858 148,293 102,565 43.28% 44,386
58.078 8,183 49,895 43.28% 21,583
867.242 357.749 509.493 20.01% 101.924
6.215,076 1.882,367 4,332.708 1,750,764

40.41%

ORIGINAL DEPREC. NET :é;i'::l NET PLANT

cosT RESERVE PLANT CORP. DEDICATED
389,465 0 389,465 29.48% 114,814
2.318.482 882,561 1,435,921 47.82% 686,615
1,814,270 568.712 1,245,558 41.53% 517,316
577,781 273,935 303.846 43.28% 131,494
250.858 170.034 80.824 43.28% 34,978
58.078 15,733 42,345 43.28% 18,325
960.313 508.707 450,606 20.01% 90,144
6.369.247 2.420.682 3,948,565 1,593.685
40.36%

Plant
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CORNING NATURAL GAS CORP. Allocation of Net Plant

Ham Omee rage 3 of 11
- comman Area
ALLOC. OF OFFICE BLDG. TO Agocator 43.28%
APPL. CORP.
TEST YEAR ENDING 5/30/01
Bush - Calcutation
SQ. FEET
TOTAL % ALLOC TO ALLOC.TO
3Q. FEET APPL CORP APPL. CORP.
4 STFLOOR - 1 STORY
DISPLAY AREA 1,734 288.56% 1,709
CUST. SVC. REPS. 128 21.00% 27
CASHIER AREA 112 43.28% 48
ENTRY AREA 104 43.28% 45
CUST. WAITING AREA 120 43.28% 52
COMMON AREA 556 43.28% 241
MORSE 150 19.00% 29
BEER 156 15.63% 24
SARHANG! 144 100.00% 144
ROYE 144 22.94% 33
UTILITY ROCM g0 43.28% 39
CUSTOMER CONF. ROOM 126 100.00% 126
CARPENTER 126 100.00% 126
OPEN OFFICE AREA 1,053 100.00% 1,083
M CARPENTER 120 47.00% 56
COMPUTER ROOM 203 43.28% 88
MAIL ROOM 225 43.28% 97
RESTROOMS 105 43.28% 45
COMMON AREA 597 43.28% 258
5,993 4,241
SUMMARY
1 ST FLOOR - OPERATIONS 8,374 2,381
1ST FLOOR - 1 STORY 5,893 4,241
2 ND FLOCOR 5.909 2,117

18,276 47.82% 8,739



CORNING NATURAL GAS CORP. Allocation Of Net Plant

ALLOC. OF QFFICE gLDG. TO Page 4 of 11
APPL. CORP.
-=ST YEAR ENDING ©/30/01
Sush - Calcutation
SQ. FEET
TOTAL % ALLOC TO ALLOC. TC
SQ. FEET APPL CORP APPL. CORP.
2 ND FLOOR
OPEN OFFICE AREA
TELEPHONE OPERATOR 123 12.00% 15
ROUNDS 123 6.00% 7
ELLIOTT 123 23.00% 28
BLENCOWE 135 16.00% 22
FOSTER 30 26.00% 23
HAYNES 90 0.00% 0
VANZILE 171 15.00% 26
MAYO 108 30.00% 32
HALLWAY 21 43.28% 39
FILE/PRINTER AREA 135 43.28% £8
1,189 251
HORNING 170 " 0.00% 0
SLEVE 185 65.00% 120
KITCHEN 170 43.28% 74
GROEGER 170 20.00% 34
CHURCH 154 24.00% 37
BARRY 310 42.79% 133
BOARD ROOM 262 43.28% 113
RICHTMYER 139 100.00% 139
CHANDLER 154 16.00% 25
EARLEY 154 21.75% 33
ROBINSON 200 48.23% 96
MILLER 200 0.00% 0
2,268 804
CONFERENCE ROCM 324 43.28% 140
VISITOR WAITING AREA 440 43.28% 190
CORRIDORS & MISC. 693 43.28% 300
COPIER ROOM 173 43.28% 75
RESTROCMS 245 43.28% 106
JANITOR'S CLOSET 33 43.28% 14
ELEVATOR & STAIRWELL 544 43.28% 235
2,452 1.061

TOTAL 2 ND FLOOR 5,809 21417



coRMING NS;E{EQLBGLSZCT%RP. _ Allocation 0f Net Plant
ALLOC;POPT_ CORP. . Page 5 of 11
TEST YEAR ENDING 98/30/01

gush - Caiculation
SQ. FEET
TOTAL % ALLOC TO ALLOC.TO
SQ. FEET APPL CORP APPL. CORP.

————————

1 ST FLOOR - OPERATIONS

KITCHEN 280 43.28% 121
OFEICE AREAS
SPEAR 228 0.02% 0
DAVIS 228 86.54% 197
THOMPSON 228 36.97% 84
DISPATCHER 228 11.19% 26
STETLER 263 50.00% 132
PHILLIPS 166 0.00% 0
COMMUNITY MEETING ROOM 1.230 43.28% 532
MAP ROOM ' 451 0.00% 0
RESTROOMS 192 43.28% 83
LOCKER ROOM 174 20.01% 35
CORRIDORS, ETC. 834 43.28% 361
MECHANICAL ROOM & STAIRWELL 836 43.28% 362
£ EVATOR & CONNECTING LINK 682 43.28% 055
ENTRY AREA 180 43.28% 78
RESTROOMS 174 43.28% 75

6,374 2.331



Allécation 0f Net Plant
page 6 of 11

CORNING NATURAL GAS CCRP. Hourly Emp. Factor By hour 0.2059
ALLOC. OF OPERATIONS CENTEXRTO By $ 0.1942
APPL. CORP. 0.20005

TEST YEAR ENDING £/30/01

Bush - Calculaton

sQ. FEET
TOTAL % ALLOC TO ALLOC. TO
sQ. FEET APPL CORP APPL. CORP.
-

PARKING GARAGE 7.665 20.01% 1,533
VEHICLE REPAIR GARAGE 1,332 20.01% 266
MAIN WAREHOUSE 7.128 60.00% 4277
WELDING SHOP 754 0.00% 0
METER SHOP 754 0.00% __ 0
DOCUMENT STORAGE AREA 784 43.28% 339
PARTS ROOM 625 100.00% 625
EMP. CONF/ WRITEUP AREA 497 20.01% 99
RESTROOM 135 20.01% 27
PSC INSPECTOR OFFICE 143 0.00% 0
RECEIVING AREA 1,708 82.50% 1,409
WORK SHOP 962 75.00% 722
PARKING/WORK AREA 1.332 50.00% 666
MECHANICAL ROOM 331 20.01% 66
24,150 41.53% 10,030

3/31/02 4:02FPM
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Allocation 0of Net Plant
Page 8 of 11

Receiving Area Allocation

Appliance Utility
Appliance Staging Area 30% 30.0%
Receiving Area 70%
Appliance Usage Allocation 75% 52.5%
Utility Usage Allocation 25% 17.5%
Total Allocation of Receiving Area 82.5% 17.5%

Bush Calculation Worksheet



Dperaton

s Center Common Area Allocator

Allocation Based on Empioyee Allocations

Basea on Hourly
K. Jerdan 10.52%
G.Vine 3.00%
. Haynes 0.00%
. Kosty . 0.33%
R. Hitchcock 31.96%
J. van Gorden 0.00%
G. Johnson 74.05%
R. Foster 0.37%
M. Baleer 0.00%
M. Colgrove 0.00%
J. Bxdy 30.74%
D. McChesney 0.00%
A Brown 50.38%
F. stult 29.56%
0. Smith 0.02%
.. Rice 20.15%
4, Luckner 0.00%
C.lLewns 39.87%
]. Towsley 1.28%
T. Low 35.62%
R. Peterson 64.50%
F. Rinker 0.00%
M. Clarkson 0.20%
S. Miles 0.29%
G. Teeter 8.44%
R. Bush 0.39%
M. Benjamin 16.38%
2. Haggery 72.05%
J. Kemp §3.99%
R. Lewis 13.73%
2. Loucks 0.88%
.. Morse 0.00%
.. Clarkson 40.72%
S. Cady 2.74%
3. Conklin 81.21%
Laporer 40.72%
20.59%
Allocation Based on Salary Allocation
Amount Charged to Appt. Corp. $ 274,390
~otal Hourly Payrolt S 1.413,078
Allocation to Appl. Corp. 19.42%
Average Allocation
Allocation Based on Empioyee Allocations 20.59%
Allocation Based on Salary Allocation 19.42%
Average 20.01%

allocation O
page 9 of 11

£ Net Plant



Allocation Of Net Plant
B page 10 of 11l

Cost of Purchased Gas

2001 $17,100,057

2000 $9,445,982

1999 $9,378,104

1998 $9,656,439

1997 $10,605,417

5-Year Average $11,237,200
Used in Company Calculation $17,100,057
Used in Staff Calculation $11,237,200

e

Adjustment -$5,862,857



CORNING WATURAL GAS CORP Allocation Of Net Plant

5AS STORED UNDERGROUND Page 11 of 11
average Of The Monthiy Averages
3-Year

c8 - S9 28 - 00 00 -01 Average
SEPTEMBER 31.539.727 3$134,650 $2,194.436 31,289,604
OCTOBER $1,416.113 $44 278 $2,470.672 31,310,354
NOVEMBER $1,257.046 31,518,384 $2,440.743 $1,738,724
NECEMBER $1.102.2583 $1,148.874 $1,765.812 $1,338,980
JANUARY $799.729 3$683,074 31,600,454 $1,027.782
FEBRUARY 3891,308 $543,772 $1.084,316 $833,132
MARCH $577.192 $610,944 $453,136 $547,091
APRIL $359,760 $472.165 $1,079,546 $637,157
MAY $399.450 $775.833 $476,633 $550,672
JUNE $796.382 $1,046,785 $484,476 $775,881
JULY $912,265 .$1,352,554 $486.658 $917,159
AUGUST $860,395 $1,803,329 $489.221 $1,050,982
SEPTEMBER $134,650 $2,194.436 $488,871 $939,319

=(SUM(AT:AI 7)+(0.57(AG+A18)Y12 $850,757 $930.386 $1,179.443 $986,862
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Corning Natural Gas
Corporation
Consolidated Capital
Structure

Long Term Debt
Corning

Subsidiary

Short Term Debt

Total Debt

Deferred Compensation
Customer Deposits
Common Equity

Total

Long Term Debt
Deferred Compensation
Customer Deposits
Common Equity

Total

Debt Cost
Regulated
Long Term Debt
Subsidiary

Regulated
Long Term Debt
Short Term Debt

Total Deregulated
9,400,000 1,746,057
1,351,156 250,978

10,751,156 1,997,035
2,494,742 463,400
13,245,898 2,460,435
39,049
232,142
6,596,843 3,690,653
20,113,932 6,151,088
Amount Structure
10,785,463 77.25%
39,049 0.28%
232,142 1.66%
2,906,190 20.81%
13,962,844 100.01%
7,653,943 87.43%
1,100.178 12.57%
8,754,121 100,00%
8,754,121 81.17%
2,031,342 18.83%
10,785,463 100.00%

Regulated
7,653,943

1,100,178
8,754,121
2,031,342
10,785,463
39,049
232,142
2.906.190

13,962,844

Cost

Rate
7.64
6.00
4,70
10.50

8.57
7.39

8.42
425

Capital Structure
Page 1 of 6

Weighted
Cost
5.90
0.02
0.08
2.19

819

7.49
0.93

6.84
0.80

%

%

%



Corning Natural Gas Corporation

Requlated Capital Structure

70% - 30%

Long Term Debt
Deferred Compensation
Customer Deposits
Common Equity

Total

Long Term Debt
Deferred Compensation
Customer Deposits
Common Equity

Total

Debt Cost
Long Term Debt
Short Term Debt

Debt Cost

Subsidiary Long Term Debt

CRA
FDMT *
Appliance Company

10,785,463
38,049
232,142
2,906.190

13.962.844

Amount
9,502,800
39,049
232,142
4,188,853

13,962,844 I 2

Structure
68.06%
0.28%
1.66%
30.00%

8,754,121  92.12%
748,679 7.88%
9,502,800 100.00%
413,836  30.63%
846,498  62.65%
90,822 6.72%
1351156 100.00%
Debt Cost
108,507 6.50%
287,942 6.50%
363,936 7.75%
125,000 6.00%
70,000 6.00%
955385

65,674 / 955,385 = 6.88

Cost

Rate
8.09
6.00
4.70
10.50

8.42
4.25

8.02
6.88
9.24

Interest
7,053
18,716
28,205
7,500
4,200
£5.674

Capital Structure
Page 2 of 6

Weighted
Cost

5.50

0.02

0.08

3.15

813 %

7.76
0.33

2.46
4.31
0.62

L3 %



Coming Natural Gas Corporation
Forecast Common Equity Calculation

¢/30/01 Balance

Estimated Earnings
Dividend

11/30/02 Balance

Estimated Earnings
* Regulated

 Deregulated
Amortization of Pension/OPEB (net of tax)

11/30/03 Baiance

Average Common Equity
Average Common Stock Issue First Quarter

Average Common Equity

* Eamings
Interest Expense

* Earnings
Allocations
Net Plant Return

Capital Structure
Page 3 of 6

4,929,290

700,000
(298.500)

5,330,790

384,597
29,508
(132,000)

5,612,895 .

5,471,843
1,125,000

6,596,843

1,221,860
(837.263)
384,507

384,000 ($32,000 * 12 months)

(310,603) ($470,610 * .66)
(43,889) ($501,586 * 8.75%)
22.008



Capital Structure
Corning Natural Gas Corporation page 4 of 6
Subsidiary Capitaiization

Per Staff As

Rate Year Company Adijustments Adjustments
Long Term Debt 1,351,156 1,351,156
Accounts Payable 108,526 108,526
Common Stock 50,000 50,000
Retained Earnings 3,288,368 (199,190) * 3,089,178
Plant 1,050,642 501,586 ** 1,552,228

2.848.692 302,396 £.151.088
Staff Expense Allocations 470610 * 66/2 = (1565,301)
Return on Net Plant 501,586 * 8.75% = (43,889)

(199,100}

Piant Allocated to Appliance 512,241
Deferred FIT (10,655)

201.98€



Corning Natural Gas Corporation Capital Structure

interest Coverage Page 5 of 6
Equity Ratio 30%
Debt Ratio 70%
ROE 10.50%
Pre-Tax Operating Income
Regutated 1,474 977
Pension Amortization (68,733)
OPEB Amortization (131,267)
1,274,977
* Deregulated 791,988
Allocations - Expense (470,610)
Allocations - Plant/Return 52.014
269,364
Combined Pre-Tax 1,544,341
Interest Expense
Regulated 837,263
Deregulated 187.977
1,025,240
Reguiated Coverage 1.52
Deregulated Coverage | 1.43
Combined Coverage 1.51
* Net Operating Income 384,000 (12 mos @ $32,000/mo)
Interest Expense 187.977
571,977
FIT 220,011 (Used 2001 NOI to FIT ratio)

91088



Capital Structure
Page 6 of 6

Corning Natural Gas Corporation
Forcasted Common Equity

Rate Year Average Common Equity

Activity

Rate Year:
Earnings
Amortization of Pensions/OPEBs
Stock Issue

Second Year:
Eamings
Amortization of Pensions/OPEBs

Second Year Average Common Equity

Activi
Second Year:
Eamings
Amortization of Pensions/OPEBs
Third Year:
Eamnings
Amortization of Pensions/OPEBs

Third Year Average Common Equity

2,906,190

192,299
(66,000)
375,000

192,299
(66.000)

3,533,788

192,299
(66,000)

192,299
(66,000)

3,786,386
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CORNING SC 1 GENERAL SERVICE
BILL IMPACT ON AVERAGE RESIDENTIAL HEATING CUSTOMER

ANNUAL BILLS
CCF
MONTH USAGE
JAN 236
FEB 204
MAR 195
APR 145
MAY 70
JUN 34
JuL 27
AUG 23
SEP 25
OCT 49
NOV 106
DEC 136
TOTAL 1250

MONTHLY BILL TABLE

BILL
USAGE

10
20
40
47
50
75
100
150
200
250
300
400
500
750
1000

>
m
w

3CCF
47 CCF
50 CCF

FIRST
NEXT
OVER
GAC

TAX FACTOR

CURRENT PROPOSED
RATES RATES
$ 179.65 § 186.07
$ 156.55 § 162.36
$ 150.05 $§ 155.69
$ 11394 § 118.65
$ 59.77 § 63.08
$ 3255 § 34.98
$ 2695 $ 29.16
$ 23.76 3 25.83
$ 2536 § 27.50
$ 4453 $ 47.45
$ 85.77 $ 89.76
$ 10744 § 111.98
$ 100632 $ 105253
CURRENT PROPOSED
RATES RATES
$ 7.78 3 9.21
3 9.38 § 10.87
$ 1337 § 15.03
$ 2136 $ 23.34
5 37.34 % 39.97
3 4293 § 45.79
3 4533 § 48.28
$ 63.38 $ £66.80
$ 8144 § 85.32
$ 11755 § 122.36
$ 153.66 $ 159.40
$ 189.77 § 196.44
$ 22588 § 233.48
$ 298.10 $ 307.56
$ 37032 § 381.64
$ 550.87 § 566.83
$ 73142 § 752.03
CURRENT PROPOSED
RATES RATES
$ 6.89 § 7.25
$ 055026 $ 0.23932
$ 047556 $ 0.15122
$ 022750 § 0.56994
0.9735 0.9735

$
INCREASE

6.42
5.81
5.64
4.71
3.32
2.43
2.21
2.07
2.14
2.92
3.99
4.55

€9 P PP P PP PPN

46.21

-

INCREASE

1.43
1.49
1.66
1.98
2.63
2.86
2.95
3.42
3.88
4.81
5.74
6.67
7.60
9.46
11.32
15.96
20.61

P EP P A DL DO NN POEP NN PDPAD

Customer Impact
of 3

Page 1

%
INCREASE

3.6%
3.7%
3.8%
4.1%
5.6%
7.5%
8.2%
8.7%
8.4%
6.6%
4.7%
4.2%

4.6%

%
INCREASE

18.4%
15.8%
12.4%
9.3%
7.0%
6.7%
6.5%
5.4%
4.8%
4.1%
3.7%
3.5%
3.4%
3.2%
3.1%
2.9%
2.8%



Customer Impact

Page 2 of 5

HAMMONDSPORT SC 1 RESIDENTIAL SERVICE
BILL IMPACT ON AVERAGE RESIDENTIAL HEATING CUSTOMER

ANNUAL BILLS
THM
MONTH USAGE

JAN 236
FEB 204
MAR 195
APR 145
MAY 70
JUN 34
JUL 27
AUG 23
SEP 25
ocT 49
NOV 106
DEC 136
TOTAL 1250

MONTHLY BILL TABLE

BILL
USAGE

10
20

47
50
75
100
150
200
250
300
400
500
750
1000

3THM
47 THM
50 THM

FIRST
NEXT

OVER
GAC

TAX FACTOR

CURRENT
RATES

169.98
148.10
141.95
107.77
56.50
30.51
2512
22.03
23.57
42.05
81.11
101.62

©~ €H O L EH PN DB H L

950.31

CURRENT
RATES

6.64
8.18
12.03
19.73
35.13
40.52
42.83
58.92
77.01
111.19
145.37
179.56
213.74
282.11
350.47
521.39
692.30
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CURRENT
RATES

5.90
0.56200
0.47800

€ N P

$ 0.18754

0.9735

PROPOSED
RATES

178.34
155.57
149.17
113.59
60.22
33.05
27.39
24.15
25.77
45.18
85.84
107.18

A PP P PGP H &P

R

1,005.45

PROPOSED
RATES

7.98
9.60
13.64
21.73
37.90
43.56
45.99
63.78
81.57
117.15
152.73
188.31
223.89
295.05
366.21
544.11
722.01

R N A A N N P PP B P PO N A

PROPOSED
RATES

6.11
0.23235
0.13794

©~ €N &

0.55481

0.9735

3
INCREASE

8.36
7.47
7.22
5.82
3.72
2.54
227
2.12
2.20
3.13
4.73
5.56

€A €N D PP EH PPN

€

55.14

$
INCREASE

1.34
1.42
1.61
2.00
2.77
3.04
3.16
3.86
4.56
5.96
7.36
8.75
10.15
12.94
15.74
22.72
29.71

PO PP PR PDLP LD NP PN PANAN

%

INCREASE

4.9%
5.0%
5.1%
5.4%
6.6%
8.3%
9.0%
9.6%
9.3%
7.4%
5.8%
5.5%

5.8%

%

INCREASE

20.2%
17.4%
13.4%
10.1%
7.9%
7.5%
7.4%
6.4%
5.9%
5.4%
5.1%
4.9%
4.7%
4.6%
4.5%
4.4%
4.3%
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APPENDIX A

SCHEDULE G

GAS CAPACITY




Corning Natural Gas
Capacity Asset Cost Mitigation

Mitigation of 3 Mdt of DTI FTNN Capacity on a 12 month, max rate basis.
Approximate annual capacity cost is $200,000.

Contract Periods imputations *
Annual 9/01- 8/02 Total

Imputation |Distribution| Imputed

01-Apr-01  31-Aug-01 $ - $ - $ -

01-Sep-01  31-Aug-02| $ - $ - $ -
01-Sep-02 31-Aug-03 | $ 200,000 $ - $ 200,000
01-Sep-03  31-Aug-04 | $ 200,000 $ 50,000(% 250,000
01-Sep-04 31-Aug-05| $ 200,000 $ 50,000 % 250,000
01-Sep-05 31-Mar-06 | $ 115,000 $ 80,000(% 195,000
$ 895,000

« Recovery of costs for the 01-Sep-01 thru 31-Aug-02 contract period is
moved forward and distributed as indicated.

= Fees for Asset Management and Gas Supply Purchasing Consuitant may
be included in the first year's imputation up to $30,000.

Dept. of Public Service Confidential 8/8/02
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Appendix B

Communication Protocols Information
To be Routinely Supplied to DPS Staff

Corning Natural Gas Corporation (“Corning” or
“Company”) will continue to provide to the Staff of the
0ffice of Gas and Water, Department of Public Service
(*DPS”), the following information by the end of the first
week of each calendar month and/or quarter, as specified
below. A negative rate adjustment of $2,000 per month for
any late or incomplete report may be assessed after the 20
of each month. Follow-up discussions /meetings may ensue

if necessary.

Items may be added to, or deleted from, this list during
the term of the Agreement after discussion and agreement
petween Corning and DPS Staff.

Monthly Basis

1) The status of storage injections and withdrawals as of
the first of the month (i.e., actual versus optimal
target figures), for DTI and TCO storage contracts. If
the DTI actual figure is 12.77% or more lower than the
optimal target figure, the reason(s) for such
difference will be provided, along with the Company’s
plan to reduce the difference (if appropriate). 1f
Corning has excess storage capacity (e.g., due to the
migration of large customers from sales to

transportation service), it will describe how it
currently is, or plans to, mitigate the cost of such
excess.

2) A detailed description (i.e., a discussion with

sufficient specificity to convey all material points
and such other facts as may be reasonably viewed as
necessary to understanding the transaction in
question) of any transportation or storage capacity
assignments, off-system sales and packaged & streaming
sales. A detailed account of gas portfolio-related
agreements that the Company has executed, with other
parties.



o>

5)

ippendix B

A detailed description of any agency or asset
management agreements the Company s contemplating
(for purposes of this Agreement contemplating means
giving such a degree of considerat:ion that a
substantial possibility exists that the Company would
enter such an Agreement) entering into, with other
parties, oY has executed since the last monthly

report.

The status and related data of transportation
balancing performance at both the city-gate and
burner-tip for all transportation customers, where
possible. This should include but not be limited to
nominations actual city-gate receipts, and actual
usage.

A list of issues of concern to the Company regarding
its Customers and/or the natural gas industry.

Quarterly Basis

The status of the Company’s capacity (transportation
and storage) and long-term gas supply contracts, along
with a description of all portfolio changes that the
company has executed and/or is contemplating.
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Appendix C

Computation of Allowable Annual
Gas Cost Recoveries

-~otal gas cost recoveries shall be computed by multiplying
-otal sales times the approved loss factor times the weighted
-verage cost of gas (WACOG). Following are definitions of
-he components used in computing the annual gas cost:

Total Sales - This represents total metered gas
consumption except for transportation customers. Gas
for use by company facilities and free by contract is
included in total sales.

Loss and Unaccounted for Factor (LAUF or loss factor) -
The loss factor is the mathematical complement of total
system losses as determined in a rate proceeding. This
factor must be approved by the Commission in a rate

proceeding and continues unchanged until the next rate

proceeding.

a) It is agreed that the loss factors in this
proceeding will be 1.0000 for the Bath system and
1.00083 for the Hammondsport system. These will
pecome effective September 1, 2002. It is agreed
that the loss factor for the Corning system will
be set at the following 3 progressively declining
factors:

1.02041 to become effective September 1, 2002,
1.01833 to become effective September 1, 2003,and
1.01626 to become effective September 1, 2004.

b) Total System Loss Percent - The total system loss
is computed on a throughput basis where the
difference between the total gas metered into the
system less the total metered consumption
(including transportation and sales customers) 1is
divided by the total gas metered into the system.

WACOG - The method for calculating the WACOG is as
follows:

WACOG = Company’s own customers (divided by)

Quantities of gas taken for delivery to the
Company’s own customers. This includes



Appendix C

transportation customer’s LAUF gas,
specifically quantities of gas related to the
difference between the overall actual system
1oss rate and the fixed loss rate that
transportation customers are required to bring

to the city gate.

Computation of the Annual Gas Cost Reconciliation is the
difference between the previously described allowable annual
gas cost recoveries and the revenue collected through the
pase cost of gas, which is included in the rates, and GAC

recoveries.
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Appendix D

Proposed Corning Natural Gas Corporation
Safety Related Performance Measures

The Gas Safety Section 1is dedicated to improving
poth the safe operation and the system integrity of gas
distribution systems in New York State. Perfcrmance
measurement standards have been developed as a method to
ensure that the New vork State utilities focus attention on
the critical operational areas associated with the safe
delivery of natural gas.

The Corning Natural Gas Company (Corning or the
company) has one of the smallest distribution systems
operating in New York State based upon the total number of
miles for distribution mains and the total number of
services. As part of the pending Joint Proposal, Corning
and staff agree to the implementation of the following
performance measures. These performance measures were
selected to influence the company’s focus on these specific
areas to provide improvements in the current levels of
performance and system integrity.

Performance Measures

The following safety and reliability performance
measures should be established effective on the date of the
Joint Proposal. The proposed performance measures will
help to provide Corning with the economic incentives to
maintain gas safety and reliability at certain levels of
quality or suffer rate adjustments.

Staff believes, and Corning has agreed, toO the
following five items that the company should focus on in
order to increase gas safety: replacement of bare
unprotected steel pipe; addition of cathodic protection to
coated unprotected steel pipe where feasible; replace bare
steel service lines; reduce outstanding leak backlog; and
develop and implement a Quality Assurance (QA) Program.
Each of these items has specific performance standards and
resulting rate adjustments for failure to meet the
performance standards. The total maximum rate adjustment
is 24 basis points per year, with the individual items
broken down as follows: 6 basis points for failure to meet
the required replacement of bare unprotected steel pipe; 2

D-1



pasis points for failure to evaluate and document the
results for coated unprotected pipe in any rate year and an
additional two basis points adjustment for failure to
implement measures to cathodically protect those sections
identified in the evaluation in any rate year; ¢ basis
points for failure to meet the regquired replacement of bare
steel services; 6 basis points for failure to reduce
outstanding unrepaired leak backlog; and a 4 basis point
penalty for failure to develop and implement a QF Program.

For each basis point assessed during a given
calendar year, beginning with the effective date of the
rates established by the Joint Proposal, Corning shall
credit customers $723. However, in cases where the company
has a reasonable basis for asserting that its failure to
satisfy a specific recommendation is due to factors cutside
its reasonable control, Staff and the company shall discuss
the matter and seek in good faith to reach agreement. If
after such good faith efforts the company and Staff do not
reach an agreement, the company may invoke the dispute
resolutions procedures set forth in Section ___ of the Joint

Proposal.

1. Replacement of Bare Steel Pipe

Bare steel pipe is vulnerable to leakage and
failure. The replacement of this pipe will have a positive
effect in reducing the rate of system wide corrosion to
improve safety. Based on its annual reports to the United
States Department of Transportation for the years ending
2000-2001, Corning has replaced one (1) mile of bare steel
pipe in calendar year 2001 by reducing its inventory from
89 to 88 miles. Despite the one (1) mile reduction,
Corning experienced an increase in the number of reported
corrosion leaks from 56 in 2000 to 62 in calendar year
2001. Therefore, Corning is required to evaluate its gas
system and prioritize segments of bare steel pipe for
elimination or replacement in order to accomplish a
reduction of corrosion related leaks.

In each rate year, Corning shall reduce its
unprotected bare steel inventory by a minimum of three (3)
miles. In any rate year that Corning fails to achieve the
three-mile reduction, an assessment of six (6) basis points
shall be made.

D-2



2. Replace Bare Steel Service Lines

Under the Commission’s order in Case 00-G-0354,"
Corning was directed to replace 150 unprotected bare steel
services by rate year-end. Corning failed to comply with
the Rate Order and did not meet this performance measure.
although Corning failed to meet this measure, Staff
recommends the company be required to continue efforts to
replace the 150 bare steel service lines. Bare steel
service lines are prone to deterioration and are a major
source of reported gas leaks. Leaks from bare steel
service lines also present risks to both customers and the
general public. The replacement level of 150 bare steel
services will improve gas safety overall by further
reducczion of these facilities.

In each rate vyear, Corning shall evaluate at
least eight (8) miles of this pipe and take measures toO
cathodically protect segments identified by the evaluation
as economically feasible. Failure to evaluate and document
the results for at least eight miles of coated unprotected
pipe in any rate year shall result in an assessment of two
(2) basis points. Failure to implement measures to
cathodically protect those sections identified in the
evaluation in any rate year shall result in an assessment
of two (2) basis points.

3. Evaluate and Add Cathodic Protection to
Coated Unprotected Steel Pipes Where Feasible

Corning identifies 38 miles of unprotected-coated
steel mains remaining in its inventory. Coated pipe is
generzlly more resistant to corrosion than bare pipe.
Corrosion can and does occur on unprotected, localized
areas where coating defects occur. Cathodic protection is
a process of protecting coated gas pipelines against
corrosion through the application of electric current.
This increases the level of safety and reliability of the
distribution system by retarding or eliminating localized
corrosion and potential gas leaks. The addition of
cathodic protection will also benefit the company as the

lcase 00-G-0354, Proceeding on motion of the Commission as
to the Rates, Charges, Rules and Regulations of Corning
Natural Gas Corp. for Gas Service (issued February 12,
2001) (Rate Order).
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1ife of these facilities will be extended and will defer
the potential need for more immediate and expensive
facility repairs oOT replacements.

Corning shall replace a minimum of 150
unprotected bare steel service lines each rate year.
Failure to eliminate a minimum of 150 bare steel services
in any rate year shall result in an assessment of four (4)

basis points.

4. Reduce Outstanding Un-Repaired Leak Backlog

Leaks are categorized by severity, location, and
are classified as Types 1,2 22 and 3. Type 3 leaks are not
considered hazardous and only monitoring is required. The
other types of leaks are considered higher in risk -
potential and require surveillance and repair in accordance
with the Commission’s pipeline safety code in 16 NYCRR
555.805. In addition, Staff also utilizes the backlog of
1eaks scheduled for repair as a measure to assess a

company’s leak repair efforts.

Corning shall limit the number of outstanding
repairable leaks (Types 1, 2 and 2A) to 10 or less as of
December 31 of each calendar year wholly or partially
ijncluded in the period covered by the rate case. Corning’s
failure to meet this target for any year shall result in an
assessment of six (6) basis points.

5. Develop and Implement a Quality Assurance Program

Corning presently does not utilize any type of
formalized Quality Assurance (QA) program to ensure its
operations are performed in accordance with either pipeline
safety codes or company -procedures. A well-designed and
implemented QA program provides oversight assurance for
improving safety and system reliability by monitoring
construction and maintenance activities for procedural
compliance. The company is required to establish a QA
program with the following components:

- a documented program which encompasses the
tasks of evaluating, documenting and assessing
how the company's work activities, with
respect to quality control, are being
implemented.
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- an annual schedule identifying the amount and
types of assessments to be performed.

- process for conducting operational record
reviews and employee field observations for
both Corning and contractor employees as
appropriate.

- develop and generate periodic reports of QA
program findings to Senior Management. These
reports will detail specific activities,
actual and potential problem areas. The
reports will also provide recommendations
for operational improvements.

In the first rate year, the company shall develop
a2 written Quality Assurance (QA) Program, acceptable to
both Staff and Corning that outlines the assessment
standards and process and the reporting requirements.

In the second rate year, Corning shall implement
the program and specify and complete a scheduled number of
focused QA assessments. The QA program shall also contain
a procedure addressing operational deficiencies that are
found with the measures required to rectify adverse
conditions and minimize reoccurrence.

In the second and subsequent rate years, the
Corning Quality Assurance program shall provide for a year-
end report that identifies QA program assessment findings
for that rate year and recommends corrective action. This
report shall be provided to Senior Management within 30
days after the end of the rate year.

In the third and subsequent rate years, Corning
shall maintain and utilize the quality assurance program as
identified above. Failure to perform any of these
additional performance measure requirements shall result in
an assesgsment of four (4) basis points.
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