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BY THE COMMISSION:

INTRODUCTION

This proceeding concerns issues related to the gas

service and restructuring of Niagara Mohawk Power Corporation

(Niagara Mohawk or the company). On March 12, 1999, Niagara

Mohawk filed a Gas Multi-Year Rate and Restructuring Proposal,

which included a three-year rate plan with incremental increases

in revenue requirement of $13,660,000 for the rate year ending

October 31, 2000, $6,817,000 for the rate year ending October 31,

2001, and $4,576,000 for the rate year ending October 31, 2002. 

In addition, Niagara Mohawk presented numerous accounting, rate

change,1 and gas restructuring proposals. 

                    
1 Niagara Mohawk did not file revised tariff leaves in
conjunction with its proposals.
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Interested parties were encouraged to reach a

negotiated resolution of the complex issues raised by the

transition to a competitive market for the supply of gas.1

In accordance with our rules, all parties to this

proceeding were notified in writing that settlement negotiations

would commence, and notice of the impending negotiations was

filed with us by letter dated March 19, 1999. Negotiations

commenced on April 21, 1999 and additional conferences were

convened through May 2000. As a result of those negotiations,

the parties entered into a Gas Rate and Restructuring Settlement

Agreement (Settlement) dated June 12, 2000, set forth as

Appendix A. The following parties signed the Settlement: 

Niagara Mohawk, Staff, New York State Consumer Protection Board,

Multiple Intervenors, Energetix, Inc., Agway Energy Services,

Inc., Small Customers Marketer Coalition, TXU Energy Services,

and Amerada Hess Corporation.

Statements in support of the Settlement were received

from Niagara Mohawk, Staff, New York State Consumer Protection

Board, Multiple Intervenors, Energetix Inc., and Agway Energy

Services, Inc. No party opposed the Settlement. Afternoon and

evening public statement hearings were held in Syracuse on

June 29, 2000, at which one individual spoke. He repeatedly

emphasized his opposition to Niagara Mohawk's monopoly status and

asserted, among other things, that the company's customer service

has deteriorated, its rates are high, and its estimated bills are

very inaccurate. Finally, in a letter dated July 1, 2000,

Local 97 International Brotherhood of Electric Workers (Local 97)

set forth its opposition to the Settlement. Local 97 represents

over one hundred utility workers in Niagara Mohawk's gas

operations. Local 97 seeks modification or elimination of the

customer migration incentive. In addition, Local 97 would

                    
1 Cases 93-G-0932 and 97-G-1380, Restructuring of Natural Gas
Market and Role of Local Distribution Companies, Policy
Statement Concerning the Future of the Natural Gas Industry in
New York State and Order Terminating Capacity Assignment
(issued November 3, 1998), mimeo p. 8. (Policy Statement).

-2-



CASE 99-G-0336
          

require Niagara Mohawk to employ utility workers, rather than

private contractors, to carry out the cathodic protection

program.

After reviewing the Settlement, the parties'

statements, and the comments presented at the public statement

hearings, and received in the mail, we find that the terms of the

Settlement offer a sound regulatory framework within which

Niagara Mohawk, its competitors, and its customers can receive

the benefits of a more competitive gas service market.

OVERVIEW OF THE SETTLEMENT

The Settlement addresses three topics: revenue

requirements, rate design, and market restructuring. Under its

terms, current company-wide base rate gas revenue requirements

(those in effect as of October 31, 1999) would remain in effect

for the three-year and ten-month term of the agreement, i.e.,

through August 31, 2003. The proposed rate design revisions and

revenue allocations would be implemented on a revenue-neutral

basis and the company's overall base rate revenues would be

neither increased nor decreased. The market restructuring

portion of the Settlement would facilitate retail access to the

competitive gas market by establishing backout rates, billing

options, new balancing options, an ombudsman for marketers, a

county aggregation grant program, and an outreach and education

plan regarding gas retail access, including a geographically

concentrated component. Niagara Mohawk would be given financial

incentives to undertake various programs and achieve certain

goals. Finally, Niagara Mohawk would be required to implement

recent tax law changes, resulting from the 2000 legislative

session, e.g., changes with respect to the gross receipts tax. 

REVENUE REQUIREMENT

The parties agree on specific revenue and expense

levels as forming the basis for calculating the company's revenue

requirements, and the allocation of those revenues and expenses

to the company's gas customers. As a result, Niagara Mohawk's
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gas delivery service rates would remain frozen at their current

levels throughout the term of the Settlement without adjustment,

except for limited revenue allocations, rate design changes

(revenue-neutral overall), and unbundling changes (revenue

neutral to S.C. Nos. 1, 2, and 3, i.e., Residential, Small

General, and Large General services, respectively).1

Each rate year, Niagara Mohawk would compute its earned

return on common equity and it would allocate any earnings in

excess of the "Threshold Earnings Level" equally to Niagara

Mohawk's shareholders and ratepayers. The customers' share would

be deferred and ultimately used to benefit them. The Threshold

Earnings Level would be no less than 10% nor more than 12% and

would be calculated according to the methods established by the

Settlement. In order to reach the 12%, Niagara Mohawk would have

to earn incentives related to achieving certain levels of

customer migration (up to 150 basis points) and customer

awareness and understanding of gas competitive opportunities (up

to 50 basis points). These two items are discussed infra.

With respect to the expense levels, the parties agree

that they include funding for certain safety and operational

measures the company would implement, including a cathodic

protection program and a therm billing accuracy assessment. The

parties have not resolved any rate issues regarding Niagara

Mohawk's Customer Service System in the proposed Settlement.

  

                    
1 Niagara Mohawk would continue to have a monthly cost of gas
mechanism, which provides for the recovery of gas commodity
costs, pipeline capacity and variable costs, storage costs,
producers' reservation charges and risk management costs. In
addition, the company would introduce a merchant function
service charge to recover certain costs that would be backed
out of the existing rates as discussed infra. 
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Cathodic Protection Program 
 and Other Safety Programs 

The parties support a program for Niagara Mohawk to

cathodically protect, where economically appropriate,

approximately 642 of 1100 miles of wrapped steel distribution

main. Cathodic protection prevents corrosion, thereby

significantly extending the useful life of steel pipe and

reducing future maintenance costs for ratepayers. The parties

plan to evaluate the results of the first three years of the

program to determine whether it should continue. 

Rates would be set to recover an annual expense

allowance of approximately $2 million to fund the incremental

cathodic protection program, which would be subject to

reconciliation to actual expenditures but only if the company

spends less than this amount. The difference would be credited

to the Contingency Reserve Account.1 To qualify as an actual

expenditure, labor and contractual services for cathodic

protection must be incremental to existing Niagara Mohawk gas

operation and maintenance programs. If the program is

discontinued or in the event of a stayout (i.e., if new rates are

not established at the end of the Settlement period), the full

expense level of $2 million would be credited to the Contingency

Reserve Account on an annual basis until such time as base rates

are reset.

For each year of the four-year program, the parties

established mileage targets and minimum mileage levels of mains

to be cathodically protected. For example, in the year 2001, the

target mileage is 196, and the minimum mileage is 171. Penalties

would apply if Niagara Mohawk does not reach the mileage levels. 

If the company fails to cathodically protect at least 171 miles

of pipe, it would be assessed a penalty of 7.0 basis points to

                    
1 The Contingency Reserve Account was established in Cases
95-G-1095 and 95-G-0091, Niagara Mohawk Power Corporation - Gas
Rates, Opinion No. 96-32 (issued December 19, 1996). As of
October 31, 1999, the Contingency Reserve Account had a
$40 million balance for the benefit of customers.
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the pretax return on gas common equity. If Niagara Mohawk

protects mains in excess of the minimum mileage level but not the

target level, it would then be assessed from 1.2 to a maximum of

6.0 basis points, depending on the number of miles of main

protected.

The Settlement also provides for annual penalties of up

to 5.0 basis points of pre-tax return on common gas equity if

Niagara Mohawk fails to carry out gas safety and reliability

measures adequately. Such measures include timely response to

one-call notices and reducing the backlog of gas leaks to be

repaired.

Therm Billing Accuracy Assessment

Niagara Mohawk would establish a program to sample the

content of gas delivered in its therm billing zones. Currently,

the company determines its therm billing factors on the basis of

its gate station flow data and a computer model of its gas flow

to the therm billing zones. There is no testing of gas within

each zone to determine the reasonableness of the billing factors

used.

Under the terms of the Settlement, Niagara Mohawk would

be allowed to purchase four measuring devices and recover from

the Contingency Reserve Account up to a maximum of $70,000 for

actual equipment purchases. The parties agree that all other

costs of this program have been included in the calculation of

the revenue requirements established pursuant to the Settlement.

The parties propose no further steps beyond assessing

the accuracy of the therm billing factors. If problems are

identified, however, we would not be precluded from considering

remedial measures. In that event, Niagara Mohawk would be

permitted to defer the incremental costs of any remedial measures

in excess of $100,000 and would be allowed to petition for

immediate recovery of costs from the Contingency Reserve Account.
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Customer Service System Credits

The parties were not able to resolve rate issues

regarding the Customer Service System, a computer based billing

and customer record system. Therefore, they agreed that the

level of this expense included in revenue requirements would be

subject to a downward-only reconciliation to the amount that is

ultimately allowed in a future determination. The Settlement

sets forth the allowance for reconciliation purposes for each of

the four years--$996,000 in the first-rate year, $1,087,000 in

the second-rate year, and $1,177,000 in each of the third and

fourth-rate years. In addition, a rate base allowance of

approximately $8.5 million is included in each rate year for the

Customer Service System. 

RATE DESIGN AND REVENUE ALLOCATION

The major proposals in this section of the Settlement

include a phase-in of rate changes that reduce the rate

differential between customers of the former Syracuse Suburban

Gas, Inc. and the company's other customers. (Syracuse Suburban

Gas, Inc. was acquired by Niagara Mohawk in 1992 and is now a

separate rate district known as NM Suburban.) In addition,

several service classifications would be merged or changed, and

the company's economic development discount rates would be

revised. Other changes correct for lost revenues related to the

unbundling process that Niagara Mohawk implemented on November 1,

1999, align rates with costs, and implement merchant backout

rates. 

Appendices B and C show the bill impacts that

NM Suburban Gas customers and other Niagara Mohawk customers

would experience.

NM Suburban Rates

Niagara Mohawk serves approximately 3,000 customers in

the NM Suburban district. Niagara Mohawk would be allowed to

adjust the rates to these customers to bring them in line with

the rates it charges other customers. The elimination of the
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existing rate differential was endorsed in an earlier proceeding,

but the actual phase-in was not undertaken.1 In the instant

proceeding, the parties propose a four-step phase-in to

eliminate, during the Settlement period, two-thirds of the rate

differentials in S.C. No. 1 - Residential, S.C. No. 2 - Small

General Service, and S.C. No. 5 - Firm Transportation Service. 

Rate differentials in the other service classifications having

them are small enough to be eliminated in one step.

Rate Reclassification

Pursuant to the Settlement, customers in S.C. No. 12 -

Residential Aggregation Service and S.C. No. 13 - Small General

Service Aggregation Service (both transportation oriented

classes) would be reclassified as S.C. No. 1 - Residential and

S.C. No. 2 - Small General Service, which would offer

transportation service. In addition, S.C. No. 5 - Large Volume

Interrupt Transportation Service would be reclassified as S.C.

No. 6, which is currently unused and was reserved for future use.

Economic Development Discount Rates

Niagara Mohawk has three economic development programs:

an Economic Development Rider, an Economic Development Zone

Rider, and an Economic Revitalization Incentive Rider. The first

two are growth-based programs and the last is a

retention/revitalization-based program. The parties observe that

the prevailing discount levels have not been modified since their

inception in the mid-to-late 1980s, and rate design changes since

that time have caused large disparities in these customers'

bills. For example, Economic Development Zone Rider customers

served under S.C. No. 2 have a discount of 9.5 cents per therm. 

This discount is higher than the tail block in effect as of

November 1, 1999 and causes negative delivery service bills for

                    
1 Cases 95-G-1095 and 95-G-0091, Niagara Mohawk Power
Corporation - Gas Rates, Opinion No. 96-32 (issued December 19,
1996), mimeo p. 7.
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some customers. The parties propose to revise the discount

levels to equal 50% of the transmission and distribution capacity

costs from the embedded cost of service study for the twelve

months ended October 31, 1997. They also agree that existing

customers on the Economic Development Rider and the Economic

Development Zone Rider should be grandfathered. 

GAS RESTRUCTURING PLAN

The parties propose several measures to increase

competition in Niagara Mohawk's gas service territory. 

Generally, they would encourage the company to scale back its gas

supply operations, strengthen the ability of natural gas

marketers to compete for residential and small commercial

customers, and increase consumer awareness and understanding of

the competitive options available to them.

Niagara Mohawk's Capacity-Related Incentives

Niagara Mohawk has agreed to a strategy that minimizes

its pipeline and storage capabilities upstream of the CNG

Transmission Corporation (CNG) system. Capacity upstream of

CNG's system would be subject to the terms of a Capacity

Incentive Program, which is discussed below. Since many upstream

sources must flow through CNG's system to reach Niagara Mohawk's

distribution system, contracts with CNG for storage and pipeline

capacity would be maintained throughout the Settlement period. 

This CNG capacity and storage would be assigned on a mandatory

basis to the marketers on behalf of firm customers migrating from

sales to transportation service.

A Capacity Incentive Program would be established to

provide Niagara Mohawk with an incentive to release capacity

contracts. The mechanism allows Niagara Mohawk an opportunity to

earn a share of the replacement capacity cost savings in relation

to a target, and provides it a disincentive to incur replacement

capacity costs in excess of a deadband. 

Generally, savings within 80% and 100% of the targeted

costs would be passed through entirely to the sales customers;
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savings 5% below or costs 5% above the deadband would be shared

75% to the sales customers and 25% to the company. If actual

capacity costs are greater than 5% above or below the deadband,

there would be a 50%/50% sharing. The incentive (reward/penalty)

has an annual cap of $2 million for shareholders. The

ratepayers' portion of the reward or penalty would be flowed

through to customers in their bills.

In addition to the Capacity Incentive Program, the

parties propose incentives for capacity release, sales for

resale, and portfolio management. Each of these incentives would

allow Niagara Mohawk to retain 15% of the related revenues (with

certain restrictions) and require flow-through of the remaining

85% to customers. For interruptible sales, Niagara Mohawk would

retain 20% of the positive/negative difference between its net

revenue targets and the actual net revenues. The remaining

80% share of the difference would be flowed through as an

increase or decrease to customers.

The parties further propose that Niagara Mohawk be

allowed full recovery of all stranded capacity costs, which would

be funded through the Contingency Reserve Account. If that

account were to be depleted, these costs would be recovered

through a surcharge. 

Provisions Benefiting Marketers

Gas marketers would benefit from the introduction of

new monthly balancing programs, backout rates, billing options,

bill formats, billing charges, and an ombudsman for marketers.

     1. Balancing Options

The parties propose two new balancing services to

replace existing services. These services help ensure that

marketers match their supply of gas to the system with their

withdrawals from the system. The first, the pooled balancing

service, would implement daily balancing for daily-metered

customers.
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The second, the basic aggregation program, would

implement monthly balancing and "no notice service" for monthly-

metered customers. This program is designed around and offered

in conjunction with CNG's new rate schedules, Delivery Point

Operator and Citygate Swing Customer, which were recently

approved by the Federal Energy Regulatory Commission (FERC). 

Upon the effective date of this service, Niagara Mohawk would

transfer to each participating marketer the gas stored

underground for customers currently being served by the marketer. 

The marketer would be required to pay for the storage gas

transferred.

In the event a customer changes from transportation

service to sales, the associated storage inventory would be

returned to Niagara Mohawk, which would pay marketers the average

commodity cost of gas in Niagara Mohawk's storage account. The

parties also agreed to a one-time reconciliation of demand

charges between the old and new balancing programs.

To provide the new balancing services, Niagara Mohawk

would incur an estimated $345,000 of incremental annual operating

and maintenance costs and a $508,000 capital cost. The operation

and maintenance costs would be recovered monthly from the

marketers, based on the volumetric usage of all customers the

marketers serve. The actual amount of the capital costs would be

recovered by Niagara Mohawk through the Contingency Reserve

Account.

     2. Backout Rates

Embedded in Niagara Mohawk's current gas delivery rates

are the costs for gas uncollectibles and gas supply procurement,

and the return on gas storage inventory. The new bills for sales

customers would show the costs of these items as a separate

component, a "merchant function service charge" of $0.02222 per

therm. Customers who migrate to marketers would avoid this

charge. 

The $0.02222 rate reflects the full embedded costs of

the three avoided expenditures. However, there is a lag between
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the time a sales customer takes transportation service and the

time Niagara Mohawk avoids the costs. The company would be

allowed to recover the difference from the Contingency Reserve

Account.1 Providing sales and transportation customers with an

identical delivery service rate and a separate merchant function

service charge, will make it easier for them to understand the

costs that they can and cannot avoid by migrating to a gas

marketer for commodity service and using Niagara Mohawk solely

for transportation service.

     3. Billing Options

To enable retail access customers to choose either

combined or separate bills, the parties agree that Niagara Mohawk

should offer marketers a choice of either a separate bill option

(which would permit separate bills for the delivery and commodity

charges) or a one-bill option (which would combine the two

charges in a manner consistent with the bill format adopted in a

recent order2). The parties could not agree on a marketer-

provided one-bill option, but nothing in the Settlement precludes

us from requiring Niagara Mohawk to provide such an option in the

future.

The Settlement would allow Niagara Mohawk to charge a

$0.50 fee per bill generated under the one-bill option. The

                    
1 For the purposes of such recovery, Appendix F of the Settlement
includes a table of specific amounts for each percent of
migration of the difference between the $0.02222 rate and the
costs Niagara Mohawk will avoid. In the absence of auditable
data on the actual level of avoided costs over time, use of the
table is a pragmatic and administratively unburdensome
methodology to effectuate the judgment of the parties as to the
likely level of unavoided costs. However, in the long term
beyond the transition period covered by the Settlement, as
customer migration levels become more predictable, Niagara
Mohawk will be able to more effectively reduce costs to match
migration and the amount of unavoidable costs should decline or
be eliminated. 

2 Case 99-M-0631, Customer Billing Arrangements, Order Providing
for Customer Choice of Billing Entity, (issued March 22,
2000).
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services it would provide include bill calculation, bill

printing, mailing, call center support, payment processing,

payment remittance, and collection processing. The company would

be allowed to retain the revenues received from providing the

one-bill option up to $1.0 million during the Settlement period

with any excess being shared 50%/50% with the ratepayers. The

ratepayers' portion would be credited to the Contingency Reserve

Account. If the revenues are less than $800,000, Niagara Mohawk

would be permitted to recover the shortfall from the Contingency

Reserve Account.

     4. Ombudsman

Niagara Mohawk would develop and conduct an annual

survey of marketers' opinions concerning the gas transportation

program. The company would also meet with the marketers semi-

annually to review their concerns. In addition, the company

would appoint an ombudsman, who would seek to resolve any of the

concerns raised by the marketers in the survey or individually.

Consumer-Oriented Programs

The Settlement provides three major programs that would

encourage Niagara Mohawk's gas customers to seek alternative gas

suppliers: a county aggregation grant program, an overall

outreach and education program, and a geographically concentrated

outreach and education program.

     1. Low-Income Customer Programs 
          and Migration Incentive    

The parties agree to eliminate the gas-only low-income

minimum charge of $8.55, to implement a new county aggregation

grant program, and to continue the Low Income Customer Assistance

Program (LICAP) established in PowerChoice,1 which contains the

                    
1 PowerChoice was established in Cases 94-E-0098 et al., Niagara
Mohawk Power Corporation - Electric Rates, Opinion No. 98-8
(issued March 20, 1998). 
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electric customers' restructuring provisions. Niagara Mohawk's

new monthly minimum charges for all residential customers

exclusive of the NM Suburban district would be $11.64 for non-

heating customers and $14.62 for heating customers. 

The parties propose that up to $500,000 be made

available to counties for consultant services and other

assistance to develop gas aggregation programs for low-income

customers. Niagara Mohawk would administer the program for

eligible counties, which would receive a maximum of $50,000 each. 

Payments would be charged to the Contingency Reserve Account. 

Niagara Mohawk has agreed to continue LICAP for the

benefit of its gas-only customers. LICAP contains a

comprehensive package of benefits, including billing based on the

customer's ability to pay, weatherization assistance, budget

counseling, energy efficiency education, and arrears forgiveness

upon successful participation in the program.

Niagara Mohawk would earn, as an incentive, up to a

maximum of 150 basis points for achieving certain overall

customer migration targets, which include customers migrating

under the county programs. The amount of the incentive would be

based on a sliding scale directly linked to the percentage of the

targeted migration levels. The first year's target level is

roughly 50,000 customers and the target level would increase by

approximately 50,000 in each succeeding year. 

     2. Outreach and Education - 
          Gas Retail Access      

Niagara Mohawk would conduct a gas retail access

outreach and education program with a total four-year cost of

$1,893,833. This program would supplement and not supplant

existing customer education activities. The overall purpose of

the program is to increase residential and small commercial

customer awareness and understanding of six specified concepts

related to the introduction of competition in the gas industry. 

The program would be periodically evaluated to measure the level

of customer awareness and understanding achieved.

-14-



CASE 99-G-0336
          

     3. Geo-Campaign

The Settlement also establishes a separate

geographically concentrated outreach and education program known

as the Geo-Campaign. The parties propose that Niagara Mohawk

spend up to a maximum of $1.0 million for activities, similar to

those described above, targeted at one media market within

Niagara Mohawk's gas service territory, comprising Rome, Utica,

Herkimer, and the surrounding areas. The Geo-Campaign would be

concentrated in a three-month period and coordinated with a

marketing effort provided by marketers.

At the end of the Geo-Campaign, an information quiz

would be sent to all the targeted customers, who would earn a

$5 bill credit for completing the quiz. The quiz would also

provide customers an opportunity to indicate interest in

receiving further information from marketers. After the Geo-

Campaign is completed, Niagara Mohawk will report on the

successes and failures and consider whether a similar campaign

should be conducted in other parts of the service territory.

The Settlement would provide Niagara Mohawk an

incentive of up to 50 basis points if residential and commercial

customer awareness and understanding of gas competitive

opportunities improve from year to year, as measured by a survey

it will conduct. 

DISCUSSION AND CONCLUSION

The terms of the Settlement, summarized above, offer a

sound framework for Niagara Mohawk, its competitors, and its

customers in the transition to a competitive gas market. 

Settlements by their very nature involve compromise to satisfy

diverse interests. This Settlement in particular reflects those

diverse interests and it is endorsed by parties that usually take

adverse positions such as the Consumer Protection Board, Staff,

Niagara Mohawk, Multiple Intervenors and various marketers.

Not only does the Settlement reflect the agreement by

normally adverse parties, but it also goes a long way towards

meeting our vision of the future for the natural gas industry, as

-15-



CASE 99-G-0336
          

set forth in the Policy Statement. That vision is to "facilitate

development of a competitive market; eliminate barriers to

competition; provide guidance to LDCs and marketers, especially

with regard to expiring capacity contracts; and address customer

inertia.1" 

In the Policy Statement, we also listed the following

goals to be pursued in reaching this vision:

     -- effective competition in the gas supply market for
retail customers;

     -- downward pressure on customer gas prices;

     -- increased customer choice of gas supplies and service
options;

     -- a provider of last resort;

     -- continuation of reliable service and maintenance of
operations procedures that treat all participants
fairly;

     -- sufficient and accurate information for customers to
use in making informed decisions;

     -- the availability of information that permits adequate
oversight of the market to ensure its fair operation;
and 

     -- coordination of federal and state policies affecting
gas supply and distribution in New York State.

First, the Settlement contains substantial enhancements

to competition in the retail gas market, including unbundling,

backout rates, new balancing options, and a new billing option.

Second, the Settlement benefits customers by freezing

Niagara Mohawk's gas delivery rates for at least three years and

ten months. That freeze follows a previous three-year agreement

that provided for an annual $10 million rate decrease for Niagara

Mohawk's customers. Thus, despite inflationary and numerous

other upward cost pressures since November 1996, the company's
                    
1 Policy Statement, pp. 3, 4.

-16-



CASE 99-G-0336
          

customers will reap the benefits of a prolonged period of

delivery service rate stability, extending at least through

August 2003. In this regard, Niagara Mohawk's gas rates are

among the lowest in the State. The Settlement also benefits

customers by requiring Niagara Mohawk to undertake an incremental

cathodic protection program whose cost must be absorbed by the

company within its current revenue requirements.

Third, the Settlement contains provisions that provide

marketers a solid opportunity to do business in Niagara Mohawk's

service territory, including revised balancing programs, a

$0.02222 per therm merchant backout credit, a reasonably priced

single bill option (utility-provided) for marketers to utilize if

they desire, annual surveys of marketers, an officer level

ombudsman, a county aggregation grant program, and a significant

system-wide customer outreach and education program regarding

choice, supplemented by an extensive, targeted program (the Geo-

Campaign) in Niagara Mohawk's Valley Region.

Fourth, the Settlement allows customers who leave

Niagara Mohawk's system to return.

Fifth, the Settlement contains significant financial

disincentives to diminutions in gas safety, service reliability,

and the quality of customer service.

Sixth, the Settlement provides for significant outreach

and education efforts and for unbundled rates that will provide

consumers accurate information to use in making informed

decisions.

Seventh, we will continue to monitor and assess Niagara

Mohawk's compliance. The company will file various documents

with us and the parties will have an opportunity to review and

challenge the company's position.

Eighth, the new balancing program for monthly metered

customers is designed around and offered in conjunction with

CNG's new rate schedules that were recently accepted by FERC.

Finally, we note that the Settlement permits a number

of debits and credits to the Contingency Reserve Account. While

we have no objection to the use of the Contingency Reserve
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Account as set forth in the Settlement, we reserve the right to

use it for other purposes such as a source of funds to finance a

program to mitigate bill impacts.

Taking account of all these considerations, we find the

terms of the Settlement to be in the public interest and we adopt

them. 

The Commission orders:

1. The terms of the Niagara Mohawk Power Corporation

(Niagara Mohawk) Gas Rate and Restructuring Settlement Agreement

are adopted and incorporated as part of this opinion and order.

2. Niagara Mohawk must submit a written statement of

unconditional acceptance of the modifications and conditions,

contained in this opinion and order, signed and acknowledged by a

duly authorized officer of the company, by July 31, 2000. If

such acceptance of this opinion and order is not so filed, the

adoption of the terms of the Settlement may be revoked. This

statement should be filed with the Secretary of the Commission

and served on all parties in this proceeding. 

3. Assuming acceptance pursuant to the preceding

paragraph, Niagara Mohawk is directed to file tariff amendments

at least one day before the implementation date as defined in the

Settlement to become effective on not less than one day's notice

on a temporary basis, to implement the terms of the Settlement. 

Any comments on the proposal must be received at the Commission's

office within ten days of service of the company's proposal. The

amendments shall not become effective on a permanent basis until

approved by the Commission. The requirement of the Public

Service Law that newspaper publication be completed prior to the

effective date of the amendments is waived, but the company is

directed to file with the Commission, not later than six weeks

following the effective date of the amendments, proof that a

notice of the changes set forth in the amendments and their

effective date has been published for four consecutive weeks in a

newspaper having general circulation in the service territory of

the company.
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4. This proceeding is continued.

By the Commission,

(SIGNED) JANET HAND DEIXLER
   Secretary 
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STATE OF NEW YORK
PUBLIC SERVICE COMMISSION

CASE 99-G-0336 - Petition of Niagara Mohawk Power Corporation
for Approval of a Gas Multi-Year Rate and
Restructuring Proposal.

GAS RATE AND RESTRUCTURING
SETTLEMENT AGREEMENT

THIS GAS RATE AND RESTRUCTURING SETTLEMENT AGREEMENT

(Agreement) is made the 12th day of June, 2000, by and among

Niagara Mohawk Power Corporation (Niagara Mohawk), the Staff of

the Department of Public Service (Staff), New York State Consumer

Protection Board, Multiple Intervenors, Energetix, Inc., Agway

Energy Services, Inc., Small Customer Marketer Coalition, 

TXU Energy Services, Amerada Hess Corporation, and such other

parties as have executed a signature page appended hereto

(collectively referred to herein as the "Signatory Parties").
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I. BACKGROUND

On March 12, 1999, Niagara Mohawk filed with the New

York State Public Service Commission (Commission) a Gas Multi-

Year Rate and Restructuring Proposal, dated March 11, 1999

(Proposal). In the "Base Case" part of its Proposal, Niagara

Mohawk proposed a three-year rate plan with incremental increases

in revenue requirement of $13.660 million for the rate year

ending October 31, 2000, $6.817 million for the rate year ending

October 31, 2001, and $4.576 million for the rate year ending

October 31, 2002. In addition, Niagara Mohawk made numerous

accounting, rate change and gas restructuring proposals. Niagara

Mohawk did not file revised tariff leaves in conjunction with its

Proposal.

In accordance with Commission rules, all parties to

this proceeding were notified in writing of the pendency of

settlement negotiations, prior to their commencement, and notice

of the impending negotiations was duly filed with the Secretary

of the Commission by letter dated March 19, 1999. 

Negotiations commenced at an in-person settlement

conference held by the parties on April 21, 1999. Additional

settlement conferences were held through May 2000. Settlement is

now feasible because, after thorough investigation and

discussion, the Signatory Parties hereto more fully understand

their respective positions and recognize that reasonable

settlement of those positions is possible. The Signatory Parties

hereto believe that this Agreement will further the objective of
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giving fair consideration to the interests of customers and

shareholders alike in assuring the provision of safe and adequate

service at just and reasonable rates.

II. OVERVIEW OF THE AGREEMENT

This Agreement covers Niagara Mohawk's gas rates and

service for the period November 1, 1999 through August 31, 2003. 

It results in a gas revenue requirement freeze at the level in

effect as of October 31, 1999 for the full three years and ten

months of the Agreement. This Agreement also makes provision for

a continued revenue requirement freeze and a continuation of the

Agreement’s other provisions after August 31, 2003, in certain

instances.

This Agreement allows Niagara Mohawk to make certain

revenue allocation and rate design revisions to its rates for gas

service in the manner described herein, effectuating these

changes on a revenue-neutral basis so that the Company's overall

revenues are neither increased nor decreased beyond current

levels referred to above. 

This Agreement provides for balancing options, back-out

rates, billing options, an Ombudsman for marketers, a County

aggregation grant program, an outreach and education plan

regarding gas retail access, including a geographically

concentrated component, and other provisions to improve retail

access to a competitive gas market. 

This Agreement provides for explicit financial

- 3 -
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incentives to Niagara Mohawk related to customer service quality,

gas safety and reliability, mitigation of capacity costs,

capacity release, sales, and portfolio management, customer

migration, and customer awareness and understanding of gas

competitive opportunities. 

In addition, programs to accelerate the evaluation and

(where economically appropriate) reinforcement of the cathodic

protection of wrapped steel distribution main, and to assess the

accuracy of therm billing factors, are included as part of the

overall settlement package. 

III. DEFINITIONS

A. "First Rate Year" means the twelve months ending

October 31, 2000.

B. "Second Rate Year" means the twelve months ending

October 31, 2001.

C. "Third Rate Year" means the twelve months ending

October 31, 2002.

D. "Fourth Rate Period" means the ten months ending

August 31, 2003.

E. "CNG Capacity" means transmission and storage

capacity services under contract to Niagara Mohawk from CNG

Transmission Corporation (or any successor thereto), an

interstate pipeline company, used to directly serve Niagara

Mohawk's franchise territory. 

F. "CRA" means the Contingency Reserve Account
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established in the Prior Rate Plan as modified in the Interim

Order and this Agreement.

G. "Gas Delivery Service Rates" means Niagara Mohawk’s

approved rates and charges for all services associated with

moving gas across its distribution system regardless of the

supplier of the commodity that the customer purchases its gas

supply from.

H. "Implementation Date" means the first calendar day

of the month following the effective date of the Commission order

approving the terms of this Agreement.

I. "Interim Order" means the Order in Cases 99-G-0170,

99-G-0591 and 99-G-0336 entitled Order Approving Unbundling and

Gas Adjustment Clause Filings With Modifications on an Interim

Basis (issued October 15, 1999).

J. "MCG" means the Monthly Cost of Gas mechanism

established effective November 1, 1999 pursuant to the Interim

Order and Commission regulations (16 NYCRR 720-6.5) which

provides for automatic recovery from customers of the total cost

of gas purchased by Niagara Mohawk, including but not limited to

the commodity cost of gas, interstate pipeline capacity and

variable costs, storage costs, producer reservation charges and

risk management costs.

K. "Merchant Transition Costs" means the revenue lost

due to the difference between the merchant back-out credit and

the estimated avoided cost during the Settlement Period for those

functions, which shall be recovered from the CRA.
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L. "Post-Aggregation Customers" means SC12 and SC13

transportation customers who migrated from sales service to

transportation service on or after October 1, 1996 pursuant to

the terms of the Order in Case 93-G-0932 et al., issued March 28,

1996. (Pursuant to this Agreement, on the Implementation Date

SC12 and SC13 customers will be reclassified as SC1 and SC2

customers not purchasing gas supply from Niagara Mohawk).

M. "Prior Rate Plan" means the Niagara Mohawk gas rate

plan established in Cases 95-G-1095 and 95-G-0091 (Opinion 96-32)

applicable through the twelve months ending October 31, 1999.

N. "Settlement Period" means the First Rate Year

through the Fourth Rate Period, plus any Stayout period.

O. "Stayout" means that the level of rates established

pursuant to this Agreement and the other provisions of this

Agreement remain effective by default, without change or

reaffirmation, beyond August 31, 2003.

P. "Stranded Capacity Costs" means costs to Niagara

Mohawk of pipeline and storage capacity, including costs of CNG

Capacity that is not assigned, that are not offset by capacity

release revenues or off-system sales and that are no longer

necessary for sales customers (including standby service

transportation customers) due to migration and that, prior to the

migration, were recovered from such customers.

Q. "Upstream of CNG Capacity" means transmission and

storage capacity services under contract to Niagara Mohawk from

interstate pipelines used to indirectly serve Niagara Mohawk's
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franchise territory through interconnections with facilities

owned by CNG Transmission Corporation. 

IV. GENERAL PROVISIONS

1. It is understood that each provision of this

Agreement is in consideration and support of all the other

provisions and each provision is expressly conditioned upon

acceptance by the Commission of this Agreement in its entirety

without change. If the Commission fails to adopt this Agreement

according to its terms without change, then the parties to the

Agreement shall be free to pursue their respective positions in

this proceeding without prejudice.

2. The terms and conditions of the Agreement apply

solely to, and are binding on each Signatory Party only in the

context of, the purposes and results of this Agreement. None of

the terms and provisions of this Agreement, nor any methodology

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 proceedings before the Commission, or any other

regulatory agency, or before any court of law for any purpose

except in furtherance of the purposes and results of the

Agreement.

3. The Signatory Parties agree to submit this

Agreement to the Commission along with a request that the

Commission expeditiously adopt the terms of this Agreement as set
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forth herein.

4. The Signatory Parties recognize that certain

provisions of this Agreement require that actions be taken in the

future to effectuate fully this Agreement. Accordingly, the

Signatory Parties agree to cooperate with each other in good

faith in taking such actions.

5. The Signatory Parties agree that Niagara Mohawk

will file tariffs in a manner consistent with the terms of this

Agreement.

6. In the event of any disagreement over the

interpretation of this Agreement or implementation of any of the

provisions of this Agreement, which cannot be resolved informally

among the Signatory Parties, such disagreement shall be resolved

in the following manner: (a) the Signatory Parties shall promptly

convene a conference and in good faith attempt to resolve any

such disagreement; and (b) if any such disagreement cannot be

resolved by the Signatory Parties, any Signatory Party may

petition the Commission for resolution of the disputed matter.

7. This Agreement is being executed in counterpart

originals, and shall be binding on each Signatory Party when the

counterparts have been executed.

8. The term of this Agreement (and the effectiveness

of all of its provisions) is from November 1, 1999 through August

31, 2003, plus any Stayout period. 
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V. RATE PLAN

A. Revenue Requirement

The Signatory Parties have agreed upon revenue and

expense levels to be allowed as the basis for calculating revenue

requirement, and the allocation of those revenues and expenses to

Niagara Mohawk gas customers, the results of which is set forth

in "Appendix A" attached hereto and made a part of this

Agreement. Niagara Mohawk's Gas Delivery Service Rates will

remain frozen at current levels through the end of the Fourth

Rate Period of this Agreement, without adjustment up or down,

except for certain revenue allocation and rate design changes

(overall revenue-neutral as a package) and unbundling changes

(revenue neutral to SC1, SC2, and SC3 revenues in effect on

October 31, 1999) set forth in this Agreement. In the event of a

Stayout beyond the Fourth Rate Period, the level of Niagara

Mohawk’s Gas Delivery Service Rates in effect at the end of the

Fourth Rate Period will continue to remain in effect through the

end of the Stayout period, without adjustment up or down. 

1. Cathodic Protection Program

The Signatory Parties agree that Niagara Mohawk will

begin a program to evaluate and, where economically appropriate,

cathodically protect approximately 642 of 1100 miles of wrapped

steel distribution main in its system. The program is initially

intended to cover four calendar/program years commencing with the

Year 2000. Prior to January 1, 2003, the Signatory Parties will

evaluate the results of the activity of the first three
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calendar/program years to determine whether the program should

continue through the fourth calendar/program year, or in the

event of a Stayout, should be extended throughout the Settlement

Period. 

The Signatory Parties agree that an annual expense

allowance of $2 million ($2.107 million revenue requirement

effect) to fund this incremental cathodic protection program has

been included in the calculation of Gas Delivery Service Rates

pursuant to this Agreement. The $2 million annual rate year

expense allowance will be subject to downward only reconciliation

to actual corresponding calendar/program year expenditures, the

difference to be credited to the Contingency Reserve Account. To

qualify as "actual expenditures," all labor and contractual

services for cathodic protection must be incremental to existing

Niagara Mohawk gas Operation and Maintenance programs. Niagara

Mohawk will document all performance achievements and

expenditures, including an economic analysis demonstrating why

sections of mains evaluated were or were not protected, by March

31 of the following program year. Unexpended funds from any rate

year will be permitted to be carried over, but in no event will

any carryover extend beyond the end of the Fourth Rate Period, or

the end of the Settlement Period if the program is extended. If

the program is discontinued, or in the event of a Stayout, unless

the program is extended, the full expense level of $2 million

will be credited to the Contingency Reserve Account on an annual

basis each rate year until such time as base rates are reset. In
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the event there is no Stayout, the program is continued through

the fourth calendar/program year, and funds are expended in the

fourth calendar year that exceed $1.85 million plus any carryover

funds from prior years, Niagara Mohawk will recover the amount

expended above the $1.85 million plus any carryover funds, up to

a maximum of $0.15 million, from the CRA. 

The cathodic protection program will follow the

procedure detailed in Niagara Mohawk's Gas Operating Practice

Bulletin dated June 1, 2000, GOPB 506 (copy attached hereto as 

"Appendix B"). Any change to the provisions contained in the

aforementioned GOPB 506 must be approved by the Director of the

Office of Gas and Water before they shall apply to the cathodic

protection program.

The Signatory Parties agree to the following target

mileage and minimum mileage levels for the four-year program, the

target levels consisting of evaluation of sufficient sections of

the system to insure cathodic protection of at least 642 miles of

pipe over the four years: 

Calendar Targeted Minimum
Year Mileage Mileage

2000 75 miles    50

2001 196 miles   171

2002 196 miles   171

2003 175 miles   150

2. Low Income Customer Assistance Program
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The Signatory Parties agree that Niagara Mohawk will

continue to provide its Low Income Customer Assistance Program

(LICAP), as described in Section 12.0 of the Power Choice plan

established in Cases 94-E-0098 and 94-E-0099 (Opinion 98-8), for

the benefit of its gas-only customers as well as its gas/electric

and electric-only customers. No incremental funding for the

LICAP program is provided for in this Agreement as the program is

already fully funded by the Power Choice plan. It is the

intention of the Signatory Parties that if the existing LICAP

program expires prior to the end of the Settlement Period due to

the expiration of the Power Choice plan, that a successor program

be established (after discussions among the Signatory Parties)

that is applicable to gas customers through the end of the

Settlement Period. The incremental costs of such successor

program, if any, over and above those costs already being

incurred to fund the LICAP program for the benefit of gas

customers, shall be recoverable by Niagara Mohawk, either through

the CRA or if the CRA is depleted, as provided for by the

Commission.

3. Construction, Operation, and Maintenance Services

Niagara Mohawk shall be authorized to provide

construction, operation, and maintenance services to facilities

(not including appliances, and provided that such services do not

violate any Commission orders on appliance or repair services)

owned by customers or others that are related to the delivery of

gas. Such services shall be charged at Niagara Mohawk’s fully
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loaded costs and the profits therefrom will accrue to the benefit

of ratepayers. Any such services provided by Niagara Mohawk

shall also be subject to the following:

(a) Under no circumstances shall Niagara Mohawk’s

provision of such services impose a cost on its ratepayers or

adversely impact Niagara Mohawk’s provision of safe and adequate

public utility service;

(b) Niagara Mohawk shall provide these services on a

first-come, first-served basis on non-discriminatory terms and

conditions, that is, similarly situated customers shall be

charged the same rates; 

(c) Niagara Mohawk will make customers aware if there

are other entities that may be able to provide the requested

services;

(d) Niagara Mohawk shall not provide or offer to

provide services to customers that are ordinarily provided by

Marketers or Energy Services Companies (ESCOs) such as energy

audits, energy efficiency equipment, etc. without prior

Commission approval; 

(e) Niagara Mohawk will not hire any additional

employees or purchase additional equipment in order to provide

these services;

(f) Niagara Mohawk shall maintain records relative to

all such services, including scope of work, costs incurred, and

revenues received, and shall put appropriate policies and

procedures in place to ensure these restrictions are followed; 
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(g) To the extent Niagara Mohawk’s provision of the

services described above requires Commission authorization

pursuant to Section 107 of the Public Service Law, such

authorization is in the public interest and the Commission’s

approval of the terms of this Agreement constitutes such

authorization. 

4. Costs Associated With Termination of Gas
Transportation and Peak Shaving Agreements

In Cases 94-E-0098 and 94-E-0099, the Commission

extended through October 31, 1999 a mechanism to recover "lost

revenues or additional costs incurred in connection with new peak

shaving and gas transportation contracts" solely from gas

customers (Opinion 98-8, Page 73). After November 1, 1999, the

recovery mechanism was to be reevaluated based on the relative

benefits to the electric and gas departments of restructuring the

peak shaving and gas transportation contracts.

(a) Peak Shaving Replacement Costs

The mechanism will not be extended regarding the

recovery of peak shaving replacement costs because effective

November 1, 1999 prudently incurred charges for capacity and

commodity costs can already be recovered through the reinstituted

MCG. Such cost recovery for additional or replacement capacity

cost is also subject to the Commission's Policy Statement

Concerning the Future of the Natural Gas Industry in New York

State and Order Terminating Capacity Assignment (Issued November

3, 1998).
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(b) SC8 and SC9 Delivery Service Revenues

An imputation of $16,542,000 received from SC9 is

explicit in the revenue requirement agreed upon as part of this

Agreement. Revenues from Independent Power Producer's

transportation contracts are included in this imputation. For

each rate period, if revenues exceed $16,542,000 from these

services, the excess will be credited to the Gas Delivery Service

Rates of SC1, SC2, SC3, SC12 and SC13 customers (SC12 and SC13

will be reclassified) by means of a volumetric credit to their

bill. If revenues are less, Niagara Mohawk will be kept whole to

the level of the imputation by means of a volumetric surcharge to

the Gas Delivery Service Rates of SC1, SC2, SC3, SC12 and SC13

customers (SC12 and SC13 will be reclassified).

(i) Transfers between SC8 and SC9

Effective on the Implementation Date, Niagara Mohawk

will be entitled to retain all delivery service revenues up to

the highest annual amount in the last three years ending on the

Implementation Date associated with SC8 customers who may

transfer to SC9. If the terms of the negotiated contract result

in delivery service revenues generated by transferring customers

exceeding the highest annual amount in the last three years

ending on the Implementation Date, such excess revenues, net of

any return on new investment incurred by Niagara Mohawk, will be

passed through to ratepayers subject to the terms of this

Agreement. 

If a customer should transfer to SC8 from SC9, imputed
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delivery service revenues associated with that account, subject

to the conditions cited above, will be credited to SC9 delivery

service revenues as if there were no transfer.

(ii) Renegotiation of Existing SC9 Contracts

If Niagara Mohawk should renegotiate any contract

containing Imbalance Services associated with customer

designations 1, 3, 7 and 16 as contained in its letter of

December 15, 1998 from the Manager, Revenue and Cost Allocation,

to the Records Access Officer of the Commission, Niagara Mohawk

may petition the Commission to have ratepayers assume the revenue

shortfall under the terms of the sharing provisions associated

with SC9 service. In its petition Niagara Mohawk must prove to

the satisfaction of the Commission that the terms of the

renegotiated contract are in ratepayer's interest. If during the

term of this Agreement the delivery service revenue shortfall

from a renegotiated rate should result in total delivery service

revenues collected from the class which are less than $16,542,000

per year (target), ratepayers will only be responsible to absorb

50% of the shortfall below the target.

(iii) New SC9 Contracts

Effective May 16, 1999, all new contracts for electric

generation of at least fifty (50) MWs will be subject to the

terms and conditions of SC14. After the Implementation Date,

Niagara Mohawk will be entitled to retain delivery service

revenues from SC9 contracts at locations which have no pre-

existing facilities or whose facilities are not adequately sized
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to accommodate the new demand. Delivery service revenues

retained by Niagara Mohawk must be incremental to those which may

be obtained from existing gas equipment, provided that service to

such new locations require investments by Niagara Mohawk in

excess of those required for service lines, regulation and

metering. If construction of a main extension is required, and

such extension is off a main installed to serve an existing or

past SC9 customer, a portion of the delivery service revenues

generated by the new contract will be shared with ratepayers. 

The allocation between Niagara Mohawk and ratepayers shall be

established using principles associated with the Commission's gas

main extension policy. 

5. Therm Billing Accuracy Assessment

During the Settlement Period, Niagara Mohawk will

conduct a program to sample the heat content of gas delivered

within its therm billing zones. The purpose of the program is to

assess whether the therm factors developed by Niagara Mohawk for

billing both Niagara Mohawk and transportation customers for gas

supply service are reasonably accurate. Currently, therm billing

factors are derived by Niagara Mohawk from its gate station flow

data and computer-modeled gas flow allocations to therm billing

(Btu) zones, but there is no testing of gas within zones to test

the reasonableness of the billing factors used. No further steps

beyond assessment of the accuracy of the therm billing factors

are anticipated during the Settlement Period. If problems are

identified, however, the Commission would not be precluded from
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considering whether remedial measures are warranted. Niagara

Mohawk may defer the incremental costs of any remedial measures

in excess of $100,000, and if Niagara Mohawk wishes immediate

recovery, may petition the Commission for recovery from the CRA. 

Niagara Mohawk will use gas Btu measuring devices to

analyze samples of gas taken from locations within its therm

billing zones for comparison to the billing factors derived by

its current methods. Four measuring devices will be purchased

for the program. Niagara Mohawk will solicit bids from equipment

suppliers and actual equipment purchase costs of up to a maximum

of $70,000 will be recovered by Niagara Mohawk from the CRA. The

Signatory Parties agree that all other Niagara Mohawk costs,

including personnel costs, to implement the program have been

included in the calculation of revenue requirement pursuant to

this Agreement and will not be subject to an additional

allowance.

Staff and Niagara Mohawk will cooperatively develop an

implementation plan for the program by September 1, 2000. The

plan will include the type of equipment to be used, the locations

on the distribution system where gas samples are to be taken, the

frequency of sampling at each location, and a plan for data

analysis and reporting. Staff will have access to monitor gas

sampling operations.

6. Allowance for Funds Used During Construction

For purposes of determining the Allowance for Funds

during Construction (AFC) rate during the Settlement Period, the
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gas portion of the weighted overall cost of common equity will be

assumed to be 10.0%.

7. Exercise of Commission Authority

Nothing in this Agreement shall prohibit the Commission

(upon its own motion or upon motion of a Signatory Party) from

exercising its ongoing statutory authority to act on the level of

Niagara Mohawk's gas rates in the event of unforeseen

circumstances that, in the Commission’s judgment, have such a

substantial impact on the rate of return as to render the return

on the common equity devoted to Niagara Mohawk's gas operations

unreasonable, unnecessary, or inadequate for the provision of

safe and adequate service.

B. Deferrals

No deferrals will be allowed during the Settlement

Period except as set forth in this Agreement. Deferrals will

occur for the following items:

1. SIR Costs

The deferral balance for site investigation and

remediation (SIR) costs existing on October 31, 1999 pursuant to

the Prior Rate Plan will not be added to or netted against the

Contingency Reserve Account balance as originally contemplated in

the Prior Rate Plan. Instead, the deferral balance existing on

October 31, 1999 pursuant to the Prior Rate Plan will continue to

be deferred in a SIR deferral account separate from the

Contingency Reserve Account, with interest accruing at the

unadjusted customer deposit rate.
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Niagara Mohawk will recover 100% of costs incurred

during the Settlement Period for SIR activities, except to the

extent that recovery of such costs was disallowed under the Prior

Rate Plan or previous Commission action. At the end of the First

Rate Year, the Second Rate Year, and the Third Rate Year, Niagara

Mohawk will true up its actual SIR costs in the applicable rate

year to the $2.250 million annual expense allowance level

established in this Agreement. Any difference will be added to

or netted against the SIR deferral account, as appropriate. If

there is no Stayout, the annual SIR allowance will be pro-rated

based on monthly operating revenues and the true up provisions

above will apply to actual SIR costs incurred in the Fourth Rate

Period. In the event of a Stayout, the annual true up provisions

will continue for any Stayout period, to be applied, if

necessary, on a pro-rata basis based on monthly operating

revenues. The factors to be applied to determine pro-ration by

monthly operating revenues are attached hereto as "Appendix C"

and made a part of this Agreement. At the end of the Settlement

Period and the final true up, the disposition of any balance

remaining in the SIR deferral account, owed either to Niagara

Mohawk or to customers, will be made in a manner to be determined

by the Commission. 

Costs allowed in the SIR deferral mechanism shall be

offset by the net revenues described below and by any net

recoveries from insurers and third parties for SIR costs not

already flowed-through to customers. Net gains recognized during
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any annual or pro-rated true up period from the sale or transfer

to Non-utility Property of Niagara Mohawk land included in rate

base or from the sale of stone, gravel, sand, or timber from such

land, or any net gains recognized from the leasing of such land

or from the sale or lease of mining or drilling rights to such

land, will be credited to the SIR deferral account referenced

above to help offset total SIR costs. For a transfer of land to

Non-utility Property, the net gain shall be determined utilizing

an appraisal by a Member Appraisal Institute (MAI) certified

appraiser.

2. Contingency Reserve Account

The Contingency Reserve Account (CRA), as established

in the Prior Rate Plan, had a balance for the benefit of

customers as of October 31, 1999 of $40 million. As of 

November 1, 1999, the prior CRA mechanisms ended and the $40

million balance was deferred for customer benefit, without a cap,

with interest accruing at the unadjusted customer deposit rate. 

The CRA balance as of the Implementation Date, including said

carrying charges since November 1, 1999, will continue to be

deferred in a separate CRA, but will be used as a ratebase

offset, in effect receiving carrying charges at the overall rate

of return, for the Settlement Period. At the end of the

Settlement Period, the disposition of any balance remaining in

the CRA will be made in a manner to be determined by the

Commission. The CRA will be used as described elsewhere in this

Agreement, with the associated dollar levels identified.
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3. Rate Base Impact of the Use of the CRA

For the purpose of calculating the revenue requirement

effect of using the CRA, the annual expense allowance level

established in this Agreement assumes that one-third of the CRA

balance would be depleted in the First Rate Year, one-third in

the Second Rate Year and one-third in the Third Rate Year, with

no additional funds being available in the Fourth Rate Period and

beyond. Thus, the beginning, end, and average rate year balance

assumptions reflected in this Agreement are as follows:

CRA Balance $000s

Beginning End Average

First Rate Year $40.000 $26.667 $33.334

Second Rate Year $26.667 $13.333 $20.000

Third Rate Year $13.333  $0  $6.667

Fourth Rate Period  $0  $0  $0

These balances are reflected as a reduction to rate base and thus

as a reduction to the return on rate base assumed in the revenue

requirement calculation. The actual use of the CRA is expected

to be different than assumed above, and the Signatory Parties

agree to true up the effect to actuals and to defer the revenue

requirement effect of the actual CRA use by applying the

following formula:
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(Actual Average CRA Balance 

- Assumed Average CRA Balance)

* Pre-tax Rate of Return 

= Use of Contingency Reserve Revenue Requirement Deferral

For purposes of this calculation the pre-tax rates of return are

assumed to be 10.28% in the First Rate Year, 10.40% in the Second

Rate Year, and 10.33% for the duration thereafter of the

Settlement Period. 

4. Customer Service System Credits

The expense levels allowed as the basis for calculating

revenue requirement as part of this Agreement (see Appendix A)

include certain expenses (both rate base and depreciation

expense) for Niagara Mohawk's Customer Service System (CSS). The

Signatory Parties agree that a resolution of rate issues

regarding CSS was beyond the scope of negotiations leading to

this Agreement. Therefore, the Signatory Parties agree that

pending a future determination by the Commission as to the

allowable level of CSS expenses (both rate base and depreciation

expense), the level of the gas portion of CSS expenses shall be

capped at the level shown in Appendix A, and included in revenue

requirement subject to downward-only true up to the amount

actually allowed by the Commission in such future determination. 

Any credit due to gas customers as a result of a future

determination by the Commission as to the allowable level of the

gas portion of CSS expenses (both rate base and depreciation
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expense) will be deferred, with interest accruing at the

unadjusted customer deposit rate, until reflected in gas rates in

a manner to be determined by the Commission. In the event that

the actual allowance determined by the Commission in the future

is higher than the expense levels (both rate base and

depreciation expense) shown on Appendix A, Niagara Mohawk will

not be entitled to any upward reconciliation or recovery of the

gas portion of said expense levels.

5. Gas Safety and Service Reliability Incentive

Any penalty accruing as a result of the gas safety and

service reliability incentive mechanism (described elsewhere in

this Agreement) will be deferred, with interest accruing at the

unadjusted customer deposit rate, until reflected in rates in a

manner to be determined by the Commission.

6. Legislative, Regulatory and Related Actions

To the extent that mandatory regulatory, legislative or

accounting changes not specifically addressed herein (including

income, gross receipts tax, or other state or federal tax

expense, but excluding local real property tax) become effective

during the Settlement Period covered by this Agreement, the

revenue requirement impacts of each specific change will be

quantified separately and, to the extent that each separate item

exceeds 1% of gas net income in an annual amount, it shall be

deferred, with interest accruing at the unadjusted customer

deposit rate, for refund to or recovery from customers in a

manner to be determined by the Commission. This provision shall
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not prohibit refund or recovery of the revenue requirement

impacts of such changes to the extent expressly authorized by

applicable law.

7. Generic Policy Case Actions

To the extent that mandatory changes not specifically

addressed herein due to generic policy decisions of the

Commission become effective during the Settlement Period covered

by this Agreement, the revenue requirement impacts of each

specific change will be quantified separately and, to the extent

that each separate item exceeds $100,000 in an annual amount, it

shall be deferred, with interest accruing at the unadjusted

customer deposit rate, for refund to or recovery from customers

in a manner to be determined by the Commission. The same

treatment shall be afforded non-mandatory changes adopted by

Niagara Mohawk as a result of generic policy decisions of the

Commission. Consistent with the foregoing, the parties recognize

that generic policy decisions of the Commission will be

applicable to Niagara Mohawk according to their terms (unless

stayed by the Commission or a court or provided otherwise by the

Commission) during the Settlement Period.

8. Interest On Deferrals

The Signatory Parties agree that Niagara Mohawk will

apply interest on a monthly basis to all deferral credit and

debit balances contemplated by this Agreement until they are

reflected in rates, either directly or through amortization. 

Unless otherwise stated, the interest rate to be applied to these
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booked amounts will be the unadjusted customer deposit rate as

determined from time to time by the Commission.

9. Regulatory Deferral Amortizations

The chart below sets forth the amortization during the

Settlement Period of existing Regulatory Deferrals. The

amortizations of the OPEB Regulatory Asset, VERP Costs and the

Labor 53rd Week Accrual will be as shown on the chart. The

Pension Gain amortization of ($132,000) in the First Rate Year is

based on the actual amount amortized during November and

December, 1999. The remaining balance of the Pension Gain at

January 1, 2000 of ($2,167,341) will be amortized over the

Settlement Period consistent with the current practice of totally

offsetting OPEB expense.

Amortization of Regulatory Deferrals
($000)

First Rate
Year

Second
Rate Year

Third Rate
Year

Fourth
Rate Year

OPEB $660 $660 $660 $550

VERP Costs $563

Pension Gain
Amortization

($132)

Labor 53rd
Week Acrual

$128 $128 $128 $107

C. Adjustments and Reconciliations 

No adjustments or reconciliations will be allowed

during the Settlement Period except as set forth in this

Agreement or as authorized by the Commission. Adjustments and
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reconciliations will occur for the following items:

1. Gas Cost and Weather Normalization Adjustments

-- Actual commodity costs as provided for in 16 NYCRR
720-6.5, through the MCG;

-- Actual capacity costs for sales customer demands
as provided for in 16 NYCRR 720-6.5, through the
MCG (subject to the Capacity Incentive Program);

-- "Upstream of CNG" capacity release revenues (not
including releases resulting from migration of
Post-Aggregation Customers), through the MCG
subject to 85/15 sharing between ratepayers and
shareholders;

-- "Upstream of CNG" capacity release revenues
resulting from migration of Post-Aggregation
Customers, through the MCG;

-- CNG Capacity release revenues (not including
assignments of capacity or releases resulting from
migration of Post-Aggregation Customers), through
the MCG subject to 85/15 sharing between
ratepayers and shareholders);

-- CNG Capacity release revenues due to assignments
of capacity or releases resulting from migration
of Post-Aggregation Customers, through the MCG;

-- Sales for resale revenues (a.k.a. "off system
sales", not including sales resulting from
migration of Post-Aggregation Customers), through
the MCG subject to 85/15 sharing between
ratepayers and shareholders;

-- Sales for resale revenues resulting from migration
of Post-Aggregation Customers, through the MCG;

-- Revenues from third party managers of gas
portfolios (not including assignments of capacity
or releases resulting from migration of Post-
Aggregation Customers), through the MCG subject to
85/15 sharing between ratepayers and shareholders;

-- Revenues from third party managers of gas
portfolios due to assignments of capacity or
releases resulting from migration of Post-
Aggregation Customers, through the MCG; 
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-- Weather normalization adjustments as discussed in
Section VI. A., through a line item on the
customer bill; and

-- Research and Development surcharge in compliance
with Rule 30 of PSC 218 Gas and the Commission’s
Order issued February 14, 2000 in Case 99-G-1369,
through the MCG.

 2. Reconciliations

-- Revenues from Gas Delivery Service Rates to SC4
and SC5I customers, as an adjustment to Gas
Delivery Service Rates of SC1, SC2, SC3, SC12 and
SC13 customers subject to 80/20 sharing between
ratepayers and shareholders (SC5I, SC12 and SC13
will be reclassified);

-- Revenues from Gas Delivery Service Rates to SC9
customers, as an adjustment to Gas Delivery
Service Rates of SC1, SC2, SC3, SC12 and SC13
customers (SC12 and SC13 will be reclassified); 

-- SIR costs, to the separate SIR deferral account;

-- Credit of unexpended Cathodic Protection Program
costs, to the CRA in certain circumstances;

-- Credit of Customer Service System (CSS)
adjustments, both rate base and depreciation
expense, to a separate CSS deferral account; and

-- Rate Base Impact on the use of the CRA, to the
CRA.

3. Adjustments to Contingency Reserve
Account to Fund Certain Costs

-- Allowed Balancing Program Capital Costs;

-- Allowed Stranded Capacity Costs;

-- Allowed Merchant Transition Costs;

-- Allowed Outreach and Education Plan Costs;

-- Allowed Geographically Concentrated Component
Costs;

-- Allowed County Aggregation Grant Program Costs; 
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-- Allowed Therm Billing Accuracy Capital Costs;

-- Allowed One Bill Option (Utility-Provided) Costs;
and

-- Allowed Tax Law Changes Costs.

D. Earnings Sharing

Following each twelve-month period ending October 31,

2000, 2001, 2002, and 2003, Niagara Mohawk will make a

computation of its gas rate of return on common equity (ROE) for

the applicable twelve-month period. In the event of a Stayout

beyond October 31, 2003, Niagara Mohawk will make the computation

for any subsequent twelve-month period during which the Stayout

was in effect for at least a portion of the twelve-month period. 

The computations and the underlying data will be made available

to the Signatory Parties and filed with the Commission not later

than January 31 following the end of the applicable twelve-month

period. The filings will include supporting workpapers and the

ROE calculation based on traditional ratemaking practices and

methodologies applicable to Niagara Mohawk as to includable

costs, revenues and appropriate capital structure. The

computation of gas rate of return on common equity will be

calculated from Niagara Mohawk's books of account for the

applicable twelve-month period, except that Commission-approved

incentive benefits and penalties applicable to the twelve-month

period covering customer service incentives (gas pro-rata

portion), gas safety and service reliability incentives, capacity

cost mitigation incentive program incentives, and capacity
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release, sales for resale, and portfolio management incentives,

will be excluded from the earnings calculations. Any

disagreements about Niagara Mohawk's ROE calculation and

capitalization that cannot be resolved by the Signatory Parties

shall be referred to the Commission for resolution. For each

twelve-month period covered by this Agreement, Niagara Mohawk

will allocate the revenue equivalent of its gas earnings, if any,

in excess of the "Threshold Earnings Level" in any rate year as

follows: 

- fifty percent of such excess will be retained by

Niagara Mohawk (shareholders); and

- fifty percent of such excess will be deferred to be

applied to the benefit of customers in a manner to be

determined by the Commission. The Signatory Parties

agree that they will be free to make any argument as to

the manner in which those deferred amounts should be

used for customer benefit.

If there is no Stayout, earnings for the twelve-month period

ending October 31, 2003 will be pro-rated based on monthly

operating revenues and the earnings sharing provisions above will

apply only to the earnings pro-rated to the Fourth Rate Period. 

In the event of a Stayout, the earnings sharing provisions will

continue for any Stayout period, to be applied, if necessary, on

a pro-rata basis based on monthly operating revenues. The

factors to be applied to determine pro-ration by monthly

operating revenues are attached hereto as "Appendix C" and made a
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part of this Agreement. The Threshold Earnings Level shall be

not less than 10.0 percent nor more than 12.0 percent (200 basis

point variable band). The actual level will be calculated for

any particular twelve-month period according to the methodologies

established in this Agreement for the customer migration (up to

150 basis points) and customer awareness and understanding of gas

competitive opportunities incentives (up to 50 basis points).

E. Incentives

1. Customer Service

The Signatory Parties agree that the existing customer

service incentive program, which is applicable to customer

service provided by Niagara Mohawk to both electric and gas

customers, part of the Niagara Mohawk Power Choice plan

established in Cases 94-E-0098 and 94-E-0099, will not be

modified by this Agreement. It is the intention of the Signatory

Parties that if the existing customer service incentive program

expires prior to the end of the Settlement Period, due to the

expiration of the Power Choice plan, that a successor customer

service incentive program be established (after discussions among

the Signatory Parties) that is applicable to gas customers

through the end of the Settlement Period. The incremental costs

of such successor program, if any, over and above those costs

already being incurred to fund the existing program for the

benefit of gas customers, shall be recoverable by Niagara Mohawk,

either through the CRA or if the CRA is depleted, as provided for

by the Commission.
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2. Gas Safety and Service Reliability

A gas safety and service reliability incentive

mechanism will be in effect during the Settlement Period unless

discontinued by the Commission. The maximum penalty for any

annual measurement period will equal twelve (12) basis points of

pre-tax return on common gas equity (revenue requirement

equivalent). If there is a penalty applicable in any period, it

will be reflected in rates in a manner to be determined by the

Commission.

(a) One-Call Notices 

Commencing with the First Rate Year, and through the

end of the Settlement Period, Niagara Mohawk will be assessed

three (3) basis points of pre-tax return on gas common equity

(revenue requirement equivalent) for failure, measured within

Calendar Year 2000, and subsequent calendar years, to respond on

three (3) or more occasions to Rule 753-3.1 one-call notices

within the time frame required by Rule 753-4.5, other than

failures to respond as a result of emergency notice

notifications. With concurrence of the Department of Public

Service's Director of the Office of Gas and Water, exceptions may

be permitted where conditions prevent compliance. Each rate year

will stand on its own and there will be no carryover or averaging

of any kind in calculating any assessments regarding one-call

notices.

(b) Leak Backlogs

Commencing with the First Rate Year (using the end of
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calendar year 2000 as the measurement interval for the First Rate

Year), and through the end of the Settlement Period, Niagara

Mohawk will be assessed two (2) basis points of pre-tax return on

gas common equity (revenue requirement equivalent) for failure to

reduce the number of leaks in backlog pending repair, not

including leaks repaired but pending recheck, of Type 1, 2 and 2A

leaks so that backlog levels do not exceed 300 by December 31,

2000, 250 by December 31, 2001, and 200 by December 31 of

subsequent years, such 200 level in subsequent years continuing

through the Settlement Period.

(c) Cathodic Protection 

i. Failure to Achieve Minimum Levels

For the First Rate Year, Niagara Mohawk will be

assessed seven (7) basis points of pre-tax return on gas common

equity (revenue requirement equivalent) for failure, measured

within Calendar Year 2000, to cathodically protect at least 50

miles of pipe (the minimum mileage level to be achieved for that

year). For the Second Rate Year, Niagara Mohawk will be assessed

seven (7) basis points of pre-tax return on gas common equity

(revenue requirement equivalent) for failure, measured within

Calendar Year 2001, to cathodically protect at least 171 miles of

pipe. For the Third Rate Year, Niagara Mohawk will be assessed

seven (7) basis points of pre-tax return on gas common equity

(revenue requirement equivalent) for failure, measured within

Calendar Year 2002, to cathodically protect at least 171 miles of

pipe. For the Fourth Rate Period, Niagara Mohawk will be
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assessed seven (7) basis points of pre-tax return on gas common

equity (revenue requirement equivalent) for failure, measured

within Calendar Year 2003, to cathodically protect at least 151

miles of pipe. Each rate year or period will stand on its own

and there will be no carryover or averaging of any kind in

calculating any assessments regarding failure to achieve minimum

protection levels.

ii. Failure to Achieve Target Levels

For the First Rate Year, measured within Calendar Year

2000, if Niagara Mohawk cathodically protects at least 50 miles

of pipe (the minimum mileage level to be achieved for that year),

but less than 75 miles of pipe (the target mileage level to be

achieved for that year), Niagara Mohawk will be assessed the

number of basis points of pre-tax return on gas common equity

(revenue requirement equivalent) corresponding to the actual

mileage level achieved shown on the following table:

Year 2000

   Miles Achieved Basis Point Assessment

50 to 54 6.0
55 to 59 4.8
60 to 64 3.6
65 to 69 2.4
70 to 74 1.2

Any assessment incurred for failure to achieve target levels in

calendar year 2000 can be offset to the degree that miles

achieved in calendar year 2001 exceed the calendar year 2001

target of 196 miles. No offset will be permitted beyond calendar
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year 2001.

For the Second Rate Year, measured within Calendar Year

2001, if Niagara Mohawk cathodically protects at least 171 miles

of pipe (the minimum mileage level to be achieved for that year),

but less than 196 miles of pipe (the target mileage level to be

achieved for that year), Niagara Mohawk will be assessed the

number of basis points of pre-tax return on gas common equity

(revenue requirement equivalent) corresponding to the actual

mileage level achieved shown on the following table:

Year 2001

   Miles Achieved Basis Point Assessment

171 to 175 6.0
176 to 180 4.8
181 to 185 3.6
186 to 190 2.4
191 to 195 1.2

Any assessment incurred for failure to achieve target levels in

calendar year 2001 can be offset to the degree that miles

achieved in calendar year 2002 exceed the calendar year 2002

target of 196 miles. No offset will be permitted beyond calendar

year 2002.

For the Third Rate Year, measured within Calendar Year

2002, if Niagara Mohawk cathodically protects at least 171 miles

of pipe (the minimum mileage level to be achieved for that year),

but less than 196 miles of pipe (the target mileage level to be

achieved for that year), Niagara Mohawk will be assessed the

number of basis points of pre-tax return on gas common equity
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(revenue requirement equivalent) corresponding to the actual

mileage level achieved shown on the following table:

Year 2002

   Miles Achieved Basis Point Assessment

171 to 175 6.0
176 to 180 4.8
181 to 185 3.6
186 to 190 2.4
191 to 195 1.2

 
Any assessment incurred for failure to achieve target levels in

calendar year 2002 can be offset to the degree that miles

achieved in calendar year 2003 exceed the calendar year 2003

target of 175 miles. No offset will be permitted beyond calendar

year 2003.

For the Fourth Rate Period, measured within Calendar

Year 2003, if Niagara Mohawk cathodically protects at least 150

miles of pipe (the minimum mileage level to be achieved for that

year), but less than 175 miles of pipe (the target mileage level

to be achieved for that year), Niagara Mohawk will be assessed

the number of basis points of pre-tax return on gas common equity

(revenue requirement equivalent) corresponding to the actual

mileage level achieved shown on the following table:

Year 2003

   Miles Achieved Basis Point Assessment

150 to 154 6.0
155 to 159 4.8
160 to 164 3.6
165 to 169 2.4
170 to 174 1.2

- 36 -



CASE 99-G-0336 - GAS RATE AND RESTRUCTURING SETTLEMENT AGREEMENT

 
Any assessment incurred for failure to achieve target levels in

calendar year 2003 cannot be offset. 

iii. Successor Incentive

It is the intention of the Signatory Parties that if

the cathodic protection program is discontinued for the Fourth

Rate Period, and in the event of a Stayout, that a successor gas

safety and reliability incentive mechanism worth seven (7) basis

points be established (after discussions among the Signatory

Parties) that is applicable to gas service through the end of the

Settlement Period, in lieu of the cathodic protection component

described above.

3. Capacity Incentive Program 

A capacity incentive program will be in effect

beginning November 1, 1999, and continuing throughout the

Settlement Period. The mechanism provides indirect and direct

incentives to Niagara Mohawk to mitigate Stranded Capacity Costs. 

Indirectly, the mechanism provides Niagara Mohawk an incentive to

release capacity contracts so as to create an opportunity to earn

a direct incentive related to replacement capacity costs. 

Directly, the mechanism allows Niagara Mohawk an opportunity to

earn a share of replacement capacity cost savings in relation to

a target, and provides a disincentive to incur replacement

capacity costs in excess of the deadband. The incentive

(reward/penalty) has an annual cap of $2 million for
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shareholders. Any reward or penalty will be flowed through to

SC1, SC2, and SC3 sales customers via the MCG and to SC8

transportation customers taking standby sales service as an

adjustment to their SC8 D1 Demand Charge. The full incentive

mechanism is attached hereto as "Appendix D" and made a part of

this Agreement.

4. Capacity Release, Sales for Resale and Portfolio
Management

All capacity release and sales for resale sharing

mechanisms of the Prior Rate Plan shall end as of October 31,

1999. A capacity release, sales for resale and portfolio

management incentive mechanism will be in effect beginning

November 1, 1999, and continuing throughout the Settlement

Period, as follows:

(a) "Upstream of CNG" Capacity Release

Niagara Mohawk will be entitled to retain for the

benefit of its shareholders, as an incentive, fifteen percent

(15%) of all revenues derived from the release of capacity

"upstream of CNG" not including releases resulting from migration

of Post-Aggregation Customers. The remaining eighty-five percent

(85%) share will be flowed through to SC1, SC2, and SC3 sales

customers via the MCG and to SC8 transportation customers taking

standby sales service as a credit to their SC8 D1 Demand Charge. 

Revenues derived from the release of capacity "upstream of CNG"

resulting from migration of Post-Aggregation Customers will not

be shared or subject to an incentive. 
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(b) CNG Capacity Release

Niagara Mohawk will be entitled to retain for the

benefit of its shareholders, as an incentive, fifteen percent

(15%) of all revenues (or cost offsets to CNG’s charges) derived

from the release of CNG capacity not including assignments of

capacity or releases resulting from migration of Post-Aggregation

Customers. The remaining eighty-five percent (85%) share will be

flowed through to SC1, SC2, and SC3 sales customers via the MCG

and to SC8 transportation customers taking standby sales service

as a credit to their SC8 D1 Demand Charge. Revenues (or cost

offsets to CNG’s charges) derived from the release of CNG

Capacity resulting from assignments or migration of Post-

Aggregation Customers will not be shared or subject to an

incentive. 

(c) Sales for Resale

Niagara Mohawk will be entitled to retain for the

benefit of its shareholders, as an incentive, fifteen percent

(15%) of all net revenues derived from sales for resale (a.k.a.

"off system sales") not including sales resulting from migration

of Post-Aggregation Customers. The remaining eighty-five percent

(85%) share will be flowed through to SC1, SC2, and SC3 sales

customers via the MCG and to SC8 transportation customers taking

standby sales service as a credit to their SC8 D1 Demand Charge. 

Revenues derived from sales for resale resulting from migration

of Post-Aggregation Customers will not be shared or subject to an

incentive. 
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(d) Portfolio Management

Niagara Mohawk will be entitled to retain for the

benefit of its shareholders, as an incentive, fifteen percent

(15%) of revenues derived from a third party manager of its gas

portfolio. The incentive will apply only to those assets in the

portfolio relating to Upstream of CNG Capacity and CNG Capacity

which exclude capacity resulting from migration of Post-

Aggregation Customers or capacity assignments. The remaining

revenues will be flowed through to SC1, SC2, and SC3 sales

customers via the MCG and to SC8 transportation customers taking

standby sales service as a credit to their SC8 D1 Demand Charge . 

Revenues derived from the release of CNG Capacity resulting from

assignments or migration of Post-Aggregation Customers will not

be shared or subject to an incentive. 

(e) Interruptible Sales

As an incentive, Niagara Mohawk will retain for

shareholders/refund to customers, twenty percent (20%) of the

positive/negative difference between the net revenue targets set

forth below and the actual net revenues received from Gas

Delivery Service Rates to SC4 (Large Volume Interruptible Sales)

and SC5I (Interruptible Large Volume Transportation) customers

(SC5I will be reclassified). The remaining eighty percent (80%)

share of the difference will be flowed through as an increase or

decrease to the Gas Delivery Service Rates of SC1, SC2, SC3, SC12

and SC13 customers (SC12 and SC13 will be reclassified). In the

event the Settlement Period ends with the final period being less
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than a full rate year, the targets will be allocated to the

individual months based on monthly interruptible margins. The

factors to be applied to determine pro-ration by monthly

interruptible margins are attached hereto as "Appendix C" and

made a part of this Agreement. 

NET REVENUE TARGETS

Service Class Annual Target

SC4 $556,000

SC5I $5,552,000

5. Customer Migration

A customer migration incentive mechanism will be in

effect during the Settlement Period. The incentive mechanism

will allow Niagara Mohawk to increase its Threshold Earnings

Level for the applicable period by up to a maximum of 150 basis

points based on actual customer migration levels achieved. The

amount of the incentive will be based on a sliding scale between

0 and 150 basis points directly linked to the percent actually

achieved of targeted migration levels set forth below (100% of

target = 150 basis points).

As of October 31 in the years 2000, 2001, 2002, and

2003, Niagara Mohawk will measure the total number of customers

at October 31 in Service Classifications SC1 buying gas from

other than Niagara Mohawk (Residential Transportation) and SC2

- 41 -



CASE 99-G-0336 - GAS RATE AND RESTRUCTURING SETTLEMENT AGREEMENT

buying gas from other than Niagara Mohawk (Small General

Transportation). In the event of a Stayout beyond October 31,

2003, Niagara Mohawk will again conduct the October 31

measurement for any subsequent twelve-month period during which

the Stayout was in effect for at least a portion of the twelve-

month period. A report of the results, including raw results and

computations, will be made available to the Signatory Parties and

filed with the Commission not later than January 31 following the

applicable October 31. Any disagreements about Niagara Mohawk's

calculations that cannot be resolved by the Signatory Parties

shall be referred to the Commission for resolution. 

Following each October measurement in the years 2000,

2001, 2002, and 2003 (and in the event of a Stayout beyond

October 31, 2003, following each subsequent resultant

measurement) Niagara Mohawk will be awarded an increase in its

Threshold Earnings Level up to a maximum of 150 basis points for

the applicable period based on the following formula:

       (Total number of SC1 and SC2 customers
 buying gas from other than 
 Niagara Mohawk at October 31)

       __________________________________ * 150 Basis
Points

(Migration Target) 
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CUSTOMER MIGRATION TARGETS
(Cumulative)

First Rate Year 47,441

Second Rate Year 102,727

Third Rate Year 153,974

Subsequent Years Prior Year's Target
Plus 50,000

6. Customer Awareness and Understanding of Gas
Competitive Opportunities

A customer awareness and understanding of gas

competitive opportunities incentive mechanism will be in effect

during the Settlement Period. The incentive mechanism will allow

Niagara Mohawk to increase its Threshold Earnings Level for the

applicable period by up to a maximum of 50 basis points for good

performance. 

Prior to October 1, 2000, Niagara Mohawk will develop

surveys, in consultation with Staff, to measure residential and

commercial customer awareness and understanding of gas

competitive opportunities in Niagara Mohawk's service territory. 

The surveys will separately measure the following four items:

-- residential customer awareness; 
-- commercial customer awareness;
-- residential understanding; and 
-- commercial understanding.

The surveys will be designed to achieve confidence levels of 95

percent with margins of error of plus or minus 3.5 percent or
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less. The residential and commercial results will be combined on

a weighted basis, based on the total number of residential and

commercial customers, to produce separate weighted average

results for awareness and understanding. The surveys and survey

results will be public, not proprietary information. During the

month of October, 2000, Niagara Mohawk will conduct the surveys

to establish a baseline level. If the baseline survey is

accomplished by October 31, 2000, Niagara Mohawk will earn the

full 50 basis point incentive for the First Rate Year. 

During the month of October in the years 2001, 2002,

and 2003, Niagara Mohawk will again conduct the surveys to

measure levels of customer awareness and understanding. In the

event of a Stayout beyond October 31, 2003, Niagara Mohawk will

again conduct the October surveys to measure levels of customer

awareness and understanding for any subsequent twelve-month

period during which the Stayout was in effect for at least a

portion of the twelve-month period. 

A report of all survey results, including raw results

and computations, will be made available to the Signatory Parties

and filed with the Commission not later than January 31 following

the end of the applicable October. Any disagreements about

Niagara Mohawk's calculations that cannot be resolved by the

Signatory Parties shall be referred to the Commission for

resolution. In conjunction with its reports, Niagara Mohawk will

annually advise Staff on its activities to increase public

awareness and understanding including: its messages; samples of
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materials under production; and use of audiences' and customers'

input in program content, method and design.

Following each October survey in the years 2001, 2002,

and 2003 (and in the event of a Stayout beyond October 31, 2003,

following each subsequent resultant survey), Niagara Mohawk will

be awarded an increase in its Threshold Earnings Level for the

applicable period (example: October 2001 survey results apply to

Second Rate Year) of up to a maximum of 50 basis points,

calculated as follows:

-- Second Rate Year:

For each percentage point increase in customer
awareness above the First Rate Year base level, Niagara Mohawk
will be awarded an increase of "A" basis points in its Threshold
Earnings Level, up to a maximum of 25 basis points.

Factor "A" = 25/((90-X)*1/3) 

("X" equals the actual First Rate Year weighted
average results for customer awareness)

For each percentage point increase in customer
understanding above the First Rate Year base level, Niagara
Mohawk will be awarded an increase of "B" basis points in its
Threshold Earnings Level, up to a maximum of 25 basis points.

Factor "B" = 25/((75-X)*1/3) 

("X" equals the actual First Rate Year weighted
average results for customer understanding)
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-- Third Rate Year:

For each percentage point increase in customer
awareness above the First Rate Year base level, Niagara Mohawk
will be awarded an increase of "C" basis points in its Threshold
Earnings Level, up to a maximum of 25 basis points.

Factor "C" = 25/((90-X)*2/3) 

("X" equals the actual First Rate Year weighted
average results for customer awareness)

For each percentage point increase in customer
understanding above the First Rate Year base level, Niagara
Mohawk will be awarded an increase of "D" basis points in its
Threshold Earnings Level, up to a maximum of 25 basis points.

Factor "D" = 25/((75-X)*2/3) 

("X" equals the actual First Rate Year weighted
average results for customer understanding)

-- Subsequent Years:

For each percentage point increase in customer
awareness above the First Rate Year base level, Niagara Mohawk
will be awarded an increase of "E" basis points in its Threshold
Earnings Level, up to a maximum of 25 basis points.

Factor "E" = 25/((90-X)*3/3) 

("X" equals the actual First Rate Year weighted
average results for customer awareness)

For each percentage point increase in customer
understanding above the First Rate Year base level, Niagara
Mohawk will be awarded an increase of "F" basis points in its
Threshold Earnings Level, up to a maximum of 25 basis points.

Factor "F" = 25/((75-X)*3/3) 

("X" equals the actual First Rate Year weighted
average results for customer understanding)
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VI. REVENUE ALLOCATION AND RATE DESIGN

A. General Ratemaking Requirements

1. Monthly Cost of Gas (MCG)

During the Settlement Period, and thereafter unless

changed by Commission, Niagara Mohawk will continue use of the

Monthly Cost of Gas mechanism established by the Commission in

the Interim Order effective November 1, 1999, subject to any

modifications set forth in this Agreement.

(a) Gas Lost and Unaccounted for Factor

Beginning with the Implementation Date or the October

2000 billing cycle, whichever is earlier, the gas lost and

unaccounted for factor will be 1.76% based on an average of the

twelve months ending August 30, 1997, 1998 and 1999.

(b) Weather Normalization Adjustment

Niagara Mohawk will maintain its current weather

normalization clause (WNC) as set forth in PSC 218, Rule 27

(including updated Degree Day Factors and Base Loads), with the

exception that it be modified such that the priceout will be

calculated using the rate block at which the customer’s usage

ends rather than the tail block rate of the individual service

class. The WNC will be extended to apply to SC5F (Firm Large

Volume Transportation) and SC7 (Firm Small Transportation)

customers whose heating load represents fifty percent or more of

their total gas consumption in these classifications. For

purposes of this Agreement, a customer's heating load represents

fifty percent or more of its total gas consumption if fifty
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percent or more of its gas consumption occurs during the months

of November through March. These changes shall take effect

beginning with the first billing cycle of October 2000.

(c) Sales for Resale

Regarding Sales For Resale (SFR), gas supply commodity

costs will be fixed on the first day that the SFR transaction is

made. Such fixed cost shall continue at this level until the end

of the month (or until the transaction term ends, if sooner). If

the transaction term extends into a subsequent month, the gas

supply commodity cost will be re-set for each subsequent month on

the first day of the month. SFR transactions will only occur

under the following conditions:

-- SFR transactions will only be performed with

excess pipeline capacity or gas supply that

Niagara Mohawk has under contract;

-- SFR transactions will operate within Niagara

Mohawk's monthly operating plans. For example,

excess capacity would be determined by a given

month's operating plan which includes factors such

as estimated demand, flowing supply and storage

injection/withdrawal target ranges; and

-- If Niagara Mohawk contracts for a gas supply with

reservation charges to specifically perform SFR

transactions, such reservation charge will be a

gas cost in the net revenue calculation. 
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2. Unbundling

Niagara Mohawk will continue the use of unbundled Gas

Delivery Service Rates and Gas Supply Charges for its 

SC1, SC2, and SC3 customers purchasing gas supply from Niagara

Mohawk (including both commodity cost of gas and interstate

pipeline fixed capacity cost and storage cost). These unbundled

Gas Delivery Service Rates were established by the Commission

effective November 1, 1999 and are subject to modification due to

the establishment of back-out rates for certain services, and to

adjust rates by service classification for lost revenue related

solely to the unbundling process, as set forth in this Agreement. 

B. Revenue-Neutral Package

1. Rate Reclassification 

Effective on the Implementation Date, the adjustments

set forth below to existing Gas Delivery Service Rates in PSC No.

218 will apply. SC5I, SC12 and SC13 will be reclassified to SC6,

SC1 and SC2 respectively. Hereafter in this Agreement, SC5I,

SC12 and SC13 will be referred to as SC6, SC1 and SC2

respectively. The Gas Delivery Service Rates for Residential and

Small General service will be the same regardless of the

commodity provider. Effective on the Implementation Date, SC5I,

SC12 and SC13 will be deleted from the Company’s PSC No. 218 Gas

Tariff. 
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2. Rate Changes by Service Classification- Exclusive
of NMSuburban Gas Customers

(a) SC1 - Residential 

(i) SC1 rates will be reduced by 2.222 cents per therm
related to a Merchant Function Charge which will then
be displayed as a separate line item under the Gas
Supply Section of the customer’s bill for customers who
purchase their gas supply from Niagara Mohawk. For SC1
Customers who do not purchase their gas supply from
Niagara Mohawk, the Merchant Function Charge will not
apply. 

(ii) Gas Delivery Service Rates will be increased by $.00048
per therm in order to recover the revenue requirement
lost when gas rates were unbundled on November 1, 1999.

    (iii) The new SC1 rate structure will be as follows:

First 3 Therms or Less, $11.64(Non Heat); 
First 3 Therms or Less, $14.62(Heat); 
Next 47 therms, $.35291/therm; 
Over 50 therms, $.05264/therm. 

(b) SC2 - Small General Service 

(i) SC2 rates will be reduced by 2.222 cents per therm
related to a Merchant Function Charge which will then
be displayed as a separate line item under the Gas
Supply Section of the customer’s bill for customers who
purchase their gas supply from Niagara Mohawk. For SC2
Customers who do not purchase their gas supply from
Niagara Mohawk, the Merchant Function Charge will not
apply.

  
(ii) Gas Delivery Service Rates will be increased by $.00030

per therm in order to recover the revenue requirement
lost when gas rates were unbundled on November 1, 1999.

    (iii) The new SC2 rate structure will be as follows:

First 3 Therms or Less, $19.14;
Next 277 therms, $.26673/therm;
Next 4720 therms, $.15999/therm; 
Over 5000 therms, $.02583/therm. 

(c) SC3 - Large General Service
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(i) Gas Delivery Service Rates for SC3 customers will
remain unchanged from Gas Delivery Service Rates which
became effective November 1, 1999. Specifically, these
monthly rates will remain as follows for the Settlement
Period:

First 5000 Therms or Less, $773.60;
Over 5000 Therms, $.04577/therm.

(ii) Capacity Gas Supply Charges and twenty cents per therm
of Commodity Gas Supply Charges provided for in 16
NYCRR 720-6.5, recovered through the Monthly Cost of
Gas Rate (MCG Rate) will now be applied to Billed usage
in therms rather than Metered usage. The Remaining
Commodity Gas Supply Charges (equal to Commodity Gas
Supply Charges less 20 cents per therm) will be
recovered as a separate line item on the customer's
bill and will be multiplied by Metered Usage. Metered
Usage is equal to the CCF associated with the customers
monthly billing period (25-35 days) multiplied by the
applicable BTU conversion factor. Billed usage is the
higher of (1) Metered Usage or (2) Racheted Usage where
Ratcheted Usage is equal to one-third of the highest
monthly usage taken by the customer during any monthly
billing period in the previous months of January
through March inclusive.

For example:

Customer's Metered Usage 10,000 therms
Customer's Ratchet Usage 15,000 therms
Monthly Cost of Gas Rate = $.42 per therms
  ($.12 fixed and $.30 commodity)

Delivery Charges

First 5000 therms or less $ 773.60
Last 10,000 therms @ $.04577 per therm $  457.70

$1,231.30

Gas Supply Charges

15,000 Therms x $.32 per therm $4,800.00
10,000 Therms x .10 per therm $1,000.00

$5,800.00

Total Cost for Gas Service = $7,031.30

(d) SC4 - Large Volume Interruptible Sales Service
 

- 51 -



CASE 99-G-0336 - GAS RATE AND RESTRUCTURING SETTLEMENT AGREEMENT

(i) The Contract Facilities Charge of $300 for SC4 will
remain unchanged. The SC4 commodity rate will continue
to be set monthly based on current PSC 218 tariff
provisions which provide for this rate to be set
monthly. 

(e) SC5 - Firm Transportation Service - Capable of Consuming
250,000 therms up to 1,000,000 therms Annually

(i) The initial block for the firm part of SC5 will be
changed from 1,000 therms, to 100 therms, such that the
new rate structure will be as follows:

First 100 therms or less, $350;
Over 100 therms, $.05154/therm.

(f) SC5 - Large Volume Interruptible Transportation Service
Capable of Consuming 2,500,000 therms Annually (to be SC6)

(i) Effective on the Implementation Date, the interruptible
part of SC5 will be redesignated into a new service
classification to be called "SC6". The charge in the
SC5 initial block will be changed from $300, to $350,
such that the new rate structure will be as follows:

First 100 therms or less, $350; 
Over 100 therms, "Marketprice$"/therm,
where the "Marketprice$" will be set monthly
between a minimum of $.010/therm and 
a maximum ceiling price per therm. 

(ii) The maximum ceiling price per therm for each customer
will be the effective annual SC8 firm rate (exclusive
of the $700 initial block charge) for like consumption
based on monthly consumption for the historical period
twelve months ending May of each year. In no case will
the ceiling price exceed $.05154/therm, exclusive of
the $350 initial block charge.

    (iii) The monthly price for each matrix price will be posted
by the fifteenth day of the preceding month. If the
fifteenth day is on a holiday or weekend, the prices
will be posted on the next business day.

(iv) Language set forth on Leaf 148 of PSC No.218 related to
SC5 Special Contracts will be deleted from Niagara
Mohawk's tariff. 
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(g) SC6 - (Previously Reserved for Future Use)

(i) The SC6 classification previously reserved will be
taken up by SC5 Large Volume Interruptible
Transportation Service Capable of Consuming 2,500,000
therms Annually, as discussed above.

(h) SC7 - Small Volume Transportation - Minimum Annual
Quantities of Not Less than 50,000 therms

(i) The SC7 rate will remain unchanged at $300.00 for the
first 2,100 therms or less and $.10222 for over 2,100
therms per month.

(i) S.C. 8 - Transportation Service - Capable of Consuming
1,000,000 therms Annually 

(i) The SC8 - Transportation rate will be divided into four
separate blocks, the first being for the first 100
therms or less at a charge of $700 per month, the
second block being the next 99,900 therms at the
current charge of $.05154/therm, the third block being
the next 400,000 therms at a lower rate of
$.04666/therm, and the tail block at the rate of
$.04000/therm, such that the new rate structure will be
as follows:

First 100 therms or less, $700; 
Next 99,900 therms, $.05154/therm;
Next 400,000 therms, $.04666/therm; 
Over 500,000 therms, $.04000/therm.

Standby sales usage in therms will be combined with
Transportation Service for billing purposes using the
above blocks. A D1 Demand charge will be applicable to
the Standby quantity only. The Standby Commodity Cost
of Gas will be billed directly to the Customer’s
Marketer. 

(j) SC12 - Residential Aggregation Service and SC13 Small
General Service Aggregation Service 

(i) SC12 and SC13 will be reclassified as SC1 and SC2
respectively.

(k) SC14 Transportation Service for Dual-Fuel Electric
Generators
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(i) Delivery service revenues from the two existing SC14
customers (Albany and Oswego Steam Stations) are
reflected in the revenue requirement incorporated in
this Agreement and will be retained by Niagara Mohawk.

(ii) The Signatory Parties could not come to a consensus
regarding the treatment of delivery service revenues,
if any, that may be obtained from additional SC14
customers that may be added during the Settlement
Period. Any Signatory Party shall be free to petition
the Commission for any resolution of such issue as they
shall desire, so long as all Signatory Parties are
served with such petition in a timely manner. The
treatment of all delivery service revenues from any
future SC14 contract shall only be in accordance with
the Commission's resolution of such a petition.

3. Rate Changes by Service Classification - Former
NMSuburban Gas Customers

(a) Eligibility for NMSuburban Rates

NMSuburban rates will be applicable to customers located in
the district formerly served by NMSuburban Gas Inc. within
the Village of East Syracuse and within the Town of DeWitt,
Onondaga County, New York. This change in eligibility for
NMSuburban rates will take place prospectively only and
Niagara Mohawk will not be obligated to provide refunds to
customers placed on Niagara Mohawk rates since November of
1996. Within 60 days after the Implementation Date,
customers (including customers added during the Settlement
Period) located in the district formerly served by
NMSuburban Gas, but on Niagara Mohawk rates, will be placed
on NMSuburban rates.

  (b) SC1 - Residential 

(i) SC1 rates will be reduced by 2.222 cents per therm
related to a Merchant Function Charge which will then
be displayed as a separate line item under the Gas
Supply Section of the customer’s bill for customers who
purchase their gas supply from Niagara Mohawk. For SC1
customers who do not purchase their gas supply from
Niagara Mohawk, the Merchant Function Charge will not
apply.

  
(ii) Gas Delivery Service Rates will be increased by $.00048

per therm in order to recover the revenue requirement
lost when gas rates were unbundled on November 1, 1999. 
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    (iii) The minimum charge and the energy block rates will be
increased by 1/6 the difference between the NMGas and
NMSuburban rates each year through August 1, 2003. 

  
(iv) Effective on the Implementation Date, the charge in the

initial block for SC1 non-heating customers will be
increased from $9.60 to $9.87. On August 1, 2001, the
charge in the initial block for non-heating customers
will be increased to $10.21. On August 1, 2002, the
charge in the initial block for non-heating customers
will be increased to $10.55. On August 1, 2003, the
charge in the initial block for non-heating customers
will be increased to $10.89.

 
(v) Effective on the Implementation Date, the charge in the

initial block for SC1 heating customers will be
increased from $12.66 to $12.92. On August 1, 2001,
the charge in the initial block for heating customers
will be increased to $13.24. On August 1, 2002, the
charge in the initial block for non-heating customers
will be increased to $13.57. On August 1, 2003, the
charge in the initial block for non-heating customers
will be increased to $13.90. 

(vi) The new SC1 rate structure will be as follows:

Implementation Date:
First 3 therms or less, $9.87 (non-heating);
First 3 therms or less, $12.92 (heating);
Next 47 therms, $.24041;
Over 50 therms, $.05028.

August 1, 2001:
First 3 therms or less, $10.21 (non-heating);
First 3 therms or less, $13.24 (heating);
Next 47 therms, $.26291;
Over 50 therms, $.05075.

August 1, 2002:
First 3 therms or less, $10.55 (non-heating);
First 3 therms or less, $13.57 (heating);
Next 47 therms, $.28541;
Over 50 therms, $.05122.

August 1, 2003:
First 3 therms or less, $10.89(non-heating);
First 3 therms or less, $13.90 (heating);
Next 47 therms, $.30791;
Over 50 therms, $.05170.
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(c) SC2 - Small General Service

(i) SC2 rates will be reduced by 2.222 cents per therm
related to a Merchant Function Charge which will then
be displayed as a separate line item under the Gas
Supply Section of the customer’s bill for customers who
purchase their gas supply from Niagara Mohawk. For SC2
Customers who do not purchase their gas supply from
Niagara Mohawk, the Merchant Function Charge will not
apply.

  
(ii) Gas Delivery Service Rates will be increased by $.00030

per therm in order to recover the revenue requirement
lost when gas rates were unbundled on November 1, 1999.

    (iii) The energy block rates will be increased by 1/6 the 
difference between the NMGas and NMSuburban rates each 
year through August 1, 2003. 

(iv) The new SC2 rate structure will be as follows:

Implementation Date:
First 3 therms or less, $19.14;
Next 277 therms, $.22923;
Next 4720 therms, $.14752;
Over 5000 therms, $.02241;

August 1, 2001:
First 3 therms or less, $19.14;
Next 277 therms, $.23674;
Next 4720 therms, $.15002;
Over 5000 therms, $.02310;

August 1, 2002:
First 3 therms or less, $19.14;
Next 277 therms, $.24424;
Next 4720 therms, $.15252;
Over 5000 therms, $.02379;

August 1, 2003:
First 3 therms or less, $19.14;
Next 277 therms, $.25174;
Next 4720 therms, $.15501;
Over 5000 therms, $.02447;

(d) SC5 - Firm Transportation Service - Capable of Consuming
250,000 therms up to 1,000,000 therms Annually
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(i) Effective on the Implementation Date, the initial block
for the firm part of SC5 will be changed from 1,000
therms, to 100 therms, and the charge in the tail block
will be increased by 1/6 the difference between the
NMGas and NMSuburban rates each year through August 1,
2003, such that the new rate structure will be as
follows:

August 1, 2000:
First 100 therms or less, $350;
Over 100 therms, $0.04609/therm. 

August 1, 2001:
First 100 therms or less $350; 
Over 100 therms $.04718 / therm.

August 1, 2002:
First 100 therms or less, $350; 
Over 100 therms, $0.04827/therm. 

August 1, 2003:
First 100 therms or less $350;
Over 100 therms $.04936 / therm.

(e) SC5 - Large Volume Interruptible Transportation Service (to
be SC6)

(i) Effective on the Implementation Date, the interruptible
part of SC5 will be redesignated into a new service
classification to be called "SC6". The new rate
structure will be as follows:

Market Price Per Therm, 
Where the Marketprice $ is set monthly between a
minimum of $.010/therm and a maximum ceiling price per
therm. 

(ii) The maximum ceiling price per therm for each customer
will be the effective annual SC8 firm rate (exclusive
of the $700 initial block charge) for like consumption
based on monthly consumption for the historical period
twelve months ending May of each year. In no case will
the ceiling price exceed $.05154/therm. 

    (iii) Customers will have the same Term of Service
Offerings, Monthly; Quarterly; Semi-Annual and Annual,
as all other NMPC customers. The same matrix pricing as
all other S.C. 6 NMPC customers based on alternative
fuel type and price; geographic location; Tax
Exempt/Non Exempt Status; size and other market
conditions.
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(f) SC6 - (Previously Reserved for Future Use)

(i) The SC6 classification previously reserved will be
taken up by SC5 Large Volume Interruptible
Transportation Service Capable of Consuming 2,500,000
therms Annually, as discussed above.

(g) SC7 - Small Volume Transportation - Minimum Annual
Quantities of Not Less Than 50,000 therms

(i) SC7 - The first 2,100 therms or less will increase from
$275 to $300 on the Implementation Date.

(h) SC8 - Transportation Service - Capable of Consuming
1,000,000 therms Annually

(i) The SC8 - Transportation rates to be charged former NM
Suburban customers shall be the same as the Niagara
Mohawk gas customer rates, such that the new rate
structure will be as follows:

First 100 therms or less, $700; 
Next 99,900 therms, $.05154/therm;
Next 400,000 therms, $.04666/therm; 
Over 500,000 therms, $.04000/therm.

(ii) Standby Sales usage in therms will be combined with
Transportation Service for billing purposes using the
above blocks. A D1 Demand Charge will be applicable to
the Standby quantity only. The Standby Commodity Cost
of Gas will be billed directly to the Customer's
Marketer. 

(i) SC12 - Residential Aggregation Service and SC13 Small
General Service Aggregation Service 

(i) SC12 and SC13 will be reclassified as SC1 and SC2
respectively.

4. Low Income Rate Discontinued

The SC-1 minimum charge reduced rate of $8.55 for

customers designated by Niagara Mohawk as gas-only low income

customers will be discontinued as of the Implementation Date. 
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Eligible customers have received appropriate credits through

October 31, 1999. Additional credits applicable to the period

from November 1, 1999 through the Implementation Date will be

applied as soon as practicable after the Implementation Date.

5. Economic Development Discount Rates

Niagara Mohawk currently has three economic development

programs: Economic Development Rider (EDR), Economic Development

Zone Rider (EDZR) and Economic Revitalization Incentive Rider

(ERIR). All three programs will continue under this Agreement. 

EDR and EDZR are growth-based programs while ERIR is a retention/

revitalization based program. Niagara Mohawk’s EDZR and ERIR

programs were implemented in May of 1987 at the existing discount

levels. The EDR Rider was implemented in October of 1986. The

Signatory Parties agree that Niagara Mohawk will implement

revised per therm discount levels on the Implementation Date,

except that existing customers on the EDR and ERIR Riders will be

grandfathered at the discount levels in effect prior to the

Implementation Date. These revised discount levels are being

reset based on 50% of the Transmission and Distribution Capacity

Classified Costs from the embedded cost of service study for the

twelve months ended October 31, 1997. These discount levels have

not been modified since their inception and rate design changes

since that time have caused extreme disparities in the bills of

these customers. For example, SC2 EDZR customers have a discount

rate of 9.5 cents per therm. This discount rate is higher than

the tail block in effect as of November 1, 1999 causing negative
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delivery service bills for some customers. 

Program = EDR Growth Based Program

1) Applicable to: SC 2, 3, 5 & 8 

2) Rates:

Service Discount Per Therm

Class Year 1 Year 2 Year 3 Year 4 Year 5

SC 2 $.05 $.04 $.03 $.025 $.015

SC 3 $.03 $.025 $.02 $.015 $.01

SC 5&8 $.03 $.025 $.02 $.015 $.01

Program = ERIR Retention - Revitalization

1) Applicable to:SC 3, 5 & 8 
2) Rates:

Service Discount Per Therm

Class Year 1 Year 2 Year 3 Year 4 Year 5

SC 3 $.03 $.025 $.02 $.015 $.01

SC 5&8 $.03 $.025 $.02 $.015 $.01

Note: The total dollars available for all discounts for ERIR
programs will be $600,000.

Program = EDZR Growth Based Program

1) Applicable to: SC 2, 3, 5, 7 & 8 
2) Rates:

Service Classification Discount Per Therm

SC 2 $.05

SC 3 $.03

SC 5 and 8 $.03

SC 7 $.05
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6. Implementation of Tax Law Changes

The Signatory Parties agree that Niagara Mohawk will

implement the tax law changes resulting from the 2000 Legislative

Session on the Implementation Date through tariff changes,

automatic surcharge adjustments, deferral mechanisms, and the CRA

if needed because offsetting deferrals could not be accomplished,

as necessary to avoid overall bill increases. Such

implementation will be done in a manner that is consistent with

statewide implementation.
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VII. GAS RESTRUCTURING PLAN

A. Upstream Gas Costs

The following table shows Niagara Mohawk’s portfolio of

pipeline, storage and peak-shaving capabilities. The table also

shows the expiration dates of each contract and the applicable

notice date for terminating those contracts at their expiration

date.

Pipeline Volume/Day Expiration
Date

Notice Date

Texas Eastern   23,389 10/31/02 10/97 (5 Yr.)

Tennessee-1   50,467 11/1/00 10/99 (1 Yr.)

Tennessee-2   89,663 11/1/00 10/99 (1 Yr.)

CNG-FTNN  305,922 3/31/02 3/01 (1 Yr.)

CNG-FTNN-GSS  434,078 3/31/02 3/01 (1 Yr.)

CNG-GSS  425,021 3/31/02 3/00 (2 Yr.)

CNG-GSS II    9,057 3/31/02 3/00 (2 Yr.)

Texas Gas   51,004 10/31/05 10/04 (1 Yr.)

Iroquois   50,000 10/31/11 None

Transco    8,116 10/31/12 10/11 (1 Yr.)

Peak Shaving   42,500 -- --

Niagara Mohawk has provided notice to Texas Eastern of

its desire to terminate its contract on October 31, 2002. Also,

Niagara Mohawk has given notice to Tennessee to terminate

contract 1, effective November 1, 2000, and to reduce contract 2

to 56,131 DT/Day, effective for the period November 1, 2000 to

March 31, 2001, and then further reduce to 32,381 DT/Day,
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effective April 1, 2001 to October 31, 2001. The next earliest

contracts up for noticing are the CNG storage contracts. CNG has

noticed Niagara Mohawk of its desire to either terminate these

contracts or extend them for a period of three years. Other CNG-

FT contracts can be noticed in March 2001 to be effective in

March 2002. The longer term contracts are Texas Gas with an

expiration date of October 2005; Iroquois with an expiration date

of October 2011; and Transco with an expiration date of October

2012.

The Signatory Parties agree that Niagara Mohawk, during

the Settlement Period, will follow a strategy of keeping upstream

of CNG contracts to a minimum, as necessary to meet its sales

obligations unless a fully liquid market exists at pooling points

into CNG that make it unnecessary to hold firm upstream capacity.

Capacity upstream of CNG will not be assigned but will be subject

to the terms of the Capacity Incentive Program set forth in

Section V.E.

The Signatory Parties agree that contracts with CNG for

storage and pipeline capacity will be maintained through the

Settlement Period and that during the Settlement Period the CNG

capacity and storage will be assigned on a mandatory basis to

Marketers on behalf of firm customers migrating from sales to

transportation service. 

The Signatory Parties agree that the system may require

additional peak day capacity to meet customer requirements. If

needed, there is no consensus on how this additional capacity
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should be provided. If Niagara Mohawk determines that it must

supply the capacity, cost recovery would be subject to the

Commission’s Policy Statement Concerning the Future of the

Natural Gas Industry in New York State and Order Terminating

Capacity Assignment (issued November 3, 1998).

B. Recovery of Stranded Capacity Costs

During the Settlement Period, Niagara Mohawk shall

receive full recovery of all Stranded Capacity Costs. Niagara

Mohawk's recovery of such costs will be funded through the CRA. 

If the CRA becomes depleted, Stranded Capacity Costs will be

recovered through a volumetric surcharge to the Gas Delivery

Service Rates of SC1, SC2, SC3, SC5 DCA customers and SC7 DCA

customers and through an adjustment to the SC8 D1 demand charge. 

The cost assigned to the SC8 customers will be a ratio of their

elected D1 demand for standby service to the forecasted system

peak day demand multiplied by the total stranded cost. There

will be no gap in Niagara Mohawk's recovery of Stranded Capacity

Costs during the Settlement Period.

C. Balancing Options

1. General

The Signatory Parties agree that Niagara Mohawk will

implement new balancing programs for transportation customers

effective on September 1, 2000, or on the Implementation Date,

whichever is later. Program revisions include termination of

Niagara Mohawk's current Pooled Balancing service and

substitution with a new Pooled Balancing service (applicable to
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daily metered customers); modifications to Niagara Mohawk's

current Basic Aggregation service (applicable to monthly metered

customers); and termination of its existing Balanced Aggregation

service (applicable to monthly metered customers). Details of

the new balancing programs are set forth in Appendix E, 

Schedule 1.

2. New Monthly Balancing Program

The new balancing program for monthly metered customers

("Basic Aggregation") is designed around and offered in

conjunction with CNG Transmission's ("CNG") new rate schedules,

Delivery Point Operator ("DPO") and Citygate Swing Customer

("CSC"), pursuant to FERC Docket No. RP00-21-000. In an order

issued March 31, 2000, FERC determined that CNG's proposed Rate

Schedules DPO and CSC were accepted, as modified and subject to

certain conditions, to be effective upon the later of April 1,

2000, or a motion by CNG to place the tariff sheets in effect.

The Signatory Parties expect that CNG's DPO and CSC tariffs will

be implemented by September 1, 2000 or the Implementation Date,

whichever is later. 

Upon the effective date of the Basic Aggregation

program, Niagara Mohawk will transfer to each participating

Marketer the gas stored underground for customers currently being

served by the Marketer. The amount of gas in storage to be

transferred will represent one seventh of the winter storage

requirement (based on the months of November through March) for

each month from April 1st to the effective date of the Basic
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Aggregation program. If the effective date of the Basic

Aggregation program is later than October 31, 2000, the amount

of gas in storage to be transferred will be reduced by 10% for

November, 24% per month for December, January and February, and

18% for March 2001. Each Marketer participating in Basic

Aggregation will be required to pay Niagara Mohawk for storage

gas transferred and all taxes and pipeline fees associated with

moving or transferring the storage gas to the Marketer. 

The Storage Gas Transfer Rate for customers migrating

after the Implementation Date shall be the sum of (1) Niagara

Mohawk's estimated average commodity cost of gas in storage, plus

(2) the Demand Transfer Recovery Rate (DTR Rate). The DTR Rate

shall be equal to the System Average Unrecovered CNG Demand

Charge revenue per therm beginning in the month of April through

the initial month that storage capacity is released to the

Marketer. The System Average Unrecovered CNG Demand Charge

revenue shall equal the sum of the differences between the

average CNG demand charge revenues collected and the average CNG

fixed demand costs incurred beginning the month of April through

the initial month that storage capacity is released to the

Marketer. The DTR Rate shall be filed with the Commission not

less than three (3) days prior to the beginning of the month for

which the rate shall be in effect. 

The Storage Gas Transfer Rate shall be billed to the

Marketer based on the amount of gas transferred from Niagara

Mohawk's storage account to the Marketer's storage account in the
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event additional customers join the Marketer's Basic Aggregation

pool under SC11. The amount of gas in storage to be transferred

will represent one seventh of the winter storage requirement

(based on the months November through March) for each month from

April through October, and then reduced by 10% for November, 24%

per month for December, January and February, and 18% for March. 

As an example, if a customer selects a Marketer on September 10,

2000, the Marketer will pay the Storage Gas Transfer Rate which

is equal to the effective DTR Rate for September plus Niagara

Mohawk's estimated average cost of gas in storage as of September

30, 2000, on six sevenths of the storage inventory transfer. The

storage transfer would take place and the Marketer would begin

serving the customer as of October 1, 2000.

In the event of a customer switching from

transportation to sales, storage inventory shall be returned to

Niagara Mohawk unless mutually agreed upon between Niagara Mohawk

and the Marketer. Niagara Mohawk will pay the Marketer the

average commodity cost of gas in Niagara Mohawk's storage account

effective with the date of transfer. The Marketer shall be

responsible for all taxes and pipeline fees associated with

moving or transferring the storage gas to Niagara Mohawk. 

Estimated Storage Gas Transfer Rates by month showing

an assumed average commodity cost of gas and an estimated storage

transfer rate are set forth in Appendix E, Schedule 3. An

example of the Monthly Storage Gas Transfer Rate Statement, and

supporting work-papers, is set forth in Appendix E, Schedule 4.
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All revenues received or payments made from such storage gas

transfers shall be reconciled in the Annual Surcharge or Refund

Mechanism set forth in Rule 17.7 of PSC No. 218 Gas. 

3. One-Time Reconciliation of Demand Charges Between
Old and New Balancing Programs 

Niagara Mohawk agrees to reconcile the new Basic

Aggregation program with the old Balanced Aggregation program as

if the new program went into effect on April 1, 2000. Upon the

effective date of the Basic Aggregation program, each Marketer

currently participating in Balanced Aggregation will receive a

one-time credit for the difference between demand charges billed

to customers and their Marketers under Niagara Mohawk's current

Balanced Aggregation program and those which would have been

billed assuming implementation of the Basic Aggregation program

on April 1, 2000. The per therm credit will be based on the

difference between (1) the sum of the Storage Utilization Charge

Revenue billed to customers in each month preceding the effective

date of the Basic Aggregation program for each therm of Maximum

Balancing Quantity (MBQ) in the Marketer's pool and the CNG

Capacity Charges released to and billed to each Marketer for each

therm of Upstream Maximum Daily Quantity (UMDQ) released to the

Marketer for the Pool and (2) the sum of CNG storage charges for

each therm of MBQ and CNG Capacity Charges for each therm of UMDQ

in the Marketer's pool. (The UMDQs and MBQs in item one above

will be as calculated under the existing program while the UMDQ

and MBQ in item two above will be as calculated under the new
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program.) 

The calculated credit per therm of Maximum Peak Day

Quantity (MPDQ) will be multiplied by the MPDQs of the customers

in the Marketer's pool. The calculated credit will be

approximately $1.44 per therm of MPDQ for all SC12 and SC13

customers (SC12 and SC13 will be reclassified) except SC13

Commercial Non-Heating customers, which will be approximately

$1.53 per therm of MPDQ. The credits will be applied to

Marketers' invoices for the first month after the effective date

of the new program. 

The credits provided to Marketers will be added to the

"revenue side" of Niagara Mohawk's Annual Surcharge Refund

Calculation in accordance with Rule 17.7 of PSC No. 218 Gas. An

example of the calculation of this credit is set forth in

Appendix E, Schedule 5.

4. Recovery of Certain Costs

Niagara Mohawk will incur an estimated $345,000 of

incremental annual O&M costs attributable to providing the new

balancing services. These costs will be recovered from Marketers

monthly, based on monthly volumetric usage from all customers

served by the Marketer. The recovery rate will be established

annually by forecasting annual SC5 firm, SC7, SC8, SC12, and SC13

(SC12 and SC13 will be reclassified) delivery volumes and

dividing those volumes into the $345,000 to establish a rate per

therm. The calculations to establish the rate for the 12 month

period ending July 31, 2001 are set forth in Appendix E, 
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Schedule 6. 

Niagara Mohawk estimates it will incur approximately

$508,000 in capital costs associated with implementing the new

balancing programs. It is agreed that the actual amount of said

capital costs will be recovered by Niagara Mohawk through the

Contingency Reserve Account.

5. Modification of the New Programs

The Signatory Parties agree that during the Settlement

Period any Signatory Party has the right to request the

Commission to modify the new balancing programs if in that

party's judgment modifications are necessary due to greater than

expected migration or other unexpected events. The Signatory

Parties further agree that if the CNG DPO/CSC program is modified

or cancelled during the Settlement Period, any Signatory Party

has the right to request Commission modification of Niagara

Mohawk's Basic Aggregation program.

D. Backout Rates

The Signatory Parties agree that, effective upon the

Implementation Date, customers who have migrated to an

alternative gas supplier shall receive a credit on their bills in

the form of a merchant function backout rate which reflects

services Niagara Mohawk is no longer providing to that customer. 

For purposes of this Agreement, the merchant function backout

rate will be set at $0.02222 per therm. This includes gas

uncollectables (bad debt related to gas cost and the collection

process), gas supply procurement expense, and the return on gas
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storage inventory. All backout rates established herein will

remain in effect for the duration of the Settlement Period.

E. Recovery of Merchant Transition Costs

The Signatory Parties agree that Niagara Mohawk will

recover from the CRA 100% of the Merchant Transition Costs, as

defined in this Agreement, incurred during the Settlement Period. 

Each October 31, Niagara Mohawk will calculate the actual therms

associated with the SC1 and SC2 transportation customers and the

total actual therms associated with all SC1 and SC2 customers

(sales and transportation) for the applicable period, as follows:

-- For the First Rate Year, from the Implementation Date until
October 31.

-- For the Second Rate Year, for the twelve months ending
October 31, 2001.

-- For the Third Rate Year, for the twelve months ending
October 31, 2002.

-- For the Fourth Rate Period, for the ten months ending 
August 31, 2003, or in the event of a Stayout, for the
eleven months ending September 30, 2003, or for the twelve
months ending October 31, 2003.

-- In the event of a Stayout beyond October 31, 2003, for the
Stayout period beyond October 31, 2003, in calculations of
up to twelve months, as applicable until the end of the
Stayout period.

For each calculation, the level of migration achieved will be

calculated using the following formula:

     (Actual therms associated with the 
 SC1 and SC2 transportation customers 
 for the calculation period) Percent

       __________________________________   = Migration
Achieved

(Actual therms associated with all SC1 
 and SC2 sales and transportation customers
 for the calculation period) 
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[Note: Round to nearest whole number.]

A report of the results, including raw results and computations,

will be made available to the Signatory Parties and filed with

the Commission not later than January 31 following the applicable

October 31 calculation. Any disagreements about Niagara Mohawk's

calculations that cannot be resolved by the Signatory Parties

shall be referred to the Commission for resolution. 

Following each October 31 calculation in the years

2000, 2001, 2002, and 2003 (and in the event of a Stayout beyond

October 31, 2003, following each subsequent resultant

calculation) Niagara Mohawk will be allowed to recover from the

CRA for the applicable period an amount of Merchant Transition

Costs equal to the $/Therm rate shown on Appendix F attached

hereto and made a part of this Agreement corresponding to the

Percent Migration Achieved calculated above multiplied by the 

actual therms associated with the SC 1 and SC 2 transportation

customers for the applicable period.

F. Billing Options

To accommodate the wishes of retail access customers to

choose either combined or separate bills, the Signatory Parties

agree that Niagara Mohawk will implement the following billing

options effective on the Implementation Date or as soon after

such date as modifications to Niagara Mohawk’s billing system

necessary to provide the service(s) can be completed. [Note: For

all billing options, only Niagara Mohawk can perform service
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terminations, which must be subject to full New York State Public

Service Law compliance.] Customers will exercise their choice by

choosing a Marketer that provides the billing program they

prefer. Niagara Mohawk will provide the following billing

options, at the choice of the Marketer to decide which or how

many of the options the Marketer wishes to utilize:

1. Separate Bill Option - Niagara Mohawk, and the Marketers
choosing this option, would bill for their respective
delivery and commodity charges separately.

2. One Bill Option (Utility-Provided). Marketer charges would
be included on the utility bill in conformance with Case 99-
M-0631, Order Providing for Customer Choice of Billing
Entity, (Issued March 22, 2000)("Billing Order"). In
general, customer payments will be allocated first to the
utility portion of the combined bills. However, a Marketer
shall have the additional option of receiving pro rata
sharing of customer payments in partial payment situations
if the Marketer agrees contractually with Niagara Mohawk to
abide by the same due dates, requirements of notice of
termination and final notice, the availability of deferred
payment agreements (DPAs) for delinquent customers (but not
previously disconnected customers), and late charge limits
as if the Marketer's charges were utility charges [Note: for
authority, see Billing Order at page 8, first full
sentence].

The Signatory Parties could not agree upon the

provision of a marketer-provided one bill option. Nothing in

this Agreement shall preclude the Commission from requiring

Niagara Mohawk to provide such an option, and nothing in this

Agreement shall preclude Niagara Mohawk from opposing or

challenging such a requirement in any forum.

G. Bill Formats

The Signatory Parties agree that for consolidated bills

under the One Bill Option (Utility-Provided), Niagara Mohawk will
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implement the consolidated bill content provisions set forth in

Attachment D of the Billing Order (as it may be modified by the

Commission), effective on the Implementation Date or as soon

after such date as modifications to Niagara Mohawk’s billing

system necessary to provide the service(s) can be completed. The

Signatory Parties agree that for Separate Bill Option and

utility-only sales customer bills, Niagara Mohawk will present

utility information with the same content and in the same format

as for consolidated bills, said bill content being set forth in

Attachment D of the Billing Order, effective on the

Implementation Date or as soon after such date as modifications

to Niagara Mohawk’s billing system necessary to provide the

service(s) can be completed. 

H. Billing Charges for One Bill Option

The basic One Bill Option (Utility-Provided) billing

service will be for a fee of $0.50 per bill generated. The

service will include bill calculation, bill printing (including

Marketer logo), mailing, call center support, payment processing,

payment remittance, and collection processing. In order to

accommodate Marketers' needs to set different prices for

different groups of customers within a service class, the

Marketer may provide up to twelve (12) prices for customer groups

in each service class SC1, SC2, SC5, SC6, SC8, and SC9. All

Marketer prices may be changed once per month. Niagara Mohawk

will provide the service through the end of the Settlement

Period. The basic One Bill Option (Utility-Provided) will be
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effective on the Implementation Date or as soon after such date

as modifications to Niagara Mohawk's billing system necessary to

provide the service can be completed. The terms, conditions, and

operating protocols of the One Bill Option billing service will

be set forth in a contract to be executed by the Marketer and

Niagara Mohawk. For levels of service different than the basic

One Bill option, the Marketer and Niagara Mohawk may enter into a

contract to cover other levels of service at a price mutually

agreeable to the Marketer and Niagara Mohawk.

Niagara Mohawk will be allowed to retain 100% of

revenues received from providing the One Bill Option (Utility-

Provided) during the Settlement Period up to $1 million. 

Revenues above $1 million will be shared 50% ratepayers/50%

shareholders with the ratepayers share being credited to the CRA. 

If revenues are less than $800,000, Niagara Mohawk will recover

the shortfall below $800,000 from the CRA. 

I. Ombudsman for Marketers

Niagara Mohawk will develop and conduct an annual

survey of Marketers opinions on Niagara Mohawk’s Gas

Transportation Program. Staff will be provided an annual report

on the results of the survey, which shall be available to any of

the Signatory Parties for review. The survey results will also

be reviewed with the Marketers at Niagara Mohawk’s semi-annual

operations meetings. Niagara Mohawk’s Vice President of Gas

Delivery will act as an ombudsman for the Gas Transportation

Program. Marketers will be able to register concerns regarding

- 75 -



CASE 99-G-0336 - GAS RATE AND RESTRUCTURING SETTLEMENT AGREEMENT

the administration of the program with the ombudsman who, in a

good faith manner, will seek to resolve such concerns, including

implementing appropriate changes to the program. The ombudsman

will address any such concerns revealed in the annual surveys in

like manner. 

J. County Aggregation Grant Program

The Signatory Parties agree that a sum of up to

$500,000 funded by customers from the CRA will be made available

for start-up costs for county-sponsored low income aggregation

programs. The programs are intended to bring the benefits of the

competitive energy market to low income customers in Niagara

Mohawk's gas service territory by creating aggregation

opportunities in which they can participate. Program funding

will be available to qualifying county government initiatives

through the end of the rate years covered by this Agreement,

including any Stayout period, or until the $500,000 is exhausted,

whichever occurs first. The objective of the program is to spur

the aggregation of low income residential gas customers within

Niagara Mohawk's service territory by making funds available to

counties for consultant services and other assistance to develop

gas aggregation programs that target low income customers. For

purposes of the program, counties may participate directly or may

opt to participate by endorsing a not-for-profit agency such as a

community action program agency or a weatherization program

agency to act on behalf of the county. Niagara Mohawk will

administer the program by reviewing applications to ensure that
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they meet the eligibility criteria described below and awarding

one-time grants of up to a maximum of $50,000 per participating

county. Niagara Mohawk will provide annual reports to the

Commission for the duration of the program, and at the conclusion

of the program, describing the activities that were funded and

providing an analysis and evaluation of the program in relation

to the objectives. 

The Signatory Parties agree that actual aggregation of

customers into a buying group that includes low income gas

customers purchasing their gas commodity from a supplier other

than Niagara Mohawk (the regulated utility company) is a

threshold requirement for obtaining funding. Interested counties

would submit detailed proposals to Niagara Mohawk for one-time

funding. To be eligible for funding, aggregation programs must

meet the following threshold criteria:

i. The program must include participation by low
income gas customers in Niagara Mohawk's service
territory, "low income" being defined as within
the eligibility guidelines for the Federal Home
Energy Assistance Program (HEAP);

ii. the participation by low income customers may not
be limited to vouchered public assistance
recipients;

    iii. the program must include a component of actual
aggregation of low income gas customers and
purchase of their commodity needs from an entity
other than Niagara Mohawk (the regulated utility
company);

iv. purely educational, marketing, or promotional
programs will not be eligible;

 v. the program may include the participation of
electric customers; 
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vi. participation in the program need not be limited
to low income customers if an expanded program
would be to the benefit of low income customers; 

    vii. county governments may enter into cooperative
arrangements with other counties and submit co-
applications (maximum $50,000 per participating
county);

   viii.county governments may opt to participate by
sponsoring a not-for-profit agency such as a
community action program agency or a
weatherization program agency to act on behalf of
the county; and

ix. counties must be located within Niagara Mohawk's
gas service territory to be eligible.

Assuming the threshold criteria are met, eligible uses

of the grant monies will include any of the following:

i. hiring a consultant, broker or marketer to
aggregate customers' demands and to negotiate
optimum prices;

ii. developing and issuing RFPs to solicit bids to
provide energy supply service to aggregated
customers;

iii. evaluating bids and awarding contracts to energy
suppliers for an aggregation program;

iv. coordinating with county/State social service
agencies, local governments, or non profit
organizations, to identify and target eligible
customers who would benefit from participating in
an aggregation program; and

v. educating, screening and enrolling eligible
customers in a low income gas aggregation program.

The Signatory Parties agree to work together

collaboratively to develop, within 30 days of Commission approval

of the terms of this Agreement, more specific guidelines for the
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administration of the fund, including eligibility of applicants,

reporting requirements of applicants, and means to assess the

success of aggregation efforts.

K. Outreach & Education Regarding Gas Retail Access

The Signatory Parties agree that commencing 

on the Implementation Date, and continuing throughout the

Settlement Period, Niagara Mohawk will conduct a gas retail

access outreach and education program ("O&E Program"). Niagara

Mohawk's actual costs for the program, up to a maximum of

$1,893,833 for approved activities as described below, will be

recovered by Niagara Mohawk from the CRA. The O&E Program will

supplement and not supplant existing customer education

activities conducted by Niagara Mohawk regarding utility customer

rights and responsibilities as energy consumers and the safe use

of gas. The O&E program will be coordinated with Niagara

Mohawk's other outreach and education programs on energy choice. 

Outreach and education activities specifically for the

geographically concentrated component, which are to be conducted

in coordination with the O&E Program, are discussed elsewhere in

this Agreement.

Recovery of costs will be limited by the total

allowance for the O&E Program. Reallocations between or among

categories, and the amount per rate year or period within a

category, will be permitted with the prior written approval of

the Department of Public Service, Director of the Office of

Consumer Education and Advocacy. 
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The overall purpose of the O&E Program is to increase

the awareness and understanding of residential customers

(including "cooking-only" customers) and small commercial

customers regarding the following concepts and messages:

-- choice of natural gas supplier is available;

-- Niagara Mohawk endorses competition;

-- safety, reliability, and utility customer service are
not affected if one switches; 

-- Niagara Mohawk will continue to provide emergency
services to customers regardless of commodity supplier; 

-- Niagara Mohawk will not discriminate against customers
who buy their commodity from another supplier; and

-- how to make competitive choices and switch gas
suppliers.

The O&E Program will contain components of evaluation,

customer awareness and education, and promotion of low income

aggregation. Where efficiencies can be gained by combining gas

and electric education, Niagara Mohawk will do so (for example,

making references to energy instead of either gas or electricity,

mass mailings applying to both forms of energy, comparison

shopping guidelines which establish techniques and terms useful

in buying both commodities). On an ongoing basis, Niagara Mohawk

will facilitate and consider the input of the Signatory Parties

into the development of Niagara Mohawk's methods and strategies

to increase awareness and understanding.

1. Evaluation

The evaluation component is to provide for the periodic
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measurement and tracking of levels of customer awareness and

understanding of the concepts and messages described above, and

to test the effectiveness of particular methods and strategies to

increase awareness and understanding. For those purposes, budget

allowances of $15,000 for focus groups and $67,500 for

independent research establishing a baseline, testing, and

ongoing evaluation have been provided within the O&E Program

budget. Niagara Mohawk shall also facilitate and consider the

input of the Signatory Parties into the evaluation process and

the development of Niagara Mohawk's methods and strategies to

increase awareness and understanding.

2. Customer Awareness and Education

The customer awareness and education component is to

provide for outreach and education programs including advertising

to empower customers to make educated energy purchasing

decisions. For those purposes, budget allowances have been

provided within the O&E Program budget, as follows:

-- $77,083 for train-the-trainer programs including

classroom instruction and materials needed to

deliver the program to community groups;

-- $77,083 for community/business group outreach

workshops and materials;

-- $517,917 for radio advertisements to increase

awareness and understanding of the concepts and

messages described above (this category can also

include advertisements on television, billboards,
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or print media);

-- $1,010,167 for direct mail campaigns (including

fulfillment materials such as videos) to increase

awareness and understanding of the concepts and

messages described above; 

-- $37,000 for bill inserts to increase awareness and

understanding of the concepts and messages

described above; and

-- $15,000 for trade show panels.

3. Promotion of Low Income Aggregation

The Signatory Parties agree that Niagara Mohawk will

implement the Strategy for Promoting Low Income Consumer

Participation in Gas Aggregation set forth in "Appendix G" hereto

and made a part of this Agreement. An implementation timeline

will be developed collaboratively with the Signatory Parties

within thirty (30) days of the date of the Commission's approval

of the terms of this Agreement. A budget allowance of $77,083

for implementation and administration of the Strategy for

Promoting Low Income Consumer Participation in Gas Aggregation

has been provided within the O&E Program budget. In addition,

upon commencment of the County Aggregation Grant Program, Niagara

Mohawk will invite county representatives within its gas service

territory to an informational meeting to discuss the County

Aggregation Grant Program and the availability of funding. 
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O&E Program Budget Allocated By Rate Year

First 
Rate
Year

Second
Rate
Year

Third 
Rate
Year

Fourth 
Rate 
Period Total

EVALUATION:

Focus Groups $0 $10,000 $5,000 $0 $15,000

Research $22,500 $15,000 $15,000 $15,000 $67,500

COMMUNITY AWARENESS AND
EDUCATION:

Train-the Trainer $6,250 $25,000 $25,000 $20,833 $77,083

Community/Business Workshops $6,250 $25,000 $25,000 $20,833 $77,083

Radio Advertising $43,750 $175,000 $170,000 $129,167 $517,917

Direct Mail $139,000 $471,500 $218,000 $181,667 $1,010,167

Bill Inserts $3,000 $12,000 $12,000 $10,000 $37,000

Trade Show Panels $0 $15,000 $0 $0 $15,000

PROMOTION OF LOW INCOME
AGGREGATION:

Implementation & Administration $6,250 $25,000 $25,000 $20,833 $77,083

TOTALS $227,000 $773,500 $495,000 $398,333 $1,893,833

L. Geographically Concentrated Component

The Signatory Parties agree that upon certain

prerequisite requirements being met, Niagara Mohawk will conduct

a geographically concentrated gas retail access outreach and

education campaign ("Geo-Campaign") in Niagara Mohawk's "Mohawk

Valley Region" (includes Rome, Utica, Herkimer, and surrounding

areas). Niagara Mohawk's actual costs for the Geo-Campaign, up

to a maximum of $1,000,000 for the activities described below,
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will be recovered by Niagara Mohawk from the CRA. The Geo-

Campaign will supplement and not supplant the O&E Program

described above and existing customer education activities

conducted by Niagara Mohawk regarding utility customer rights and

responsibilities as energy consumers and the safe use of gas. 

The Geo-Campaign will be coordinated with Niagara Mohawk's other

outreach and education programs on energy choice. The Geo-

Campaign will also be designed to coordinate with and complement

the energy competition education program developed in Case 99-M-

0742. Recovery of costs will be limited by budget category to

the total allowance for the budget category (see chart below). 

Reallocations, up to a total for all categories of $1,000,000,

will be permitted only with the prior written approval of Staff. 

The Geo-Campaign does not include any utility-provided

preferential back-out rates, signing bonuses, or other financial

inducements to customers to switch suppliers (or direct financial

inducements for Marketers) that do not otherwise apply to all

customers.

The overall purpose of the Geo-Campaign is to increase

the awareness and understanding of residential customers

(including "cooking-only" customers) and small commercial

customers regarding the following concepts and messages:

-- choice of natural gas supplier is available;

-- Niagara Mohawk endorses competition;

-- safety, reliability, and utility customer service are
not affected if one switches; 
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-- Niagara Mohawk will continue to provide emergency
services to customers regardless of commodity supplier; 

-- Niagara Mohawk will not discriminate against customers
who buy their commodity from another supplier; and

-- how to make competitive choices and switch gas
suppliers.

The Geo-Campaign is different than the O&E Program in

that it will be targeted to a single media market within Niagara

Mohawk's gas service territory with a manageable customer base

size such that a concentrated outreach and education campaign by

Niagara Mohawk, concentrated over a specific limited time period,

and a concentrated marketing effort by Marketers, will reach

customers more vigorously than would otherwise be possible. The

Geo-Campaign will be advertised to culminate with an

informational quiz sent to all customers with the opportunity for

customers to earn a $5 bill credit for completing the quiz. The

purpose of the quiz is not to scientifically measure customer

awareness and understanding, but rather to be used as a marketing

tool to educate customers and generate interest in the Geo-

Campaign. The purpose of the $5 bill credit is to generate

interest in participation in the quiz. The quiz will include a

checkoff block for a customer to indicate interest in receiving

further information from Marketers regarding competitive retail

gas or electric service. Space will be provided for a customer

to indicate his or her name, address and telephone/fax numbers,

and such information will be used by Marketers to contact the
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customer. A list of such customers will be complied by Niagara

Mohawk and furnished to all marketers participating in the Geo-

Campaign to assist in their marketing efforts. It is agreed that

any proposed alternatives to the informational quiz, agreed upon

by both Niagara Mohawk and Staff, may be utilized in substitution

for the informational quiz, subject to the cost limitations for

the Geo-Campaign.

The Geo-Campaign will contain components of

prerequisite triggers, pre-campaign research and planning,

customer awareness and education, and post-campaign evaluation. 

Where efficiencies can be gained by combining gas and electric

education, Niagara Mohawk will do so (for example, making

references to energy instead of either gas or electricity, mass

mailings applying to both forms of energy, comparison shopping

guidelines which establish techniques and terms useful in buying

both commodities). On an ongoing basis, Niagara Mohawk will

facilitate and consider the input of the Signatory Parties into

the development of Niagara Mohawk's methods and strategies to

conduct the Geo-Campaign.

1. Prerequisite Triggers

(a) Within 30 days of the execution of this Agreement,

Niagara Mohawk will host an informational meeting with Marketers,

including residential Marketers, to describe components of the

Geo-Campaign, gauge reaction, and obtain constructive ideas for

final Geo-Campaign design.

(b) Within 30 days of the effective date of the
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Commission order approving the terms of this Agreement, Niagara

Mohawk will host an informational meeting with Marketers,

including residential Marketers, to describe components of the

final Geo-Campaign plan, gauge reaction, and obtain commitments

to participate. The meeting will be held in a context where the

components of the terms of this Agreement have been adopted by

the Commission.

(c) Implementation of the Geo-Campaign would be

triggered when all of the following prerequisites are satisfied:

      (i) an affirmative written statement by at least six
(6) Marketers that they intend to participate;

     (ii) an affirmative written statement by at least four
(4) Marketers that they intend to participate and
actively seek residential customers;

    (iii) an indication to Staff by Marketers, to the
satisfaction of Staff, that the Marketers
participating in aggregate are willing and capable
of serving at least 30% of the existing
residential and 30% of the existing commercial
customers of Niagara Mohawk located within the
targeted geographic area;

     (iv) an affirmative commitment by the participating
Marketers to actively promote migration in the
target area, demonstrated to the satisfaction of
Staff through confidential briefings to Staff
describing the individual Marketer promotion plans
and strategies; and

      (v) an affirmative commitment by the participating
Marketers to actively participate in Niagara
Mohawk-sponsored outreach and education events, to
the satisfaction of Staff.

(d) Implementation of the Geo-Campaign will occur over

a three-month period in either the Spring or Fall after the
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triggering of the Geo-Campaign, the dates to be determined by the

Signatory Parties based on feasibility and Marketer interest.

2. Pre-campaign Research and Planning

The pre-campaign research and planning component is to

develop and test the effectiveness of particular methods and

strategies to increase awareness and understanding, including

particularly the content of media. A budget allowance of $25,000

for research and planning (including a customer awareness and

understanding survey) and $35,000 for media production has been

provided within the Geo-Campaign budget. Niagara Mohawk shall

facilitate and consider the input of the Signatory Parties into

the development of Niagara Mohawk's methods and strategies to

increase awareness and understanding, including media.

3. Customer Awareness and Education

The customer awareness and education component is to

provide for outreach and education programs including advertising

to empower customers to make educated energy purchasing

decisions, and to generate customer interest. For those

purposes, budget allowances have been provided within the Geo-

Campaign budget, as follows:

-- $56,000 for television advertisements to increase

awareness and understanding of the concepts and

messages described above;

-- $25,000 for radio advertisements to increase

awareness and understanding of the concepts and

messages described above;
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-- $46,000 for cable television advertisements to

increase awareness and understanding of the

concepts and messages described above;

-- $80,000 for print advertisements to increase

awareness and understanding of the concepts and

messages described above;

-- $120,000 for direct mail campaigns to increase

awareness and understanding of the concepts and

messages described above, including the

culmination quiz; and

-- $410,000 for bill credits to increase interest and

participation in the culmination quiz described

above.

4. Post-campaign Evaluation

Within 30 days of the completion of the Geo-Campaign,

Niagara Mohawk will host an informational meeting with the

Signatory Parties to report on the successes and failures of the

Geo-Campaign and to discuss whether the Signatory Parties desire

to conduct additional Geo-Campaigns in other parts of Niagara

Mohawk's gas service territory. After the informational meeting,

Niagara Mohawk will prepare a written report on the successes and

failures of the Geo-Campaign. A budget allowance of $15,000 for

the post-campaign evaluation phase (including a customer

awareness and understanding survey) has been provided within the

Geo-Campaign budget. Nothing in this Agreement shall preclude

Niagara Mohawk from conducting such additional Geo-Campaigns, 
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funded by up to an additional $1,000,000 from the CRA, as 

Niagara Mohawk and Staff shall agree to. 

GEO-CAMPAIGN PROGRAM BUDGET

Pre-Program Research & Planning $25,000

Media Production $35,000

Television $56,000

Radio $25,000

Cable $46,000

Print $80,000

Direct Mail $120,000

Bill Credits $410,000

Post-Program Report $15,000

TOTAL $812,000

VIII. STATE ENVIRONMENTAL QUALITY REVIEW ACT COMPLIANCE

The Signatory Parties agree that the Supplemental

Environmental Assessment Form (Supplemental EAF) attached hereto

as Appendix H and made a part of this Agreement accurately

describes the potential environmental impacts, if any, that could

result from implementation of the terms of this Agreement, and

that the Commission's determination of significance regarding

this Agreement should be the adoption of a negative declaration.
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