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BY THE COW SSI ON:

This order adopts terns set forth in a Joint Proposal
submtted by New York State Electric & Gas Corporation (NYSEG
the conpany), staff of the Departnent of Public Service (Staff),
Consuner Protection Board (CPB), Multiple Intervenors (M, on
behal f of industrial and | arge commercial custoners), Snal
Custoner Marketer Coalition (SCMC, on behal f of independent
mar keters), and the followi ng marketers: Al Energy Gas & Electric
Mar ket i ng Conpany, LLC (AllEnergy); Amerada Hess Corporation
(Hess); Enpire Natural Gas Corporation (Enpire); Energetix, Inc.
(Energetix); Leveraged Energy Purchasing Corporation; National
Fuel Resources, Inc.; North American Energy, Inc.; SDR Resources,
LLC, Select Energy New York, Inc.; Stand Energy Corporation; and
TXU Energy Retail Conpany, LP. W thereby establish a rate and
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regul atory plan, effective OQctober 1, 2002 at | east through
Decenber 2008, for natural gas service provided by NYSEG

BACKGROUND

Subst ance of the Joint Proposal

NYSEG serves about 250,000 gas custoners, in non-
contiguous service districts (Rate Areas) in 31 counties
t hroughout New York. For reasons related to regional variations
in bill inmpacts and in NYSEG s costs, residential custoners in
sone districts received rate reductions in Cctober 1998, when we
initiated the conpany's nost recent gas rate plan (the 1998
plan). The rest have enjoyed a rate freeze since Decenber 1995.1
Meanwhi | e, NYSEG s non-residential gas custoners have been paying
mar ket - based charges for the gas comodity itself, as
di stingui shed from NYSEG s service of delivering the gas through
the conpany's distribution facilities. 1In contrast to delivery
rates, which are wthin our regulatory jurisdiction, the
comodity price is determ ned by market conditions and (to a
| esser extent) by transportation costs subject to federal
regul ation. The 1998 plan, designed to continue at |east through
Sept enber 2002, has renmi ned in place pending the outcone of
t hese proceedi ngs.

Under the rate plan offered in the Joint Proposal and
i npl emrented here, commodity-based charges will be "unbundl ed"
fromdelivery charges for NYSEG s residential gas custoners,
putting themon the sanme footing as NYSEG s ot her gas custoners
and the gas custoners of all New York's other major investor-
owned utilities. By establishing a Gas Supply Charge (GSC) and
thus requiring that all custoners pay the cost of the gas they
use, we seek to reduce unfair and inefficient subsidies anong
custoners. Unbundled rates also wll inprove residenti al
custoners' opportunities to buy gas fromindependent narketers,
who | ack effective access to residential markets in NYSEG s
service territory when NYSEG sells gas bel ow cost as part of
bundl ed service under the current rate plan.

1 Case 98-G 0845, Opinion No. 98-17 (issued Septenber 29, 1998).
- 2-
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W initiated these proceedings to consider two issues
affecting NYSEG s gas rates. First, the conpany had applied for
perm ssion to charge new delivery rates calculated to increase
its allowed annual revenues fromdelivery service by
$22.8 mllion (Case 01-G 1668). Second, NYSEG sought to recover
| osses resulting from bel owcost comopdity sales to its
custoners, which the conpany has estimated as $36.9 mllion for
t he year ending Septenber 30, 2002, the final schedul ed year of
the 1998 plan (Case 01-G 1683).

Qur adoption of the Joint Proposal's terns neans that
we effectively reject the $22.8 million revenue increase request,
and extend the present delivery revenue all owance at | east
t hrough Decenber 2008; all ow NYSEG to recover $10.5 mllion of
its asserted | oss from bel ow cost residential sales; and
conditionally allow the conpany to recover an additional
$3.5 million of that loss, by using the $3.5 mllion to of fset
possi bl e excess earnings and other itens which the conpany
ot herwi se would be required to share with custoners.

The proposed rate plan would take effect Cctober 1,
2002, upon the schedul ed expiration of the 1998 plan's
residential rate freeze. As noted, NYSEG s overall delivery
revenue all owance woul d be frozen at its current |evel through
Decenber 2008. However, sone specific delivery charges could
i ncrease or decrease during that period because of rate design
changes that m ght be proposed to the Comm ssion in April 2004
for inplenmentation in July 2004. 1In addition, to reduce seasonal
fluctuations in residential space heating bills while hol ding
overall delivery revenues constant, a Wather Nornmalization
Adj ust ment (WNA) woul d i ncrease the delivery charge per cubic
foot during abnormally warm weat her and decrease it during
abnormal |y col d weat her.

As part of the conpany's Affordable Energy Program
(AEP) for lowincone custonmers, the custonmer charge woul d
continue at $6.40 per nonth, representing an annual saving of
about $79 for a typical gas heating custoner. The current annual
AEP expenditure level of $1.25 nmillion would increase to

$1.75 mllion effective January 1, 2003, allow ng for AEP
- 3-
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participation by all gas custoners projected to be eligible for
t he Hone Energy Assistance Program (HEAP). |In addition, a

whol esal e gas purchase aggregati on program woul d be devel oped to
assist up to 1,000 HEAP custoners.

The delivery revenue allowance is calculated to provide
NYSEG a reasonabl e opportunity to earn 10.5% on common equity for
the 15 nont hs Oct ober 2002 t hrough Decenber 2003. Earnings
exceedi ng 11.5% on comon equity, or 12.5% after Decenber 2004,
woul d be shared equally between sharehol ders and custoners, to
the extent any excess remains avail able after NYSEG has recovered
the $3.5 million | oss conponent described above.

O the synergistic cost savings projected to result
fromthe recent nmerger of NYSEG s parent (Energy East
Corporation) with RGS Energy G oup, Inc., custoners would receive
about $16.2 mllion, conprising a share of delivery rel ated
savi ngs throughout the period of the plan plus 100% of supply
rel ated savings starting in July 2007.

Under the Joint Proposal's terns adopted here, NYSEG
woul d face penalties for failure to neet tightened standards of
custoner satisfaction, safety, and reliability.

To encourage attraction, retention, and expansi on of
NYSEG s comerci al custoner base, the conpany woul d augnment its
current econom c devel opnent progranms with additional initiatives
pursuant to a new Econom c Devel opnent Pl an.

A maj or consideration in favor of the proposed terns is
that their adoption will help bring the public the benefits of
conpetition, as contenplated in our 1998 Gas Policy Statenent.?
Under the 1998 rate plan, only about 0.2% of NYSEG s residentia
gas customers have chosen an alternate comodity supplier. As
di scussed above, rate unbundling nmeans that independent marketers
no longer will have to conpete agai nst NYSEG service offerings
t hat include bel ow market gas commodity prices pursuant to the
present bundled rate structure. And, fromthe custoner's
standpoint, bills that state the gas supply charges separately

2 Cases 93-G 0932 and 97-G 12380, Policy Statenment Concerning
the Future of the Natural Gas Industry (issued Novenber 3,
1998).

-4-
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fromdelivery charges will provide information essential for
shoppi ng know edgeabl y anong conpeting gas suppliers.

Addi tional pro-conpetitive provisions in the Joint
Proposal include a $0.164 per decatherm (dt) interimcharge to be
included in the residential custonmer's bill for gas bought from
NYSEG as a proxy for costs incurred by a supplier (whether NYSEG
or an independent marketer) in perform ng gas nerchant functions.
Until nmerchant costs can be quantified nore systematically in
future proceedi ngs, the $0.164/dt nerchant function proxy wll
| evel the playing field between NYSEG and its conpetitors, and
pronote fairness anong custoners, by ensuring that NYSEG wi || not
use delivery charges to recover costs that a conpeting supplier
must recover directly fromits own custoners through comodity
charges. For simlar reasons, the Joint Proposal's terns include
abolition of NYSEG s Service Cassification No. 12, which has
confronted conpetitors with NYSEG rates alleged to recover |ess
than the full cost of that service.

Finally, the Joint Proposal provides the basis for
orderly progress toward resolving additional matters in a
"Phase 2" proceedi ng, which would exam ne rate design changes,
mar ket er concerns, additional or enhanced | owinconme prograns,
and ot her issues.

The Joint Proposal is a nodified version of an earlier
joint proposal filed by many of the sane parties on May 14, 2002
(the May proposal). |In a discussion at our June 19 session,
Comm ssi on nmenbers expressed approval of the May proposal
general ly, but comented that residential custoners m ght incur
unacceptable bill inpacts in any abrupt transition fromthe 1998
pl an' s bel ow mar ket commodity charges to the May proposal's
mar ket - based GSC. The My proposal could have caused the
followi ng increases in residential gas heating custoners' annual
bills, for delivery and commodity charges conbi ned, in NYSEG s
seven Rate Areas in the first year of the new rate plan:
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Bi nghant on 35.4% Chanplain 19.1% Conbined 14.8% El mra 16. 1%
Goshen 35.7% Lockport 25.4% and Onmego 31.8% 3 These estinates
assunme a comodity cost of $3.96/dt, to reflect market prices
prevailing in Septenber when the Joint Proposal was filed; but
the estimates are uncertain because gas costs undoubtedly w ||
fluctuate over the course of the rate plan in response to supply,
demand, and conpetition.

To address our stated concerns about such |arge
potential increases, the parties' subsequent negotiations focused
on revising the May proposal to mtigate potential bill inpacts.
As a result, a substantial difference between the My proposal
and the present Joint Proposal is that the latter includes a Bil
Mtigation Plan which (as di scussed bel ow) woul d phase in the
GSC s comodity cost increases gradually and thereby overcone the
nost salient objection to the May proposal. |In addition, the
Joi nt Proposal has won the support of CPB--an opponent of the My
proposal - - because of several other revisions. Specifically, the
Joint Proposal would not take effect until the end of the 1998
pl an on Cctober 1, 2002, instead of the May proposal's July 1,
2002 effective date; further changes in delivery rate design
woul d be postponed to July 1, 2004, as conpared with April 1
2003 under the May proposal, so that the bill inpact of such
changes woul d not overlap the bill increases resulting fromthe
GSC phase-in; and, as noted, prograns for |owinconme custoners
woul d be expanded, instead of continuing at current |evels as
contenplated in the May proposal.*

Procedural History

These proceedi ngs began with the filing of NYSEG s
application for an increase in delivery revenues, and supporting
testimony and exhibits, on October 22, 2001. W have suspended

3 NYSEG s Statenent supporting the Joint Proposal, Appendix C
p. 1, Case Ill. The "Conbi ned" Rate Area conprises the
Auburn, Brewster, Cortland, Dansville, Geneva, Ithaca,
Mechani cvill e, Oneonta, Norw ch, and Pl attsburgh areas.

4 The foregoing summary is provided only for the reader's
conveni ence. Binding | egal significance attaches neither to
t he Joint Proposal itself nor to this summary per se, but
only to our order.
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t he proposed rates through Novenber 22, 2002.° Staff and
intervenors reviewed the application, conducted di scovery, and
prepared to file testinony. Settlenment discussions comrenced on
February 27, 2002, after notice of inpending negotiations issued
by NYSEG pursuant to 16 NYCRR 3.9(a). The scope of the
negoti ati ons expanded to include not only the Case 01-G 1668 rate
application, but also issues that the Joint Proposal offers to
resolve in Case 01-G 1683 and Case 00- M 1556.°

The negotiations culmnated initially in the proposal
filed May 14, 2002. Statenents were filed May 20, 2002, by
NYSEG Staff, M, Al Energy, Hess, and Energetix, advocating
adoption of the May proposal's terns; and by CPB and the Ofice
of the Attorney General (OAG, advocating nodifications. An
evidentiary hearing was held May 20, 2002 to exam ne whet her
adoption of the proposed terns woul d produce just and reasonabl e
rates.’ Post-hearing reply statenments were filed on or about
May 28, 2002 by NYSEG Staff, and CPB

After the discussion at our June 19, 2002 session,
where we took no action in the matter, it was determned to
augnent the record so we would have an additional basis for
eval uati ng any subsequent joint proposal or determ ning NYSEG s
rate year revenue requirenent irrespective of such proposals.
Parties therefore were given an opportunity to file direct Staff
and intervenor testinony, and rebuttal testinony, on July 19 and
August 2, 2002, respectively. The July and August filings
consi sted of testinony, or statenents in lieu of testinony, from
NYSEG Staff, CPB, AllEnergy, and Enpire. Based on NYSEG s
initial filing and the parties' additional testinony, NYSEG and
Staff each filed a "litigation brief" on Cctober 9, 2002.

5 Case 01-G 1668, orders issued Novenber 28, 2001 and March 22,
Sept enber 24, and COctober 31, 2002.

6 Case 01-M 1556, Proposed Accounting and Ratemaki ng for Tax Law
Changes I ncluded in the 2000- 2001 New York State Budget.

" The hearing was held in Al bany before Comn ssioner Leonard A
Wei ss and Admi nistrative Law Judge Rafael A. Epstein.

-7-
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Meanwhi | e, the Joint Proposal was filed Septenber 13,
2002. Initial statenents were submtted Septenber 25, 2002, by
NYSEG Staff, CPB, M, SCMC, All Energy, Enpire, and Energeti X,
advocati ng adoption of the Joint Proposal's terns; and by OAG
expressing reservations. Reply statenments were filed Cctober 9
by NYSEG Staff, and SCMC. 8
G her Public Participation

Publ ic statenent hearings on the May proposal were held
i n Binghanton and Lockport, each preceded by an educational forum
where Staff nmenbers were available for informal discussion of the
proposal and ot her aspects of NYSEG s service.® Elsewhere in
NYSEG s service territory, notices by mail, newspaper, and
| nt ernet encouraged custonmers to call or wite us about these
matters.

Ei ght menbers of the public spoke at the Bi nghanton
hearings, and five at Lockport. 1In addition to those appearing
as individual custoners, speakers included the Mayor of Lockport
and representatives of Eastern N agara United Way, Project SHARE
in Ithaca, the Buffalo Roman Catholic Di ocese, and the O sego
County Chanber of Conmerce. W received about 58 recorded
t el ephone nessages on the toll-free Opinion Line; and about
51 letters, including 37 by E-mail. The E-mail in particular
provi ded unusual |y nunerous and detail ed statenents of the
public's views. The speakers, callers, and correspondents
presented the foll owm ng points.

Nine letters, eight of them apparently an organized
mailing fromlarge custonmers in Elmra and Ithaca, antedated the

8 The procedures and filing dates described here were discussed
and adopted in Cases 01-G 1668 and 01- G 1683, prehearing
conference June 26, 2002 (Tr. 193 et seq.); Procedural Ruling
(i ssued July 15, 2002); prehearing conference Septenber 11
2002 before Administrative Law Judge WlliamL. Bouteiller
(Tr. 233 et seq.); and Notice of Joint Proposal and Request
for Comrents (issued Septenber 13, 2002).

® Administrative Law Judge Walter T. Myni han conduct ed
af ternoon and eveni ng hearings in Binghanton on June 4, 2002,
and an evening hearing in Lockport the next day. These
| ocati ons were chosen on the basis of accessibility to
custoners, nunber of gas custoners in the service district,
and magni tude of the potential bill inpact in each district.

- 8-
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May proposal; they expressed concern about inpacts of NYSEG s
original application for increased delivery rates. On the
proposal itself, public comment was predom nantly negati ve,
except that conpetition and unbundling of comodity charges
elicited a nore diverse range of favorable and unfavorabl e
opi ni ons anong those comenti ng.

The main concern by far was the potential bill inpact
of the unbundl ed gas comodity price under the proposed GSC.
Custoners expressed doubt about any attenpt to predict bill
inpacts in the face of possible gas price volatility, and
asserted that the bill increases estimted by the May proposal's
supporters woul d i npose unreasonabl e hardships on retirees and
wage earners with |low or noderate inconmes. They said the
har dshi ps were conpounded by assertedly excessive m ni num charges
and by estimates in lieu of nmeter reads. H gh gas bills, they
observed, al so have indirect negative effects such as reduced
housi ng affordability, higher prices for goods and services, and
unenpl oynent due to |ack of |ocal economc growh. Sone
criticized the disparities anong projected percentage increases
for the conpany's various districts. Those favoring the plan
cited its econom c devel opnent provisions as an effective renmedy
for any adverse consequences of the bill increases.

Sone residential custoners opposed unbundl ed comodity
charges because they prefer the stability of bills under the 1998
rate plan, as conpared with the volatility and projected
i ncreases under the proposed GSC. They advocated price caps or
other bill mtigation nmeasures as protection against commodity
price spi kes, especially in view of evidence that market-
determ ned energy prices nmay be susceptible to mani pulation. On
the other hand, commercial and institutional custoners currently
payi ng unbundl ed rates descri bed the May proposal as an antidote
to volatility insofar as it offered prolonged delivery rate
stability, a WNA to mtigate the bill inpacts of tenperature
extrenes, and an earnings cap. Large custoners said these
features woul d add wel conme predictability to their budgeting
processes.
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Anot her response to the proposed bill inpacts was the
suggestion that | owinconme prograns be expanded beyond the scope
contenplated in the May proposal. For comrercial custoners as

wel | as community organizations, the May proposal's enhanced
opportunities for aggregate purchasing fromindependent suppliers
were deenmed an inportant bill mtigation feature.

Supporters of unbundling cited it as a stimulus to
conpetition, which in turn would encourage economc growh in
NYSEG s service territory; and they favored its expansion to
i nclude residential service, as a neans of pronoting equity anong
custoners. Anong the May proposal's opponents, the idea that
enhanced conpetition will inpose marketplace discipline, thus
nmoderating the comopdity price of gas to the custoner, evoked
skepticism One custoner argued that bundl ed rates should be
retained as an incentive for NYSEGto mnimze its gas
procurenent costs. Mre frequent objections were that
i ndependent gas suppliers have not offered alternatives
conpetitive with NYSEG s service; custoners need sone
transitional protection to facilitate the advent of conpetition,
i nstead of being exposed to market prices abruptly; and effective
conpetition will be inpeded by the presence of marketers
affiliated wwth NYSEG or its parent.

Custoners asserted that conpetition in other utility
sectors has produced perplexing bills and choices, rather than
consuner benefits. They questioned whether the May proposal
i ncl uded adequat e provi sions, and assi gned NYSEG enough
responsi bility, for educating the public about shopping anong
alternative gas supplies. They perceived an incongruity in that
NYSEG i tsel f retains nonopoly status, and all egedly does not
enul ate conpetitive firns by pursuing efficiency gains that
shoul d be flowed through to custoners. A persistent thene was
t hat unbundling exenplifies regulatory policies whereby
executives and sharehol ders of energy conpani es, including NYSEG
all egedly reap unjust benefits at the public's expense.

O her elenents of the May proposal that evoked
criticismwere the partial flowthrough of NYSEG s | osses from

bel ow mar ket commodity sal es, and the three-nonth accel eration of
-10-
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the 1998 rate plan's term nation date. Custoners objected that

t hese provisions were asymmetrical, in that custonmers have not
shared in the proceeds of above-market sales; and were

i nconsistent with behavior in a conpetitive market, where parties
contractually bind thensel ves to bear not only the benefits of a
bargain but also the risks.

Finally, many of the coments expressed suspicion that
NYSEG i s "gam ng" the regulatory system For exanple, custoners
rai sed concerns about the inplications, for custoners as distinct
from sharehol ders, of NYSEG s recent nerger; and one custoner
suggested that NYSEG be conpelled to keep its headquarters in
Broone County regardl ess of corporate reorganizations. Custoners
conplained that bills increase despite conservation, and cited
the WNA as anot her exanpl e of that supposed unfairness. The May
proposal was seen as NYSEG s attenpt to negate any concessions it
may have made in its recently concluded electric rate case, which
in turn was said to have produced only an illusory rate reduction
wi t hout corresponding bill reductions. Custonmers questioned
whet her all potential cost savings had been reflected in the
proposed revenue all owance for delivery service.

In the conclusions that follow, we have taken into
consideration the concerns identified in the public cooments. W
attach substantial weight to the fact that the Joint Proposal
nodi fies those features of the May proposal which pronpted the
nmost concerted public criticism

BILL M TI GATI ON | SSUES

The Mtigation Formula

The overall objective of the Joint Proposal's Bil
Mtigation Plan, regardless of howit mght be inplenmented, is to
phase in the effects of the newy market-based GSC by chargi ng
residential custonmers a gradually increasing percentage of the
di fference between (1) the bel ownmarket commodity charges
enbedded in custoners' current bills pursuant to the 1998 pl an
and (2) the full price paid by NYSEG (or other suppliers) in the
commodity markets. Until customers' paynents reach the ful

mar ket price at the end of the phase-in, NYSEG s bel ow mar ket
-11-
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sal es would continue to cause a revenue shortfall, albeit a
di m ni shing one. 1In general, the Plan would all ow NYSEG to
of fset the shortfall initially by drawi ng dowmn credit bal ances

whi ch the conmpany currently holds on behalf of custoners
(deferred credits).'® Upon exhausting those bal ances, the
Conmpany woul d start to recover the remaining shortfall by neans
of a surcharge on the delivery portion of the bill.

For historical reasons, NYSEG s Rate Areas differ in
the extent to which their respective residents’' conmmodity charges
fall short of nmarket rates. Therefore, an additional purpose of
the Plan is to avoid disparate percentage bill increases anpbng
Rate Areas, by adopting a | onger phase-in period for those Rate
Areas where the excess of market price over billed amunts is
relatively | arge.

As the first step toward these objectives, October 2002
and Novenber 2002 bills would continue to be calculated in the
same manner as under the 1998 plan. However, for the commodity
used in those nonths, NYSEG woul d apply deferred credits as
descri bed above to recover the difference between the enbedded,
billed amounts and the market-based cost. Then, starting in
Decenber 2002, custoners would start paying an increasing portion
of that difference each nonth. Depending on comodity prices, we
expect that the difference would be elimnated--i.e., custoner
paynments would reach a level fully reflecting the market-based
comodity cost--by May 2003 in the Elmra and Conbi ned Rate
Areas, and Septenber 2003 in the other five Rate Areas. Finally,
to the extent that deferred credits prove insufficient to recover
the difference between commodity charges and costs for the phase-
in period ending May or Septenber 2003, NYSEG woul d defer the
unrecovered amount and collect it as a surcharge on the delivery
portion of the bill, starting the nonth after May or Septenber
2003 and continuing for up to 12 nonths (or up to 24 nonths if

10 These Deferred Credit bal ances are held in Account 254
(Unbi | I ed Revenues) and Account 182.3 (New York State Tax
Deferral s). These anobunts are available for Bill Mtigation
Pl an purposes, as described in the acconpanying text, to the
extent that they are not applied first to other purposes
specified in the Joint Proposal.

-12-
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necessary to ensure that the surcharge does not exceed $0.40/dt).
Thus, bills would not reach fully market-based |evels until after
the current heating season, five to nine nonths fromnow, and the
Bill Mtigation Plan's ultimte costs to custoners woul d be
spread over a period of 17 to 33 nonths.

As the Joint Proposal's sponsors observe, one of our
obj ectives in unbundling commodity and delivery charges for NYSEG
and other utilities has been to facilitate conpetition, thus
bri ngi ng custoners the benefits of price noderation and expanded
choices. In the short run, the May proposal woul d have
frustrated those purposes by inposing excessive bill increases as
the custoner's price of adm ssion to the conpetitive marketpl ace.
In contrast, the Bill Mtigation Plan, conbined with the Joint
Proposal's other features, satisfies the requirenent that rates
be just and reasonable for custoners and all other participants
not only under conpetition but also during the initial transition
to conpetition

Al ternative Proposed Billing Mechani sns
The Bill Mtigation Plan raises a new issue as to how
the cost of gas should be reflected in custoners' bills. 1In the

Joint Proposal, the parties have agreed that we shoul d choose
bet ween two proposed alternatives designated as Option A and
Option B. W shall adopt Option A

Under that Option, favored by SCMC and Enpire, ! the
entire market-based commodity cost of gas would be flowed through
the GSC starting next nonth, while bill mtigation would be
acconplished entirely by nmeans of a discount or credit to partly
of fset the distribution charges in the delivery portion of the
bill. (The credit would be avail abl e regardl ess of whether the
custoner buys the gas comodity from NYSEG or from ot her
suppliers.) Over tine, full market-based comopdity costs would
be phased in by gradually decreasing the credit to zero. Under

1 Only these two parties expressly advocate Qption Ain their
statenents on the Joint Proposal, but the other marketer
parties are likely to prefer that option. NYSEG s statenent
supporting the Joint Proposal disavows any preference for one
option or the other.

-13-
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Option B, favored by Staff, mtigation would be acconplished by
recovering less than the full commodity cost through the GSC as
of Decenber 2002, but then gradually increasing the GSC recovery
until it reflects the actual comodity cost in full. Under
either option, a surcharge would be applied to delivery charges
when the bill reached the full market-based | evel at the end of
the phase-in period in May or Septenber 2003.

A custoner's total bill at any given tine, and the
extent of NYSEG s eventual cost recovery, will be approximtely
t he sane under either option. However, each option will have
different effects upon custoners' perceptions of the cost of
service and upon their judgnents about the relative nerits of
conpetitive alternatives available to them W prefer Option A
because it provides a GSC that nore accurately reflects the
mar ket - based commodity cost, thus sending custonmers a valid price
signal and enabling themto make a sound conpari son between
NYSEG s offering and the full market price charged by conpeting
suppliers.

As SCMC says, Option B, by understating the commodity
cost, would require that conpetitors match an artificially
suppressed target price. Option B therefore would tend to
post pone the advent of conpetition until the GSC approached
mar ket | evels, after the end of a heating season during which
custoners ought to enjoy the econom c benefit of the conpetitive
alternatives nore likely to be available under Option A 12

According to Staff, Option A's shortcomngs are that it
woul d confuse custonmers with its conplexity, and effectively nmake
a tenporary loan to transportation custoners (i.e., those who use
NYSEG s delivery service but purchase gas el sewhere) insofar as

12 As a purported anal ogy, SCMC cites an instance where bel ow
mar ket electricity supply purchases were flowed through to
custoners as a reduction of delivery charges so as not to
i npede market entry by conpeting suppliers. (Case 00-E-1273,
Central Hudson Gas & Electric Corp. - Electric Rates, Oder
Est abli shing Rates (issued Cctober 25, 2001).) However, that
case did not present the question here, nanmely whether the
commodity portion of the bill should reflect an anpunt
different fromwhat the utility conpany actually pays for the
comuodity.

-14-
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the Bill Mtigation Plan will credit and subsequently debit their
delivery charges. However, OQption Bis no | ess conplex; and, by
encouragi ng custoners to purchase the underpriced commodity until
the GSC reached market levels, it would needlessly increase the
revenue deficiency that nmust ultimately be recovered through
delivery charges. Thus, Option B offers no net advantage that

m ght justify the anticonpetitive effects of its artificially
depressed GSC | evel s.

OPPOSI TI ON TO THE PROPOSED TERMS

In their May 20, 2002 statenents opposing the My
proposal, CPB and QAG both acknow edged that many of the terns
presented there--which have been carried forward into the Joint
Proposal --are beneficial to the public and worthy of
i npl ementation. Nevertheless, they clained that the My proposal
as a whole did not conport with the |ikely outcone of a litigated
case, or reasonably bal ance the respective interests of custoners
and sharehol ders. As described above, significant differences
bet ween the May proposal and the present Joint Proposal have
persuaded CPB that the |latter does achieve fairness for
customers.

QAG for its part, had argued that the May proposal's
terms would work an injustice upon custoners by establishing a
new rate plan before the end of the 1998 rate plan, thus
al | egedly denying custoners the bargai ned-for benefit (worth
$5.3 million, according to Staff's estimate) of three additional
nmont hs of bundl ed rates based on bel ow market commodity costs.
As QAG concedes, that criticismnow is noot because the Joint
Proposal 's effective date coincides with the 1998 plan's intended
term nation date.

However, OAG continues to object, as in May, to the
provi sion that NYSEG may anortize and recover at |east
$10.5 mllion, and potentially $14 mllion, of the losses it
expects to have incurred as a result of its inability to flow
through all gas commodity costs under the 1998 plan. W disagree
with OCAG s characterization of the proposal

-15-
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QAG views the anortization as an i npermssible
repudi ation of the 1998 plan's freeze on bundl ed residenti al
rates. The 1998 plan, OAG argues, was designed to achieve a
bal ance of interests predicated on the assunption that NYSEG
woul d bear the full neasure of risks inherent in the rate freeze.

Had it been known that the conpany mght shift that risk to
custoners as i s now proposed, QAG clains the 1998 plan woul d have
i ncl uded additional, countervailing concessions fromthe conpany.

To all ow recovery of the excess gas costs now, says OAG would
di sregard detrinments that customers may have incurred under the
1998 plan in return for the rate freeze. QOAG argues that such a
result not only would affect custoners unjustly in this instance,
but al so would underm ne the credibility of future rate decisions
and thus weaken a utility's incentive to operate at the |evel of
efficiency contenplated in a rate plan.

W agree with QAG that the overall bal ance of risks and
benefits in a rate plan, once set, should not subsequently be
altered in favor of one party such as the conpany. But that
principle offers little guidance if, as here, nodifications of
the pre-existing plan are proposed as elenents of a new plan in
exchange for other new ternms and conditions.'® There is no basis
for OQAG s supposition that proposals for nodification of a pre-
existing rate plan, in contrast to other proposals regarding
future rates or services, inherently |lead to an inequitable
bal ance of interests. The issue rather is whether the new pl an
adequately recogni zes all prospective benefits to sharehol ders--
such as the anortization opposed by CAG in this instance--and
provi des comrensurate prospective benefits to the public. That
assessnment should not be affected by whether the benefit to
shar ehol ders happens to consist of relief fromthe allocation of
risks in a pre-existing plan.

13 Accordingly, we need not reach NYSEG s argument, in response
to OAG that earnings in the year endi ng Septenber 2002 were
sufficiently lowto trigger nodifications pursuant to express
terms of the 1998 plan itself. W note however that NYSEG s
cl ai m appears to be supported by the conpany's uncontroverted
exhi bit, unavail abl e when OAG first objected to the
anortization but subsequently submtted with NYSEG s
Sept enber 25 statenment supporting the Joint Proposal

-16-
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DI SCUSSI ON

We find that the parties supporting the Joint Proposal
have satisfied their burden of show ng that adoption of the
proposed ternms would satisfy the Public Service Law s requirenent
of safe and adequate service at just and reasonable rates. The
proposed terns also neet the criteria set forth in our Settlenent
Quidelines in that they have won the support of ordinarily
adversarial parties and have been exam ned in an evidentiary
hearing and litigation briefs.!* Mreover, the proposals result
froma process that began with a fully docunented rate
application, followed by rate case quality testinmony from Staff
and intervenors. Regarding the Guidelines' additional criterion
that the negotiated outconme fall within the likely range of
litigated outcones, the record shows that the proposed revenue
al l omance is well bel ow what the conpany m ght have justified
through litigation al one.

In addition, the proposals conport with the CGuidelines
in that their adoption would reasonably bal ance the interests of
protecting custoners while supporting the utility's long-term
viability, and would pronote relevant public policies. These
conclusions are justified by the public benefits inherent in
adopting the various provisions sumari zed above. !°

CONCLUSI ON
For the reasons stated, we find that our adoption of
the proposed ternms will serve the public interest and satisfy our
obligation to ensure safe and adequate service at just and
reasonabl e rates pursuant to Public Service Law 866. W
therefore will direct NYSEGto file tariff revisions consistent

14 Cases 90-M 0255 et al., Procedures for Settlenents and
Stipul ation Agreenents, Opinion No. 92-2 (issued March 24,
1992), Appendix B, p. 8.

15 The statements in support of the Joint Proposal, and indeed
the OAG statenent seeking nodifications, conprehensively
sumari ze the Joint Proposal's benefits so as to illustrate in
nore detail why adoption of the proposed terns woul d serve the
public interest.
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with this finding. To conply with the orders issued in these
proceedi ngs Septenber 24 and Cctober 31, 2002, the filing should
be designed to inplenent the tariff revisions as if they had
taken effect October 1, 2002, notw thstanding the Decenber 1,
2002 effective date specified in Order C ause 3 (bel ow).

The Conm ssion orders:

1. Subject to the foregoing discussion, the terns of
the Joint Proposal filed in this proceedi ng Septenber 13, 2002
are adopted in their entirety and are incorporated as part of
this order.

2. New York State Electric & Gas Corporation (the
conpany) is directed to cancel, effective no later than
Novenber 22, 2002, on not |ess than one day's notice, the tariff
amendnent s and supplenents listed in Appendi x A

3. The conpany is authorized to file on not |ess than
one day's notice, to take effect as of Decenber 1, 2002 on a
tenporary basis, such further tariff changes as are necessary to
effectuate the Joint Proposal's terns as adopted in this order.
The conpany shall serve copies of its filing upon all parties to
this proceeding. Any coments on the conpliance filing nust be
received at the Conm ssion's offices within 30 days of service of
t he conpany's proposed anmendnents. The anendnents specified in
the conpliance filing shall not becone effective on a permnent
basis until approved by the Comm ssion and will be subject to
refund if any showing is nade that the revised rates are not in
conpliance with this order. The requirenment of §66(12)(b) of the
Public Service Law that newspaper publication be conpleted prior
to the effective date of the proposed anendnents i s waived,
provi ded that the conpany shall file with the Comm ssion, no
| ater than January 6, 2003, proof that a notice to the public of
t he changes proposed by the anendnents and their effective date
has been published once a week for four successive weeks in a
newspaper having general circulation in the area affected by the
amendnent s.
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4. These proceedi ngs are conti nued.
By the Conmm ssion,

( SI GNED) JANET HAND DEl XLER
Secretary
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Filing by: NEW YORK STATE ELECTRIC & GAS CORPORATION

Amendments to Schedule P.S.C. No. 87 — Gas

First Revised Leaf No. 47

Second Revised Leaves Nos. 13.1, 15, 16, 34, 43, 46
Third Revised Leaves Nos. 3, 34.1, 45, 48

Fourth Revised Leaf No. 14

Fifth Revised Leaves Nos. 12, 13, 17, 35, 44

Supplement Nos. 2, 3, 4, 5to Schedule P.S.C. No. 87 - Gas

Amendments to Schedule P.S.C. No. 88 — Gas

Original Leaves Nos. 53.2, 69.2

First Leaf No. 69.1, 96.1

Second Revised leaf No. 65

Third Revised Leaves Nos. 51, 52, 53, 96, 97, 102.1, 105.1
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Fifth Revised Leaves Nos. 66, 67, 95, 101
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Supplement Nos. 10, 11, 12, 13 to Schedule P.S.C. No. 88 - Gas

Amendments to Schedule P.S.C. No. 90 — Gas
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First Revised Leaf No. 2

Second Revised Leaf No. 17, 99

Third Revised Leaf No. 90

Fifth Revised Leaf No. 3

Supplement Nos. 1, 3, 4, 5to Schedule P.S.C. No. 90 - Gas
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Cases 01-G-1668 and 01-G-1683
JOINT PROPOSAL

1. Parties

The Paties to this Joint Proposd, which settles contested issues in Cases 01-G-
1668 and 01-G-1683, are: New York Sate Electric & Gas Corporation ("NYSEG"),
Saf of the State of New York Department of Public Service (“Staff’), New York State
Consumer Protection Board, Multiple Intervenors, AllEnergy Ges & Electric Maketing
Co., LLC, Amerada Hess Corporation, Empire Naturd Gas Corporation, Energetix, Inc.,
Leveraged Energy Purchasng Corp., Nationd Fud Resources Inc., North American
Enegy, Inc., Sdect Energy New York, Inc,, Smdl Customer Marketer Cadition, Stand
Energy Corporation, TXU Energy Retal Company LP and such other Parties whose
authorized represantatives have dgned the execution pages. The Paties agree to the
terms of this Joint Proposd to be presented to the New York Sate Public Service
Commisson (the “Commisson”) for its condderdtion before the end of the sugpenson
period.” Furthermore, the Parties agree tha the rates contemplated by this Joint Proposa
are jus and reasonable.

[1. Procedural Higory

NYSEG is currently operding under a gas rate plan, gpproved by the Commisson
in 1998, for the four-year period extending through September 30, 2002 (the “Current
Gas Rate Plan").? On October 19, 2001, NY SEG filed a gas rate case, Case 01-G-1668
(the “Ges Rate Fling"), in which it sought to increese ddivary rates by $2 1.4 million,
after forecagted revenue tax reductions. On October 26, 2001, NY SEG filed a petition
(the “Deferral Pdition”), Case 01-G-1683, in which it sought permisson to defer the

! Multiple Intervenors agrees to the terms and conditions of the Joint Proposal, with the exception
of those provisions pertaining to Case 00-M-| 556, In the Matter of the Proposed_Accounting and

Ratemaking for the Tax Law Changes Included in the 2000-2001 New York Staie Budget. AS to

such provisions, Multiple Intervenors agrees neither with the Commission’s treatment of such
issue nor with the treatment of that issue in this Joint Proposal.

2 Case 98-G-0845, Petition of New York State Electric & Gas Corporation for Approval of a Multi-
Year Agreement Concemning Gas Rates, Opinion and Order Adopting Seitlement Terms Subject to
Modifications and Conditions, Opinion No. 98-17 (issued-September 29, 1998); and Opinion
Modifying Opinion No. 98-17 (issued December 2, 1998).




difference between gas cods embedded in its resdentid gas sdes rates and actud ges
cods incurred for resdentid sdes cusomers during the period November 1, 2001
through September 30, 2002, then edimated a& $3 1 million.

On February 11, 2002, NYSEG duly natified the Commisson and interested
paties of its intention to enter into sAtlement discussons regarding the Gas Rate Hling
and the Deferrd Petition. Settlement and technicdl conferences were hdd, with
gopropriate advance notice to dl parties, on February 27, 2002, March 8, 19, 25, 26,
2002, April 1, 5, 11, 17, 26, 2002, May 2, 9 14, 2002, Augst 2, 15, 26, 2002, a
September 11 and 12, 2002.

Representatives from NYSEG, Staff New York State Consumer Protection
Board, MI, State of New York Office of the Attorney Generd, AllEnergy Gas & Hedtric
Marketing Co., LLC, Amerada Hess Corporaion, Dynegy Inc., Empire Naurd Gas
Corporation, Energetix, Inc., Nationd Fud Resources Inc., North Americean Energy, Inc,
SHect Energy New York, Inc,, Smdl Cugomer Maketer Cadition, Stand Energy
Corporation, and TXU Energy Retal Company LP patidpated in some or dl of those
stlement and technicd conferences. Sattlement  conferences and  negotiations were
conducted in accordance with 16 NYCRR § 3.9 and the Commisson’'s Satlement
Guiddines, st forth in Opinion No. 92-2.°

I11. Overview of Agreement
This Joint Proposd provides for a new NY SEG Gas Rae Flan (the “Gas Rae

Aan’). Outdanding isues in the Gas Rate Fling and Deferrd Pdition are being
addressad in the two phases of the Gas Rate Plan.

1. Phase 1 issues ae

. Denomination of issues as being in Phase 1 or Phase 2
. Resolution of the Deferrd Pdition;
. Tem of the Gas Rate Flan;

Cases 90-M-0255 et al., Opinion, Order and Resolution Adopting Settlement Procedures and

Guidelines, Opinion No. 922 (issued March 24, 1991).



¢ Soadficaion of NYSEG’s gas revenue requirement and ddivery
rates,

. Devdopmat and inditution of an eanings shaing mechaniam;

. Devdopment of gas cod savings invesment recovery mechaniam
(“IRM”) guiddines

. Credtion of a gas supply charge (“GSC”);

. Implementation of a Bill Mitigation Pan;

. Devdopment and inditution of gas cod incentive mechaniams
(“GCIMs™);

. Reesadblidment of a weather normdization adjustment (“WNA”);

. Treament of savings atributable to NYSEG's gas busness as a
result of the merger between Energy Eagt Corporation (“Energy
Eadt”) and RGS Energy Group ("RGS")*;

. Definition and edablidyment of threshdlds and mechaniams for
recovery of deferred/uncontrollable codts,

. Implementetion of the research & devdopment (‘R&D”) funding
mechanism approved by the Commission in Case 99-G-1369°;

. Implementation of the Energy Tax Reform Acat of 2000 and
resolution of dl issues rdated to the implementation;

. Resolution of isues pertaining to pensons and other post-
employment  bendfits (“OPEBs™);

. Extension of the Globd Finandng Order®;

. Compliance with the Gas Policy Staement’;

. Enhancemeant of the Affordable Energy Program;

. Continugtion of a savice qudity mecheniam;

. Continugtion of economic devdopment efforts

. Devdopment and implementation of a pilot Low Income
Aggregation Program targeted toward 1,000 low-income
customers;

Case 01-E-0359—petition—of New York State Electric & Gas-Corporation—for—Awrovalof its-

Electric Price Protection Plan; and Case 01-M-0404, Joint Petition of Energy East Corporation,
RGS Energy Group, Inc. New York State Electric & Gas Corporation, Rochester Gas and Electric

Cornoration and Eagle Merger Corn. for Awroval of Merger and Stock Acaquisition, Order
Adopting Provisions of Joint Proposd with Modifications (issued February 27,2002) (“Electric
Rate Plan™).

Case 99-G- 1369, Petition of New York Gas Group_for Permission to Establish a Voluntary_State
Funding Mechanism to Support_Medium and Long Term Gas Research and Development (R&D)
Programs,  Untitled Order (issued February 14, 2000).

Case 97-M- 1915, Petition of New York State Electric & Gas Cornoration for Permission to
Extend the Authority and Terms of Its Global Financia Order. Filed in Cases 93-M-0774 and
95-M-l 195 ~ Modification of Order, Order Extending and Modifying Multi-Year Financing
Program (issued February 4, 1998) (“Globd Financing Order”).

Cases 93-G-0932 gt al., Proceeding on Motion of the Commission to Address Issues Associated
with the Restructuring of the Emerging Competitive Naturd Gas Market, Policy Statement
Concerning the Future of the Naturd Gas Industry in New York State and Order Terminating
Capacity Assignment (issued November 3, 1998) (“Gas Policy Statement”).




. Devdopment of initigtives to promote competition and improve
the ability of marketers to compete in NYSEG's sarvice territory;

. Elimination of NYSEG's repackaged gas sarvice

. Continuation of customer outreach and education programs,

o Reformaiting the gas portion of NYSEG's hills within information
sydem limitations, and

. Commitment to indituting a competition performance mechanism
(“CPM’) to measure compeitive initiatives.

2. Phase 2 issues are:

. Rate desgn for ddivery rates,
Condderation of a reiability capacity factor;
Further unbundling of rates in accordance with the Unbundling
Track’;
Possble modification of the Affordable Energy Program;
Resolution of marketer issues, induding, but not limited to, cash-
out and badancing charges,

. Development and implementation of a CPM, which may meesure,
for example, customer awareness of competition, marketer
satisfaction, and facilitation of customer aggregation programs,

. Recovery of cogts and programs implemented in Phase 2; and

] Addressng the specifics and feashility of any additiond hill
format and content changes within information System limitations.

3. Upon the issuance of a Commission order resolving al Phase 2 issues,
NYSEG will meet with Staff and other interested parties to discuss structural changes to
its current tariff system, which conssts of P.S.C. No. 87 - Gas (Sales Service), P.S.C.
No. 88 - Gas (Trangportation) and P.S.C. No. 90 — Gas (Generd Information).

IV. Pending Proceedings

L. This Joint Proposa resolves al issues in NYSEG's Deferra Petition.

Case 00-M-0504, Proceeding on Motion of the Commission Regarding: Provider of Last Resort
Responsibilities. the Role of Utilities _in _Conmetitive Enerw Markets. and Fostering _the
Development_of Retail Conmetitive Opportunities_- UnbundlineTrack (“Unbundling Track”).




2. Pertaining to NYSEG's Gas Rate Fling, this Joint Proposd resolves dl
Phase 1 issues and addresses the scope and schedule for condderaion of the Phase 2

iSues.

3. The terms and conditions of this Joint Proposa are condgent with, and in
furtherance of, NYSEG's compliance with the Ges Policy Statement.

4. This Joint Proposal resolves dl issues induding the trestment of refunds,
pertaining to Case 00-M-1 556°.

5. Unbunding  Track

a. Phase 1 of the Joint Proposal provides for the fallowing unbundled
rates. ddivery raes, WNA and GSC (induding the Merchant Function Charge and the
IRM)'. Addtiondly, in compliance with the Single Bill Order, ' NYSEG provides a hill
processng credit for cusomers decting consolidated billing and payment processng
pursuant to Section 32 of P.S.C. No. 88 - Gas.

b.  NYSEG will use a "proxy"!? for the Merchant Function Charge of
16.4 cents per dekatherm, which will be induded in the GSC, effective October 1, 2002.
The “proxy’ will continue in effect until implementation of unbunded rates/backouts
adopted by the Commission for NYSEG's gas business in Case 00-M-0504."> The
“proxy” Merchant Function Charge will be adjusted annudly beginning July 1, 2003 as
destribed in the Appendix C. The unbundling of NYSEG's rates will be accomplished in

® Case 00-M-I 556, supra, Order Implementing Tax Law Changes (issued December 2 1, 2000), and
Order Implementing Tax Changes on a Permanent Basis (issued June 28, 2001).

In the event that the GSC is no longer available for recovery of costs associated with approved
IRM Projects as contemplated in Appendix B, NYSEG will be dlowed to recover the costs
otherwise recoverable through the GSC in a manner determined by the Commission.

I Cases 99-M-063 1 et al, In the Matter of Customer Billing Arrangements, Order Establishing
Uniform Retail Access Billing and Payment Processing Prectices (issued May 18,2001) (“Single
Bill  Order).

The “proxy” will in no way serve as precedent in the consideration, development and/or
Commission adoption in the Unbundling Track of unbundled rates/backouts for NYSEG's gas
business.

13 See Case 00-M-0504, supra, Order Establishing Parameters for Lost Revenue Recovery and
Incrementdl  Cost  Studies (issued March 21, 2002).
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a revenue neutrad manner, with any and dl prudently incurred costs associated with gas
supply for its sdes customers, including any redlocation of cods between delivery rates
and supply charges, recovered via the GSC.

C. Unbundling and hilling requirements beyond the scope of
implementing this Joint Proposal may be condrained by the need to make the necessary
modifications to NYSEG's customer information sysem to dlow customers to choose
from the various commodity price options tha will become avalable during NYSEG's
Electric Rate Plan. To the extent that Commisson orders in Case 00-M-0504 that other
electric or gas sarvices should be offered competitively and, therefore, unbundied,
NYSEG will comply by offering credits on hills of customers who choose to take such
sarvices from another supplier. The method of providing that credit will depend on
customer information system cgpability congraints. NYSEG will identify a separate line
item if it is determined that its cusomer information sysem is capable of delinegting
such information. Otherwise, NYSEG will use means, such as the “Bulletin Board’
section of its bill or bill insarts, to provide cusomers with adequate information upon
which to base a decison to paticipate in competitive offerings.

V. Joint Proposal Cost Recovery

1. In full and complete resolution of the Deferral Petition and in
consderation of the terms and conditions for a six-year, three-month rate plan, discussed
below, NYSEG is authorized to defer for recovery, in accordance with the provisons set
forth below, certain costs associated with its purchase of natura ges for residentia
customers in 2001-2002 (“Deferred Gas Costs’). NYSEG may recover up to $14 million
of deferred gas cods, as specified in this section.

2. Interest Accrud - Interest will be accrued at the prime rate in effect as
reported in the Wal Stregt Journd on the last business day of every month. Interest  will
be accrued on the after-tax balance of Deferred Gas Costs from October 1, 2002 until
they are recovered, except as otherwise provided in Section V.3 below.




3. NYSEG will amartize $L.5 million of Defared Gas Codts without interest
ove the Sx years beginning January 1, 2003 a $250,000 annudly. In eech earnings
shaing period, NYSEG will be provided theopportunity to retain up to an amount equd
to the portion of Deferred Gas Cods amortized in that period from the cusomers share of
any eanings exceeding the gpplicable earnings sharing threshold dated in Section VIII.

4, NY SEG will recover $2 million of Deferred Gas Codts, and the accrued
interest thereon, from cugomes share of GCIM svings IRM Savings and eanings
sharing over the teem of the Gas Rate Plan. In the event NY SEG haes not fully recovered
the $2 million by December 3 1, 2008, it will write off the remaning bdance

5. Method of Recovery - The remaning $10.5 million of Deferred Gas Codts
and the accrued interest thereon will be recovered from:

a. The cusomers dhare of the GCIM savings addressed in Section
XII, except for the cugomers share of the GCIM savings dtributable to NY SEG-
conducted lesst cost pathing.

b. After taking into account Sections V.3 and V.4 aove, the
cudomers share of NYSEG’s gas eanings excexding the goplicable eamings sharing
threshold st forth in Section VIII.

c. The cugomers dhare of IRM Project Savings addressed in Section
IX and Appendix B.

d. If NYSEG has not fully recovered the $10.5 million of Deferred
Gas Cods by December 3 1, 2005, NYSEG may surcharge resdentia sales and
trangportation customers receiving sarvice pursuant to PSC No. 87 Gas - Sarvice
Classfication No. 1 - Residentid Service (*SC-01 S’) and PSC No. 88 Gas ~ Savice
Classficaion No. 13 - Reddentid Firm Aggregation Trangportation Sarvice (“SC-H 3T7)
the remaining belance in approximately equel increments over the period beginning



Jenuary 1, 2006 and continuing through December 3 1, 2008.!* The surcharge will be
dlocated on a volumetric bass among NYSEG's seven Rae Aress ("RAs"), distributed
equitably within each RA, and collected in the ddivery section of the hill.

VI. Term

L The Phase 1 providons of this Gas Rate Plan will become fective on
October 1, 2002 and continue for a teaem of Sx years three months through December 31,
2008. The Phase 2 provisdons are targeted to become effective July 1, 2004, except as
otherwise provided in Sections XXV and XXIX, and all Phese 2 provisons will continue
through December 3 1, 2008.

2. Unless otherwise noted herein, all Gas Rate Plan provisions shall continue
beyond December 3 1, 2008 unless or until a new gas rate plan has been goproved by the
Commisson.

3. The fird rate year of this Gas Rate Plan dhdl be the 15-month period
dating October 1,2002 and ending December 31,203. Each rate year theresfter shll
be a cdendar year.

VIl. Revenue Requirement - Firm Delivery Revenues

1. Absent any effects of the Unbundling Track and Phase 2 of the Gas Rate
Plan, which are addressed in Sections IV and XXIX, respectivdy, NYSEG's firm
ddivary revenue reguirement will reman fixed for the tem of the Gas Rate Flan.
Appendix A illudraes NYSEG's firm ddivay raes hbilling units and firm ddivery
revenue. NYSEG's firm ddivary revenue requirement is $135,902,461 without
condderdtion of gross revenue taxes.

2. NYSEG's firm ges ddivery rates will become effective on October 1,
2002.

Since the surcharge will be applied to actual sales units, NYSEG may adjust the surcharge to
ensure no over/under-collection of the remaining balance. Final reconciliation will occur as of
December 3 1, 2008.



VI1I11. Earnings Sharing

L For the fird rate year, the Parties have assumed that NY SEG will have a
ressoneble opportunity to achieve an annud return on equity (“*ROE”) for its gas busness
of 10.5%.

2. NYSEG gas earnings exceeding an ROE of 11.5% during the period
October 1, 2002 through December 3 1, 2004 and 12.5% for each 12-month period from
Jenuary 1, 2005 through December 31, 2008 will be shared between customers and
shareholders 50%/50%.

3 Unless and until a new geas rate plan is goproved by the Commission,
NYSEG gas eamings excesding a 125% ROE for each 12-month period beginning
January 1, 2009 will be shared between cusomers and shareholders 50%/50%.

4, If in any consecutive 12-month period during the term of the Gas Rate
Han, commendng with the cdendar year beginning Jenuary 1, 2004, NYSEG ges
eanings fal bdow an ROE of 8.5%, NYSEG may peition for rate rdief. Any such
petition will sk progpective rdief only, and the Commisson will determine the extent
to which the petition is granted, as wel as the period for which any such rdief is to gpply.

5. The amount of common equity used in the eamnings tes will be determined
by muitiplying NYSEG's actud monthly average ges rate bese times ether NYSEG's
actud average common eqity ratio for the year or 45%, whichever is less

6. The amourt of preferred dividends and interest expense usd in the
earnings tes will be determined by multiplying the portion of the average ges rate base
that is not supported by common equity times the actud weighted average cost of
preferred dividends, long term debt, customer deposits, deferred compensation and short
term debt (to the extent that short term debt exceeds the average amount of interest-
bearing condruction work in progress).

7. The fdlowing items will be induded/exduded from the eamnings test:

a. Induded items in the eanings tes ae



) Gains and losses on the sde of proparty;

(ii) Interest on temporary cash invesments

(i)  Amortization of merger synergy codsto-achieve

(v)  Amortizetion of Defared Gas Cods in Section V; -

(v)  Uncontrollable cods thet cannot be deferred for recovery
by opeaion of the limitations st forth in Section XV; ad

(Vi)  All other revenues and prudently incurred expenses.

b. Exduded items in the earnings tes ae

@) Seneca Phase 1l revenues, expenses and capitd”;

(it) Approved IRM Prgject revenues, expenses and capitd;

(i)  Shaeholder portion of gas supply savings

(iv)  Allowance for Funds Used During Condruction;

(v)  Interest accrued on the SFAS106 OPEB resarve,

(vi) Interes accrued on any deferred codts that result during the
Gas Rae Pan;

(vi)  All other amounts charged to Other Income and Deduction;
and

(viii)  Allocated revenues and cogts to any affiliate of NY SEG.

8. The cugomers dhare of NYSEG’s gas earnings exceading the gpplicable
earnings sharing threshold sated above will firg be used to recover Defarred Gas Cods
& & foth in Sedtion V. Any cudomer dhare remaining after such use will then be usd
to recover any Deferred/Uncontrollable Cogts as set forth in Section XV. The digpogtion
of awy remaning pation of eamings due cusomers will be determined by the
Commisson.

9. NYSEG ddl file its eanings shaing report within 60 days ater the
agoplicable measurement period as pat of the reporting requirements described in Section
XXX. As pat of this filing, NYSEG will report on the Deferred/Uncontrollable Cods
thet stidy the criteria for recovery pursuant to Section XV.

15 Case 95-T-0248, Application of New York State Flectric & Gas Corporation for a Certificate of
Environmental Compatibility_and Public Need for the Construction of the Seneca Lake Storage
Project Gas Transmission Facilities, located in the Towns of Reading and Dix. Schuvyler County:
Catlin and Big Flats, Chemung County; Ithaca, Danby and Caroline. Tompkins Countv; Candor,
Newark Valley and Qwego. Tioga County:_and Maine and Union. Broome County._ Petition of
New York State Electric & Gas Corporation for an Amendment to the Certificate of
Environmental Compatibility_and Public Need — Phase 1ll, Order Approving Settlement and
Amendment to the Certificate of Environmental Compatibility and Public Need (issued May 30,
1997).
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IX. Gas Cost Savings Investment Recovery Mechanism

1. Concept - In generd, an IRM is a mechanian that would permit NY SEG
to recover, between rate cases, the revenue requirement associated with capita
iInvestments leading to gas supply codt savings If, on an annud bass gas supply cost
svings ae less than the revenue requirement assodiated with the capitd invesment,
recovery for such year would be limited to gas supply cost savings. However, if, on an
annud bads gas upply cogt savings exceed the revenue requirement assodiated with the
cgpitd invesment, there would be a shaing as st forth in Appendix B between
cugomers and sharehdlders of the difference. An exception to this generd rule gpplies to
the firg two years of a project, as discussed in Appendix B.

2. Guiddines - Pditions for the implementation of an IRM Project will be
conggent with the guiddines st forth in Appendix B.

3. Approval Process - NYSEG may file petition(s) for goprovd of TIRM
Project(s) during the term of the Gas Bate Plan. Provided that eech petition contains a
complete destription of the proposed project and a detailed andyss, induding supporting
workpapers, of the project’s projected costs and benefits, and further provided that
NYSEG timely responds to information and other requests from Staff and interested
paties the petition would qudify for expedited condgderation by the Commission.

4, The cugomeas share of IRM Prgject Savings will first be used to recover
Defared Gas Codts as st forth in Section V. The customers share of any additiond
IRM Project Savings will be returned to cusomers as determined by the Commisson.

X. Gas Supply Charge

1. For the months of October and November 2002, NY SEG will defer the
difference between gas cods collected based on NYSEG's pre-Gas Rate Plan embedded
cod of gas induding the index price option (“PO’) adjusment for nonresdentid sdes
cudomes ad its actud cogt of gas For resdentid sdes cusomers NYSEG will collect
the October and November 2002 deferred gas codts as destribed in the Bill Mitigation
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Aan. For nonresdentid sdes customers, reconcliation of October and November 2002
gas cods will be through the GSC in the fird year of the Gas Rate Plan.

2 Conggent with Section X.1 above, effective October 1, 2002, NYSEG -
will implement a GSC for dl firm sdes cugomers taking srvice pursuant to Service
Classfication No. (“SC’) 1, 2, 5, 8 and 9 of P.S.C. No. 87 - Gas, or supersading issues
thereof The GSC will be a ssparate unbundled charge gopearing on cusomer hills The
GSC will collect al direct and indirect ges supply costs, Unless or until otherwise ordered
by the Commisson. Direct gassupply cods rdae to all gas commodity cogts and Al
cgpacity codts Indirect gas supply cods condst of gas Sorage inventory carrying cods,
uncollectible expense associaed with ges supply, and adminigrative and generd
expenses (i.e, cods and overheads assodiated with the gas purchase function).

3. Indirect gas cogts will be labded as a Merchant Function Charge in
monthly GSC gatements filed with the Commission. NYSEG will identify the Merchant
Function Charge as a sparate line item if NYSEG determines thet its customer
information Sydem is cgpabdle of ddinedting such information. Othawise, NYSEG will
use bulletin board messages on the front of cugomers bilk to identify the Merchant
Function Charge induded in the GSC.

4. A monthly GSC will be cdculated for each gpplicable SC of each of
NYSEG'sRAs. Each GSC will be a function of the applicable Gas Supply Area
(“GSA™). NYSEG's seven RAs will be grouped into three GSAs, as fdlows (i) GSA 1
(comprised of NYSEG's Combined, Elmira, Goshen and Champlain RAs); (i) GSA 2
(comprised of NYSEG's Binghamton and Owego RAs); and (i) GSA 3 (comprised of
NYSEG's Lockport RA).

5. The GSC guiddines are destriied in Appendix C.

6. As destriied in Section X, the Bill Mitigation Plan will be used to phase
in the gpplication of the GSC to resdentid cugtomers
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7. As destribed in Section X1V, the GSC will indude an adjusment to
reflect NYSEG’s shareholders 50% share of net gas supply savings that occur as a result
of the merger of Energy East and RGS.

8. The resdentid and nonresdentid IPO adjudment will terminate upon
billing of the GSC on December 1, 2002.

9. Exiging nonresdentid fixed price option ("FPO™) adjusments will
expire according to their terms, with dl nonresdentid FPO adjudments terminating by
September 30, 2002.

XlI. Bill Mitigetion Han

1. NYSEG will implemet a Bill Mitigdion Plan to gradudly phesein the
bill impacts on reddentid customers of moving from below-market gas costs embedded
in rates to a market-based GSC as provided in Section X.

2. The Bill Mitigation Flan is st forth in Appendix D.

3. The Mitigdion Deferral is the amount of gas supply costs NYSEG  defers
on its books with accrued interest for later recovery.

4, The Plan spedifies that the phase-in will occur over a oneyear period
commencing October 1,2002. The Mitigation Deferral, by RA, created by the phasein
will be recovered over a subsequent 12 to 24 month period, with interest accrued a the
Other Cusomer-Supplied Capitd Rate.

5. In the first indance, NY SEG will recover the difference between the ges
cogts hilled and the gas codts that would otherwise be hilled for each month pursuant to a
market-based GSC from the exiding Deferred Credits, Account 254 (Other Regulatory
Lichilities - Unbilled Revenue Poal) and Account 182.3 (Other Regulaory Asssts - New
Yok State Tax Deferrd), except as provided in Sections XV.3b and XVII3 of the Joint
Proposa. The Deferred Credits will be dlocaied anong the seven rate aress based on the
Sze of thar respective Mitigdion Amounts To the extent that there are any over-
collections in Account 182.3 - Other Regulatory Assts - New York State Tax Deferral
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reauing from trangportation cusomers, such over-callections will not be usad to fund
the recovery of the resdentid ges costs However, for the purpose of this Joint Proposd,
in no event will the trangportation cutomers dam of a dhae of over-cdllections impair
the ability of NYSEG to recover the Mitigation Amount from the above accounts and
retum the $1223027 of New York Sate taxes with interest, as provided in Section
XVIIL3, to cutomers

Xll. Gas Cog Incative Mechanians

1. This Gas Rae FHan sdts forth three disinat provisons for the shaing of
ges pply cos savings. The fird providon is the IRM st forth in Section IX. The
second provision relaes to merger-rdaed savings sat forth in Section X.7 and XIV. The
third provison is the GCIMs st forth in this Section XII.

2. The GCIMs provide a means of sharing gas supply cost savings between
cutomers and shareholders thet are not otherwise atributable to the IRM or identified as
merger-related.  As more fully described bdow, the GCIMs are desgned to address two
diginct categories of gas supply cost savings The first ges supply cost savings category,
addressed by GCIM 1, rdates to adtivities conducted by NY SEG on a sand-done bass
The second gas supply cost savings category, addressed by GCIM 2, rddes to activities
from the joint optimization of the gas supply portfalios of the Energy Eadt locd
disribution compenies ("LDCs").!® Customers are guaranteed GCIM 2 savings of $1
million for each of the fird two rate years. GCIM 2 svings in excess of $2 million for
each of the firg two rate years will be shared as pecified beow.

16 The term “Energy East LDCs" includes NYSEG, Conmecticut Natural Gas Corporation, The
Southern Connecticut Gas Company, The Berkshire Gas Company and such other LDCs, other
than Rochester Gas and Electric Corporation ("RG&E"),that Energy East may acquire while the
Gas Rate Plan remains in  effect.
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GCIM 1 - NYSEG Sand-Alone Adivities

6

One hundred percent (100%) of the savings attributable to
migration capadty rdesss’ and NYSEG-conducted least
cost pathing will be for the bendfit of cusomers

There will be an 80%/20% shaing between cusomers and
shareholders of: (1) NYSEG nontmigration cgpecity
rdease (2) NYSEG off-sygdem sdes net of gas codts ad
(3 svings from locd production.

GCIM 2 - Energy Eag LDCs Adtivities

(@)

(i1)

There will be a 50%/50% shaing between cusomers and
shareholders of gas cog savings atained through the joint
optimization of the gas supply portfaios of the Energy Eagt
LDCs. Joint optimization adivities indude (1) Sorege
optimization; (2) trangport optimization; and (3) joint
optimization demand and vaiade savings asodaed with
turnback of capadity.

The levd of joint optimizetion svings shall & lesst equa
wha NYSEG could have obtained on a sand-done bass
If such joint optimization savings do not. equal or exceed
what NY SEG could have obtained on a sand-done badis,
then such savings attained through the joint  optimization
will be shared 75%/25% between customers and
shareholders with no guaranteed cusomer savings as
provided in Section X112 above.

All GCIM ativities will be conducted in accordance with gopliceble laws,
rules and reguldions and NYSEG's affiliate transaction rules, which were approved as
pat of the Electric Rate Plan.

NYSEG will not enter into any speculdive derivative transaction. The use
of deivaives in the conduct of the adtivities desrii above, will be confined to risk
management (hedging) activities only and will be usad as pat of defined drategies to
manage rik with respect to price or vaue fluctugtions of neturd ges

The term “migration capacity release” refers to the release of capacity attributable.to_customers
migrating from firm sales service to transportation service on or after November 2, 1995.
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XI11. Weather Normalization Adjustment

1. Effective October 1, 2002, NYSEG will implemet a WNA for dl goace
hedting cugomers, as darified by Section Xll1.2 bdow, taking service pursuant to SC |,
2,8 and 9 of P.S.C. No. 87 - Gas, or superseding issues thereof, and SC 1, 4, 5, 13 and 14
of P.S.C. No. 88 - Gas or suparsading issues thereof. NY SEG will reflect the WNA on
cugomer hills beginning December 1, 2002. Any WNA impacts assodaed with October
and November 2002 will be returned tolcollected from customers during the first rate

yedr.

2. A firm indudrid revenue dass cusomer taking sarvice pursuant to a taiff
that imposes the WNA will be deamed a space hedling customer if more than 50% of
such indudrid cusomer’s annual usage is experienced in the period November 1 through
March 31

3. The WNA will be gpplied to the totd gas usage during the WINA season of
October 1 through May 3 1. If only a portion of a customer’s totd gas usage is gpplicable
to the WNA season, then the WNA will be adjugted to reflect the portion applicable to

the WNA season.

4. Norma hedting degree days will be the 30-year average period ending
December 3 1 of the year prior to October 1 of the gpplicable WNA season.

5. The WNA will only be hbilled if the actud hedting degree days for the
billing cycle are less than 97.8% or more than 102.2% of the normal heating degree days
for the billing cycle. In such cases, the WNA will be based on the vaiaion that is less
than 97.8% or more than 102.2% of the normd heating degree days for that billing cycle.

6. The WNA provisons ae s&t forth in Appendix E.

XI1V. Merger Savings

1. The quantification and sharing of synergy savings atributeble to
NYSEG’s gas busness-as a reault of themerger of Energy East and RGS are destribed in
Oetall in the Commisson’'s Order goproving the merger and the Electric Rate Flan.
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Specifically, the gross savings and costs to achieve for NYSEG's gas business are as

follows:
12-Month Periods Gross Savings Cods to Achieve | Totd Ne Savings
Beginning In (3 000) 000 (8 000)

2002 : $6,730 $9,911 ($3,181)
2003 $8,057 $1,247 $6,810
2004 : $9,492 $1,146 $8,346
2005 $10,352 $493 $9,859
2006 $11,026 $524 $10,502
Total $45,657 $13,320 $32,337
2. Net Synergy Savings - Delivery - NYSEG's gas customers will receive

50% of the net synergy savings dtributable to gas ddivery for the teem of the Gas Rate
Fan. With the adoption of this Joint Proposd, the ddivery portion of synergy savings is
presumed to be induded in the ddivery revenue requirement as a moderator-of ddivery
rates for the term of the Gas Rate Plan.

3. Net Synergy Savings - Supply - NYSEG's gas cusomers will recaive 50%
of the ne synergy savings atributable to gas supply for the firg five 12-month periods
dter the mearger. Theredter, NYSEG's gas cusomers will receive 100% of the net
synergy savings atributable to gas supply.

4. Net Supply Savings

a. All gas dorage and trangportation contracts on pipdines common
to NYSEG and RG&E will be identified.
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b. A meding on merger-rdaied gas supply savings will ooccur
agoproximatdy 30 days dter the issuance of the Commisson Order setting rates for
NYSEG’s gas busness in these procesdings to determine how to meesure the merger- -
rated gas upply savings This meding will indude NYSEG, RG&E, Saf and ay
interested party participating in Cases 0 1 -G- 1668 and 02-G-O 198.

c. Merge-rdated gas upply savings will be implemented as soon as
posshle after the merger dosng.

d. The customas’ 50% share of net supply savings will flow through
the GSC.

e The dhareholdas 50% portion of net supply savings will be
recoverable through an adjusment to the GSC. Such recovery will occur on a quarterly
beds and only after NYSEG makes a compliance filing within its monthly GSC
datements demondraing the totd supply savings achieved for the quarter. The filing
will indude dl documentation and workpapers supporting the damed savings

b Net Merger Codts

a. NY SEG has the option to defer the gasrdated net merger costs
(i.e, the non-capitdized codsto-achieve) goplicable to the period between the merger
dosng date and September 30,2002 and ather amortize those cods or expense them in
the cdendar year ending December 3 1, 2002. If NYSEG choosss to amortize the gas-
rdlaed net meger cods the amortization will be over 9x years beginning January 1,
2003.

b, NYSEG dso has the option to defer the gesrdaed net merger
cogts incurred during the period from October 1, 2002 through September 30, 2003 and
dther amortize those cods or expense them in the cdendar year ending December 31,
2008 If NYSEG chooses to amortize the gastdated net merger cods, the amortization
will be over five years beginmning January 1, 2004.



c. All gasrdaed net merger cods induding any such amortization,
will be induded in the annud eamings sharing caculation.

XV. Deferred/Uncontrollable Costs

1. NYSEG is authorized to defer for recovery any prudently incurred
Uncontrollable Codts that meet the criteria described below.

a. Uncontrollable Cost Categories

()

Caegory 1 - This category covers nonrecurring events as a
result of force majeure, which will indude sorm, flood,
rict, terrorigm, sabotage, war, drike or labor disturbance
(other than by NYSEG's barganing units) or acts of God.

(i) Caegory 2 - This caegory covers inflation, environmentd

remediation codts, a portion of penson expenses, property
taxes, incremental Affordeble Energy Program costs and
mandatory cods that are incurred as a result of accounting,
legidative, regulaory or tax changes induding mandeated
cods to implement additiond security requirements in the
atermath of the September 11, 2001 terrorigt attacks.

b. Minmum_Threshald for Defard and Recovery

()

NY SEG will be entitled to defer and recover all Category 1
costs, provided that Category 1 costs exceed $200,000
annudly in the aggregate

Appendix F sdts forth the amounts of certain Category 2
codts that are covered by the rates set pursuant to this Joint
Propod. For these items, cods above the amounts set
forth in Appendix F will be deferred for recovery, pursuant
to Section XV.8 bdow. NYSEG will be entitied to defer
and recover all Caegory 2 cods, provided that Category 2
cods exceed $200,000 annudly in the aggregate.

2. Inflation - Inflation will be messured by reference to the GDP Implicit
Price Deflator. Any increase in the GDP Impliat Price Deflaior for any year of the Gas
Rate Plan above 4.0% will be gpplied to a base consisting of NYSEG's O&M expenses
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and payrall taxes of $63.5 million annudly through Decamber 3 1, 2005 and $57.75
million anudly therediter.

3.

a. NYSEG will be dlowed to defer for recovery incrementd codts
above thethreshald identified in Appendix F assodated with the marketer survey,

aggregation intiatives (induding the Low Income Aggregation Program addressed in
Sction XXVI) and outreach and education.

b. The initid cods (not to exceed $200,000) associated with
providing hourly usage daa to maketers sarving dally metered cusomers shdl be
recovered from Account 254 - Other Regulatory Liahilities —~ Unbilled Revenue Pod,
upon implementation of the hourly ussge data

4, NYSEG will be dlowed to defer for recovery incrementd cogts above the
threshald identified in Appendix F assodaed with the economic devdopment programs
described in Section XXIII.

5. Incrementd  cogts and net revenue shortfdls resulting from unbunding
actions taken or ordered in Case 00-M-0504 will be subject to Commission
determinations in that procesding, and, to the extent the Commisson dlows such codts to
be defarred for recovery, they will be consdered a Category 2 cos.

6. NY SEG will be dlowed to defer for recovery new program cods
asodaed with Phase 2 that are goproved by the Commisson, and will be permitted to
recover revenue requirement shortfdls assocated with Phase 2.

7. NYSEG will defer the annud difference between actud R&D cods not
asodiated with Case 99-G-l 369 (induding labor, materids and trangportation) and $1.4
million. In the event the actud R&D cods for ay cdendar year peiod are less than $1.4
million, the baance will be caried over to the subsequent year or will be used to recover
any deferred R& D codts from a previous year. NYSEG is not permitted to use any

20



excess R&D cods for any other purpose, or book such codts to earnings, without the
goprovd of the Commisson

8. Beginning January 1, 2003, incremental or decremental finendid market
changes from the assumed 9% return on assts and the 6.75% discount rate will be
defered. Beginning January 1, 2003, finendd gains and losses in caendar year 2002
will be induded in the true-up cdculation. Anenda gains and losses will continue to be
amortized over ten years condget with the Commisson's Policy Statement enundiated
in Case 91-M-0890."

9. NYSEG will be dlowed to defer for recovery annud property taxes aoove
the thresholds identified in Appendix F.

10. Defard of Category 2 cods will be limited to additiond cods reulting
from mandates above the Category 2 cogt thresholds in Appendix F.

11, Interest Accrud - Interest will be accrued a the before-tax rate of 10.5%
on the dter-tax baance of Deferred/Uncontrollable Codts from the date such cods are
incurred until they are recovered through one of the methods described in Section XV. 10.
Deferred taxes tracking the interest will be acorued.

12. Method of Recovery - Deferred/Uncontrollable Costs and the accrued
interest will be recovered in the manner and order lied bdow:

a. Hre, ay bdance remaning after digpodtion pursuat to Section
Xl of PSC/FERC Account 254 - Other Regulaory Lighilities - Unbilled Revenue Pod
will be written down until it is zero.

b. Seoond, any baance remaning after digpogtion pursuant to
Section X1 of Acocount 182.3 - Other Regulatory Assets - New York State Tax Deferrd
will be written down until it is zero.

18 Case 9 1 -M-0890, In the Matter of the Development of a Statement of Policy Concerning the
Accounting and Ratemaking Treatment for Pensions and Post Retirement Benefits Other than

21



c. Third, after firg baing used to recover Defared Gas Codts st forth
in Section V, the cudomers share of NYSEG's gas eanings exceding the gpplicable
eanings shaing threshold dated in Section VI will be used.

d. Fourth, a surcharge mechaniam will be used.

e. Any remaning Deferred/Uncontrolldble Cods will reman deferred
for recovery within a new ges rate plan or as othewise secified by the Commisson.

13. Limitaion on Recovery

a If NYSEG gas earnings excead an Adjusted ROE! of 13.0% for
the firg eanings sharing period ending December 3 1, 2004, NYSEG will not be
permitted to defer for recovery any Deferred/Uncontrollable Cogts incurred during such
period to the extent that such deferral causes the Adjusted ROE to exceed 13.0%.
However, defard and recovery of Deferred/Uncontrallable Cogs will be permitted
during such year to dlow NYSEG to reech the 13.0% Adjused ROE. Furthermore, any
Deferred/Uncontrollable Cods deferred from a prior cdendar year may continue to be
recovered_ or deferred for recovery.

b. I'n any calendar year comencing with 2005 and continuing until a
new ges rae plan takes efect in which NY SEG gas earnings exceed an Adjused ROE of
14.0%, NYSEG will not be pemitted to defer for recovery any Deferred/Uncontrollgble
Codts incurred during that year to the extent that such defarra causes the Adjused ROE
to exceed 14.0%. However, deferrd and recovery of Deferred/Uncontrollable Codts will
be permitted during such year to dlow NY SEG to reach the 14.0% Adjused ROE.
Furthermore, any Deferred/Uncontrollable Cods deferred from a prior cdendar year may
continue to be recovered or deferred for recovery.

Pensions, Statement of Policy Concerning the Accounting and Ratemaking Treatment for
Pensons and Post Retirement Benefits Other than Pensions (issued September 7, 1993).

H For purposes of this Section XV. 11, the term “Adjusted ROE” means the ROE after gpplying the
earnings sharing provisons set forth in Section VIII.
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c. Defard of inflation costs above the target will be further limited
S0 that such deferrd does not increase earnings in ether calendar year 2003 or 2004
above 11.5% after earnings sharing and does not increese earnings in ay remaning
cdendar year of this Gas Rate Plan above 12.5% after earnings sharing.

XVI. Research & Development Funding Mechanism

L The Commisson has permitted New York locd didribution companies to
recover from its cutomers the costs assodiated with R&D programs. Hidoricdly, these
programs have been funded through an adlowance contained in base rates (Internd
Program Funding)®® and by means of surcharges imposed by interstate pipdines with the
goprovd of the Fedad Energy Regulatory Commisson (“FERC’) (Externd Program
Funding).

2. Interndl Program Funding - The Joint Proposd provides an annud
dlowance in base raes of $1.4 million for R&D programs with deferrd of over- ad
under-recover-y from that amount as sa forth in Section XV.7 above.

3. BExtand Program Funding

a. FERC has st in mation a reduction in the Gas Research
Indtitute/Gas Technicd Inditute (“GRI/GTT”) surcharge such that it will expire on
December 31, 2003. In Case 99-G-1369, the Commisson permitted New York gas
utilities to continue funding externd R&D programs through a surcharge on dl firm
throughput equivalent to hisoric GRI/GTI funding levds NYSEG does nat currently
have such a surcharge

b. The Paties to this Joint Proposd request that the Commisson
dlow NYSEG to implement an R&D surcharge (up to $650,000 annually) to provide
funding for R&D programs from its firm sdes and trangportation cusomers, in a manner
conddent with the Commisson's Order in Case 99-G-1369.

» Some of the funding from interna sources is used for funding of programs by entities other than

the local utility.
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XVIl. Energy Tax Reform Act of 2000

1. New Yok Sae income taxes will be collected through NYSEG's base
ddivery rates beginning October 1, 2002.

2. NYSEG will collect gpplicable gross recapts taxes through a tax
surcharge. The gpplicable blended tax surcharge factors will be st forth on a Satement
(Tax Surcharge Factor Statement) filed with the Commisson.

3. In compliance with the provisons of the Commisson's Orders in Case 00-
M- 1556, NY SEG agrees to pass back to customers the $1,223,027 over-callection of gas
busness rdlated New York Sate taxes for the year ended December 3 1, 2000, induding
interest thereon a the Commisson's Other Cudomer Provided Capitd Rate. The refund
will be returned to customers over the 12-month period beginning October 1, 2002.

4. NYSEG will fird digpose of New York State Tax credit balances/over-
collections, with interest thereon a the Commisson's Other Cusomer Provided Capitd
Rate, for the period January 1, 2001 through November 30, 2002 in the manner st forth
in Section XI. Thaefore there will be no refunds for the over-collection of New York
Sate taxes for the year ended December 3 1,200 1 and beyond. Any remaning bdance
will be defared, with interes thereon a& the Commisson’'s Other Customer Provided
Capitd rate, and may be used to fund Phase 2 programs or to recover any
Deferred/Uncontrollable Cods, as st forth in Section XV.

XVIII. Pensons and Other Post-Employment Benefits

L Begming Jnuaty 1,2003, NYSEG will confom to the Commisson's
policy for pengons (enunciated in Case 91 -M-0890), except that true-ups for pendons
will be limited to incrementd or decrementa finendd market changes from the assumed
9.0% return on assets and the 6.75% discount rate. Beginning January 1, 2003, finenad
gans and losses in cadendar year 2002 will be induded in the true-up cdculation.

Fnandd gains and lossss will continue to be amortized over ten years consgent with the
Commisson's Policy Statement enunciated in Case 91 -M-0890.
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2. NYSEG’s gas busness common dlocation factor for penson expense will
be 22.9% for the term of this Gas Rate Plan.

3. No portion of any excess penson assets will be used to fund non-NY SEG
employee pension costs.

4. The waiver currently in effect of the Commisson’'s policy on true-ups for
OPEBs (enunciated in Case 91 -M-0890) will continue in effect for the term of the Gas
Rete Pan.

XIX. Global Financing Order

L. The Commisson authorized NYSEG's multi-year financing program in
Case 93-M-0744.*! This authorization was twice modified and extended.

2. The Parties to this Joint Proposa request that the Commission further
extend the Globa Financing Order for the term of the Gas Rate Plan, subject to any new

or modified rules on financings issued by the Commission.

XX. Gas Policy Statement

In its Gas Policy Statement, the Commission announced its intention “to facilitate
development of a competitive market; diminate barriers to competition; provide guidance
to LDCs and marketers, especiadly with regard to expiring capacity contracts, and address

customer inertia. "%

L. NYSEG has addressed certain issues identified in the Gas Policy
Statement in an acceptable manner by: (i) holding new cgpacity contracts to a minimum;
(i) mitigating and managing potential Sranded codsts, and (iii) separating didribution and

gas purchase (upstream) cods.

U Case 93-M-0744, Petition of New York State Electric & Gas Corporation for authority to issue
and sdl long-term debt preferred stock and common stock pursuant to a multi-vear financing plan

and to negotiate a Revolving Credit Agreement, Untitled Order (issued December 8, 1993).
Gas Policy Statement, mimeQ pp. 3-4.

2
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2. As required by, and in stiaction of the Gas Policy Statement, NY SEG
will: (i) continue to quantify and mitigate potentid sranded cods (i) take Seps
induding those spedficaly provided for in this Joint Proposd, to encourage competition
in its savice taritory and improve its interaction with marketers; (iii) implement the Gas
Rate Plan, which freezes revenue requirement spedified in Section VII. 1 for the term of
the Gas Rate Plan; (iv) continue toward findizing its plan to unbundle its ges raes (V)
continue to actively paticipate in Case 00-M-0504; (vi) supply hourly usage data for
eech cugomer with a daly meter to provide information to that customer and the
cusomer’s marketer (or pool operator) concerning the customer’s ges usage from the
beginning of the gas day through the time of the meter read; and (vii) enhance consumer
educaion programs and fadlitate cugomer paticpation in compditive programs, as
provided for in this Joint Proposd.

3 Trangtion Surcharge ~ Pursuant to Commisson Order in Casss 97-G-
1380, et al.,”> NYSEG currently has a TS in its taiff to recover the cost of upstream
cgpadty dranded by migration of cudomes from sdes to trangportation sarvice: The
surcharge is gpplied to dl firm sdes and pos-November 2, 1995 firm trangportation
cudomers NYSEG and the Paties have agread to an amended formula for its tariff used
to cdculate the TS to reflect growth and de-contracting of pipeine cgpedity. The revised
formula for the TS is attached hereto as Appendix G.

XX1. Affordable Energy Program

1. NYSEG's ges Affordeble Energy Program will remain & exising levds
through December 3 1, 2002 and will be expanded to provide $1.75 million in annud
benefits to digible cusomers as of January 1, 2003.

2. $1.25 million of the annud cogt of the Affordeble Energy Program is in
base rates. For purposes of the firg rate year, the amount in base rates is $1.56 million.

B Cases 97-G-1380 et al, In the Matter of Issues Associated with the Future of the Natural Gas
Industry and the Role of Local Gas Distribution Companies, Order Concerning Assignment of
Capacity (issued March 24, 1999); Untitled Order (issued August 18, 1999).
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The $500,000 incrementa cost associated with the first two rate years will be obtained
from the cusomers guaranteed savings from GCIM 2.

3. The gas Affordable Energy Program will be reevaluated during the quarter
ending June 30, 2004 to determine if any program modifications are warranted. Starting
with the third rate year, any annua incrementd codts for the Affordable Energy Program
above $1.25 million will be considered a Category 2 Uncontrollable Cost.

4. The current minimum charge of $6.40 is comprised of both ddivery and
supply components. As a result of other provisons of this Joint Proposal, gas supply
charges will be separated from ddlivery charges. For purposes of Phase 1 of the Gas Rate
Plan, the minimum charge will remain a $6.40 per month for participants in the gas
Affordable Energy Program and shdl gpply only to ddivery sarvice. As funds will
permit, NYSEG will provide benefits firs to HEAP-digible gas customers, and second to
Power Partner-digible gas customers.

5. With reference to the $1.75 million funding leve referred to in Section
XXI. 1 above, as modified by the reevaluation referred to in Section XXI.3 above, any
over- or under-spent funds allocated to the gas Affordable Energy Program at the end of
any rate year during the term of the Gas Rate Plan will be carried over and reflected in
the subsequent rate year’s determination of the Program.

6. No later than 60 days after each cdendar year of the Gas Rate Plan,
NYSEG will file a report on the enrollment levels and costs of the gas Affordable Energy
Program.

XXII. Service Quality Mechanism

1. NYSEG's gas Service Qudity Mechanism includes revenue adjustments
with a maximum exposure of $1.3 million on a cadendar year bass. The Service Qudity

Mechanism will incorporate the following meesures.

a Cugtomer Service Measures

@) Oveadl Cugsomer Satidfaction Index
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(iN) Cudomer Contect Satifaction Index
(i)  Commisson Complant Rate

b. Gas Operation and Safety Measures

@) Cag Iron Man Replacement Program
(it) Bae Sed Savices Replacement Program
(ii) Bae Sed Man Isoldion Program
(v) Qudity Assurance Program
) Gas Lesk Response Program
2. The spedifics of the Sarvice Qudity Mechaniam are destribed in detal in

Appendix H.

3 The Cadt Iron Man Replacement Program is scheduled to be completed
by December 31, 2005. The Paties agree to commence discussons no later then January
2005 to devdop new savice qudity program(s), to become effective January 1, 2006, to
replace the Cast Iron Man Replacement Program. I the Paties cannat agree within Sx
months on such new savice qudity program(s), the issue will be presanted to the
Commission for find determingion. The pretax revenue adjustment assodaed with
such new sarvice qudity program(s) shdl not exceed $300,000 annudly, unless
otherwise detemined by the Commisson. Any new savice qudity program(s) must be
approved by the Commisson.

XXI11. Economic Development

1. NYSEG will continue its economic devdopment programs to encourage
dtraction, expangon, and retention of gas busness cugomers in its sarvice taritory.

2. Within 60 days of the date of issuance of a Commisson order on this Joint
Proposal, NYSEG will complete a review of dl of its exising gas economic deveopment
programs. The review will address program enrdllment levds amount of disoount
dlocated, cost of adminidraion, benefits to cutomears and an evduaion of effectiveness
of those programs. The evduation should cgpture whether the gods of the current
programs ae achieved in an dfective manner, and recommend any modifications, as
gopropriate.
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3. NYSEG will dhare the reaults of this review and evaugtion with Saft.
Upon recaving input from Saff, NYSEG will formulate an Economic Devdopment Flan
that will provide funding for current programs, as gopropriste, and for new program
initiatives thet may indude, but not be limited to, discounts, incentives and other
cooperdive programs for atraction, expandon and retention of busness.

4, The Economic Devdopment Plan will be devdoped with a god of
minimizing the nesd for the credtion of regulaory assEtis NYSEG will esablish a
threshold for programs induded in the Economic Devdopment Flan of no more than
$250,000 per year and no less than $150,000 per year for the term of the Gas Rate Plan.

If in any year during the Gas Rate Flan, the cost of the Economic Devdopment Plan is
less than the cost incurred during the preceding year, that difference will be deferred and
added to the program budget for the fallowing year(s). The totd annud cost excesding
$250,000 will be defarred pursuant to Section XIV. Additiond funding beyond $350,000
per year shdl require Commisson gpprovd.

5. Within 90 days of the date of issuance of a Commisson order on the Joint
Proposa, NYSEG will file its Economic Devdopment Flan, with copies sarved on dl
active parties to Case 01-G-1 668, Theredfter, no later than 60 day's afier each caendar
year of the Gas Rate Flan, NYSEG shdl meke a compliance filing detalling the prior
year's expenditures and the present year's budget, as wdl as any proposed changes to the
Economic Development Plan.?*

6. The filings contemplated in this Section XXII may be combined with
NYSEG's filings rdaed to its Electric Economic Devdopment Flan, goproved by the
Commisson as pat of the Electric Rate Plan.

XXIV. Repackaged Gas Service

1. NY SEG agrees not to offer SC 12 (Repackaged Gas Sarvice) to any new
cusomers (defined as any cusomer not currently recaiving SC 12 sarvice) dter the date
of this Joint Proposd.
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2. NYSEG agrees to diminate SC 12 upon the expiraion of dl exising SC
12 agreements. NY SEG agrees not to extend the term of any exiging SC 12 agreaments:
NYSEG's taiff PSC No. 88 - Savice Class 12 - Repackage Gas Savice will reman
effective until the lagt SC 12 contract expires and indude a satement that SC 12 will no
longer be offered to any new customers as of the date of this Joint Proposd.

3. The provisons of each contract between NYSEG and its customers
recaving SC 12 savice will expire pursuant to thar terms, except that NY SEG will not
agree to extend the teem st forth in any such contract.

4 For the term of the Gas Rate Plan, NY SEG agrees not to edablish any new
taiff sarvice #at is in substance or intent Smilar to SC 12,

XXV. Marketer Initiatives

1. QOutreach, Educaion and Compsition Initigtives Fund

a NYSEG will esablish an anud $350,000 Outreach, Education
and Compdtition Initiatives Fund for codts associaed with the gas Outreach and
Education program described in Section XXVII, the Marketer Survey destribed in
Saction XXV.2, the aggregation initigives destribed in Section XXVI and any other
compdition initiatives agreed to by the Paties during the teem of the Gas Rae Plan.

b. The budget for the Outreach and Education program will be no less
than $250,000 per year for each year of the Gas Rate Plan. Cods for the remaining
programs will be dlocated a $100,000 per year. Totd annud costs exceeding $350,000
will be deferred ursuant to Section XV. The addition of any new programs will require
Commisson gpprovd.

c. On November 1 of each year, NYSEG will submit a proposed
implementation plan and budget for the Outreach, Education and Competition Initigtives
Fund for the next year to the Director of the Office of Consumer Educaion and
Advocacy. The plan and budget will be conddered by the Commisson expeditioudy.

24

NY SEG shall make the first such compliance filing by March 30, 2004.
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The previous year's plan and budget will continue until the Commission goproves the
proposed plan and budget.

2. Marketer Survey

a. NYSEG will devdop an anud marketer survey with input from
Saf and marketers to hdp measure NYSEG's paformance in meding terms rdaing to
Uniform Busness Practices, NYSEG's Gas Trangportation Operating Procedures Manud
and other operationd agresments between NYSEG and marketers The survey will be
implemented by an independent third party sdected after conultations between NY SEG
and Steff.

b. Within 90 days of the date of issuance of a Commisson order on
this Joint Proposd, NY SEG will convene a meeting with the Parties to begin the process
of devdoping a Marketer Survey. Issues to be addressad a this medting indude, but are
not limited to, identification of the critaia to be induded, identification of the marketers
to be surveyed, the method of implementation (phone, mall, email or in-person) and cos.
Cods for the survey will be dlocated from the Outreach, Education and Competition
Initistives Fund.

c. After the survey is completed, NY SEG will report within 60 days
to Staff and marketers the reaults of the survey and how NY SEG plans to address
legitimete marketer suggedions, if any, that are expressad in the survey. NYSEG will
provide Staff with access to the raw data used to compile the results of the survey.

3. Marketer Mestings - NYSEG will hog a minimum of three annud
marketer education mestings and workshops during the term of the Ges Bate Flan.  Codts
of the meetings and workshops will be dlocated to the Outreach, Education and
Compdition Inititives Fund.

4. Marketer Liason - NYSEG will desgnate a management person to sarve

as liason between NYSEG and the marketers to address any concerns or issues that may
develop. The Liason will be vesed with the full authority to make binding dedsons and
resolve disputes that may aise between NYSEG and marketers. Marketers will be
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provided with the name and telephone number of the designated management person.
The Liaison will provide to Steff a description of job duties and a copy of NYSEG's
processes and procedures for resolving marketer concerns. Staff and the Liaison will
meet a least on an annual basis to discuss the status of communications between NY SEG

and marketers.

5. Daily Meter Readings

a NYSEG currently provides one dally meter read for each customer
with a dailly meter to supply the customer and the customer’s marketer (or pool operator)
with information concerning the customer’s gas usage during the preceding day. NYSEG
will develop sysem enhancements that will communicate hourly usage data for the
previous gas day. At 3 p.m. of the current gas day, NYSEG will communicate to
marketers hourly usage data for the period from 10 am. to 2 pm. NYSEG will endeavor
to provide hourly usage data by November 1, 2002 or earlier but in no event later than
March 3 1,2003. As a part of this process, NYSEG will engage in discussons with
marketers regarding the presentation of the information provided to marketers and the
integration with existing NYSEG information sysems.

b. Cugomers with a daly meter will have the option of changing
their balancing dection (i.e., from or to dally or monthly baancing) to become effective
on the firs day of ether of the firsg two months following the month in which the intra-
day meter reads described in Section XXV.5.a become available.

C. All marketers (or pool operators) serving daily-metered customers
will be responsible for the ongoing costs incurred by NYSEG to provide the inn-a-day

meter reads described in Section XXV.5.a. The rate for recovery of such costs will be
agreed upon by the Parties and filed with the Commission prior to the implementation of

such inn-a-day meter reads.

d. The initid codts of the intra-day meter reads will be recovered as
sat forth in Section XV.3.b.
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6. Resolution of Open Issues = NY SEG, marketers, and, to the extent its

involvement is necessary, Staff, agree to attempt to resolve al open marketer-related
issues, including but not limited to, baancing charges, cash-out provisons and reiability
capacity factor, no later than June 1, 2003. Any issues except for reiability capacity
factor that are not resolved by June 1, 2003 would be subject to the dispute resolution
process st forth in Section XXV.7 below. Disputes on reliability capacity factor will be
submitted directly to the Commisson for resolution.

1. Dispute Resolution Process » The dispute resolution process set forth in
NY SEG tariffs P.S.C. No. 88 - Gas and in the Memorandum of Understanding (“MOU”)
entered into among NY SEG and severd marketers, dated April 20, 1998, which MOU
process is provided in Appendix I, will continue for the term of the Gas Rate Plan.

XXVI. Aggregation Initiatives

L NYSEG will host aggregation education forums for both marketers and

customers.

2. NYSEG will work with marketers interested in aggregation to create
vehicles that would help the marketers reach out to NYSEG's customers.

3. Low Income Aggregation Program

a. During Phase 1 of the Gas Rate Plan, NY SEG will develop and
implement specific plans for a pilot aggregation program targeted to serve gpproximately
1,000 low-income Home Energy Assisance Program (“HEAP’) digible cusomers. The
program will be implemented by October 1, 2003.

b. Through appropriate outreach efforts, NYSEG will solicit HEAP
eigible low-income cusomers who are not currently enrolled in the Affordable Energy
Program or Power Partner Program to participate in a natural gas aggregation program.
NYSEG will sdlicit bids from marketers interested in supplying naturd gas for the
aggregated pool of agpproximately 1,000 customers. NY SEG will provide bundled gas
sarvice, which includes both ddivery and supply, to these customers.
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c. As an incantive for digible low-income cugomers to patidpate in
the aggregation program, paticpants entering the program with utility arrears will be
aforded the opportunity to goply the commodity savings towad paying off their -
arearages. In addition, NYSEG will match dolla-for-ddllar, with a maximum of $100,
areas pad off with program savings Cugomes mugt be current in ther bill payments
in order to recaive the arears forgiveness benefits When dl of the cusomers arears
have bean pad off, the commoadity savings with NYSEG will be flowed through to the
cusomers

d. NYSEG and Saf will review the pilot program during the fird
quarter of 2005 to determine if program changes are waranted and whether the program
should be modified, expanded, continued a current levels or terminated. However, the
maximum costs for such program shdl be no more than $100,000 annudly.

e The cog of the Low Income Aggregation Program will be
recovered pursuant to Section XV.3 above.

XXVIIL Outreach and Education

L. NYSEG supports the concept that cusomer outreech and education is an
integrdl part of the cugomer savice function, and thet outreach and education about
competitive choices is essatid for the successful trangtion to a competitive ges retall
market.

2. As pat of this Joint Proposal, NYSEG will continue to carry out,
conggent with the outreach and education efforts st forth in the Blectric Rete Plan and
with input from cugomers, its gas customer outreech and education plan.

3. NYSEG will incorporate gas competition messages, where gpplicable and
gopropriate, with dectric competition messages st or otherwise brought to the atention
of NYSEG's cusomers
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4. In areas where NY SEG does not also provide eectric service, NY SEG
will provide gas competition messages to its cusomers that are Smilar to the messages
contemplated in Section XXVII.3.

5. Where gppropriate, NYSEG will modify the eectric surveys to
incorporate gas issues, including measuring awareness and understanding of gas

competition.

6. The annual Outreach and Education Plan will incorporate gas outreach and
education activities.

7. NYSEG will work with Staff to develop and implement an education
program on any Phase 2 rate desgn changes contemplated in Section XXTIX. 1 .athat are
agreed to by the parties and/or ordered by the Commission.

8. The cost of NYSEG's outreach and education efforts will be recovered
pursuant to Section XV.3 above.

XXVIII. Bill Format Changes

L. NYSEG currently provides customers with a bundled bill. In accordance
with this Gas Rate Plan, the GSC and unbundled fixed delivery rates will take effect on
October 1, 2002. In reformetting the gas portion of its bills NYSEG will:

a. Separate deivery from supply into distinct sections on the hill, and
identify the sections as “Gas Ddivery Charges’ and “Gas Supply Charges’; and

b. Clearly and separately identify the “Merchant Function Charge’ in
ether a separate line item or in the bulletin board section of the hill, as discussed in
Section IV .5.c.

c. Unless otherwise precluded, the bulletin board section of the hill
shdl include a satement that customers can shop for the gas supply service portion of
ther hill.
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2. NYSEG will submit its proposed revised draft bill format thet reflects the
terms and conditions contained in this Joint Proposd to the Director of the Office of
Consumer Education and Advocacy for review no later than October 3 1, 2002. This
submisson is in compliance with the Order Edtablishing Regulatory Policies Regarding
Billing issued March 29, 1999 in Case 98-M-0632.

XXIX. Phase 2 Topics

1. The Parties agree to convene to address Phase 2 issues after this Joint
Proposal has been approved by the Commission. It is intended that all Phase 2 issues,
unless otherwise specified, would be resolved pursuant to a schedule that would bring the
meatter to the Commission in April 2004. The Paties further agree that they will
recommend an effectivelimplementation date of July 1, 2004 for the Phase 2 issues,
unless otherwise specified. The issues to be resolved in Phase 2 are the following:

a Rate Design for Delivery Rates - Rate design changes will be

made in a revenue neutra manner condstent with the hilling units and firm deivery
revenues st forth in Appendix A. The following testimony submitted in the Gas Rae

Filing will serve as the garting point for the rate desgn discussons:

@) Paul M. Normand - Embedded Cost of Service Study;
(i) James L. Harrison - Margina Cost of Service Study; and

(i)  Pand of Steven R. Adams and James L. Harrison - Rate
Desgn.
b. Cost of Service Study — The period covered by the embedded cost
of sarvice sudy submitted by NYSEG in the Gas Rate Filing, (i.e, the twelve months
ended September 2000), is acceptable for use as a guide in dlocating the ddivery

revenue requirement.”

® Case 00-M-0504, supra, Order Directing Filing of Embedded Cost Studies (issued November 9,
2001), mime0 p. 10.
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c. Unbundling - Unbundling issues will be addressed consgtent with
Section IV of this Joint Proposal.

d. Affordable Energy Program ~ The Paties may condder modifying
the Affordable Energy Program as discussed in Section XXI.

e Billing Format - NYSEG will work with Staff collaboratively to
address the specifics and feashility of any additiona bill format and content changes

within information sysem limitations

f. Comnetition Performance Mechanism — A CPM, which may

include customer awareness of competition, marketer satifaction and facilitation of
customer aggregation programs, will be developed and implemented no later than
October 1, 2003.

2. Phase 2 Cost Recovery - As provided in Section XV, NYSEG will be

alowed to defer for recovery new program costs associated with the resolution of Phase 2
issues. NYSEG will aso be dlowed to defer for recovery revenue shortfals associated
with the implementation of Phase 2-rdlated rate changes.

XXX. Reporting Requirements

This Joint Proposa contains a number of reporting requirements that NY SEG
mus satisfy. For the ease of adminigration, this Section XXX lists these reporting
requirements, namely:

L Eanings Sharing (Section VIII) - NYSEG shdl file its earnings
sharing report within 60 days after the gpplicable measurement

period. As pat of this filing, NYSEG will report on the Deferred /
Uncontrollable Codts that satisfy the criteria for recovery pursuant
to Section XV, the baance of the Deferred/Uncontrollable Codts,

and deferred credits available.

2. GCIM (Section X11.2) = As part of its monthly GSC filing,
NYSEG will file workpapers ddlinegting the cost and savings
associated with the GCIMs. NYSEG dso will file a report
regarding the leved of GCIM savings as part of the GSC annud
reconciliation.
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Affordable Energy Program (Section XXI.51 - No laer than 60
days after eech cdendar year of the Gas Rate Plan, NY SEG willl
file a report on the enrdllment levels and codts of the ges
Affordable Energy Program.

Economic Devdopment (Section XXII) - Within 90 days of the
date of issuance of a Commisson order on this Joint Proposd,
NYSEG will file its Economic Devdopment Flan, with copies
sarved on dl active partiesto Case 01 -G- 1668. Theresfter, no later
than 60 days after eech cdendar year of the Gas Rate Plan,
NYSEG shdl make a compliance filing detaling the prior year's
expenditures and the present year’s budget, as well as any proposed
changes to the Economic Devdopment Plan. This filing may be
combined with NYSEG's filings rdaed to its Electric Economic
Devdopment Plan, goproved by the Commisson as pat of the
Electric Rate Fan.

Marketer Survey (Section XXV.21 - After the marketer survey is
completed NY SEG will report within 60 days to Saff and
marketers the results of the survey and how NY SEG plans to
address legitimate marketer suggedtions, if any, that are expressed
in the survey. NYSEG will provide Staff access to the raw data
usd to compile the results of the survey.

IRM Proiect Backcast Study (Appendix B) - NYSEG will filea
backcast Sudy detailing savings and cods atributable to eech IRM
Prgect. The initid backcast Sudy will be conducted two years
dter the insarvice date to evduate that two-year period and
ubsequent backeast Sudies will be conducted annudly to evduae
the respective annud period. Each backcast study will be
submitted no later than 90 days after the condusion of the period
ubject to evduaion. The Company mugt show that the IRM
Project savings equaled or exceeded the revenue requirement
atributed to the IRM Project.

Svice Oudity - Cudomer Sarvice Indicators (Appendix H) -
NYSEG will submit the results of its three Cusomer Savice
Indicators quarterly to the Director of the Office of Consumer
Education and Advocacy. No later than 60 days after eech
cdendar year of the Gas Rate Flan a find report will be filed and
indude an assurance of the integrity of the results ether by
induding veification of dl reported survey daa by a third paty
audit or by an atedation of a NYSEG officer that the results are
accurate and veifidble

Savice Quality_- Ouditv Assurance Program (Appendix H) - No
later than 60 days after each cdendar year of the Gas Rate Plan




NYSEG will develop and submit a separate annud Quality
Assurance report to its Senior Management and to Staff.

9. Searvice Qudity - Gas Operations and Safety Measures (Appendix
H) - No later than 60 days after each caendar year of the Gas Rate
Plan, NYSEG will file a report detaling the number of miles of
mans by Sze and maenid, replaced; the number of bare sed
sarvices replaced; the number of miles of bare ded mains isolated;
and a summay of the information on the ges emergency response
times NYSEG's Qudity Assurance report will be gppended to this
report.

XXXI. Additional Provisons
1. Amartizaions - Except as othewise soedificdly provided in this Joint
Proposd, NYSEG dhdl have the ability to accderate the amortization of any regulatory
assats andlor regulaory ligalities, with the Commisson's permisson, during the term of
the Gas Rate Plan.

2. Interest on Deferred Balances - Interet will be accrued & the before-tax
rate of 10.5% on the after-tax baance on non-rate base deferra accounts except as
othewise dated in this Joint Proposal.

3. Public Service Law Settion 68 - NYSEG's right and obligation under
New York Law and its Public Service Law ("PSL") Section 68 Cetificates to provide gas
savice to its cugomers reman unchanged and in full force and effect for the full term of
this Joint Proposd and theredfiter unless and until duly changed.

4. Mergers and Acquisitions - In the event of a merger with or acquistion of
or by another company which is the subject of a Pdition filed jointly or individudly by
NYSEG, RG&E, RGS or Energy Eadt pursuant to the PSL, the terms of NY SEG's Gas
Rate Flan will survive any such merger or acquidtion. Any Commisson  procesding
addressng such merger or acquigtion will esablish the conditions assodated with such
merger or acquigtion. The conditions may indude the digoogtion of incrementd net
synergy savings gpplicable to NYSEG's gas budness, to the extent there are any savings
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5. Binding Effect of the Joint Propod

a. This Joint Proposdl is intended to resolve dl issues in NYSEG's
Deferrd Petition, the Phase 1 rate and revenue issues in NYSEG's Gas Rate Fling thet
are addresd herein and to edtablish the gructure, and in pecified ingances the
paameers, under which Gas Rate Fling issues desgnated as Phase 2 issues will be
addressed.  Except as set forth herein, none of the Parties is deemed to have gpproved,
agreed to, or consanted to any principle, methodology or interpretation of lawv underlying
or supposed to underlie any provison heredf.

b. Each Party to this Joint Proposal hes expresdy conditioned its
upport upon the goprovd and adoption of this Joint Proposd in its entirety by the
Commisson. If the Commisson does nat goprove this Joint Proposd in its entirety, or
with accepted modifications, or if this Joint Proposd, or Commisson order gpproving
same, o ay provison of dther is materidly modified by a court order which has
become find and non-gopedabdle, then each of the Parties resarves the right to withdraw
its acogptance of this Joint Proposd by serving written natice on the Commisson and the
other Parties and to renegotiate and, if necessary, to litigate without prgudice, any or dl
issues as to which such Party agreed in this Joint Proposal. A Party who 0 withdraws its
acoeptance of this Agreement will not be bound by its provisons, and this Joint Propos
will be null and void as to such Party.

c. This Joint Proposd is subject to any required goprovad of
NYSEG's Boad of Directors.

d. It is the intent of the Paties tha the provisons of this Joint
Proposd will gpply to and be binding only with respect to the meatters that are the subject
of these proceadings. Except to the extent méaters in this Joint Proposal rdae to other
proceadings (primarily Case 00-M-0504), no provison of this Joint Proposd, nor any
methodology or prindple utilized herein, nor any of the pogtions teken heran by any
Party may be referred to, or dited or rdlied upon as precedent in any other proceeding
before the Commisson, or any other regulatory agency or before any court of law for any
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purpose other than the furtherance of the purposes, results and digpodtion of matters
expresy governed by the Joint Proposdl.

6. Compliance with the Joint Proposd - If during the term of the Gas Rate
Fan any Paty bdieves tha NYSEG is in maeaiad noncompliance with the terms of this
Joint Proposd, such Paty has the right to inform Staff of its concarn(s). Upon  recaiving
that Party’s concan(s), Staff will notify NYSEG and provide NY SEG a reasonadle
opportunity to address the concern(s) of the Party. If the Party’s concern(s) is(are) not
addressed to the reasonable satidaction of the Party and Staff, St or the Paty will have
the right to bring the Party’s concarn(s) before the Commission.

7. Effet of Commisson Approvd

a. The Parties agree and request thet the Commisson find upon
goproving this Joint Proposd thet: (@) this Joint Proposd is in the public interest; and (b)
the rate provisons of this Joint Proposd are just and reasonable.

b. The Commisson's authority to act on the levd of NYSEG's base
ges rates“is reserved in the event of unforeseen drcumdances thet, in the Commisson's
opinion, render NYSEG's actud ges return on equity unressoncble or inauffident for the
provison of safe and adequate sarvice a jus and reesondble rates. The Paties intend
that in such drcumgtances the Commisson should act to amdiorate such subdtantid
impect in order to ensure cusomers are paying just and reasonable rates and to provide
NY SEG an opportunity to earn a reasonadle return on its invesment, as envisoned by
this Joint Proposd.

c. No provison of this Joint Proposad or the Commisson's goprovd
of this Joint Proposd shdl in any way dorogate or limit the Commisson's datutory
authority under the PSL. The Paties recognize thet aty Commisson gpprovd of this
Joint Proposd does not wave the Commisson’s ongoing rights and responghilities to
enforce its orders and effectuate the gods expressad theraein, nor the rights and
reponghbilities of Saff to conduct investigations or teke other actions in furtherance of
its duties and responghilities
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8. Captions - All titles, subject headings, section titles and smilar items
herein are provided for the purpose of reference and convenience only and are not

intended to affect the meaning, the content or the scope of this Joint Proposal.’

9. Execution - This Joint Proposal may be executed in counterpart originds
and will be binding upon each dgnatory Paty when its executed counterpart is filed with
the Secretary of the Commission.
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Exccuted as Of the +z day of 205 7,
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~ Ralph R Tedesco
President and Chief Operating Officer
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Saff of the Department of Public Service
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Executed as of the 13th day of September 2002.

AllEnergy Gas & Electric Marketing Co., LLC
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Frank L. Peraino
Presdent
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Empire Natural Gas C'orporation
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Marcel J HBarrows, President
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APPENDIX A

PROPOSED DELIVERY RATES,
BILLING UNITS AND FIRM DELIVERY REVENUES




New York State Electric & Gas Corporation

Gas Business
CaseNo. 01-G-1668

Existing Delivery Rate Structurefor Firm Service Classes

PSC 87 - Gas (Sales Services)

Service Classification 1: Residential Sales

First 3 Therms or Less (Low Income)
First 3 Therms or Less (Non Heat)
Fii 3 Therms or Less (Heat)

Next 47 Therms, per Therm

Over 50 Therms, per Thetm

First 2 Therms or Less (Low Income)
First 2 Therms or Less (Non Heat)
Fii 2 Therms or Less (Heat)

Over 2 Therms, per Therm

Service Classification 2: General Service= Non Residential Sales

First 3 Therms or Less

Next 497 Therms, per Therm
Next 14,500 Therms, per Therm
Next 35,000 Therms, per Therm
over 50,000 Therms, per Therm

First 2 Therms or Less
Over 2 Therms, per Therm

First 3 Therms or Less
Next 222 Therms, per Therm

Next 275 Therms, per Therm
Over 500 Therms, per Therm

Appendix A
Schedule A
Page 1

RAT3 RA7S RA76 RAT79 RAB2 RAB86
Owego Goshen Lockport Elmira Combined Champlain
56.40 36.40 $6.40 $6.40 $6.40 $6.40
$9.00 39.00 $9.00 $9.00 $9.00 $9.00
513.00 $13.00 $13.00 $13.00 313.00 $13.00
s0.4437 50.4303 s0.4551 s0.3949 s0.4905 S0.4009
S0.1169 $0.1107 $0.1164 S0.1383 S0.1610 S0.2446
RA84
Binghamton
S6.40
$9.00
513.00
s0.1755
RAT73 RA75 RA76 RA79 RA82
Owego Goshen Lockport Elmira Combined
$17.00 $17.00 $17.00 $17.00 317.00
$0.2927 S0.2876 S0.3368 S0.3243 S0.3538
S0.0770 s0.1473 S0.1763 S0.1739 S0.1950
60.0693 S0.0748 S0.0789 S0.1118 S0.1282
s0.0143 50.0147 s0.0146 S0.0148 30.0143
RA84
Binghamton
$17.00
s0.1754
RA86
Champlain
$17.00
s0.3737
S0.3356
S0.2166



New York State Electric & Gas Corporation

Appendix A

Gas Business Schedule A
Case No. 01-G-1668 . Page2
Existing Delivery Rate Structurefor Firm Service Classes
Service Classification 5: Seasonal Gas Cooling
RAT73 RAT7S RA76 RA79 RAS82 RAB84 RAS6
Owego Goshen Lockport Elmira Combined ~ Binghamton ~ Champlain
Firg 3 Therms $17.00 617.00 $17.00 $17.00 $17.00 $17.00 $17.00
Over 3 Therms, per Therm $0.014270 $0.014270 $0.014270 50.014370 50.014370 $0.014270 $0.014370

Service Classification 8: Firm Salesto Large General Service

RAS86
champlain
First 3 Therms $17.00
Next 497 Therms, per Therm S0.3426
Next 14,500 Therms, per Therm 50.2506
Over 15,000 Therms, per Therm 302332

Service Classification 9: Salesfor Industrial Manufacturing or Processing Purposes

RA84
Binghamton
Fii 50 Tllams $23.98
Next 450 Therms, per Therm $0.2214
Next 19,500 Thenns, per Therm f0.1710

Over 20,000 Thenms, per Therm 50.0739



New York State Electric & Gas Corporation

Appendix A

Gas Business Schedule A
Case No. 01-G-1668 Page 3
Existing Delivery Rate Structurefor Firm Service Classes
PSC 88 « Gas (Transportation Services)
Service Classification 1. Firm Transportation Service

RA73 RA75 RAT76 RA79 RA82 RA84 RA86

Owego Goshen Lockport Elmira Combined Binghamton ~ Champlain
First 500 Therms $379.30 $408.30 $391.30 $383.30 $390.30 $386.30 $390.30
Next 49500 Thems per Therm $0.0581 $0.1160 $0.0829 $0.0671 $0.0803 $0.0734 50.0803
over 50,000 Therms, per -Therm $0.0263 $0.0784 $0.0583 $0.042 1 $0.0508 60.0242 S0.0508
Service Classification 5: Small Firm Transportation Service

RA73 RAT75 RA76 RA79 RA82 RA84 RA86

Owego Goshen Lockport Elmira Combined Binghamton Champlain
First 3 Therms $200.00 $200.00 $200.00 $200.00 $200.00 $201.00 $200.00
Next 14,997 Thems per Therm $0.1323 $0.1323 $0.1323 $0.1323 S0.1323 50.2405 $0.1323
over 15,000 Therms, per Therm S0.0880 S0.0880 $0.0880 30.0880 S0.0880 S0.1568 $0.0880
Service Classification 13: Residential Firm Aggregaton Transportation Service

RAT3 RAT75 RA76 RAT9 R482 RA86

Owego Goshen Lockport Elmira Combined  Champlain
First 3 Themms (Low Income) $6.40 $6.40 $6.40 $6.40 $6.40 $6.40
First 3 Therms $13.00 313.00 $13.00 $13.00 $13.00 $13.00
Next 47 Therms, per Therm S0.4437 50.4303 $0.4551 50.3949 $0.4905 S0.4009
over 50 Therms, per Therm $0.1169 $0.1107 $0.1164 S0.1383 S0.1610 $0.2446

RA84

Binghamton

First 2 Therms (Low Income) $6.40
First 2 Therms $13.00
over 2 Therms, per Them $0.1755



New York State Electric & Gas Corporation

Gas Business
Case No. 01-G-1668

Existing Delivery Rate Structure for Firm Service Classes

Service Classification 14: Non-Residential Firm Aggregation Transportation Service

First 3 Therms

Next 497 Therms, per Therm
Next 14,500 Therm, per Them
Next 35,000 Therms, per Therm
Over 50,000 Therms, per Therm

First2 Therms
Over 2 Therms, per Therm

First 3 Therms

Next 222 Therms, per Therm
Next 275 Therms, per Therm
Over 500 Therms, per Therm

RAT3

owcgo

RA75
Goshen

RA76

Lockport

RAT79
Elmira

RAZ2
Combined

$17.00
$0.2927
$0.0770
50.0693
S0.0143

RA84
Binghamton
$17.00
s0.1754

RA86
Champlain
$17.00
0.3737
50.3356
$0.2166

617.00
S0.2876
50.1473
$0.0748
$0.0147

$17.00
S0.3368
SO. 1763
S0.0789
$0.0146

$17.00
S0.3243
$0.1739
S0.1118
S0.0148

$17.00
S0.3538
$0.1950
S0.1282
$0.0143

Appendix A
Schedule A
Page 4



New York State Electric & Gas Corporation Appendix A
Gas Business Schedule B
Case No. 01-G-1668 Page 1
Summary of Firm Billing Units and Customers
TOTAL DTH (000) . Rate Year 10/02 . 9/03
Service Owego Goshen Lockport Elmira Combined  Binghamton Champlain
Class Revenue Class RAT73 RA75 RA76 RA79 RAS2 RA84 RAS86 TOTAL
PSALES CLASSES
SCO1S: Residential Sales Low Income 213 14.1 192.4 283.2 731.7 5704 20 1,8152
Heat 250.1 308.9 2,462.7 2,583.6 9,319.6 7,336.5 241 22,285.6
Non Heat - a4 - 115 -72.2 16.8 212.4 186.5 41 512.0
TOTAL 279.9 334.5 2,727.3 2,883.7 10.263.7 8.093.5 30.2 24.612.8
SC02S: General Service 96.2 495.4 768.0 863.8 4,251.3 1,863.0 438.2 8,386.0
SCO5S:_Seasonal Gas Cooling - - - - 0.7 0.9 - 1.6
SCO8S: Large General Service - - - - - - 0.7 0.7
SC09S: Industrial Manufacturing - - - 50.3 - 50.3
TOTAL SALES 376.0 830.0 3,4953 3,7475 14,515.8 10,007.7 79.2 33,0514
[TRANSPORTATION CLASSES
SCOIT: Firm Transportation - - 226.6 1,294.8 5,068.3 1,096.9 - 7.686.7
SCOST: Small Firm Transportation 52.9 - 407.6 383.6 1,984.5 52.9 - 2.881.5
SCI3T: Res Firm Aggregation Heat 5.1 3.1 249 52.7 190.2 74.1 - 350.1
Non Heat 0.2 0.1 0.7 0.3 43 1.9 - 7.6
TOTAL 53 3.2 25.6 53.1 194.5 76.0 - 357.7
SC14T: Non-Res. Firm Aggregation 64.1 26.1 192.0 216.0 1,417.1 1,244.7 2.5 3,162.5
TOTAL 'I'RANSPORTATION

TOTAL Customers - Rate Year 10/02 . 9/03

Service Owego Goshen Lockport Elmira Combined. Binghamton Champlain
Class_ Revenue Class RA73 RA7S RAT6 RAT9 RAS2 RAS4 RAS6 __ TOTAL
SALES CLASSES

SCOIS: Residential Sales Low Income 236 110 1,838 2,547 6,668 4,647 29 16,075

Heat 2,415 2,436 23,856 22,734 82,590 57,210 246 191,487

Non Heat N 175 . 273 1339 249 H207 4350 82 13.084

TOTAL 2,826 2819 27,033 25.749 95,655 66,206 357 220,646
[SC02S: General service 213 578 2.112 2.298 10,517 4,095 110 19,923
I5C05S: Seasonal Gas Cooling 6 4 10
ISC08S: Large General Service ! !
SCO09S: Industrial Manufacturing 10 10
TOTAL SALES 3,039 33% 29,145 28.047 106,178 70316 468 240,590

TRANSPORTATION CLASSES

SCO IT: Firm Transportation 5 18 74 36 133
ISCOST: Small Firm Transportation 9 41 66 2% 6 418
SCI13T: Res Fii Aggregation Heat 49 25 241 464 1,686 578 3,042

Non Heat 4 3 14 10, 131 44 - 204

TOTAL 53 27 255 474 1,816 622 3.246
SC14T: Non-Res. Firm Ageregation 142 30 528 574 3,506 2,730 6 7516
TOTAL. TRANSPORTATION_ 204 58 829 1,132 5,692 3394 6 11313




New York State Electric & Gas Corporation
Gas Business
Case No. 01-G-1668

Rate Year (10/02 - 9/03) Billing Units at Existing Delivery Rates

Firm Services

Service Classification 1S: Residential Sales Service

Rate Area 73: Owego

Customer Months - Low Income
Customer Months « Heat
Customer Months« Non Heat
First 3 Therms

Ned 47 Therms

Over 50 Therms

Rate Area 75: Goshen

C-Months .Low Income
Customer Months » Heat
C-Months «Non Heat
First 3 Therms

Next 47 Therms

over 50 Therms

Rate Area 76: Lockport

c Months - Low
Customer Months « Heat
Customer Months . Non Heat
First 3 Therms

Next 47 Therms

Over 50 Therm

Rate Are279:  Elmira

c Months - Low I
C- Months « Heat
Customer Months » Non Heat
First 3 Therms
Next 47 Therms
Over 50 Therms

Rate Area §2: Combined

Customer Months - Low Income
Customer Months - Heat
Customer Months - Non Heat
First 3 Therms

Next 47 Therms

Over 50 Therms

Rate Are2 84: Binghamton

Customer Months « Low Income
Customer Months » Heat
Customer Months » Non Heat
Firs 2 Therms

Over 2 Therms

Deliverv Rata
Delivery Totd Delivery
Billing  Units Rate Revenue
2,829 $6.40 $18,105
28,980 $13.00 $376,742
2,105 $9.00 $18,941
113260
1203.828 50.4437 $534,138
1.481.490 $0.1169 $173.186
2,798,578 $1,121,113
Deliverv Rates
Delivery Totd  Ddivey
Billing Units Rate Revenue
1,323 $6.40 58,467
29,228 $13.00 $379,959
3.273 $9.00 $29,458
98,084
1,148,624 50.4303 $494,253
2.098.712 $0.1 107 $232.327
3,345,420 $1,144,465
Delivery Rates
Delivery Totd Delivery
Billing  Units Rate
22,054 $6.40 5141,148
286.276 $13.00 $3,721,582
16.072 $9.00 $144,649
947,085
11,162,388 45 1 $5,080,003
15.163.523 S0.1164 $1.765034
27272,997 $10,852,416
Deliverv Rates
T Deliveey  Tod Delivery
Billing  Units Rate Revenue
30,569 $6.40 5195.643
272,806 $13.00 $3,546,484
5,618 $9.00 $50,564
918,464
11,206,452 50.3949 $4,425,428
16.711.630 $0.1383 $2311218
28,836,545 $10,529,337
Deliverv Rates
Delivery Totd Delivery
Billing ~ Units Rate Reven
80,012 $6.40 $5 12076
991,084 313.00 S 12884087
76,764 59.00‘ 5690.873
3374,004
39,288,870 50.4905 $19,271,191
59.9743 17 50.1610 $9.655.865
102.637.190 $43,014,092
Deliverv Rates
Delivery Tota  Ddivey
Billing  Units Rate
55,762 $6.40 1635877
686518 613.00 $8,924,734
52,194 $9.00 $469.748
1,578,375
79.356.671 50.1755 $13,927,096
80,935,046 $23,678,455

Appendix A
Schedule ¢
Page 1
Affordble  Energy P
Customer Months Affordable  Affordable
Heat (97%) / Energy Energy
Non-Hear (3%) Discount Amount
2,744 $6.60 $18,110
85 $2.60 5221
30
2,829 $18331
Affordable Energy Program
1,283 $6.60 $8,470
40 $2.60 $103
$0
1,323 58,573

Affordable Energy Program

21,393 $6.60 6141.192
662 $2.60 $1.720
0
22,054 $142,912
Affordable Energy Program
29,652 56.60 6195,704
917 $2.60 42,384
£
30,569 $198,088
Affordable Energy Program
77,612 $6.60 $512,236
2,400 $2.60 $6,241
$0
80.012 $518,477
Affordabie En
Customer Months ~Affordable  Affordable
Heat (97%)/ Energy Energy
Non-Heat (3% Discout  Amount
54,089 $6.60 $356,980
1,673 $2.60 S4.349
$0
55.762 $361,338



New York State Electric & Gas Corporation

Gas Business
Case No. 01-C-1668

Rate Year (10/02 » 9/03) Billing Units at Existing Delivery Rates

Firm Services

Service Classification |S; Residential Sales Service, Cont

Rate Am 86: Champlain

Customer Months - Low Income

Customer Months . Heat

Customer Months - Non Heat

First 3 Thenns
Next 47 Therms
QOver 50 Therms

TOTAL SC18:

Service Classification 2S: General Sales Service

Rate Area 73: Owego

Customer Months
First 3 Therms
Next 497 Therms
Next 14,500 Thetms
Next 35,000 Therms
Qver 50.000 Therms

Rate Area 75: Gosben

Customer Months
First 3 Therms

Next 497 Therms
Next 14,500 Therms
Next 35,000 Therms
over 50,000 Therms

Rate Area 76: Lockport

Customer Months
First 3 Therms

Next 497 Therms
Next 14,500 Therms
Next 35000 Therms
Over 50.000 Therms

Rate Am 79: Elmira

Customer Months
First 3 Therms

Next 497 Therms
Next 14500 Therms
Next 35000 Therms
Over 50,000 Therms

Billing Units
352

2.950

983

10,676

110,342

—_ 181273

302,291

246,128,068

Billing Units
2,556
8,882
497317
45551 1

961.769

Billing Units
6.931
20,109
1,252,351
287,770
770,005
39.130

4,954,365

Billing Units

25,344

69,708
4,029,576

3507.125

73,601
0
7,680,009

Billing  Units
27,571
80,336
4,862,998
3.6693 11
25,775

8,638,420

Appendix A
schedule ¢

Page 2

Affordabdle Energy Program

Delivery Rates
Delivery Total Delivery
Rate Revenue
$6.40 52252
513.00 338346
$9.00 $8.844
$0.4009 344,236
S0.2446 $44.339
5138.037
$90,477,894
Delivery Rates
Delivery Total Delivery
Rate Revenue
$17.00 $43,452
$0.2927 5145,582
§0.0770 $35,074
$0.0693 $0
S0.0143 $¢
$224,108
Deliverv Rates
Delivery Total Delivery
Rate Revenue
$17.00 $117,830
$0.2876 $360,176
$0. 1473 $423,159
$0.0748 $57,596
50.0147 $575
3959,337
Delivery Rates
Delivery Total Delivery
Rate
$17.00 $430,848
503368 $1,357,161
§0.1763 $618,306
50.0789 $5,807
X1.0146 $0
52,412,122
Delivery Rates
Delivery Total Delivery
Rate Revenue
517.00 $468,710
§0.3243 $1,577,070
50.1739 $638,093
§0.1118 $2,882
$0.0148

10
$2,686,755

341 $6.60 32,252
1 $2.60 $27
£

352 32,280
$1,250,000



New York State Electric & Gas Corporation

Gas Business
Case No. 01-G-1668

Rate Year (10/02 - 9/03) Billing Units at Existing Delivery Rates

Firm Services

Service Classification 28; General Sales Service, Cont.

Rate Area 82: Combined

Customer Months
First 3 Therms

Next 497 Therms
Next 14500 Thermns

Next 35,000 Therms
Qver 50,000 Therms

Rate Am 84: Binghamton

Customer Months
Fim 2 Therms
over 2 Therms

Rate Arez & Cbamplain

Customer Months
Fim 3 Therms
Next 222 Therms

Next 275 Therms
Over 500 Therms

TOTAL SQC28:

Billing  Units

126,207
376,396

23,360,128

17,911,369
73 1400
134,040

42513333

Billing  Units
49,140
80,744
185493 15

18,630,059

Billing  Units
1322
2,752
110,792
73,661
295.163

482,368

83,860,323

Service Classification §§: Seasonal Gas Cooling

RA73: Owego
RA75: Goshen
RA76: Lockport
RA79: Elmira

Rate Area 82: Combined
Customer Months

First 3 Therms
Over 3 Therms

Rate Area 84: Binghamton

Customer Months
First 3 Therms
Ove 3 Therms

Rate Area 86: Champlain

TOTAL SCoO5S:

N/A - No Customers
N/A - No Customers
N/A - No Customers
N/A -No Customers

Billing  Units
12
16
7306

7322

Billing Units
6
8
8.789

8,797

N/A -No Customers

16,119

Appendix A

Schedule C
Page 3
Delivery Tota Delivery
Rate Revenue
S 1700 $2.145.519
S03538 $8,264,813
50.1950 83,492,717
S0.1282 593.766
50.0143 $1.917
$13,998,732
Delivery Rates
Delivery Total Delivery
Rate Revenue
$17.00 6835380
50.1754 $3.253.550
$4,088,930
Deliverv Rates
Delivery Totd Delivery
Rate Revenue
fi7.00 $22.481
50.3737 $41,403
S03356 424,721
$0.2166 $63932
6152,537
$24,522522
Delivery Rates
Delivery Totd Delivery
Rate Revenue
$17.00 $202
$0.014370 5105
$307
Delivery Rates
Delivery Totd Delivery
Rate Revenue
517.00 5103
S0.014270 $125
$229
$536



New York State Electric & Gas Corporation

Gas Business

Case No. 01-G-1668

Rate Year (10102 » 9/03) Billing Units at Existing Delivery Rates
Firm Services

Set-vice Classification 08% Firm Sales to Large General Service
Notc: SCO8S is offered in the Champlain Rate Arca Only.

Rate Area 86: Champlain

Billing  Units
Customer Months 12
Frg 3 Therms 36
Next 497 Therms 5,835
Net 14500 Therms 1,121
Over 15,000 Therms
6,992

Service Classification 09S: Industrial Manufacturing
Note: SCU9S is offered in the Binghamton Rate Area Only

Rate Area $4; Binghamton

Billing Units

Customer Months 119
First 50 Therms 4,248
Next 450 Therms 38,019
Next 19,500 Therms 460,606
Over 20,000 Therms

502.873
TOTAL SALES CLASSES 330,514,375

Service Classification 1T: Fii Transportation Service

Appendix A

Schedule ¢

Page 4

Deliverv Rates
Delivery Total Delivery
Rate Revenue

517.00 3204
S0.3426 51,999
50.2506 $281
S0.2332 50
52.484

Delivery Rates

Rate Area 73, Owego
Rate Area 75: Goshen

Rate Area 76: Lockport

N/A - No Customers
N/A - No Customers

Billing Units
Customer Months 60
First 500 Therms 26,301
Next 49,500 Therms 1,745350
Over 50,000 Therms 494.586
2,266,236
Rate Area 79: Elmira
Billing Units
Customer Months 216
First 500 Therms 144,394
Next 49.500 Therms 9,893,961
ova 50,000 Therms 2909.989
12,948,344

Rate Area 82: Combined
Billing Units

Customer Months 893
First 50 Therms 480,408
Next 49,500 Therms 32,269,464
Over 50,000 Therms 17.933.135

50,683,007

Delivery Total Delivery
Rate Revenue
$23.98 $2,853
50.2214 58,417
S0.1710 578,764
$0.0739 $0
$90,034
$115,093,470
Deliverv Rates
Delivery Totd Delivery
Rate Revenue
$391.30 S23.478
50.0829 $144,689
S0.0583 $28.834
$197,002
Deliverv Rates
Delivery Total Delivery
te Revenue
338330 $82.793
90.0671 5663.885
50.0421 $12251 1
$869,188
Deliverv Rates
Delivery Totd Delivery
Rate Revenue
$390.30 5348.538
50.0803 $2,591,238
50.0508 ~911.003
$3,850,779



New York State Electric & Gas Corporation

Gas Business
Case No. 01-G-1668

Rate Year (10/02 - 9/03) Billing Units at Existing Delivery Rates

Firm Services

Service Classification 1T: Firm Transportation Service, Cont.

Bate Area $4: Binghamton

Customer  Months
Frg 500 Therms
Next 49,500 Therms
Qver 50,000 Therms

Rate Am 86: Goshen

TOTAL SCIT:

Billing Units
432
190.504
8,852,734
1.925.990
10,969,228

N/A -No Customers

76,866,815

Service Classification §T: Firm Transportation Service

Bae Area 73 Owego

Customer Months
First 3 Therms

Next 14.997 Therms
Over 15,000 Therms

Bae Area 75 Goshen

Rate Area 76: Lockport

--Customer Months
First 3 Therms
Next 14997 Therms
ova 15,000 Therms

Rate Area 79: Elmira

Customer Months

First 3 Therms
Next 14,997 |-hems

Over 15,000 Therms

Rae Area 82 Combined

Customer Months
Firs 3 Therms

Next 14,997 Therms
ova 15,000 Therms

Rate Am 84: Binghamton

Customer Months

Fir¢ 3 Therms
Next 14,997 Therms

over 15,000 Therms

Rate Area 86: Champlain

TOTAL SC5T

Billing  Units
108
326
521,025
7.848

529,199

N/A - No Customets

Billing Units
492
1,487
3,455,092
618.967

4,075,546

Billing Units
788
2.364
3,658,997
174.394

3,835,755

Billing  Units
3,551
10.949
18,154,086
1.680.178

19,845,213

Billing  Units
72
218
484.187
- 44642
529,046

N/A + No Customers

28,814,759

Appendix A
Schedule C
Page 5
Delivery Totd  Délivery
Rate Revenue
5386.30 $166,882
$0.0734 $649,791
$0.0242 546,609
$863,281
§5,780,250
Delivery Rates
Delivery Totd Delivery
M.E Revenue
$200.00 $21,600
50.1323 568,932
S0.0880 3691
$91,222
Deliverv Rates
Delivery Total Delivery
Rate Revenue
$200.00 $98,400
S0.1323 $457,109
S0.0880 $54,469
$609,978
Deliverv Rates
Delivery Totd Delivery
Rate Revenue
$200.00 5157,600
$0.1323 $484,085
S0.0880 15.347
$657,032
DeliveryRates
Delivery Total Delivery
Rate ue
$200.00 $710,200
50.1323 $2,40 1 786
S0.0880 $147.856
$3,259,841
Deliv
Delivery Totad Delivery
Ratg Revene
$201.00 $14,472
S0.2405 5116,447
$0.1568 $7.000
$137919
§4,755,992



New York State Electric & Gas Corporation

Gas Business
Case No. 01-G-1668

Rate Year (10/02 - 9/03) Billing Units at Existing Delivery Rates

Firm Services

Service Classification 13T: Residential Firm Aggregation Transportation Service

Rate Area 73: Owego

Customer Months » Heat
Customer Months » Non Heat
First 3 Thenms

Next 47 Therms
Over 50 Therms

Rate Am  75: Goshen

Customer Months -Heat
Customer Months, Non Heat

First 3 Therms
Next 47 Therms

Over 50 Therms

Rate Area 76: Lockport

Customer Months - Heat
Customer Months « Non Heat
First 3 Therms

Next 47 Therms

Over 50 Therms

Rate Area 79: Elmira

-Customer ~ Months « Heat

Customer Months - Non Heat
First 3 Therms
Next 47 Therms
Over 50 Therms

Rate Area 82: Combined

Customer Months - Heat
Customer Months » Non Heat
First 3 Therms

Next 47 Therms

Over 50 Therms

Rate Area 84: Binghamton

Customer Months « Heat
Customer Months - Non Heat
First 2 Therms

Over 2 Therms

Rate Area 86: Champlain
TOTAL SCI3T:

Appendix A
Schedule C
Page 6
Deliverv_Rats
Delivery Totat Delivery
Billing  Units Rate Revenue
591 $13.00 57,689
43 $13.00 $558
2,112
22,451 50.4437 $9,962
28.205 S0.1169 $3297
52.768 $21,506
Deliverv Rates
Delivery Total Delivery
Billing  Units Rate Revenue
295 s13.00 53,838
33 $13.00 $430
953
11.125 S0.4303 $4,787
2029 1 $0.1107 32246
32,370 $11,301
Deliverv Rates
Delivery Total Delivery
Billing Units Rate Revenue
2892 $13.00 $37,592
162 $13.00 $2,110
8,919
104.850 50.455 1 $47,717
142276 §0.1164 $16,561
256.045 5103.981
Deliverv Rates
Delivery Total Delivery
Billing Uni J&e- Reverue
mtg‘sw $13.00 $72,377
115 $13.00 $1,491
16,884
205,412 $03949 $81,117
308.406 S0.1383 $42.653
530,702 5197,637
Deliverv Rates
Delivery Total Delivery
Biling  Units Revenue
20,226 513.00 $262.941
1,567 $13.00 $20366
64.034
742,876 30.4905 5364381
1.138398 $0.1610 3183282
1345309 $830,969
Dehivery Total Nelivery
Billing Units Rate
6,935 $13.00 $90,149
§27 $13.00 $6.854
14.815
745,091 0.1755 $130.763
759,906 s2n.766
N/A No Customers
3577,099 $1,393,160




New York State Electric & Gas Corporation

Gas Business
Case No. 01-G-1668

Rate Year (10/02 . 9/03) Billing Units at Existing Delivery Rates

Firm Services

Service Classification }4T: Non-Residential Firm Aggregation Transportation Service

Rate Area 73: Owego

Customer Months
Frg¢ 3 Thems
Next 497 Therms
Next 14.500 Therms
Next 35.000 Therms

Over 50000 Therms

Rate Am 75: Goshen

Customer Months
Frg 3 Thems

Next 497 Therms

Next 14,500 Therms
Next 35,000 Therms
over 50,000 Therms

Rate Area 76: Lockport

Customer Months
First 3 Therms

Next 497 Therms
Next 14,500 Therms
Next 35,000 Therms
over 50,000 Therms

Rate Area 7% Elmira

Customer Months
First 3 Therms

Next 497 Therms
Next 14,500 Therms

Next 35,000 Therms
over 50,000 Therms

Rate Am 82: Combined

Cugomer Months
First 3 Therms

Next 497 Therms
Next 14,500 Therms

Next 35,000 Therms
over 50,000 Therms

Rate Am 84: Binghamton

Customer Months

Frs 2 Therms
over 2 Therms

Billing  Units
1,704
5921
331,584
303,674

641,179

Billing  Units
365
1,058
65.913
151,198
40,527
2.059

260,756

Billing  Units
6,336
17,421
1,007,394
876,781
18,400
0

1,920,002

Billing  Units
6,893
20,084
1,215,749
917,328
6,444
0

2,159,605

Biig units
42,069
125,465
7,786,709
5,970,456
243,800
44,680

14,171,111

Billing  Units
32.766
53.843
12.392.664

12,446,507

Appendix A
schedule ¢
Page 7
Deliverv Rata
Ddivery Tota  Ddivery
Rate Revenue
517.00 528,968
S0.2927 $97,055
50.0770 523.383
S0.0693 $0
50.0143 $0
$149,406
Deliverv Rates
ivery Totd Ivery
Rate Revenue
417.00 $6,202
S0.2876 $18,957
$0.1473 $22272
$0.0748 $3,031
$0.0147 $30
$50,491
Deliverv Rates
Delivery Totd Delivery
Rate Revenue
$17.00 5107,712
S03368 $339,290
S0.1763 SW.577
S0.0789 51,452
$0.0146 0
$603,031
Delivery Rates
Delivery Totd  Ddivery
Rate Revenue
s17.00 5117,178
S0.3243 $394.268
60.1739 $159,523
S0.1118 $720
50.0148 50
$671,689
Deliverv Rates
Delvery Totd Delrvery
Rate Revenue
$17.00 $715,173
S03538 $2,754,938
$0.1950 $1,164.239
S0.1282 331,255
50.0143 $639
$4,666,244
Delivery Rates
Delivery Totd Deliverv
Rate Revenue
$17.00 $557.026
$0.1754 32,173,673
$2,730,700



New York State Electric & Gas Corporation Appendix A
Gas Business Schedule ¢
Case No. 01-G-1668 Page 8
Rate Year (10/82 - 9/03) Billing Units at Existing Delivery Rates

Finn Services

Service Classification 14T: Non-Residential Firm Aggregation Transportation Service, Cont.

Rate Area 86: Champlain liverv
Delivery Total Delivery
Billing Units Rate Revenue

Customer Months 70 $17.00 $1,183
First 3 Therms 145
Next 222 Therms 5831 50.3737 $2,179
Next 275 Therms 3.877 $03356 51,301
Over 50 Therms 15.535 $0.2166 $3.365

25,388 $8,028
TOTAL SCHIT: 31,624,548 $8,879,588
TOTAL TRANS CLASSES 140,883,221 $20,808,991

Total Firm Billing Total Firm Delivery

Upits » Therm

s Therms Revenye
TOTAL ALL FIRM CLASSES 471,397,596 $135,902,461



APPENDIX B

GAS COST SAVINGS

INVESTMENT RECOVERY MECHANISM (RM) GUIDELINES

During the term of the Gas Rate Plan, NYSEG may petition the
Commission for approva of digribution sysem gas supply related capitd project(s) that
provide benefits to customers (“IRM Project(s)‘). The IRM will permit NYSEG the
opportunity to recover the revenue requirement associated with such IRM Project(s).

A. Minimum Reguirements of an IRM Proiect

The minimum requirements of a IRM Project are:

1.

The IRM Project must be a least $2 million.

2. The IRM Project must be projected to produce a 10.5% ROE over
its expected life.
3. The IRM Project must provide open access to al transporters.
B. Implementation of the IRM

All IRM Projects must conform to the following parameters, and each
such Project must be approved by the Commission:

1.

The IRM will be implemented contemporaneoudy with the in-
savice date of the IRM Project.

The in-service date of an IRM Project will not be targeted to occur
before savingsrevenues exceeding the IRM Project revenue
requirement a a 10.5% return On equity are projected to be
realized.

NYSEG's recovery of the IRM Project revenue requirement will be
through IRM Project savings and marketer revenues (“IRM Project
Savings’).

The IRM will be assessed to applicable sdes customers and any
marketer (or pool operator) usng the IRM Project facilities.

Service to marketers will be subject to capacity availability absent
a firm service commitment as determined on a project-by-project
basis.

The IRM will be reconciled and credited/surcharged for any
over/under recovery. The IRM initidly will be reconciled over the



10.

11.

12.

two-year period after the in-service date of the IRM Project and
reconciled annually thereafter.

The IRM will be caculated based on forecasted usage and )}
reconciled as provided in B.6 above and B.9 below.

Migration will be considered in origina caculations supporting the
IRM Project.

NYSEG will file a backcast study detailing savings and costs
dtributable to each IRM Project. The initid backcast study will be
conducted two years after the in-service date to evaluate that two-
year period and subsequent backcast studies will be conducted
annually to evaluate the respective annual period. Each backcast
study will be submitted no later than 90 days é&fter the conclusion
of the period subject to evaluation. The Company must show that
the IRM Project Savings equaled or exceeded the revenue
requirement attributed to the IRM Project.

If the IRM Project costs, including the attributed revenue
requirement, exceed the Savings attributed to the IRM Project for
the evaluation period, the revenue received from the IRM Project
that exceeds the IRM Project Savings will be returned to customers
in a manner found acceptable by the Commission. In no event will
NYSEG be permitted to defer or surcharge any revenue

deficiencies created by costs, including the attributed revenue
requirement, that exceed Savings.

If the IRM Project Savings exceed the IRM Project costs,

including the attributed revenue requirement, for the evaluation
period., there will be a 80%/20% sharing of those additional
Savings between customers and shareholders for the first 100 basis
points above the 10.5% ROE and a 75%/25% sharing of those
additional  Savings between customers and shareholders for
amounts above 11.5% ROE. IRM revenues will be reconciled to
ensure that customers receive their share of Savings that exceed the
IRM Project revenue requirement.

IRM Projects will be on a Rate Area ("RA") specific basis (i.e, not
system wide unless al RAs can benefit).

The IRM will be imposed until such time as the IRM Project is
afforded norma rate treatment. The sharing of additiona Savings
outlined in B.9 will continue until the IRM Project is afforded
normal rate treatment.

For al purposes including, but not limited to, revenue requirement
and the normal rate trestment for the IRM Project, the IRM



13.

14.

Project's service life for depreciation purposes shal not exceed its
anticipated economic life.

All active paties in Case 01-G-1668 will be notified of filings
requesting approval of an IRM Project.

Supply savings produced by a distribution system project that is
afforded recovery through an IRM will not be considered when
determining savings subject to the Gas Cost Incentive Mechanism
(GCIM) or RG&E Merger Enabled Savings.



APPENDIX C

GAS SUPPLY CHARGE (GSC) GUIDELINES

The Company will implement a GSC that is consstent with requirements contained in
Section 720-6.5 of 16 NYCRR. Generdly, the GSC will adhere to the following
quidelines.

1.

Applicability: The GSC will be applicable to dl firm sdes customers taking Service
pursuant to Service Classfication Nos. 1,2, 5,8 and 9 of PSC No. 87 Gas and
prorated as required.

Monthly GSC Cdculation: The GSCs will be caculated on a monthly basis for each
applicable service classfication of each Rate Area (RA). Each GSC will be a function
of the applicable Gas Supply Area (GSA). The GSAs and applicble Rate Areas are
GSA 1 (comprised of the Combined, Elmira, Goshen and Champlan RAs); GSA 2
(comprised of the Binghamton and Owego RAs); and GSA 3 (comprised of the
Lockport RA).

The Bill Mitigation Plan as described in Section XI and Appendix D of the Joint
Proposd, provides for phase-in of resdentid hill impacts associated with the
implementation of the GSC.

Cost of Gas. The Totd Average Cogt of Gas is the sum of the Average Demand Cost
of Gas, the Average Commodity Cost of Gas, Merchant Function Charge and Gas
Cost Savings Adjusments, multiplied by the product of the Load Factor Adjustment
(LFA) and the Factor of Adjusiment (FA).

a The Average Demand Cost of Gas shdl be a per unit charge based on the codts
associated with transportation capacity, storage capacity, and supply reservation, as
adjusted.

b. The Average Commodity Cost of Gas shal be a per unit charge based on the costs
associated with the transportation, storage and gas supply, as adjusted, for the
forecasted weather normalized quantities of gas to be taken for delivery to the
Company’s sdes customers during the month in which the GSC will be in effect.

¢. NYSEG will use a “proxy” for the Merchant Function Charge of 16.4 cents per
dekatherm. The “proxy” Merchant Function Charge shal be a per unit charge and
will be adjusted annualy, beginning July 1,2003 and based on 1) Gas Supply
Uncollectibles caculated annualy based on the expected GSC revenues times the
actua uncollectible percentage experienced by the Company, 2) Gas Inventory
Carying Charges will be based on a rolling 12-month average gas inventory
balance and will be caculated based on an annud pre-tax rate of return, using the
actua common equity ratio or 45%, whichever is less, and a return on equity of
105%; 3) Adminigrative & Generd Expenses of $411,000 annualy, which will
be updated annualy for wages and benefits; and (4) Adder of $297,464 annualy.



d. Once unbundled rates are implemented pursuant to the Unbundling Track and
unless otherwise ordered therein, the Merchant Function Charge shah be a per unit
charge based on 1) Gas Supply Uncollectibles caculated annualy based on the
expected GSC revenues times the actud uncollectible percentage experienced by
the Company; 2) Gas Inventory Carrying Charges will be based on a ralling 12-
month average gas inventory baance and will be caculated based on an annud
pretax rate of return using the actua common equity ratio or 45%, whichever is
less, and a return on equity of 10.5%; and 3) Administrative & Generd Expenses
of $411,000 annualy, which will be updated annualy for wages and benefits.

e Gas Cos Savings Adiusments The Gas Cost Savings Adjustments shdl include
the Merger Savings Adjustment for Net Supply Savings as detalled in Section
XTIV 4. of the Joint Proposa, Gas Cost Incentive Mechanisms (GCIMs) as set forth
in Section XIl.2. of the Joint Proposd and any approved IRM as set forth in Section
Ix.

f. A LFA will be applicable to each service classfication of each GSA. The LFA will
dlocate forecasted demand and commodity cogt, including pipeline reservation
charges, in a manner that recognizes the differing load factors of the sdes service
classes and the costs to serve them.

g. (i) The GSC will include a Factor of Adjustment (FA) to reflect lot and
unaccounted for quantities and company use. The FA will be 1.0110 for dl RAs.

(i) The FA will be resst on January 1,2005 and every two years thereafter unless
or until a new gas rate plan approved by the Commission becomes effective. The
FA will be reset based on the average of the immediately preceding two twelve
month periods ending August 3 1.

(i) All FAs will be posted prominently on NYSEG’s SmarTrac Or any successor
system.

(iv) All proposed tariff changes and related filings will be contemporaneoudy
served on dl Paties to Case 01-G-1668.

Supplier Refunds. The Company shdl return to customers any refund received from a
supplier attributable to charges assessed to customers pursuant to the GSC.

Research and Develonment (R&D): An R&D surcharge will be applied condstent
with the Commisson's Order in Case 99-G-1369.

Annua Reconciligtion: GSC recoveries will be reconciled with actud gas supply
expenses on an annud basis. The result of the annua reconciliation will be included
as an adjusment, as applicable, on future GSC Statements. The adjustment for the
annua reconciliation may be modified to provide for interim refunds or surcharges.
Interim refunds or surcharges will be permitted for the purpose of preventing a large
over-collection or under-collection balance from accruing.




Monthly GSC Statement: A GSC statement will be filed monthly. Each GSC
statement will contain: @) identification of the schedule and service classifications; b)
the effective period of the GSC; c) the date and period for which the GSC was
determined; d) the cost on a per therm basis, before adjustments, €) a summary of
adjustments; and f) the net amount of the GSC on a per therm basis.

The Company will file supporting data and workpapers underlying the GSC statement.

Alternative Gas Cost Pricing. The Company may seek to offer customers aternative
pricing mechanisms subject to approval by the PSC prior to implementation. Any
filing made pursuant to this paragraph will be served on al Parties in Case 01-G-1668.




APPENDIX D

BILL MITIGATION PLAN

FPopogadually phase-in the bill impacts on residential customers of
moving from below-market gas costs to a market-based Gas Supply Charge
(GSC).

Termashase-in of the market-based GSC will occur over a one-year period
commencing October 1,2002. Associated deferred gas costs will be recovered
over a period no later than September 30, 2005.

Definitions:

Mitigation Rate — the unit cost/therm that is not hilled to customers; this rate is
based on the difference between the mitigated gas supply charge and the market-
based supply charge.

Mitigation Amount ~ the amount of gas supply costs not charged to customers,
this amount includes October and November 2002 gas costs not charged to
cusomers and the applicable monthly Mitigation Rates multiplied by the actud
billed therms (December 2002 through September 2003).

Deferred Credits -~ credits retained by NYSEG for the benefit of customers,
specificdly, Account 254 (Other Regulatory Liabilities - Unbilled Revenue Pool)
and Account 182.3 (Other Regulatory Assets - New York State Tax Deferrd),
except as provided in Sections XV.3b and XVII.3 of the Joint Proposd.

Mitigation Deferral — the amount of gas supply costs NYSEG defers on its
books with accrued interest for later recovery; this amount is caculated by
summing the monthly Mitigation Amount, then subtracting Deferred Credits.

Mitigation Adjusgment — the unit cost/therm that is charged to applicable
customers to effect recovery of the Mitigation Deferral.

SC-01S - customers receiving service pursuant to PSC No. 87 Gas - Service
Classfication No. 1 - Resdentid Service

SC-13T - customers receiving service pursuant to PSC No. 88 Gas - Service

Classfication No. 13 - Resdentid Firm Aggregation Transportetion Service (SC-
13T7).

Cdculaion of Mitigation Rate and Amount:

a All Mitigation Rates and Amounts will be determined on a rate area (RA)
basis



b. In the months of October and November 2002, the gas cost rates
embedded in SC-01 S raes will continue as follows:

Gas Cost Rate
Rae Area (per_therm)
Owego $0.3075
Goshen $0.2982
Lockport $0.3985
Elmira $0.4258
Combined $0.4272
Binghamton $0.3054
Champlain $0.3915

C. The difference between the gas costs hilled in each of October and
November 2002 and the gas codts that would otherwise be billed for each
month pursuant to the market-based GSC shdl be deemed the Mitigation
Amount for that month.

d. The Mitigation Amount for December 2002 will be determined as follows:

I the gas cost rate for each RA st forth in Section 4.b above will be
Subtracted from the rate that would otherwise be charged in the
same rate area pursuant to a market-based GSC for December;

il the difference cdculated in (i) will be multiplied by the monthly
mitigation percentages set forth below, expressed as a $/therm rate.

Owego, Goshen,
Lockport, Binghamton, Elmira,
Month Champlain RAs Combined RAs

Dec-02 90% 80%

1l The $therm rate will be multiplied by the monthly forecast level
of SC-01S sdes to compute the Mitigation Amount. The
Mitigation Amount will then be divided by the agpplicable forecast
therms to derive the Mitigation Rate.

e. The Mitigation Amounts for January 2003 through September 2003 will
be determined as follows:

the prior month's mitigated GSC will be caculated by subtracting

the prior month’s Mitigation Rate from the prior month’s market-
based GSC;

2



i, the prior months mitigated GSC will be subtracted from the
amount that would otherwise be charged pursuant to the current
month's market-based GSC;

1il. the difference caculated in (i) will be multiplied by the monthly
mitigation percentages set forth below, expressed as a $therm rate.

Owego, Goshen,

Lockport,  Binghamton, Elmira,

Month Champlain RAs Combined
RAs

Jan-03 85% 70%

Feb-03 80% 60%

Mar-03 75% 50%

Apr-03 70% 40%

May-03 55% 20%

Jun-03 45% 0%

Jul-03 35% -

Aug-03 25%

sep-03 15%

act-03 0%

\YA The $therm rate will be multiplied by the monthly forecast leve
of SC-01 S sdes to compute the Mitigation Amount. The
Mitigation Amount will then be divided by the applicable forecast
therms to derive the Mitigation Bate.

f. If, in any month prior to achieving a mitigation percentage of 0%, the
difference between the prior month's mitigated GSC and the current
month's market-based GSC is negative, there would not be any Mitigation
Bate for that month.

5. Collection and Deferrd of Mitigation Amounts:

a NYSEG will offst the Mitigation Amounts for October and November
2002 by the Deferred Credits. Any remaning balance of Deferred Credlits
will continue to offset the Mitigation Amounts until such Deferred Credits
ae  exhausted.

b. NYSEG will defer on its books the Mitigation Amounts for December
2002 through May 2003 or September 2003, as appropricte (i.e, the
Mitigation Deferrd). The Mitigation Deferrd will be caculated
separately for each RA.



c. Interest will be accrued on the baance of the Mitigation Deferra for each
RA a the Other Customer-Supplied Capitd Rate from December 1, 2002
until it is fully recovered.

Recovery of Mitigation Deferras:

a A Mitigation Adjusment for each RA will be cdculated by dividing the
Mitigation Deferrd by the applicable forecasted therms for the 12-month
period dtarting the month after the completion of the phase-in of the
market-based  GSC.

b. The Mitigation Adjusment will be applied beginning the firs month after
the completion of the phase-in on a volumetric basis in each RA.

c. In the event the Mitigation Adjustment exceeds $0.04/therm, it will be
designed to recover the remaning Mitigation Deferrd over a period up to
24 months.

Bill _Format:

Two options are presented to the Commission for its consderation. Under Option
A, customers would immediately see the impact of the market-based GSC on ther
bills, offset by a credit on their delivery charge. Under Option B, customers
would see a trangtion to the market-based GSC on ther hills. Both options
provide gpproximately the same degree of mitigation on customers hills (i.e, the
amount of the customer’'s hill under both options is approximately the same).

tion :

a The gas supply section of SC-01 S customers hills, beginning in December
2002, will be cdculated usng the market-based GSC gpplicable to each
RA.

b. A credit will be applied to the Trangtion Surcharge (TS) line item under
the gas delivery section of SC-01S and SC-13T customers hills. For each
RA, the amount of the credit each month shdl be equd to the Mitigation
Rate for that RA for that month.

c. In the event the application of the Mitigation Rate to any SC-13T
cusomer’s hill results in a negaive totd NYSEG gas hill, the Mitigation
Rate (and associated Mitigation Deferrd) will be adjusted to result in a
zero amount due on the hill.



Beginning the first month after completion of the phase-in, a debit equa to
the Mitigation Adjustment will be applied to the TS line item of SC-01 S
and SC-13T customers  hills.

The applicable therms for this option are those associated with SC-01 S
and SC-13T.

Option B:

a.

The GSC rate shown on SC-01 S customers hills, beginning with their
December 2002 hills, will reflect the subtraction of the Mitigation Rate for
the respective RAs from the market-based GSC (i.e., customers will see a
reduced GSC rate).

Once the phase-in of the market-based GSC is completed, the applicable
Mitigation Adjustment will be applied to the TS line item of SC-01S and
SC- 13T customers hills.

The applicable therms are those associated with SC-01 S

SC-13T customers as of September 30,2002 will not be adversely affected
by this option.



APPENDIX E

WEATHER NORMALIZATION ADJUSTMENT (WNA) PROVISIONS

A. Applicability:

(1)

2

@

The WNA will be gpplicable to al space heating customers, except
as otherwise set forth herein, taking service pursuant to Service
Classification Nos. 1, 2, 8, and 9 of PSC No. 87 Gas, or
superseding issues thereof, and Service Classfication Nos. 1, 4, 5,
13 and 14 of PSC No. 88 Gas, or superseding issues thereof

A firm industrid revenue class customer, taking service pursuant
to a tariff that imposes the WNA, will be deemed a space hedting
customer if more than 50% of such industrid customer’s annud
usage is experienced in the period November 1 through March 3 1.

The WNA will be applied to the total gas usage during the WNA
season of October 1% through May 3 1%, If only a portion of
cusomer’s total gas usage is applicable to the WNA season, then
the W'NA will be adjusted to reflect the portion gpplicable to the
WNA  season.

The WNA will only be billed if the actud heating degree days for
the hilling cycle are less than 97.8% or more than 102.2% of the
norma heating degree days for the hilling cycle. In such cases, the
WNA will be based on the variation that is less than 97.8% or
more than 102.2% of the normal heating degree days for that
billing cycle

B. Cdculation of the WNA:

(1)

The WNA will be cdculated usng the following formulas:

DDF * [NHDD + (NHDD * % 0.022) - AHDD]

WAF =
(BP * BLT) + (DDF * AHDD)

Thermsomma = Therms- + (Thermsaga * WAF)

WNA, = (R, * ThermSnomaim) - (R * Therms e )

WNAT0mI = Sum( WNA;)

(2) Where,

(@) "WAF" is the Weather Adjustment Fector.



(b)

(©

(d)

(©)

®

(8

()

"HDD" or Hedting Degree Days ae the difference between
sixty-five degrees (65) Fahrenheit and the average of the
minimum and maximum temperature as reported by the
goplicable Nationd Weather Service dation for a paticular
day. The HDD ae zero (0) when the average temperature is
greater than sixty-five degrees (65" Fahrenheit. HDD is
also used to refer to the cumulative HDD for any defined
period grester than one (1) day.

“NHDD” or Normal Heating Degree Days, for any given
calendar day, are based upon athirty (30) -year average of
the heating degree days for that caendar day. The gpplicable
thirty (30) -year period ends on December 31* of the year
before the current WNA season. NHDD is adso used to refer
to the cumulative NHDD for any defined period grester than
one (1) day.

"AHDD" or Actua Heating Degree Days are the actual
difference between sixty-five degrees (65) Fahrenheit and
the average of the minimum and maximum temperature as
reported by the applicable Nationd Weather Service dation
for a particular day. AHDD is zero (0) when the average
temperature is equal to or greater than sixty-five degrees
(65) Fahrenheit. AHDD is also used to refer to the
cumulative AHDD for any defined period greater than one

(D day-

“BP" or Billing Period is the actud number of hilling days
that occur during the WNA season.

“BLT” or Base Load Therms is the estimated number of
non-temperature sensitive therms per day. The estimate is
based on the average daly use during the summer months. If
the customer has insufficient billing history to caculate the
BLT, the average BLT for the applicable customer group
will be used. The customer group average BLTs will be
revised  annudly.

“DDF’ or Degree Day Factor is the estimated number of
temperature sensitive therms required for each heating
degree day. If the customer has insufficient hilling history to
caculate the DDF, the average DDF for the applicable
customer group will be used. The customer group average
DDFs will be revised annudly.

“Thermsnomar~ IS the estimated number of therms the
customer would have used if the weather were normal
during the hilling cycle.

2



(1)

0)

(k)

M

@®

“Thermsacnar” 18 the number of therms the customer actualy
used during the billing cycle.

“ThermsSnormaim)” 1S the number of Thermsyomg thet fall in
the applicable rate block.

“Thermsacraimy” 1S the number of Thermsacwar thet fdl in the
applicable rate block.

“WNA,” is the weather normalization adjustment for the
applicable rate block and is expressed in dollars.

“Ro” Is the applicable block rate and is expressed in dollars
per therm.

“WNA om” IS the customer’s weather normalization
adjusment and is expressed in dollars.
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DEFERRED/UNCONTROLLABLE COSTS
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Catqgory 1

Category 2

One-Time Event

Ongoing Costs

General Description of Qualifying Events:

Natural Disasters and Acts of Terrorism

Inflation
Accounting, Legislative, Regulatory or Tax Changes

Examples of Potential Qualifying Events:

Force Majeure
Bombings
Earthquakes
Etc.

FASB Accounting Pronouncements
Costs Resulting from the Unbundling Order
Revenue Shortfalls and Costs from Phase I

Changes in Federal or State Income Tax Rates
Changes in Property Tax
Affordable Energy Program
Changes in Pension Costs
Outreach & Education Costs
Marketer Initiatives

Materiality Requirements

Aggregate Annual Costs in Excess of $200,000
Annually
(Rate Year | [ 15 months] * Aggregate of $250,000)

Annual Costs in Excess of Thresholds Set Forth on Page 2,
Subject to Overall Annual Threshold of $200,000
(Rate Year | [I 5 months] » Aggregate of $250,000)

Recovery Method

First « Remaining Unbilled Revenue Pool (after recovery of
Mitigation ~ Deferral)
Second » Remaining State Income Tax Liability (after recovery
of Mitigation Deferral)
Third « Customer Share of Excess Earnings (after recovery of
Deferred Gas Costs)
Fourth « Surcharge Mechanism
Fifth « Deferred for Future Recovery as per Joint Proposal

First » Remaining Unbilled Revenue Pool (after recovery of
Mitigation Deferral)
Second = Remaining State Income Tax Liability (after recovery
of Mitigation Deferral)
Third « Customer Share of Excess Eamings (afler recovery of
Deferred Gas Costs)
Fourth « Surcharge Mechanism
Fifth « Deferred for Future Recovery as per Joint Proposal

wa st . e . Voo




NYSEG
Gas Business

Appendix F
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Defered [ Category 2 Uncontrollable Cost Thresholds
{ $ Mittlons )

Rate Yeas 2 « 6 Rate Year(s) f
Rate Year | Calendar Yig, 2004 -2008 Calendar  Year(s)
107024 12103 Annual beginning 1709
(IS Months) Threshold ~ Amounts Annual Antounis |
Environmental Remedialion Cpsts () $1.5625 $1.25 $1.28
Costs Resulting from the Unbundling Order « Case 00-M-0504 s0.3128 $0.25 50.25
Outreach and Education Costs, Marketer Initiatives including the marketer 50.4373 50.35 $0.35
survey, Aggregation initiatives including (he Low Income Aggregation Program
Economic Development Costs $0.3128 $0.25 $0.25
Incremental Security Costs (2)
oaM 50.325 50.26 $0.26
Capital 50.375 $0.30 50.30
Intemal R&D costs (including labor, materials and transportation), Excludes 51.75 $14 $1.4
costs recovered pursuant to 99-G-1369.
Revenue Loss | Program Costs ftom Phase 2 of Case 01-G-1668 50.0 $0.0 $0.0
Pension Expense | (Income) . If§ amount see note (5) see note (5) see note ()
Affordable Energy Program N/A Annually beginning 2005 = S 1.25 51.250
2004 517.16  (3)
2005 317.85 (3)
Property Tax Expense $20.63 2006 $18.56 (3) $2087 (3)
2007 $19.30 (3)
2008 520.07 (3)
JAnnual General [nflation (4) 5.0% 4.0% 4.0%
Mandatory Regulatory, Legislative, Accounting and ‘fax Changes s0.0 $0.0 s0.0
JAIl Other Uncontrolable Costs s0.0 $0.0 0.0

2006

() Environmental remediation costs Include, but are not limited 1, Consent Orders for manufaclured as plant site remediation and Superfund remediation.
(2) Including mandated costs lo implement security requirements in the aftermath of the September | 1, 2001 terrorist attacks.
(3) Represents 4.0% compounded annual growth ftom baseline of $16.5 million in calendar year ending 2003. NYSEG will be allowed to defer for recovery incremental costs above the threshold identified.

(4) Applicable lo operating expenses (excluding gag cosis) and payroll laxes of $33.5 mitlion annually through 2005 ($66.9 million for RYI x IS months), and 557.75 million annually for calendars years beginning January !,

(5) Beginning January 1. 2003, incremental or decremental financial market changes from the assutmed 9% return on assets and the 6,75% discount rate will be deferved. Beginning Sanuary 1, 2003, financial gains and losses in
calendar year 2002 willbe included in the We-up calculation. Financial gains and [ogses will continue lo be amortized over ten years consistent with the Commission's Policy Statement enunciated in Case 91-M-0850,




APPENDIX G

AMENDMENT TO TRANSTION SURCHARGE FORMULA

$cap =MA_Scap +SA_S$cap

where,

MA_Scap = Market Area stranded capacity codts

SA_Scap = Supply Area stranded capacity costs

MA_S$cap = [(tcap - MA_ucapD - MA-fgrow) / (ucap - MA_ucapD)] * [MA_ucap$ -
MA _ucapD$]

Where,

tcap = amount of capacity associated with customers using their own capacity to
bring gas to the citygate (dt).

MA ucapD = the Company’s market area pipeline capacity that has been de-contracted
due to customer migration from saes to transportation (dit).

MA_fgrow = the amount of tcap used to meet growth in the Company's firm sdes load
(dt).

Ucap = tota utility upstream pipeline capacity (ct).

MA _ucap$ = utility upstream market area capacity costs (8).

MA_ucapD$ = utility market area capacity costs that have been decontracted (3).
SA_Scap = [(tcap - SA_ucapD - SA_fgrow) / (ucap - SA_ucapD)] * [SA_ucap$ -
SA_ucapD$]

Where,

tcap = amount of capacity associated with customers using their own capacity to
bring gas to the citygate (dt).

SA ucapD = the Company’s supply area pipeine capacity that has been de-contracted
due to customer migration from sdes to transportation (dt).

SA fgrow = the amount of tcap used to meet growth in the Company’s design day firm
sdes load (at).

Ucap = totd utility upstream pipeline capacity (dt).
!



SA_ucap$= utility upstream supply area capacity costs ($).

SA_ucapD$ = utility supply area capacity costs that have been decontracted (9).



APPENDIX H
SERVICE QUALITY MECHANISM

The gas Service Qudity Mechanism will incorporate the following three
Customer Service Measures and five Gas Operation and Safety Measures.

Customer Service Measures

1. Ovedl Cusomer Satisfaction Index
2. Customer Contact Satisfaction Index
3. Commisson Complaint Rate

Gas Operation and Safetv M easures

Cast Iron Man Replacement Program
Bae Sted Services Replacement Program
Bae Sted Man Isolation Program
Quality Assurance Program

Gas Leak Response Program

Performance for each of the eight measures will be assessed on a calendar
year basis. Each measure will be tracked on a cdendar year bass and caculated
spaaely.  In the event that NYSEG fals to achieve any of the service qudity
thresholds, a revenue adjusment will be imposed for that year equa to the dollar amount
assgned to that threshold. Revenue adjusments shdl be in pretax dollars. The
maximum dollar revenue adjustment for al eight measures will be $1,300,000, with
$500,000 of that tota agpportioned among the three customer service measures and
$800,000 alocated among the five gas operation and safety measures. ! The dollar
revenue adjustments per measure will be further gpportioned among the threshold values
as st forth below.

Cusome Service Indicators

1. Oveal Cusomer Satidaction |ndex

An ovedl cusomer sdtisfaction index will be caculated based on the
results of the annua customer expectation survey and will reflect the percentage of

‘ The maximum dollar revenue adjustment and Gas Operation and Safety Measures revenue
adjustment are based on a $300,000 revenue adjustment for the Cast Iron Man Replacement
Program.

l



customers satisfied with the service they receive from NYSEG. The survey will be
conducted by an independent consultant on a calendar year bass from a representative
sample of NYSEG customers from dl regions of NYSEG’s service teritory and will -
include a proportionate number of NYSEG customers that have sdected dternative
suppliers.  If the overdl satisfaction index in any cdendar year of the Gas Rate Plan is
equa to or bdow 73.0%, NYSEG will be subject to a minimum revenue adjustment. |If
the caendar year survey results drop to 70.0% or below, NYSEG will incur the
maximum revenue adjusment. NYSEG will be assessed revenue adjustments on this
measure based on the following scae

Ovedl Customer Revenue Adjustment
Stisfaction Index (%)
<=73.0 $41,666
<=72.0 $83,333
<=71.0 $124,999
<=70.0 $166,666
2. Customer Contact Satisfaction Index

The Customer Contact Satisfaction Index measures the level of
satisfaction of customers who have had recent contact with NYSEG. Each month,
NYSEG will conduct a customer contact or follow-up survey comprised of a datisticaly
vaid sample of customers who have recently contacted NYSEG, including a
representative sample of customers who have requested a change in gas commodity
suppliers. A find calendar year average of the monthly survey results will be calculated
for each cdendar year of the Gas Rate Plan. If the annud results are equa to or below
85.0%, NYSEG will be subject to a minimum revenue adjusment. If the annua results
ae equa to or below 82.0%, NYSEG will incur the maximum revenue adjusment.
Revenue adjusments will be imposed on this measure according to the following scde:



Customer Contact Revenue Adiustment
Satisfaction Index (%)

<=85.0 $41,666

<=84.0 $33333

<=83.0 $124,999

<=82.0 $166,666
3. Commisson Complaint Rate

a For the period Ocdtober 1, 2002 through Decamber 3 1, 2003, a
complant target will be messred by complant rae data pursuat to the Commisson's
prelne 3,2002 complaint hending proosdres NYSEG's Commisson complant  rate
taga will be 35 for this U-month peiod. If the Commisson complant rae is equd to
o gegter then 35, NYSEG will incr the minimum revenve adudmet. If NYSEG’s
Commisson complarnt rade is equd to o geater then 60, NYSEG will be sugett to the
maximum revente adusment. Revenue adusments will be assessed on the fdlowing
scale:

Coomisson  Complants Revene  Adugmat
per 100000 cudomes
>=35 $41,666
>=40 3333
>= 50 $124.999
>= 6.0 $166,666

b. Duing the paiod October 1, 2002 through Decamber 3 1, 2003, a
contadt with a cutomer will be counted as a Commisson Complant only in those
indances whare NYSEG hes been gven an opportunity to resdlve the issue with the
cudomer and NYSEG hes faled to rexdve the issue conggat with the prelune 3, 2002
Commisson  pradtioss

c. Recognizing thet the Office of Consumer Savices will modify its
complant hending procedures dfecive Jure 3,2002, SeEf and NYSEG will met

3



between July 1, 2003 and October 1, 2003 to agree on new Commission complaint rate
target levels for the period from January 1,2004 through the end of the Gas Rate Plan.
The annual target levels will carry a minimum revenue adjustment of $41,666 and a
maximum revenue adjustment of $166,666. Those target levels will be established based
on new baseline data to be collected over a twelve-month period after the change in
complaint handling procedures takes effect. The meeting(s) between Staff and NYSEG
will be coordinated so that the terms of the Electric Rate Plan regarding this item can be
addressed  concurrently. This matter will be discussed pursuant to a schedule that will

bring it to the Commission for consideration no later than its November 2003 session.

4. Customer Surveys

The Company will consult Staff in the event that NYSEG proposes to
make modifications to either of the survey instruments or to the manner in which the

surveys are conducted.

5. Reporting Requirements

‘ NYSEG will submit the results of its three Customer Service Indicators
quarterly ‘to the Director of the Office of Consumer Education and Advocacy. No later
than 60 days after each calendar year of the Gas Rate Plan a fina report will be filed and
include an assurance of the integrity of the results either by including verification of all
reported survey data by a third party audit or by an atestation of a NYSEG officer that

the results are accurate and verifiable.

Gas Operations and Safety M easures

There will be gas operations and safety measures in the following five
categories: cast iron man replacement; bare stedl service replacement; bare sted main

isolation; quality assurance program; and gas lesk response time.

1. Cag Iron Main Replacement Program

a. NYSEG will replace an average of 10 miles per calendar year of

cast iron mains until the maority of such mains are replaced.



b. Falure to replace eight miles of cast iron mans per caendar year,
provided that more than eight miles of cast iron mains remain in service, will result in a

pre-tax revenue adjustment of $150,000.

C. Fallure to replace sx miles of cast iron mans per caendar year,
provided more than six miles of cast iron mains remain in service, will result in a pretax

revenue adjustment of $300,000.

d. Falure to replace the mgority of cast iron mains by December 3 1,
2005 will result in the pre-tax revenue adjustment of $500,000. For the purposes of this
subdivision, the term “majority of cast iron man” shal be defined to mean not more than

three miles of cast iron mans remaning in Service.

e. The revenue adjustments for cast iron main replacement will be
waved if NYSEG is prevented from replacing cast iron mains for reasons beyond
NYSEG's control (e.g., NYSEG is unable to obtan the requisite municipa permits).

2. Bare Sted Services Replacement Program

a. NYSEG will replace an average of 2,000 bare sted services per

calendar year.

b. Failure to replace 1,900 bare steel services over any caendar year

of the Gas Rate Plan will result in a pretax revenue adjustment of $150,000.

c. NYSEG will develop and implement a tracking optimization
program for replacement candidates using NYSEG's establisned O&M criteria.

3. Bare Steel Main I solation Program

a In an effort to extend the life of bare sted pipe, NYSEG will
eliminate electrical contacts between bare stedl gas facilities and foreign structures, and,
where practical, increase the cathodic protection on 10 additional miles of bare steel pipe

in each caendar year.



b. Falure to isolaie 10 miles of bare sded mans per cdendar year
will result in a pretax revenue adjustment of $100,000.

c. NYSEG will devdop and implement a tracking optimization
program for isolation candidates usng NYSEG's edtablished O&M criteria

4, Quality Assurance Program

a. NYSEG will develop written guidelines for annual audit schedules.

b. NYSEG will peform an assessment of its Operations and
Maintenance Procedures and Emergency Plans on a cdendar year bass.

c. No later than 60 days after each cdendar year of the Gas Rate
Plan, NYSEG will develop and submit a separate annua report to its Senior Management
and to Staff.

d. NYSEG will conduct focused reviews of compliance with the
Company’s Operations and Maintenance Procedures and Emergency Plans for NYSEG
divisions with Quality Assurance concerns. Consistent with these focused reviews,
NYSEG will peform a root cause andyss of the paticular divison's Qudity Assurance
concerns. NYSEG will then develop and implement remedid plans for the paticular
divison.

e. Falure to implement and follow dl eements of the Qudlity
Assurance Program will result in a pre-tax revenue adjusment of $100,000.

5. Gas L eak Response Program

a. NYSEG will maintain, on a cdendar year bass, a log or other
samilar record tabulating al ges lesk and odor cals receved from customers and the
eapsed time until @ NYSEG employee arives & the premises of the customer making the
cdl. For the purposes of this subdivison, the ariva of a NYSEG employee a the
customer’'s premises shal be deemed the time a which NYSEG responds to the
customer’s call.



b. NYSEG will caculate on a cadendar year bass the totd number of
gas leaks and odor cals received and the number responded to, on a system-wide basis,

within 30 minutes, 45 minutes, 60 minutes, and over 60 minutes.

. Failure to respond to 75% of al gas lesk and odor calls within 30
minutes, on a sysem-wide basis, will result in a pretax revenue adjustment of $50,000

annually.

d. Failure to respond to 90% of al gas leak and odor calls within 45
minutes, on a system-wide basis, will result in a pretax revenue adjustment of $50,000

annually.

e. Fallure to respond to 95% of al gas lesk and odor calls within 60
minutes, on a system-wide basis, will result in a pretax revenue adjustment of $50,000

annually.

6. Reporting Requirements

a. No laer than 60 days after each calendar year of the Gas Rate
Pan, NYSEG will file a report detailing the number of miles of mains, by Sze and
material, replaced; the number of bare steel services replaced; the number of miles of
bare steel mains isolated; and a summary of the information on the gas emergency

response times.

b. NYSEG's Quality Assurance report will be appended to the above

report.



APPENDIX |

MEMORANDUM OF UNDERSTANDING (MOU)
DISPUTE RESOLUTION PROCESSES AND PROCEDURES

NYSEG and marketers recognize the necessity of regular communications, and
commit to an informa complaint resolution procedure with the primary objective of
resolving al issues a the operationd daff level. Subsequent steps of resolution will be

as follows:

J NYSEG's Manager ~ Gas Supply and Control
. NYSEG's Vice Presdent — Gas Operations and Marketing
J NYSEG, the gas marketer and PSC Staff.

If a dispute remains unresolved, a forma complaint can be filed with the
Commission under exising PSC procedures.



