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Hon. Jaclyn A. Brilling, Secretary N 8
New York State Public Service Commiission S Aol
Three Empire State Plaza N o ?&3’%7
Albany, New York 12223-1350 S HEOCH
Re: Joint Petition of National Grid plc and KeySpan Corporation,for ;55%%0
Approval of Stock Acquisition and Other Regulatory o fie; rw
Authorizations °
Dear Secretary Brilling:

Enclosed please find five copies of the Joint Petition of National Grid plc and
KeySpan Corporation seeking the Commission’s consent pursuant to PSL §70 and Part
31 of the Commission’s regulations to a stock acquisition and other regulatory approvals
in connection with the proposed acquisition of KeySpan Corporation (“KeySpan”) stock
by National Grid plc through its United States holding company National Grid USA
(collectively, “National Grid” unless otherwise indicated). Also enclosed are a draft
SAPA and an environmental assessment to facilitate the Commission’s SEQRA analysis.

As discussed in the Joint Petition, National Grid and KeySpan propose a merger
that will bring significant and long-term benefits to natural gas delivery customers in
New York State. The proposed merger would make possible substantial synergy and gas
supply savings that we propose to apply to moderate future rate increases for the benefit
of customers of KeySpan’s New York State gas distribution utilities, The Brooklyn
Union Gas Company d/b/a KeySpan Energy Delivery New York and KeySpan Gas East
Corporation d/b/a KeySpan Energy Delivery Long Island (“KEDNY and KEDLI”), in the

rate plans submitted with the Joint Petition.

Pursuant to these rate plans, National Grid will embrace and improve on
KEDNY’s and KEDLI’s programs fostering retail competition and demand-side
management and will expand their programs assisting low-income customers. Moreover,
National Grid’s commitments to maintain service quality and to increase investment to
replace aging infrastructure will assure that KEDNY and KEDLI customers can look
forward to continued high quality, safe and reliable service at stable and reasonable
delivery rates for the ten-year term of the rate plans and beyond.

25 Research Drive, Westborough, MA 01582-0001 B www.nationalgrid.com
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As the Commission is aware, KEDNY and KEDLI have not increased their rates
in over ten years, and have implemented two rate reductions during that period. Before
the proposed merger with National Grid was announced, KEDNY and KEDLI planned to
file for material rate increases in May of 2006. As a result of the merger announcement,
these rate filings were postponed. The rate plans we propose postpone them even further,
and mitigate rates for KEDNY and KEDLI’s customers throughout their ten year terms.

Accordingly, and for the reasons discussed in the Joint Petition, National Grid and
KeySpan submit that the proposed combination serves the public interest and should be
approved by the Commission. We look forward to a constructive discussion of the issues
raised in collaboration with Department of Public Service Staff and any interested party
so that we may quickly bring the benefits of the proposed combination to KEDNY’s and

KEDLTI’s customers.
Thank you for your cooperation and your attention to this matter.
Very truly yours,

National Grid plc

@mw 9’(/2”@“.‘
Colun 0w6«0~01-6r(

Thomas G. Robinson
Colin Owyang

KeySpan Corporation

Cettonie [ Mot ,
(M%C&\TN(,.WJ&%&

Catherine L. Nesser
Kenneth T. Maloney

Enclosures
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STATE OF NEW YORK

PUBLIC SERVICE COMMISSION

Joint Petition of National Grid plc, National )
Grid USA, Niagara Mohawk Power )
Corporation, KeySpan Corporation and its )
Jurisdictional Subsidiaries for Approval of ) Case No.
the Acquisition by National Grid, plc of )
the Stock of KeySpan Corporation, and )
(2) other Regulatory Authorizations )

JOINT PETITION OF NATIONAL GRID PLC AND KEYSPAN CORPORATION
FOR APPROVAL OF STOCK ACQUISITION AND OTHER REGULATORY
AUTHORIZATIONS

INTRODUCTION AND SUMMARY
Approval of the Transaction
On February 27, 2006, National Grid plc and KeySpan Corporation, on behalf of
themselves and their subsidiaries (“National Grid” and “KeySpan™),' announced their
agreement and plan of merger (the “Transaction”).” This Petition,. filed pursuant to

Sections 70, 99, and 100 of the Public Service Law, seeks Public Service Commission

! National Grid and KeySpan are defined to include both the holding company and affiliates. Specific
company names will be used when the context requires it. In the discussion of the Rate Plans, KEDNY and
KEDLI are sometimes referred to as the “Company” or the “Companies.”

2 A map of the combined service territories is included as Appendix 1 in a separate volume to the filing.

The appendix volume also includes the Agreement and Plan of Merger Dated as of February 25, 2006 as
Appendix 2, the corporate organizations of KeySpan and National Grid as Appendix 3, and a listing and
description of their subsidiaries as Appendix 4.
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(“Commission”) approval of that Transaction and other regulatory authorizations
necessary to realize the benefits of the Transaction.

This Petition seeks authorization under Section 70 for a change in control of the
KeySpan subsidiaries that are natural gas corporations subject to comprehensive
regulation under the Public Service Law. These natural gas corporations are The
Brooklyn Union Gas Company d/b/a KeySpan Energy Delivery New York (“KEDNY™)
and KeySpan Gas East Corporation d/b/a KeySpan Energy Delivery Long Island
(“KEDLI”). In addition, this Petition requests authorization under Section 70 for the
change in control of the following KeySpan subsidiaries, which are electric corporations
under the Public Service Law, but subject to lightened regulation: KeySpan Generation
LLC, KeySpan-Ravenswood, LLC, KeySpan-Port Jefferson Energy Center, LLC, and
KeySpan-Glenwood Energy Center, LLC. Finally, KeySpan has a subsidiary, KeySpan
Communications Corporation, which is a telephone corporation under the Public Service
Law. This petition requests approval for the change in control for that subsidiary under
Sections 99 and 100 of the Public Service Law.

Under the Transaction, National Grid plc proposes, through its subsidiary
National Grid USA,’ to acquire 100 percent of the common stock of KeySpan

Corporation.* As noted above, KeySpan Corporation, directly or indirectly, holds the

* Neither National Grid plc nor National Grid USA are gas, electric, or telephone corporations under the
Public Service Law. The anticipated structure within the National Grid USA holding company structure
following the Transaction, shown in Appendix 3, assumes that KeySpan Corporation is a direct subsidiary
of National Grid USA. This structure is subject to change prior to the close of the Transaction. We will
notify the Commission of any changes in the ownership structure if they vary from that shown in Appendix
3.

* KeySpan Corporation is itself a holding company that is not a gas, electric or telephone corporation under
the Public Service Law. Despite the fact that the proposed stock acquisition is between two holding
companies, the Commission has held in similar situations that its consent under the Public Service Law is

required.
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stock of natural gas corporations, electric corporations, and a telephone corporation. To
gain the Commission’s consent for the Transaction, the Petitioners must show that the
Transaction is in the public interest. As explained below, the Transaction provides
significant immediate and long-term economic benefits to customers through synergy
savings, gas supply savings, and avoidance of other costs that would have to be incurred
by KeySpan, absent the merger. These savings are reflected in the proposed merger rate
plans for KEDNY and KEDLI (“Rate Plans™), which are included in this Petition. These
Rate Plans provide lower delivery rates as compared to the stand-alone companies. They
also include provisions that increase investment in infrastructure, maintain service
quality, and expand and improve KEDNY’s and KEDLI’s retail access, low income, and
demand-side management programs. Accordingly, the Transaction is consistent with the
public interest and should therefore be approved by the Commission.’

Synergy Savings

The primary benefits from the Transaction stem from operational efficiencies and
other cost savings. When fully implemented, we estimate that the merger will produce
approximately $200 million of synergy savings each year on the combined systems. The
savings are derived from personnel savings, primarily in the administrative and general
functions, and non-personnel savings in information systems, supply chain, facilities and
administrative and general functions. The $200 million savings will be adjusted to net
out the costs of the Transaction and the costs to achieve the savings. The net synergy

savings will then be allocated among the operating companies on the combined systems.

5 We also show that the Transaction is consistent with the Commission’s policies on vertical market power
and horizontal market power, insofar as the Transaction affects the ownership of electric corporations
owning generating facilities. See Statement of Policy Regarding Vertical Market Power, Case 96-E-0900,
etal. (July 17, 1998); Niagara Mohawk Power Corp., Case 94-E-0098 (May 6, 1998) (guidelines on
horizontal market power).
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Based on delivery revenues, about two thirds of the net synergy savings produced by the
Transaction will be allocated to New York utility operations ,® and, under our proposed
Rate Plans, fifty percent of these savings will flow to New York utility customers. Over
the next ten years, we will provide New York customers, served by KEDNY, KEDLI,
Long Island Power Authority (“LIPA”), and Niagara Mohawk, with net synergy savings
of approximately $518 million, stated in current, undiscounted dollars through the first
ten years. Continuing savings beyond that point would also be allocated to customers.
This Petition requests the Commission to approve the allocation of net synergy savings to
New York customers. Under our proposed allocation, the net synergy savings allocated
to KEDNY are $109 million and to KEDLI $64 million. LIPA receives $142 million for
the benefit of its customers, and Niagara Mohawk’s customers receive $203 million.’

In addition, New York natural gas delivery customers will receive 100 percent of
an estimated $146 million of gas supply savings over the ten-year period of the Rate
Plans. These savings will be produced by the more efficient use of the upstream gas
supply and transportation portfolios of KEDNY, KEDLI, and Niagara Mohawk. These
savings will be flowed through to KEDNY’s, KEDLI’s, and Niagara Mohawk’s natural

gas customers through their respective Gas Adjustment Clauses (“GACs™).

® The remaining third of the net synergy savings will be allocated to New England and unregulated
operations.

7 We have engaged in discussions with LIPA associated with the Transaction, and those discussions
continue. The $142 million represents our estimate of LIPA’s share of the synergy savings during the
remaining terms of the contracts with LIPA, which are shorter than ten years. No agreement has been
reached with LIPA at this time.

The $203 million allocation to Niagara Mohawk shown above is based on a 50 percent allocation to
customers for ten years. Under Niagara Mohawk’s rate plan, the fifty percent sharing continues for five
years only, and then Niagara Mohawk’s customers receive the entire benefit of the synergy savings
allocated to Niagara Mohawk. The additional savings in the last five years adds $139 million, producing a
- total allocation of $342 million over the ten year period.
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Both the synergy savings and the gas supply savings resulting from the

Transaction will be allocated to New York utility customers through different
mechanisms. Niagara Mohawk’s methodology for sharing synergy savings with its
customers was approved by the Commission in Case 01-M-0075. LIPA’s allocation will
occur through an agreement with that authority. KEDNY’s and KEDLI’s allocations are
reflected in their Rate Plans that are included in this Petition. Under these arrangements,
New York utility customers will receive an estimated total of $664 million of savings in
the first ten years following the Transaction.

New Program Initiatives

In addition to the allocation of savings, KEDNY’s and KEDLI’s Rate Plans
include several programs designed to promote the Commission’s policies favoring
competition in retail energy markets, implement new demand-side programs, enlarge
KeySpan’s low income discount rate programs, maintain service quality, and accelerate
infrastructure investments over the next ten years. Each of these programs is being
enhanced as a result of the proposed Transaction.

With regard to competitive opportunities, KEDNY and KEDLI propose
unbundled rates for gas sales, billing, and payment processing to give customers the
appropriate price signals when exploring alternative gas suppliers. In addition, KEDNY
will implement a program to purchase accounts receivable from ESCos without recourse
and refer customers to ESCos who have agreed to provide those customers with a pre-

arranged introductory discount for their natural gas commodity purchases.®

8 KEDLI is proposing to defer its purchase of receivables and ESCo referral programs, pending a decision
on the integration of KEDLI’s billing system that will allow these programs to be implemented as
efficiently and effectively as possible.
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KEDNY and KEDLI are also proposing significant new conservation programs
for their customers based on the award-winning programs that KeySpan and National
Grid have implemented in New England. Alternatively, if the Commission decides that
programs of this kind are more appropriately implemented through NYSERDA, we
propose to work with NYSERDA to design and market programs that will provide our
customers with new energy saving opportunities efficiently and effectively. Linked with
the conservation programs are proposals to reduce existing disincentives for utilities to
encourage conservation. These issues were also recently raised by the Commission in its
June 26, 2006 Notice Soliciting Comments in Cases 03-E-0640 and 06-G-0746. We
expect that these ideas will be discussed in detail in this proceeding. Specifically, we
propose to begin to address the issues associated with rate disincentives to conservation
programs through a combination of incentives, rate design, and revenue decoupling. We
propose to implement incentives for efficient and effective delivery of conservation
programs and reconcile revenues collected through a Local Distribution Adjustment
Charge (“LDAC”), which is designed to recover uncontrollable costs that do not vary
with increases in usage. Although we have not proposed specific modifications in this
filing, we also reserve our right to include cost-based adjustments to the rate designs in
individual rate classes in our bi-annual increases to base delivery rates that will mitigate
the loss of delivery revenue associated with reduced usage by customers.

We are also concerned about the impact of natural gas prices on low-income
customers. To address these concemns, the Rate Plans propose targeted conservation
programs, increased discounts on the bills of KEDNY’s low-income customers, and the

implementation of a new low-income discount program for eligible KEDLI customers.
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The Rate Plans also include comprehensive service quality standards to assure
that our service continues to be provided safely, reliably, and efficiently. Specific
standards focus on our response to safety calls, the survey-measured satisfaction of
customers contacting the Companies, and our handling of customer complaints. We are
also committing to improving the safety and reliability of the system by accelerating our
bare steel pipe replacement program on Long Island.

Ten Year Rate Plans for KEDNY and KEDLI

We propose new Rate Plans for KEDNY and KEDLI that incorporate the synergy
savings allocated to those Companies to defer and moderate increases in base delivery
rates that would otherwise be required absent the Transaction. The synergy savings
allocated to KEDNY and KEDLI customers are used to offset necessary increases in the
delivery rates that have been in place for the Companies for the past ten years.
KEDNY s last base delivery rate increase occurred in October 1993, almost thirteen
years ago; KEDLI’s last increase was in December 1995 over ten years ago. Since that
time, both Companies have reduced their rates twice. In real terms, taking inflation of 24
percent over the period into account, both KEDNY’s and KEDLI’s delivery rates are 29
percent below the levels of their delivery rates ten years ago. Over the ten-year period,
KEDNY’s special franchise and real estate taxes have increased by 223 percent;
KEDLI’s pension and OPEB costs have risen 87 percent; and both Companies have
undertaken significant programs for the environmental remediation of historic
manufactured gas plant sites. During that time, KEDNY and KEDLI invested in excess

of $1.4 billion in infrastructure reinforcement and replacement, beyond the investments

to support growth on the system.
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Prior to the announcement of the merger, KEDNY and KEDLI were preparing
base rate filings to recover the revenue requirements associated with these and other
increased investments and costs. Specifically, KEDNY had intended to file for annual
rate relief of $213.4 million or about nine percent, and KEDLI intended to file an
increase of $158.7 million or about ten percent. Much of those increases are driven by
uncontrollable costs, including Site Investigation and Remediation (“SIR”) costs for both
companies, gas-related costs (associated with uncollectible expense, cash working capital
on wholesale gas purchases, and the return on storage inventories), special franchise taxes
for KEDNY, and pensions and other post-retirement benefits (“OPEB”) costs for KEDLI.
These uncontrollable costs have been deferred under prior settlements for later recovery
in rates, with the exception of gas-related costs for which a request for deferral is pending
before the Commission. KEDNY’s and KEDLI’s rate filings were intended to address
and recover these uncontrollable costs and bring their delivery rates to the level necessary
to recover the cost of providing service to their customers during the rate year beginning
on April 1, 2007. In addition, KEDNY and KEDLI projected that further rate increases
would be required in subsequent years to provide safe and reliable service to customers
over the longer term.

The new Rate Plans proposed in this Petition achieve the same objective in a way
that postpones and moderates the delivery rate increases. Under the Rate Plans, the non-
gas portion of delivery rates for KEDNY and KEDLI will remain stable through
September 30, 2008, eighteen months after the projected close of the Transaction; the rate
increases that wére otherwise required immediately will be deferred. For KEDNY this

will represent its first base rate increase in fifteen years. After eighteen months,
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volumetric rates are increased as KEDNY and KEDLI begin to recover certain gas-
related costs through their GAC and TAC, and credits that have been flowed through
KEDLI’s GAC and TAC are eliminated.” Other than the commodity-related increases,
delivery rates for KEDNY and KEDLI are maintained at current levels through the
beginning of the third year after the close of the Transaction, when the first of a series of
increases in base delivery rates occurs, with the same increase occurring every two years
thereafter.!® The bill increases associated with these bi-annual increases average 2.5
percent for KEDNY and 2.8 percent for KEDLI. Over the term of the Rate Plans, the
annual compound bill increase for both Companies averages about one percent, less than

one half the rate of inflation.

? As explained more fully below, on the effective date of the Rate Plans, KEDNY and KEDLI
propose to reduce the recovery in base delivery rates for certain gas-related costs, which are appropriately
recovered through KEDNY’s and KEDLI‘s GAC and transportation adjustment clause (“TAC”). The base
rate recovery of these gas-related costs equal to $68.6 million for KEDNY and $28.7 million for KEDLI
would instead be used to recover through a Local Distribution Adjustment Charge (“LDAC”) the
uncontrollable costs that are deferred and included in KEDNY’s and KEDLI’s Balancing Accounts.

Under the Rate Plans, the gas-related costs will be deferred for eighteen months and only begin to
be recovered through the GAC and TAC thereafter. The initial deferrals will be offset by the retention of
any pipeline refunds, with any remaining balance amortized through the GAC/TAC in years six through ten
of the Rate Plans. In addition, for KEDLI, certain credits associated with the margins for interruptible,
temperature controlled, and generation-related sales totaling $24.5 million will be eliminated from the GAC
and TAC charges after eighteen months.

10 At the beginning of year three of the Rate Plans, base delivery rate increases would be
implemented for both KEDNY and KEDLI. Base delivery rates, including the LDAC, would increase by
$63.8 million for KEDNY and $46.9 million for KEDLI. Increases of the same dollar amounts would then
be implemented at the beginning of years five, seven, and nine of the Rate Plans, producing base delivery
revenue increases that range from 2.3 to 2.9 percent every other year. The base delivery rate increases
recover increases in the costs of providing service, including our forecast of the increases in uncontrollable
costs that will be reconciled in KEDNY’s and KEDLI’s Balancing Accounts and are recovered through the
LDAC under the Rate Plans. The LDAC would also operate as a rate adjustment when the balance in the
Balancing Account varies from forecast levels by plus or minus $50 million for KEDNY and $25 million
for KEDLI. Increases to the LDAC associated with these variances would also be limited to 2.5 percent
per year during the term of the Rate Plans, and no increase in the LDAC would be implemented in the first
two years of the Rate Plans. In this way, both the accumulation of deferrals and the rate impacts to
customers associated with a variance from the forecasts are limited.
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Thus, the Rate Plans postpone and moderate KEDNY’s and KEDLI’s stand-alone
plans to increase base delivery rates by nine to ten percent immediately, followed by
further increases over the next ten years. Fifty percent of projected net synergy savings
are included in the Rate Plans at the outset, providing customers with immediate
economic benefits from the Transaction. At the same time, the Rate Plans provide the
Companies with the incentive and the opportunity to produce the savings, which have
been included in the forecasts and shared with customers in the Rate Plans. Finally, the
Rate Plans provide gas customers with significant savings in gas supply costs. Thus, the
Transaction provides significant savings and more stable delivery rates for KEDNY’s and
KEDLTI’s customers over the ten-year period of the Rate Plans.

Finance and Accounting Commitments and Approvals

The last section of the Petition focuses on the efficient operation of the combined
systems after the closing of the Transaction. Specifically, we have several proposals
associated with corporate governance, structure, and finance. We propose to implement a
combined money pool, under which the regulated utility companies and the Service
Company for the combined system may all participate as lenders and borrowers, National
Grid USA may participate as a lender, and unregulated companies are excluded.!' We
propose to adopt KeySpan’s allocation method for service company charges in a
combined National Grid USA Service Company. We also seek authority to pay
dividends from KeySpan’s retained earnings at the level that existed just prior to the
Transaction, request blanket approvals for property transfers between affiliates and below
established value triggers, which are necessary to realize the synergy savings included in

the Rate Plans, and propose a change of KeySpan’s fiscal year from the calendar year to

! A separate money pool will be established for the unregulated companies owned by National Grid.
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the year ended March 31, as currently used by National Grid. We expect that additional
accounting and other authorizations may be necessary as the integration team moves
forward with its analysis to combine the National Grid and KeySpan systems, and we
intend to amend our Petition or request further approvals, as necessary and appropriate,
as we move through the integration process. Finally, we request any waivers of the
Commission’s regulations that may be necessary to grant the regulatory authorizations
requested in this Petition.
PETITION

The Petition describes the Transaction, discusses our compliance with the
Commission’s competition guidelines insofar as they apply to the transfer of electric
corporations, and sets forth the details of the synergy savings, Rate Plans, and other
regulatory approvals requested as part of the approval of this Transaction.

I Approval of the Transaction under Sections 70, 99, and 100 of the
Public Service Law

A. Description of the Transaction

National Grid and KeySpan have entered into an Agreement and Plan of Merger
dated February 25, 2006 (“Agreement”), which is provided as Appendix 2 in a separate
volume to this Petition. Pursuant to the Agreement, a wholly owned subsidiary of
National Grid plc will merge with and into KeySpan Corporation. KeySpan Corporation
will be the surviving entity, and will become a wholly owned subsidiary of National Grid
USA, and all of KeySpan Corporation’s subsidiaries will become indirect, wholly owned
subsidiaries of National Grid plc. The post-merger corporate organization and a
description of the KeySpan and National Grid companies are included as Appendix 3 and

Appendix 4 of the separate volume of appendices. The final corporate structure of the
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combined National Grid USA/KeySpan system is still under evaluation as part of the

integration process. In the event that changes occur in the corporate structure set forth in
Appendix 3, we will notify the Commission.

The Agreement provides that the Transaction will become effective upon delivery
for filing of a certificate of merger with the Secretary of State for New York; we are
aiming for such a filing in early 2007. Pursuant to the Agreement, KeySpan will be
acquired for cash: each outstanding share of KeySpan Corporation’s common stock will
be converted into the shareholder’s right to receive $42.00. A comparison of the
premium over the market price paid for KeySpan as compared to other recent
transactions is included in Appendix 5 to this Petition, to gethér with earnings multiples.
As the first schedule in that Appendix shows, the price for the KeySpan acquisition was
approximately 16 percent above the price of KeySpan’s shares one month prior to the
announcement of the Transaction, and well within the premiums typically paid in
transactions of this kind."

The Agreement also provides for termination under certain conditions, in which
event the Transaction will not be consummated. The Agreement may be terminated by
mutual agreement of National Grid and KeySpan. It may also be terminated by either
party to the Agreement (National Grid or KeySpan) under certain circumstances,
including if a final order, decree, or ruling restrains the Transaction, if the other party

breaches the Agreement such that the closing conditions cannot be satisfied or cured

' The monthly price was consistent with the market values of KeySpan’s stock over the three years prior to
the announcement of the Transaction. In those three years, KeySpan’s stock price rose steadily from $32 in
March, 2003 to a peak of $41.40 in November of 2004. During the first nine months of 2005, KeySpan
traded in a range of around $38 to $41 per share. It fell to a low of $33 in October of 2005 before
recovering in December to the $36 per share level, which it maintained until just before the Transaction
was announced.
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within thirty days, if either party’s shareholders do not approve the Transaction, or if the
Transaction has not been consummated by May 25, 2007, i.e., 15 months from the date of
the Agreement, subject to a three-month extension.

The Agreement makes consummation of the Transaction subject to certain
conditions. Among these are several customary conditions, including approval by
National Grid’s and KeySpan’s shareholders, no material adverse effect on KeySpan
between the dates of the Agreement and the completion of the Transaction, and receipt of
state and federal regulatory approvals in the United States. The Agreement obligates
National Grid and KeySpan to use their reasonable best efforts to obtain the required
regulatory approvals, which approvals are required from this Commission, the Federal
Energy Regulatory Commission (“FERC”), the Federal Communications Commission,
and the states of New Hampshire and New Jersey. The Agreement also makes
consummation of the Transaction conditional upon clearance under United States
antitrust and foreign investment laws, which were received as of July 7, 2006 and July

10, 2006, respectively.

B. Commission Consent Required under Sections 70, 99, and 100 of
the Public Service Law

The Transaction requires this Commission’s consent under Sections 70, 99, and
100 of the Public Service Law, as those Sections have been interpreted by the
Commission."® Specifically, the Commission has found that Section 70 requires the

Commission’s consent for the transfer of stock of holding companies that own the

13 See, e.g. Case 00-M-0095, Joint Petition of Consolidated Edison, Inc and Northeast Utilities for
Approval of a Certificate of Merger, 2000 N.Y.PUC LEXIS 958 (November 30, 2000); Case 05-C-0237,
Joint Petition of Verizon Communications, Inc. and MCI, Inc. for a Declaratory Ruling Disclaiming
Jurisdiction over, or in the Alternative, for Approval of Agreement and Plan of Merger, 2005 N.Y .PUC
LEXIS 467 (November 22, 2005). Notwithstanding the foregoing decisions, in the event that the
Commission issues an order unfavorable to Petitioners’ interests, Petitioners reserve the right to challenge
any aspect of such order including any assertion of jurisdiction over the Transaction.
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common equity of natural gas and electric corporations, and that Sections 99 and 100
require the Commission’s consent for a transaction of this kind involving telephone
corporations. In this case, National Grid is indirectly acquiring the stock of several gas
and electric corporations and one telephone corporation now owned by KeySpan
Corporation that are listed and described in Appendix 4. In particular, the Transaction
involves the transfer of control of the common stock of KEDNY and KEDLI, two natural
gas corporations that are subject to comprehensive regulation by the Commission; several
electric corporations that are subject to lightened regulation, including KeySpan
Generation LLC, KeySpan-Ravenswood LLC, KeySpan-Port Jefferson Energy Center,
LLC and KeySpan-Glenwood Energy Center, LLC;'* and one telephone corporation,
KeySpan Communications Corporation. This Petition therefore requests consent for the
change in control of all of the natural gas and electric subsidiaries pursuant to Section 70
of the Public Service Law and the telephone subsidiary pursuant to Sections 99 and 100
of the Public Service Law.

Because KeySpan’s electric corporations and its telephone corporation are subject
to lightened regulation, most of this Petition is focused on the Section 70 showing
required for KEDNY and KEDLI. However, the Commission has adopted guidelines for
evaluating the competitive effects associated with the transfer of electric corporations in
the competitive market. These effects are addressed in Appendix 6, which includes a
demonstration that the Transaction complies with the Commission’s policies on

horizontal and vertical market power.

' Case 01-E-1716, Petition of KeySpan-Port Jefferson Energy Center, LLC (March 7, 2002); Case 01-E-
1718, Petition of KeySpan-Glenwood Energy Center, LLC (March 7, 2002); Case 96-E-0897, Consolidated
Edison Company (June 8, 1999); Case 98-M-0074, Petition of Long Island Lighting Company (May 1,
1998).
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KeySpan Communications Corporation is a wholly-owned subsidiary of KeySpan
Services, Inc. which in turn is owned by KeySpan Corporation. KeySpan
Communications Corporation operates in New York State as a facilities-based provider
and reseller of telephone service pursuant to a Certificate of Public Convenience and
Necessity issued by the Commission on January 12, 2004. Neither the operations nor the
obligations of KeySpan Communications Corporation will be affected by the merger.

II. Synergy Savings to Customers

A. Summary of Synergy Savings, Gas Supply Savings, and other
Economic Benefits from the Merger

When fully realized and before the Transaction costs and costs to achieve the
synergy savings are considered, we estimate that the merger will provide about $200
million per year of synergy savings to the combined National Grid USA and KeySpan
systems in 2007 dollars.”® These annual savings are adjusted for the costs to achieve the
savings and inflation over the period of the Rate Plans. We then allocate the savings
among the Companies on the combined system based on net delivery revenues, and
allocate 50 percent of the resulting savings to customers over the periods provided in the
rate plans or our contracts with the Long Island Power Authority (“LIPA”). The result is
that about two thirds of the net synergy savings are allocated to Néw York utility
operations, of which 50 percent is allocated to New York utility customers during the
Rate Plan and contract periods. The remaining third is allocated to New England utilities

and unregulated operations. For New York utility customers, we project that the

'3 In addition to the synergy savings from the Transaction, National Grid has announced an agreement to
acquire the Rhode Island gas distribution assets of the Southern Union Company. The synergy savings
from the Southern Union acquisition are not included in the analysis in this Petition. The estimate of $200
million annual savings relates only to the Transaction, as does the estimate of gas supply savings discussed
below.
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Transaction will produce about $518 million of net synergy savings over the next ten
years. Of this amount, $109 million will flow to KEDNY customers, $64 million to
KEDLI customers, $142 million to the Long Island Power Authority (“LIPA”),16 and
$203 million to Niagara Mohawk’s electric and natural gas customers,'” representing 50
percent of the net operating synergies allocated to these companies.

In addition, we project $146 million of gas supply synergy savings that are made
possible by the more efficient use of the combined upstream portfolios of KEDNY,
KEDLI, and Niagara Mohawk in New York. One hundred percent of the gas supply
savings attained will be flowed through to the natural gas customers in New York. These
savings will be allocated among KEDNY, KEDLI, and Niagara Mohawk natural gas
customers through the Companies’ respective GACs.

B. Estimation of Synergy Savings

Mercer Management Consulting (“Mercer”) details the sources of the $200
million projected annual synergy savings in Exhibit 1 to this Petition. Mercer begins by
reviewing the operations of the companies in detail and develops its synergy estimate by
examining each component of the business. Personnel savings are evaluated for each
function of the combined entity—administrative and general, customer service, and

transmission and distribution operations. In addition, Mercer analyzes non-personnel

'¢ KeySpan provides electricity delivery services and power supplies to LIPA under various contracts. A
change of control of KeySpan is an event of default under these contracts, and thus, National Grid has
requested a waiver of the default by LIPA upon the change of control. National Grid and LIPA have been
engaged in discussions regarding the terms under which LIPA will grant the waiver. The $142 million
reflects our assessment of the allocation of savings to LIPA during the expected duration of the contracts
with LIPA.

' The $203 million allocated to Niagara Mohawk is based on a fifty percent sharing for ten years to be
comparable to the other values stated in the text. Under Niagara Mohawk’s rate plan, Niagara Mohawk’s
customers are entitled to one hundred percent of the savings after the first five years, adding $139 million
of value for Niagara Mohawk’s customers.
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savings in information systems, supply chain, facilities, and administrative and general
functions. As explained in Exhibit 1, Mercer estimates annual savings of $125 million
before the costs incurred to achieve the savings.

However, Mercer recognizes that its estimates are preliminary, and that the
National Grid and KeySpan integration team have just begun to develop a comprehensive
plan to guide the merger integration process. Mercer evaluated past integration efforts
associated with other mergers within National Grid USA, and concluded that the
integration team will be able to produce savings beyond Mercer’s preliminary estimate as
the team completes the integration process and expands the scope of the savings analysis
to include the operating savings associated with generation and energy supply, electric
transmission and distribution personnel, and unregulated services. Accordingly, Mercer
adjusted its synergy estimate by one-third to two-thirds, producing a range of estimated
synergies (before costs to achieve) from $165 million per year to $210 million per year in
2007 dollars. We have adopted $200 million of annual savings in this Petition, and
assumed a one-time associated level of costs to achieve of $400 million.

Accomplishing this level of savings will be a challenge. KeySpan has historically
operated with strict attention to cost control and productivity. This established
management approach has allowed KeySpan to twice reduce and then maintain its gas
distribution delivery rates for more than ten years, despite dramatic increases in
infrastructure investments and uncontrollable costs on its gas distribution systems.
National Grid also has a strong record of attention to cost control and efficient operations.

The efficiency of operations in both companies requires a careful and comprehensive
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analysis by the integration teams to achieve the savings projection set forth by Merce;r
and reflected in the KEDNY and KEDLI Rate Plans.
C. Allocation of Synergy Savings to New York Customers

The synergy savings estimated by Mercer are allocated among the KeySpan and
National Grid companies in Exhibit 2 to this Petition. Page 1 of that Exhibit provides the
results. The top third of the page shows the allocation of synergies by year and by
company, the middle third shows the same information for the costs to achieve the
synergies, and the bottom third nets the first two amounts to show the net synergies to be
allocated between the companies and their customers. Both the allocation among the
companies and the allocation between each company and its customers follow the
methodology agreed to in National Grid’s merger with Niagara Mohawk in Case 01-M-
0075. Attachment 10 to the Joint Proposal in that case (which is included in Exhibit 2)
established the methodology for allocating synergy savings from follow-on mergers to
Niagara Mohawk’s customers. We are consistently applying that methodology to all
New York customers of the combined systems.

Under that methodology, the total synergy savings are first determined, in this
case the $200 million per year based on Mercer’s estimate. We next phase in the
synergies over three years, and escalate the phased-in amounts by inflation over the ten-
year period as shown on page 4 of the Exhibit. A similar phase-in of the costs incurred to
achieve the savings (using the methodology approved in Case 01-M-0075) is applied, and
then both the synergies and costs to achieve are allocated among the companies on the
combined system and to New York utility companies, as shown on pages 2 and 3 of

Exhibit 4. The savings of combined gas and electric companies are further allocated
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between electric and gas operations based on the departmental expenses of the combined
company.

Fifty percent of the net synergies are then allocated to customers, either through a
credit to the deferral account in the case of Niagara Mohawk (for the first five years),
through a contract credit agreed upon with LIPA, or through an allowance to the
prospective cost of service in the case of KEDNY and KEDLI. As part of this Petition,
we are requesting the Commission to find that both the synergy estimate and the
allocations to KEDNY, KEDLI, and Niagara Mohawk customers are reasonable and
consistent with the methodology adopted in Case 01-M-0075, and to approve them.

D. Gas Supply Savings

The gas supply savings of the combined companies are estimated in Exhibit 3.
Based on current data, we estimate that the complementary nature of the gas resource
portfolios and load profiles of KEDNY, KEDLI, and Niagara Mohawk create
opportunities to produce gas supply savings, net of costs to achieve, of approximately
$146 million over the next ten years. All of these savings will be provided to KEDNY’s,
KEDLI’s, and Niagara Mohawk’s bundled natural gas customers through the operation of
their respective GACs. These projected savings do not take into account further
opportunities that may be available through the joint administration of the gas supply
portfolios of KEDNY, KEDLI, Niagara Mohawk, and KeySpan’s New England gas
distribution affiliates. Nor do they consider potential gas supply benefits associated with
National Grid’s acquisition of Rhode Island natural gas assets and supplies of the
Southern Union Company.

E. Other Benefits from the Merger
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In addition to these synergies and gas supply savings, the transaction will provide
greater resources to the operating companies of both systems. National Grid and
KeySpan make a very good fit. National Grid is the largest delivery company of both
electricity and natural gas in the United Kingdom. It operates both the electric and
natural gas transmission systems, and provides retail delivery services to over half of the
United Kingdom’s natural gas customers. A summary of National Grid’s operations in
the United Kingdom is included in its annual review, which is attached as Appendix 7 to
this Petition.

In the United States, National Grid also has a long history in both the electric and
natural gas business. Although National Grid’s New England operations have been
focused on electricity delivery service, this situation is changing with the acquisition of
KeySpan’s natural gas operations and the purchase of the Rhode Island natural gas
distribution assets of Southern Union Company in a transaction announced on February
16, 2006. In New York, Niagara Mohawk has a long tradition of natural gas service to
customers in upstate New York.

KeySpan adds substantial new resources to the natural gas operations of the
combined system. In addition, the Transaction expands the resources and expertise
available for electric operations with delivery service to LIPA and the operation of
generating stations providing power to LIPA and to the New York City market. Asa
result, the combined entity will be able to draw on a much broader range of expertise and
resources to address the critical energy policy issues facing New York and the Northeast.
Not only will we be able to provide service to customers at a lower cost, we will be able

to provide better service to customers at a lower cost.
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III.  Rate Plans for KEDNY and KEDLI

Prior to the merger announcement, KEDNY and KEDLI intended to file general
increases in their base delivery rates using the stand-alone cost of service studies for both
KEDNY and KEDLI in Exhibit 4."® These stand-alone cost of service studies document
a need for a rate increase of $213.4 million for KEDNY and $158.7 million for KEDLI.
As explained above, KEDNY and KEDLI have not increased their delivery rates in over
ten years. During that ten year period, inflation has totaled 24 percent; KEDNY’s special
franchise and real estate taxes have increased by 223 percent; KEDLI’s pensions and
OPEB costs have increased by 87 percent; KEDNY and KEDLI have assumed major
responsibility to remediate historic manufactured gas plant sites, and KEDNY and
KEDLI have invested $1.4 billion in non-growth related infrastructure reinforcements.
Efficiency gains and revenue growth over the period have allowed the two Companies to
maintain the same delivery rates for their customers. However, absent the Transaction,
KEDNY and KEDLI expected to file in May of 2006 for new rates to recover these and
other increases in costs. In addition, KEDNY and KEDLI projected further rate increases
over the coming ten year period.

The Rate Plans included with this Petition eliminate the need for those rate filings
and defer and reduce the rate increases that would have been required by the stand-alone

companies going forward. Under the Rate Plans, KEDNY and KEDLI maintain their

'8 The stand-alone cost of service studies were prepared in accordance with the Commission’s Statements
of Policy on Test Periods in Major Rate Proceedings (November 23, 1977), as modified by the Order in
Case 92-M-1145, Proceeding on Motion of the Commission to Investigate and Develop a Rate-Setting
Process Encompassing Long-Term Planning Goals, Rate Strategies, and Resource Utilization, 167 PUR 4%
317 (January 25, 1996) (“Case 92-M-1145 Order”). The stand-alone cost of service studies consist of
operating results for the twelve months ended December 31, 2005 (KEDNY’s and KEDLIs fiscal year)
and a projected rate year commencing April 1, 2007. The Companies’ exhibits and workpapers set forth
verifiable links between the base year and the rate year. All data is presented in a format consistent with
the Statement of Policy.
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current rates at existing levels for eighteen months after the merger. After that period,
gas-related costs that were being recovered in base delivery rates are recovered through
KEDNY’s and KEDLI’s Gas Adjustment Clauses (“GAC”) and Transportation
Adjustment Clauses (“TAC”), and the credits to KEDLI’s GAC and TAC for
interruptible, temperature controlled and generation delivery (including LIPA) margins
are terminated. Base delivery rates remain frozen until the beginning of year three of the
Rate Plans, when we implement the first in a series of bi-annual adjustments that will
increase overall rates by an average of 2.5 percent for KEDNY and 2.8 percent for
KEDLI. This produces a compound average annual rate increase for KEDNY and
KEDLI of about one percent over the period of the Rate Plans. The first adjustments in
year three are followed by similar increases in years five, seven, and nine of the Rate
Plans. Thus, the Rate Plans avoid any initial increase in delivery rates that would
otherwise be required for KEDLI and KEDNY as stand-alone companies, and increase
delivery rates at less than one half of the projected rate of inflation through the periods of
the Rate Plans. The details of the Rate Plans are set forth below.

A. Shifting Gas-Related Costs from Base Delivery Rates to the GAC and
TAC

The Rate Plans propose removing gas-related costs from KEDNY’S and KEDLI’s
base delivery rates and, beginning on October 1, 2009 eighteen months after the projected
effective date of the Rate Plans, recovering them through KEDNY’s and KEDLI’s GAC
and TAC. These gas-related costs are: (1) the uncollectible expense that is associated
with KEDNY’s and KEDLI’s retail gas commodity sales; (2) the revenue requirements
associated with the cash working capital required during the lag between the time that

KEDNY and KEDLI pay for gas supplies and deliveries at wholesale and the time that
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retail customers reimburse KEDNY and KEDLI; and (3) the revenue requirements

associated with maintaining gas storage inventories. The commodity-related
uncollectible costs are moved to KEDNY’s and KEDLI’s GAC because they are avoided
when a customer purchases gas from an ESCo. The revenue requirements on the
commodity-related cash working capital requirement are also shifted to the GAC.
KEDNY and KEDLI also avoid these costs when a customer purchases his or her gas
from an ESCo. Inclusion of both of these items in the GAC incorporates the costs in the
unbundled supply rate, which sends the correct signal to customers who are considering
ESCos for their gas supplies. Finally, the revenue requirement associated with gas
storage inventories is reflected in both the GAC and the TAC, because KEDNY’s and
KEDLTI’s gas storage inventory is filled to provide daily balancing to both bundled sales
customers and customers purchasing supply from ESCos. In addition, ESCos receive the
benefit of storage inventory pricing through the recently introduced storage service
provided by the Companies.

During the rate year, or the first effective year of the Rate Plans, these gas-related
costs are projected to total $68.6 million for KEDNY and $28.7 million for KEDLI. We
propose to eliminate the rate year amount of these costs from base delivery rates on the
effective date of the Rate Plans and defer that amount for eighteen months. After
eighteen months, we propose recover these costs prospectively through KEDN'Y’s and
KEDLI’s GAC and/or TAC using a forecast for the coming year and then reconciling to

actual results.'”” We propose to recover the deferred gas-related costs that are actually

% Even though KEDNY and KEDLI will be deferring these gas-related costs during the first eighteen
months of the Rate Plans, the Companies propose to recognize the costs associated with commodity-related
uncollectible expense and gas working capital, and to credit the bills of migrating customers accordingly.
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incurred during the first eighteen months by offsetting them with pipeline refunds that are
received over the term of the Rate Plan, with the balance, if any, at the end of the fifth
year of the Rate Plan being amortized over and recovered in years six through ten of the
Rate Plans.

Also after eighteen months, we propose to use the $24.5 million of credits that
KEDLI credits to its GAC and TAC for margins associated with interruptible and
temperature controlled sales and deliveries to generators including LIPA to offset base
delivery cost increases. Rather than provide these credits through the GAC and TAC,
under the Rate Plans, these margins are credited to base delivery rates at rate year levels,
with fluctuations from these levels included in the Balancing Account. This treatment for
KEDLI parallels the approach used by KEDNY for these margins.

B. Implementation of the LDAC and Updating the Balancing
Account

The deferrals previously authorized by the Commission have helped to postpone
the need for rate filings by KEDNY and KEDLI, but the deferral balances are increasing
significantly for both Companies. We propose to address these existing deferrals directly
and early in the Rate Plans. Specifically, the Rate Plans begin recovering the deferrals
through the implementation of a Local Distribution Adjustment Charge or LDAC
beginning on the effective date of the Rate Plans.

The LDAC would be charged on a volumetric basis to bundled sales and
transportation customers alike, rendering it an appropriate mechanism for recovering
uncontrollable costs associated with delivery service, including the deferrals that have

accrued under KEDNY’s and KEDLI’s existing settlements and the items includable in

The total amount credited to migrating customers in this fashion will be deferred and included in KEDNY’s
and KEDLI’s Balancing Accounts.
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KEDNY'’s and KEDLI’s Balancing Accounts under the Rate Plans. A pro forma LDAC
is provided in Exhibit 10. As discussed below, the Balancing Accounts would reflect
ongoing costs associated with SIR, special franchise taxes, pensions and OPEBs, and
similar costs allowed by the Commission in other utility rate proceedings.

During the first two years of the Rate Plans, the LDAC would replace the reduced
recoveries of gas-related cost recoveries in base delivery rates with the amortization of a
portion of the deferrals in KEDNY’s and KEDLI’s Balancing Accounts. Thus, for
KEDNY, the Balancing Account will be amortized at the annual rate of $68.6 million per
year of rate year gas-related costs that was backed out of base delivery rates. Because the
LDAC is included in the base delivery rates, prices to customers will not change. For
KEDLI, the LDAC would also apply the $28.7 million of gas-related recovery in base
delivery rates to amortize KEDLI’s Balancing Account in a fashion that does not affect
prices to customers.

KEDLI also proposes to include in the LDAC its forecast rate year recovery of
KEDLI’s property tax surcharge equal to $41.2 million per year, representing KEDLI’s
forecast property taxes in the year ended March 31, 2007 above the $54.8 million now
used to reconcile its property taxes in KEDLI’s current rate settlement. After the
effective date of the Rate Plan, KEDLI proposes to include these excess property taxes in
its Balancing Account, rather than continue its recovery through a separate surcharge. As
a result, KEDLI will include special franchise and real estate taxes above $54.8 million in
its Balancing Account, and apply the $41.2 million property tax surcharge projected for
the Rate Year for the first two years of the Rate Plan to amortization of the Balancing

Account. This produces a total amortization of Balancing Account items for KEDLI
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equal to $69.9 million during the first two years of the Rate Plans. Because the change
simply recategorizes the $41.2 million property tax surcharge in KEDLI’s current rates to
an LDAC surcharge of the same amount, this change has no impact on KEDLI’s rates to
customers.

Both KEDNY and KEDLI will create an LDAC factor by totaling the Balancing
Account amortizations over the period from the effective date of the Rate Plans through
March 31, 2009 and dividing them by the forecast of volumetric deliveries to produce a
dollars per dekatherm allowance in KEDNY’s and KEDLI’s delivery rates.?’ Actual
recoveries through the LDAC will be reconciled to the amortization allowances in the
LDAC with any differences included in KEDNY’s or KEDLI’s Balancing Accounts.

This amortization in rates of $68.6 million for KEDNY and $69.9 million for
KEDLI continues through the first two years of the Rate Plans. At that time and every
two years thereafter, the recovery of amortizations through the LDAC increases with the
proposed increase in base delivery rates. Specifically, LDAC recoveries for KEDNY will
increase by $6.2 million and for KEDLI by $0.9 million in years three, five, seven, and
nine of the Rate Plans. These increases in the LDAC are included within the rate
increases that occur every two years under the Rate Plans. Thus, the Rate Plans are
designed to recover our projection of the deferrals and reconciliations that will be
included in the Balancing Accounts over the entire Rate Plan period for both KEDNY

and KEDL]L%

?® The amortizations will begin on the effective dates of Rate Plans, even if the effective dates are different
from our projection of April 1, 2007. In that event both the amount of the amortization and dekatherms
forecast for the period through March 31, 2009 will be adjusted for the shorter or longer period.

2! The Rate Plans are designed to recover all deferrals in the Balancing Account through the Rate Plan

periods and leave one year’s estimated value of the deferrals to be recovered in the year after the Rate Plans
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The Rate Plans propose that KEDNY’s and KEDLI’s Balancing Accounts include
uncontrollable costs that would be reconciled and recovered through the LDAC over the
period of the Rate Plans. The updated list is included in the terms of the Rate Plans set
forth in Exhibit 6 and includes the following:

(1) existing balances in the Balancing Accounts;?

(2) Temperature controlled margins above or below $81.8 million for KEDNY

and $8.8 million for KEDLI; margins on power generation sales (including
KEDLI’s deliveries to LIPA) and interruptible sales above or below $13.1
million for KEDNY and $24.3 million for KEDLI;*

(3) Special franchise and property taxes, with a credit for associated refunds;**

have ended. For KEDNY, the projected deferral balance at the end of the Rate Plan is $85.6 million and
for KEDLI it is $76.7 million as shown on page 12 of Exhibit 8.

% The items that are included in KEDNY’s and KEDLI’s current Balancing Accounts were approved by
the Commission most recently in Case 97-M-0567, Joint Petition of Long Island Lighting Co. and The
Brooklyn Union Gas Company (April 14, 1998) (“Case 97-M-0567 Order”) and Case 99-G-1469, Petition
of The Brooklyn Union Gas Co. and KeySpan Gas East Corp. (May 23, 2002). The Rate Plans carry those
balances forward and begin to recover them through the LDAC on the effective date of the Rate Plans. The
estimated balances on the Effective Date of the Rate Plans (assumed to be April 1, 2007) are $94.1 million
for KEDNY and $88.8 million for KEDLI.

 During the last three years, the temperature controlled margins for KEDNY averaged $81.8 million and
for KEDLI averaged $8.8 million. Margins for sales to power generators and interruptible customers
totaled $13.1 million for KEDNY and $24.3 million for KEDLI. In their Rate Plans, KEDNY and KEDLI
have established revenue credits to their costs of service in those amounts and propose to reflect any
variations from those base amounts in their Balancing Accounts. In addition, KEDNY and KEDLI propose
to eliminate the price caps on temperature controlled and non-firm sales and services to assure that
customers receive the maximum value from these sales. For KEDLI, a portion of the margins from
temperature controlled, interruptible, and generator deliveries (including LIPA transportation) equal to
$24.5 million per year was credited to KEDLI’s GAC and/or TAC. KEDLI proposes to end these credits
eighteen months after the merger, and roll them into base rates, where they will be reconciled through the
Balancing Account.

*The partial reconciliation of real estate and special franchise taxes is currently authorized in both of
KEDNY’s and KEDLI’s existing rate plans. On the effective date of both Rate Plans, KEDNY and KEDLI
would reconcile 100 percent of actual property and special franchise taxes to the amount of taxes currently
included in rates for KEDNY and KEDLI of $61.3 million and $54.8 million, respectively. Variances
above and below these levels will be deferred in the Balancing Account. Both Rate Plans reflect forecasts
of these deferrals that increase with inflation over the Rate Plan period.

KEDLI is now deferring property and special franchise taxes above $54.8 million by creating a regulatory
asset, and recovering the regulatory asset one year later in its GAC. This methodology will continue for the
first two years of the KEDLI Rate Plan. Thus, KEDLI will recover through the GAC in 2007 the
regulatory asset created by property taxes in 2006, and will recover through the GAC in 2008 the
regulatory asset that was accrued based on property taxes in 2007. However, the 2008 accrual will be
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(4) Gas safety and reliability incentive;”

(5) Customer service quality performance incentive; 2

(6) Pensions and OPEBs for both KEDLI, which is on the Commission’s
Statement of Policy for these issues, and KEDNY, which is seeking
authorization to move to the Statement of Policy on the effective date of the
Rate Plan;?'7

(7) SIR costs;?®

included in KEDLI’s Balancing Account, and beginning in 2009, the recovery of property taxes through the
GAC will cease and will instead be recovered through the LDAC. As shown in Exhibit 6, Attachment 2,
page 2, the baseline amount of real estate and special franchise taxes against which the Balancing Account
is reconciled for KEDLI is $99.5 million, escalating with inflation over the Rate Plan period. This recovery
is reflected in the 2.5 percent base delivery rate increases under the KEDLI Rate Plan.

KEDNY and KEDLI also propose to include in their Balancing Accounts 86 percent of any refunds
received for these taxes after the costs to achieve the refunds, in a manner that is also consistent with the
settlement approved for ConEd. Case 03-G-1671, Consolidated Edison Co., (September 27, 2004) (“Case

03-G-1671 Order”).

%5 The Rate Plans continue the gas reliability incentive approved for KEDNY and KEDLI in their prior
settlements, and consistent with those settlements credit any penalties to the Balancing Account.

% Customer service incentives are also treated in the same fashion as under the current KEDNY and
KEDLI rate settlements.

2T KEDLI is now on the Commission’s Statement of Policy for pensions and OPEBs. Case No. 91-M-
0890, Statement of Policy Concerning the Accounting and Ratemaking Treatment for Pensions and
Postretirement Benefits other than Pensions (September 7, 1993) (“Statement of Policy”). In KEDLI’s
Rate Plan, the rate year level of pension ($12.1 million) and OPEB ($13.8 million) expense is rolled into
the base delivery rates, and our forecast of increases at 2.8 percent in these expenses is reflected in the ten-
year revenue requirements analysis that forms the basis for the Rate Plan and the benchmark levels for the
Balancing Account reconciliation. The pension and OPEB expense in that ten-year forecast is reduced by
fifty percent of the projected synergy savings in these items over the Rate Plan period. We seek
authorization for KEDNY to move to the Statement of Policy, and will reconcile to the ten-year revenue
requirements forecast in the same manner as KEDLI. For KEDNY, the starting rate year values are $17.9
million for pension expense and $21.9 million for OPEB expense.

%8 Deferral of site investigation and remediation costs has been allowed by the Commission for KEDNY
and KEDLI under their prior rate settlements and orders. See Case 97-M-0567 Order, and have been
routinely allowed for other utilities in the state. See Case 03-G-1671 Order. In the Rate Plans, we have
assumed that forecast spending for KEDNY and KEDLI is spent equally in each year of the Rate Plan.
This produces a base level of spending of $16.5 million for KEDNY and $10.1 million for KEDLL.
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(8) Exogenous costs with an impact on revenue requirements or revenues greater
than three percent of pre-tax net income for KEDNY and KEDLI;%

(9) Revenue requirements associated with variances in capital expenditures above
or below forecast levels reflected in the Rate Plans for: (i) capital expenditures
associated with city/state construction for KEDNY (ii) the investment in bare
steel pipe replacement for KEDLI; (iii) for both KEDNY and KEDLI, capital
expenditures for system improvements excluding growth-related local
distribution mains, services, and meters; and (4) for both KEDNY and
KEDLI, any incremental capital expenditures associated with new programs
mandated by federal, state, or local authorities;*°

(10)  Operation and maintenance expenses associated with the expenditures in

item (9) above the levels reflected in the Rate Plans;>!

% Exogenous costs have been routinely allowed in utility rate settlements in New York to reflect the
incremental costs associated with changes in rules, regulations, or accounting and tax requirements by
governmental authorities or accounting rules. See Case 97-M-0567 Order; Case 01-M-0075, Niagara
Mohawk Power Corp. (December 3, 2001) (“Case 01-M-0075 Order”). The Commission has found that
deferral of costs should only be permitted if they meet a three-part showing: (1) the costs must be
incremental to current rates; (2) the amount must be material to the utility’s earnings; and (3) the utility can
not be over-earning. See Case 04-W-0075, United Water New Rochelle, Inc. (March 31, 2005). The Rate
Plans address this showing directly and require KEDNY and KEDLI to demonstrate that the change in
revenue requirements associated with the new rules or requirements collectively have a material impact of
greater than three percent on the pre-tax net income of KEDNY and KEDLI, and that any amounts over the
specified levels are reasonable. Finally, the Rate Plans make it clear that the earnings sharing mechanism
provides a fair allocation of earnings to customers, while encouraging the efficient operation of the
companies, and that KEDNY and KEDLI will not be deemed to be over-eaming under the Commission’s
standard when the earnings sharing mechanism is in place, even if earnings sharing is occurring under the
Rate Plan.

30 These provisions are consistent with the provisions included in the ConEd settlement app}oved by the
Commission in Case 03-G-1671. See Case 03-G-1671 Order. In addition, Rochester Gas & Electric and
ConEd (electric) have implemented rate settlements that track capital expenditures and allow recovery of
the revenue requirements associated with infrastructure improvements that exceed the forecasted level of
capital expenditures included in the rate plans. See Case 03-E-0765, Rochester Gas and Electric Corp.,
(May 20, 2004); Case 04-E-0572, Consolidated Edison Co. (March 24, 2005).

3! Compliance with new mandated federal, state and local programs and city/state construction
requirements may also give rise to increases in operation and maintenance expenses. This provision
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(11) Incremental costs associated with new and enhanced programs under the

Rate Plans, including the demand-side management programs, low-income
programs, and retail choice programs for KEDNY and KEDLI;*

(12)  Excess inflation;**

(13)  Gains or losses on tﬁe sale of real estate;** and

(14)  Credit for earnings sharing, as explained more fully below.”

Within the Balancing Accounts, the actual expenditures and revenue requirements
associated with these items will be reconciled to the forecast of costs and revenue
requirements for these items upon which KEDNY’s and KEDLI’s Rate Plans are based.
Any differences—positive or negative—from the forecast will be included in the
Balancing Account for KEDNY or KEDLI. These variances will then be recovered from
or returned to customers through the LDAC, in an adjustment that is separate from the
scheduled bi-annual rate increases, when the actual balance in the Balancing Account
deviates (either positive or negative) from the balance forecast in the Rate Plan by more
than $50 million for KEDNY or $25 million for KEDLI. We also propose to preclude

LDAC adjustments of this kind in the first two years of the Rate Plans, and to limit the

assures that the related operations and maintenance expense is included in the Balancing Account. Under
the Rate Plans, these expenses reconcile to the values shown on Exhibit 8, page 5, line 10.

*2 In the Rate Plans, KEDNY and KEDLI are proposing to undertake various new programs and enhance
other activities. These programs are proposed as part of the merger and are therefore not included in the
stand-alone costs of service for KEDNY and KEDLI.

33 Excess inflation is consistent with a provision included in the Niagara Mohawk rate plan. Case 01-M-
0075 Order.

** The Rate Plans propose to follow traditional accounting for gains and losses on the sale of property and
real estate. Proceeds from the sale of facilities and property are credited to the depreciation reserve, and
gains or losses on real estate that was included in KEDNY’s or KEDLI’s rate base are credited or charged

to the Balancing Account.

35 The earnings sharing mechanism is also consistent with the earnings sharing mechanism in the Niagara
Mohawk rate plan approved by the Commission in Case 01-M-0075.
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LDAC increases (but not decreases) associated with variances from the financial
forecasts to 2.5 percent of KEDNY’s or KEDLI’s aggregate revenues in any given year
after that time.>® These provisions, together with the forecasted escalation of Balancing
Account items reflected in the Rate Plans over the next ten years, are designed to assure
that the implementation of the LDAC will not lead to unreasonable fluctuations in
delivery rates to customers.

These costs have all been included in other rate plan settlements that have been
approved by the Commission since the KEDNY and KEDLI rate settlements were
implemented more than ten years ago. The adjustments are consistent with current
Commission precedent, and represent a reasonable approach to deal with the uncertainty
of uncontrollable expenses in the context of a ten-year rate plan. Moreover, the approach
allows KEDNY and KEDLI to establish rates based on our projections of future costs in a
way that assures that the Companies and their customers are not harmed by a change in
circumstance or new development that either increases or decreases the Companies’
revenue requirements.

C. Base Delivery Rate Paths for KEDNY and KEDLI

The base delivery rates for both KEDNY and KEDLI, including LDAC
recoveries, are frozen at current levels under the Rate Plans for the first two years, and
then raised to produce an overall average rate increase of about 2.5 and 2.8 percent
respectively in years three, five, seven, and nine of the Rate Plans, producing base

delivery rate increases that approximate one half the rate of inflation over the ten-year

36 This limit does not apply to the pre-determined increases in LDAC recoveries that are included in the
scheduled increases in years three, five, seven, and nine of the Rate Plans. Thus, if variances from the
benchmark forecast occurred during the Rate Plans, the LDAC could be increased another 2.5 percent
above the increases that are already reflected in the Rate Plans.
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period of the Rate Plans. The following sections set forth the process used to design the

Rate Plans.

1. KEDNY’s and KEDLI’s Stand-Alone Costs of Service for
the Rate Year Commencing April 1, 2007

As noted above, KEDNY and KEDLI had both planned to file for general rate
increases absent the Transaction. The cost of service studies associated with these stand-
alone filings are included in Exhibit 4 and provide the starting point for the analysis
leading to the Rate Plan proposals.?” Thus, the Rate Plans for KEDNY and KEDLI begin
with a cost of service study for each Company, prepared as a stand-alone entity, assuming
the Transaction did not occur. For KEDNY, the cost of service study demonstrates the
need for rate relief in the amount of $213.4 million and, for KEDLI, the required rate
relief is $158.7 million. The test year for both studies is calendar year 2005, adjusted for
the rate year that begins on April 1, 2007.

The primary drivers for a need for increased rates are similar for both Companies.
Both KEDNY and KEDLI have experienced significant increases in their uncontrollable
costs and have invested over $1.4 billion in their infrastructure to provide safe and
reliable service to customers since their rates were established. These uncontrollable
costs—property and special franchise taxes, pensions and OPEBs, pre-petition deferrals,
and SIR costs—will be reflected at rate year levels in KEDNY’s and KEDLI’s base
delivery rates and Balancing Accounts, with variations recovered through the LDAC
under our proposed Rate Plans.

The rate relief required by both Companies is also driven by the standard factors

that affect utility costs and rates. Wages, salaries, and employee benefits are projected to

*7 A companion embedded cost of service study that will be used to evaluate rate design changes during the
Rate Plans is included in Exhibit 5.
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increase by 3.8 percent from 2005 through the rate year in line with union contracts and
management salary plans. Other operating costs are projected to grow with inflation, and
are reflected in a manner consistent with Commission precedent. Finally, the cost of
service studies reflect increases in rate base by KEDNY and KEDLI over the period
between 2005 and the rate year. These cost increases are offset by projected increases in
margins from sales growth.

The stand-alone cost of service studies demonstrate that, absent the Transaction,
significant rate relief for both Companies would be necessary for them to recover the
reasonable costs of providing safe and reliable service to their customers. KEDNY and
KEDLI also forecast further needs for rate relief beyond these levels in the next several
years.

2. Develop the Benchmark Cost of Service

The second step in the analyses leading to the Rate Plans adjusts several items
from the stand-alone costs of service for KEDNY and KEDLI to reflect changes that
occur only as the result of the Transaction to produce the benchmark costs of service used
for our proposed Rate Plans. The adjustments made to arrive at the benchmark costs of
service for KEDNY and KEDLI are shown on Exhibit 7.

Most notably, we have eliminated the revenues and costs associated with various
information technology investments that were included in the stand-alone cases. Many of
those costs may be avoided by the integration with National Grid’s information systems,
and the costs of completing the integration will be treated as a cost to achieve. We have
also eliminated increases in non-growth capital investments above the historical three-

year average level of investment because we propose that any difference from the
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average be reconciled through the Balancing Accounts, consistent with other utility
settlements approved by the Commission.

In addition, we have made several adjustments to deferral items to reflect the
change in the method of recovering deferrals in the Rate Plans from the stand-alone cost
of service studies. As explained above, we propose to implement the LDAC amortization
starting with a substantial annual amortization made possible by the replacement of the
gas-related costs on the effective date of the Rate Plans and increased recoveries through
the LDAC over the period of the Rate Plans. In addition, the stand-alone cost of service
studies assumed the shift of recovery of state income taxes from the tax surcharge to base
delivery rates on the effective date of the rates; in the Rate Plans, this shift occurs on the
first base delivery rate change in year three of the Rate Plans. We propose that the level
of state income taxes that are currently recovered through revenue surcharges would no
longer be reconciled to actual, beginning on the effective date of the Rate Plans.

These adjustments reduce the cost of service for each Company as shown on
Exhibit 7. For KEDNY, the revenue increase associated with the lower benchmark cost
of service is $78.6 million in the first year, and, for KEDLI, the revenue increase is $71.4
million.

3. Ten Year Revenue Requirements under the Rate Plan

The third step in the development of the Rate Plans is to include fifty percent of
the projected synergy savings and cost to achieve in the analysis, and project the resulting
benchmark revenue requirements for KEDNY and KEDLI out for the period of the
proposed Rate Plans. These ten-year, benchmark revenue requirement projections for

KEDNY and KEDLI are provided in Exhibit 8. For both KEDNY and KEDLI, the ten-
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year revenue requirement analysis begins with the rate year benchmark revenue
requirement, adjusted as shown in Exhibit 7, which is escalated to reflect our forecast of
the cost to serve and the associated revenue requirement throughout the ten years of our
proposed Rate Plans.

These benchmark revenue requirement projections then require one further
adjustment to arrive at the proposed rate paths for KEDNY and KEDLI. In order to
create the level step increases in years three, five, seven, and nine of the Rate Plans, we
add a new deferral to maintain earnings at the levels needed to achieve the required return
on common equity for KEDNY and KEDLI throughout the Rate Plan period. We are
starting from a significant revenue deficiency and the cost to achieve the synergy savings
are experienced in the early years, but the savings are realized in the later years. As a
result, this deferral account is negative in the early years, but gradually reverses over the
ten-year period of the Rate Plans as synergy savings are realized and the scheduled base
rate increases are implemented. Over the ten-year Rate Plans, the deferral zeroes out on a
net present value basis for both KEDNY and KEDLI. Unlike the Balancing Account, this
deferral is not reconciled to actual earnings. Thus, if we do not produce sufficient
synergies to meet the projected earnings that are required, the returns during the Rate
Plans will fall short of the target. The deferral is intended only to maintain level earnings
throughout the Rate Plan period and avoid earning swings associated with increases in
the level of net synergies and the scheduled rate increases in the Rate Plans that are built
into our forecast. It does not assure that these earnings will actually be achieved over the

period of the Rate Plans.
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Net synergy savings significantly reduce the benchmark revenue requirements
and the required rate relief over the ten-year periods of the Rate Plans. The ten year
revenue requirements associated with the Rate Plans proposed in this Petition are detailed
on Exhibit 8. As the Exhibit shows, base delivery rates for both KEDNY and KEDLI
remain at current levels for two years, and are then increased in years three, five, seven,
and nine for both Companies. For KEDNY, the increases total $63.8 million,
representing $57.6 million of base rate increases and $6.2 million of scheduled LDAC
increases. For KEDLI, the corresponding total increases implemented every other year
are $46.9 million, representing $46.0 million of base increases and $0.9 million of pre-
scheduled LDAC increases.® For KEDNY, the increases that occur every other year
average about 2.5 percent of total bill increases. For KEDLI, the increases average about
2.8 percent, reflecting the increased costs associated with the expansion of KEDLI’s bare
steel replacement program. For both Companies, the increases represent less than one
half of the projected level of inflation over the ten year period of the Rate Plans, and a
significant reduction in the revenue requirement increases forecast for KEDNY and for
KEDLI on a stand-alone basis over the next ten years.

The annual revenue requirements are set forth in Exhibit 8. for each year using the

format that the Commission approved in the National Grid/Niagara Mohawk merger.

38 We propose to implement these increases through a rate design that allocates the increase among rate
classes on an equal percentage based on delivery revenues. Within each rate class, we will propose rate
designs that are designed to limit the Companies’ disincentive to conservation programs by reconciling
revenues actually collected under the LDAC and by decreasing the lost margins in the last usage block of
KEDNY’s and KEDLI’s delivery rates. Specifically, we intend to discuss rate design and revenue
decoupling issues with the Parties to this proceeding and develop an array of approaches to mitigate the
disincentive for Company sponsored conservation programs. Although for purposes of today’s filing, we
have allocated the scheduled increases across all rate blocks, we reserve the right to propose rate designs
within rate classes as we implement the base delivery increases that occur every two years under the Rate
Plans. Specifically, we reserve the right to propose that the increase within each class be allocated to
individual rate elements such as the customer charge and initial blocks as long as the resulting rate design is
consistent with the embedded cost of service in Exhibit 5.
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Accordingly, the first page shows the revenue requirements by year through the entire
ten-year period. These results are detailed on the remainder of the exhibit. As explained,
the revenue requirements of KEDNY and KEDLI are reduced by the allocation of net
synergy savings to those Companies as shown page 1, lines 22 and 23 of Exhibit 8 for
KEDNY and Lines 24 and 25 of Exhibit 8 for KEDLI. Finally, Attachment 2 to Exhibit
6 provides a forecast of the values in the Balancing Accounts that will be used for
KEDNY’s and KEDLI’s reconciliations over the Rate Plan period.

4. Comparison to Stand-Alone Revenue Requirements
Forecast

The significant economic benefits of the Transaction and Rate Plans can be
quantified by summing the values of the net synergies, gas supply savings, and avoided
costs associated with the merger. However, this does not capture .all of the benefits
associated with the Transaction and proposed Rate Plans. The longer-term planning
horizon under the Rate Plans allows us to operate the combined companies more
efficiently. Costs can be managed with operating plans that extend over longer time
frames. Because rates are determined, management is focused on the business, rather
than rate cases. All of these features allow us to meet our obligations to provide reliable
and safe service, control costs, and produce synergies throughout the entire ten-year
period of the Rate Plans.>’

The proposed Rate Plans delay and reduce substantially the revenue requirements
that would otherwise be required absent the Transaction. On a stand-alone basis, we

project that KEDNY and KEDLI would require significant rate increases over the next

%% As the Commission states in its Case 92-M-1145 Order: “Multi-year settlements have proved to be a
valuable approach to establishing a longer-term regulatory framework. It has enabled companies to
develop longer range plans and reduced Commission micro-management, a necessary development given
the competitive transitions.”
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ten years. These rate increases are moderated under the Rate Plans. The synergy savings
reduce and stabilize rates. The gas supply savings reduce gas costs. Base rate increases
and LDAC increases to recover deferrals are limited to approximately one half of the rate
of inflation over the term of the Rate Plans. Base delivery rates to customers are
established for an additional ten years. KEDNY’s and KEDLI’s remarkable record of
stable delivery rates is extended. The Transaction will have provided customers with
substantial economic benefits in the form of established rate paths for both KEDNY and
KEDLI.
5. Other Terms and Conditions of the Rate Plans

The Rate Plans also update the other terms and conditions of the current KEDNY
and KEDLI settlements. The detailed terms and conditions are set forth in Exhibit 6. As
set forth in detail in that Exhibit, the Rate Plans adjust the level of margins from
temperature controlled sales to the average of the last three years and reconcile for any
margins above or below the averages in KEDNY’s and KEDLI’s Balancing Accounts.
Degree day reference points in the weather normalization mechanisms are also adjusted
to reflect more current data. Cost of removal is charged to the depreciation reserve,
rather than operation and maintenance expenses, on the effective date of the Rate Plans.
KEDNY’s and KEDLI’s Balancing Accounts are also modified as described above. As
explained earlier, the deferrals in the Balancing Accounts are recovered through non-
scheduled LDAC adjustments only when the actual balances in the Balancing Accounts
deviate from forecast levels by more than $50 million for KEDNY and $25 million for

KEDLI. No increases in the LDAC are allowed in the first two years of the Rate Plans,
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and thereafter unscheduled increases associated with these LDAC adjustments are limited
to 2.5 percent in any given year.

In addition, the Rate Plans provide for earnings sharing throughout the ten-year
period in the event that we outperform our synergy targets or produce better than forecast
earnings for any other reason. Specifically, KEDNY and KEDLI will review their
cumulative earned retumn after years four, seven, and ten of the Rate Plans, and, if the
cumulative earnings over those periods exceed 11.75 percent but are less 14.0 percent,
KEDNY or KEDLI will credit 50 percent of the cumulative earned return in excess of
11.75 percent to customers through the Balancing Account. In the event that the
cumulative earned return falls between fourteen percent and sixteen percent, KEDNY or
KEDLI will credit 75 percent of the earnings above fourteen percent to customers
through the Balancing Account. If the cumulative earned return exceeds sixteen percent,
ninety percent of the earnings over sixteen percent will be credited to customers through
the Balancing Account.*

Finally, we propose to include provisions that allow for re-opening the
Rate Plans in the event that circumstances change and the Plans are no longer working to
provide reasonable rates to customers or a reasonable level of financial integrity to the
Compantes. Under the re-opener provisions, KEDNY and KEDLI may file for new rates
at any time during the Rate Plan period, but if they do receive an increase they may not
include any allowance for the retention of net synergy savings in the cost of service.

Thus, if further rate relief is required beyond the terms of the Rate Plans, the Companies

“0 The calculation of the earnings used for earnings sharing is set forth in Exhibit 6, and includes the actual
costs that are experienced by the Companies over the Rate Plans, subject to specific adjustments, plus a
cost of service allowance equal to 50 percent of the net synergy savings that are retained to support the
costs of the acquisition.
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lose the right to retain synergy savings. Correspondingly, other parties may seek to re-
open and lower rates during the Rate Plans, but in that case the affected Company would
be allowed to include a full, 100 percent retention of net synergies in its cost of service.

IV.  Service Improvements

A. Competitive Opportunities

The Rate Plans also include several programs designed to enhance service and
promote the Commission’s policy objectives. As discussed above, supply and billing-
related costs will be unbundled using the embedded cost of service in Exhibit 5 to
provide accurate price signals to customers evaluating whether to migrate to ESCos. In
addition, KEDNY proposes to implement purchase of receivables and ESCo referral
programs, called “New Choices” on Niagara Mohawk’s system, as soon as information
system improvements allow. All of these programs are intended to move the markets
forward and provide additional supply choices and hedged price offerings to KEDNY’s
and KEDLI’s gas delivery customers.

B. Demand-Side Management Programs

We are also proposing to implement new demand-side management programs
based on National Grid’s and KeySpan’s award winning conservation programs in New
England.*' These programs will help customers address the higher cost of natural gas
supply by using the fuel more efficiently. The goal is to provide the same level of
comfort or service with less natural gas. Specific programs will also be targeted to low-
income customers, who are especially harmed by increases in natural gas commodity

prices. These demand-side programs will be phased in over time from the effective date

“ KEDNY and KEDLI described these programs and their benefits in their joint comments filed October
17, 2005 in Case 05-M-0090, Systems Benefits Charge I1I.
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of the Rate Plans to a budget of $20 million for KEDNY and $10 million for KEDLI. In
the event that the Commission determines that the programs should be implemented
through NYSERDA, KEDNY and KEDLI propose to engage in a collaborative approach
with NYSERDA and other parties to design, implement, and manage effective programs
and outreach and marketing efforts.

Regardless of the means for delivering the conservation programs, utilities
typically face an economic disincentive to implement energy efficiency programs
because the reduction in consumption adversely affects margins. Resolving this
disincentive should be a key step in the implementation of the demand-side management
programs proposed in this filing. The Commission has issued a notice on this issue on
June 26, 2006.* We intend to address this issue with the parties in the discussions on our
filing. There are several tools available to mitigate the disincentives associated with lost
revenue—rate design modifications, revenue decoupling, lost revenue recovery, and
incentives designed to replace lost margin while encouraging energy efficiency programs
for customers. We will work with all parties to design a fair, efficient, and effective
program that eliminates the current disincentives and facilitates the efficient use of
natural gas by our customers.

Our initial proposal will be to address the problem through a combination of
incentives and revenue de-coupling or revenue reconciliations. Specifically, we propose
to include incentives in the demand-side programs that we implement in a similar fashion
to those used in New England. We also proposé to reconcile the revenues recovered
under the LDAC, because the costs recovered through that mechanism are uncontrollable

and do not vary with growth in deliveries. This approach reduces the effect of reductions

%2 Cases 03-E-0640 (electric disincentives) and 06-G-0746 (gas disincentives).
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in the Companies’ usage per customer. Although we do not propose any specific rate
designs in the Rate Plans, we reserve our right to address the underlying rate design by
allocating the bi-annual increases within individual rate classes to the customer charge
and head block, when supported by our embedded cost of service. By using a
combination of approaches, we can lower the disincentive to conservation without
creating significant cost impacts for customers.
C. Low-Income Programs

The needs of low-income customers will also be addressed through increased
discounts for up to 60,000 customers eligible for the Low Income Heating Assistance
Program in KEDNY s service territory and the introduction of a low-income discount
program for up to 30,000 customers in KEDLI’s service area. Specifically, we propose
to increase the low-income discount from the customer charge in KEDNY’s rates to
$3.50 per month for non-heating customers and $7.50 per month for heating customers,
and implement low-income discounts for KEDLI at the same levels. In addition, we
propose to develop conservation programs targeted to low-income customers. These
customers have been severely affected by the dramatic increases in energy prices, and
thus we intend to focus additional economic benefits on them.

D. Service Quality Standards

KeySpan’s existing service quality metrics will be maintained throughout the Rate
Plan period. In the customer service area, KEDNY and KEDLI both currently have
standards for the level of customer complaints to the Commission, and the level of
customer satisfaction as measured through a monthly contractor survey. These will be

maintained.
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Similarly, in the area of safety and reliability, both KEDNY and KEDLI have
standards governing responses to one-call notices, responses to gas leaks and gas odors,
and maintenance of leak backlogs. These will also be maintained.

E. Infrastructure Enhancements

In addition to maintaining KeySpan’s high standards of service quality, we intend
to expand the bare steel pipe replacement program on Long Island. Specifically, we will
target an additional twenty miles per year to KEDLI’s three year historical replacement
program on Long Island. The objective will be to enhance the reliability and safety of
natural gas deliveries to our customers over the next ten years.

V. Commitments and Approvals for Implementing Actions

As indicated at the outset, the implementation of the merger requires a finding by
the Commission that the Transaction is in the public interest. As described above, the
merger will generate significant savings for utility customers throughout New York, and
for KEDNY and KEDLI, these savings will be translated into Rate Plans that continue
KeySpan’s outstanding record of providing quality service at reasonable delivery rates.
In this section of the Petition, we make certain finance, accounting, and operational
commitments and request approvals for actions that will allow the combined companies
to operate efficiently once the merger has closed.

A. Accounting for the Transaction

If approved and completed, we would propose that the purchase method of
accounting be used to record the Transaction. Under Generally Accepted Accounting
Principles (“GAAP”) for purchase accounting, the purchase price for KeySpan

Corporation, together with transaction costs, is allocated to each of its subsidiaries. The
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assets of the acquired companies are generally restated to their fair value and goodwill is
recorded on the acquired company’s accounts .*> The premium will be pushed down and
allocated among KeySpan Corporation and its subsidiaries in accordance with a fair value
study. Recording this premium on the books of the acquired companies is consistent with
Securities and Exchange Commission guidance, GAAP,* and the Commission has
approved it for other acquisitions, including National Grid’s acquisition of Niagara
Mohawk.*’

Goodwill will not affect rates. KEDNY’s and KEDLI’s rate base will continue to
reflect the pre-merger net book values of their plant. Rather than being allocated to
specific assets, the goodwill for the Companies will be recorded as an intangible asset
and equity on their balance sheets.*® Under the Rate Plans, goodwill 1s proposed to be
excluded from rate base and the earnings base in the Earnings Base/Capitalization
analysis, and rates to customers will continue to be based on the net book value of
KEDNY’s and KEDLTIs assets. In addition, KEDNY and KEDLI propose to adopt an
imputed capital structure for ratemaking that is consistent with those approved for other
stand-alone utilities by the Commission for the purpose of setting rates. As a result, the

goodwill associated with this Transaction will have no effect on KEDNY’s or KEDLI’s

“ According to the Financial Accounting Standards Board (*FASB”), goodwill is not amortized against
earnings. Instead, goodwill reviewed for impairment and written down and expensed only in a period in
which the goodwill’s recorded value exceeds its fair value.

* See FASB Statement No. 141.
“See Case 01-M-0075 Order.
“ Pension and OPEB trusts will be revalued to current market values with gains or losses amortized over

the ten-year period of the Rate Plans, consistent with the Statement of Policy. A description of the
treatment of these issues is included in Exhibit 6, Attachment 3.
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rates, revenue requirements, or the earnings calculated for regulatory purposes during the
period of the Rate Plans.
B. Financing the Transaction

The Transaction will not adversely affect KEDNY’s or KEDLI’s financial
integrity.*” The goodwill allocated to KEDNY and KEDLI will be reflected as equity on
their balance sheets. The debt used to finance the Transaction will be raised at the
holding company level of National Grid, and will not be reflected on the books of
KEDNY or KEDLI. The Transaction is planned to be financed by about $7.3 billion of
borrowings, but those borrowings will be made at the parent company level.

The funds will be raised by the parent company, and the debt will not be pushed
down to the KeySpan operating companies. As a result, neither KEDNY nor KEDLI will
have any acquisition-related debt on their books as the result of the Transaction. Neither
KEDNY’s nor KEDLI’s assets will be pledged to secure either the bondholders or
National Grid USA. Because KEDNY’s and KEDLI’s current bondholders will continue
as creditors of those Companies under the existing terms and conditions of the KEDNY
and KEDLI bond indentures, their security will not be adversely affected by the
Transaction. Finally, dividend payments by KEDNY and KEDLI will be limited to the
unappropriated retained earnings, unappropriated distributed earnings, and accumulated
other comprehensive income of KEDNY and KEDLI just before the merger is

consummated, plus the income available for common dividends that is generated after the

*7 Statements of Financial Condition for both KEDNY and KEDLI are included in Appendix 8. That
Appendix also includes a demonstration of gas supply adequacy for the Companies.
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Transaction has closed.*® Together these commitments will assure that KEDNY’s and
KEDLTI’s financial integrity is maintained after the merger.

This approach has been used in National Grid’s prior acquisitions in the United
States, including Niagara Mohawk. In general, the acquisitions have increased the equity
in the capital structure and reduced the debt leverage of National Grid’s utility
subsidiaries in the United States, improving their financial position. This effect and the
broader access to capital through National Grid have enabled Niagara Mohawk to
increase its bond ratings by two notches since its acquisition by National Grid. The bond
ratings of National Grid’s utility subsidiaries in the United States and the announcement
upgrading the rating of Niagara Mohawk are included in Appendix 10.

C. Implementation of a Money Pool for Regulated Companies

Following the merger, KEDNY and KEDLI will be given access to the financial
resources of the broader National Grid plc group through the National Grid USA money
pool. As part of this transaction, we are committing to create two money pools—the first
will be used only by regulated utilities in the combined system, together with National
Grid USA (the “regulated utility money pool”),* and the second will be used for the

unregulated companies on the KeySpan and National Grid USA systems. The details of

8 As shown on Appendix 9, the unappropriated retained earnings of each company, the unappropriated
undistributed subsidiary eamings of KEDNY, and accumulated other comprehensive income will be
restated and reflected as paid-in capital. The accounting entries for this aspect of the Transaction on the
books of KEDNY and KEDLI, assuming the transaction closed on December 31, 2005, are also shown on
Appendix 9. Because restrictions on the payment of dividends from paid in capital could limit the
flexibility of KEDNY and KEDLI to pay dividends from these unappropriated retained earnings,
unappropriated undistributed earnings, and accumulated other comprehensive income that were accrued on
KEDNY’s and KEDLI’s balance sheet on the date prior to the consummation of the merger, we are making
clear in this Petition that KEDNY and KEDLI retain the ability to pay dividends up to an amount of
retained earnings on the books as of the date of the merger.

* Until their functions are assumed by the National Grid USA Service Company, KeySpan Corporate
Services LLC and KeySpan Utility Services LL.C will also participate in the regulated money pool.
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the proposal are set forth in Exhibit 11, along with other commitments on corporate

structure and affiliate rules.

The regulated utility money pool will provide KEDNY and KEDLI with access to
the financial resources of National Grid USA and (through National Grid USA) National
Grid plc. Under the regulated utility money pool, the regulated utility companies may

lend money to the money pool and borrow from it. However, National Grid USA will

~lend funds to the operating utility companies only, and will not borrow from the pool.

This constraint assures that the regulated utility companies do not use their credit to
support borrowing by either the holding companies or the unregulated operations of the
National Grid system. Lending by National Grid USA to the regulated companies will be
at the lowest available rate. As a result, KEDNY and KEDLI will have broader access to
capital at very attractive rates. We intend to implement the restructured money pool upon
the receipt of requisite regulatory approvals and when it can be implemented efficiently
on the system. We are asking the Commission to approve the action in this Petition.

D. Request for Approval of Corporate Standards and Affiliate
Transactions

The remaining approvals requested in the Petition are also included in Exhibit 11.
That Exhibit sets forth rules governing affiliate transactions, commitments on dividend
limitations and the allocation of goodwill, cost allocation procedures, access to books and
records, and audits by the Commission and DPS Staff.

The Exhibit also sets forth rules on the service company and its cost allocation
methodology. Specifically, the Exhibit allows the use of a single service company for the
combined National Grid USA and KeySpan Corporation systems, and moves to the

approved allocation methodology of KeySpan for the billing of the service company
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costs. With regard to both the combination of service companies and the use of KeySpan

allocators, National Grid intends to implement the actions when they can be implemented
efficiently and following regulatory approvals that may be required in other jurisdictions.
We are requesting approval of the Service Company reorganization and the use of the

KeySpan allocations in this Petition.

The service companies also intend to adopt consistent cost allocations when the
allocations can be efficiently implemented after the Transaction is consummated.
National Grid USA’s service company today allocates general service company costs that
are not subject to a more precise allocator on the basis of the operating and maintenance
expenses of the subsidiaries. This allocator was adopted after the divestiture of the
system’s generating facilities, and reflects the homogenous operations across the system.
In contrast, KeySpan allocates these general service company costs using a three-point
formula, based on revenues, investment, and operating and maintenance expenses.50 The
three-point formula produces an allocator that is more indicative of the relative size and
complexity of the various entities to which costs are allocated, and is appropriate given
the broader spectrum of businesses that would be included in the combined company. To
implement the change in National Grid USA allocators, we may require the approval of
the Commission and regulators in our other states, as well as FERC. Although this
Petition requests the Commission’s approval of the KeySpan allocation method, the
change may be subject to the approval of our other regulators as well. If approved, the

change in allocators would apply to Niagara Mohawk as well as the KeySpan companies.

%0 KeySpan allocates costs based on the three point formula only when costs are neither directly charged
nor allocated using an allocation more directly linked to cost causation. We propose to adopt this
methodology as well.
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The change would be implemented when the systems are in place to accommodate the

new allocations.

Exhibit 9 also sets forth standards for transferring assets and employees, and
standards related to unregulated services and affiliate transactions. In addition, the
Exhibit provides regulatory approval under Sections 69 and 70 of the Public Service Law
to transfer property to affiliates and with a value less than specified dollar limits without
further action by the Commission. This grant of authority will facilitate the combination
of operations following the Transaction and allow us to realize the synergy savings that
we have shared with customers in the Rate Plans. We are also requesting a change in the
fiscal years for the KeySpan companies to match the year ended March 31 that is used for

the National Grid companies.

All of these commitments and approvals are intended to assure the efficient and
effective operation of the combined companies after the Transaction is closed. However,
it is important to note that the integration team is in the initial phases of its work, and is
likely to develop several other recommendations for operating the combined companies
better and more efficiently—that is its charge. These ideas may in turn require additional
approvals by the Commission or commitments by the Companies. For that reason, the
Companies reserve the right to amend the Petition and the provisions of Exhibit 11, when
necessary to implement these new ideas. In the meantime, we are requesting the
Commission to approve the provisions set forth in Exhibit 11.

E. Request for a Finding of No Significant Environmental Impact.
Appendix 11 contains an environmental assessment for the Transaction and provides

documentation supporting the Commission’s finding that the Transaction will not have a
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significant adverse impact on the environment. Under the State Environmental Quality
Review Act (“SEQRA?”), a transfer of stock does not meet the definitions of either Type I
or Type II actions as set forth in 6 NYCRR, Part 617. Such a transfer is, therefore,
properly classified as an “unlisted” action, which allows for the submission of a short-
form Environmental Assessrﬁent Form (“EAF”) pursuant to 6 NYCRR, section 617.20.

It is anticipated that there will be no change in the operation of KeySpan Corporation or
its affiliates that would result in a significant effect on the environment. Petitioners
request that the Commission issue, pursuant to SEQRA, a determination of non-

significance for the proposed Transaction.

F. Draft Notice under the State Administrative Procedures Act, and
Proposal for Technical Sessions on this Petition

Appendix 12 to the Petition includes a draft form of notice under the State
Administrative Procedures Act associated with this Petition. To provide interested
parties with a better understanding of our filing, we are also suggesting a series of
technical sessions that we will set up in the near future. At the technical sessions, we
hope to explain our proposals, respond to questions, and begin a collaborative process
among interested parties on the issues presented by this Petition and the proposed Rate
Plans for KEDNY and KEDLI. We believe that the issues can be.resolved by a
collaborative and a consensus that meets all regulatory and legal requirements and
permits KEDNY’s and KEDLI’s customers to enjoy the significant and long-term
benefits of the proposed merger. We have not included a formal filing of tariff revisions
to provide adequate time and opportunity to engage in this collaborative effort. To
facilitate that effort, we are requesting the Commission to provide the parties with an

opportunity to convene discussions in an attempt to reach a joint proposal on the Petition
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and the Rate Plans proposed for KEDNY and KEDLI. We will periodically report to the

Commission on the progress of these discussions, and will request a more formal

procedure to address issues and comply with technical legal requirements in the event

that such a procedure is appropriate.

CONCLUSION

For the reasons set forth above, the Commission should find that:

(1)

@)

€)

4

©)

(6)

(7

the Transaction is consistent with the public interest and is authorized
under Sections 70, 99, and 100 of the Public Service Law;

the determination and allocation of synergy savings is reasonable and
approved for KEDNY, KEDLI, and Niagara Mohawk under its rate
plan;

The Rate Plans are reasonable and should be implemented,;

KEDNY and KEDLI may participate in the utility money pool as
borrowers and lenders under the conditions described in this Petition;
the corporate structure and affiliate standards set forth in Exhibit 9 are
reasonable and approved and the associated accounting, finance, and
allocation approvals requested in that Exhibit are approved for the
combined KeySpan and National Grid systems; and

The Transaction will have no significant adverse effect upon the
environment; and

Grant such other waivers and relief as may be required to implement

the Transaction proposed in this proceeding.
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STATE OF NEW YORK
PUBLIC SERVICE COMMISSION

JOINT PETITION OF NATIONAL GRID, pic,
NATIONAL GRID USA, NIAGARA MOHAWK
POWER CORPORATION, KEYSPAN
CORPORATION AND ITS JURISDICTIONAL
SUBSIDIARIES FOR APPROVAL OF (1) THE : CASE 06-
ACQUISITION BY NATIONAL GRID, plc OF THE
STOCK OF KEYSPAN CORPORATION, AND
(2)OTHER REGULATORY AUTHORIZATIONS

VERIFICATION

Lawrence J, Reilly being duly swom according to law, upon his/her oath, deposes
and says:
1. I am Executive Vice President and General Counsel of National Grid, USA, and
am authorized to make this Verification on behalf of National Grid, USA.
2. I have read the contents of the foregoing Joint Petition and hereby verify that the

statements therein contained are true and accurate to the best of my knowledge, information and

o,

<

belief.

Swomn to and subscribed before me
this |8 day of 3 Wl  2006.

&Mm ¥ G:»>4

SNotary Public
SUSAN A. COSTA
Notary Public
Commonwsalih of
My Commission
March 21,
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(2JOTHER REGULATORY AUTHORIZATIONS

VERIFICATION

Joseph Bodanza, being duly sworn according to law, upon his/her oath, deposes

and says:

1. I am Senior Vice President of KeySpan Corporation, and am authorized to make

this Verification on behalf of KeySpan Corporation.

2. I have read the contents of the foregoing Joint Petition and hereby verify that the

statements therein contained are true and accurate to the best of my knowledge, information and

ety

belief.

Sworn to and subscribed before me

this |3 day ofgg_‘q, 2006.

M @ Got,

Publig;; i 4, cosTa
Notary Public
Commonwsatth of Massrchuxstis
My Commission Expires
Merch 21, 200
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Exhibit 1
Page 1 of 17

. Executive Summary

The merger of National Grid and KeySpan (the Companies) will produce significant cost
savings. The purpose of this document is to:

e Provide an estimate of the potential savings and costs to achieve

e Describe the post-merger planning initiative underway 1) to establish how the
Companies will operate in the future and 2) to develop more detailed estimates of

merger savings and costs

Estimated Savings and Costs

During the period March - July 2006, Mercer Management Consulting: 1) identified areas with
potential savings or costs to achieve, 2) reviewed relevant data and information, 3) developed
operating and financial assumptions about the merger, and 4) estimated potential savings and
costs. Merger-related savings are typically derived from the integration of various corporate
functions, cost avoidance, improved utilization of assets and employees, and taking advantage of

economies of scale.

Mercer estimated annual “steady-state” savings at approximately $125 million (in $2007). In its
two previous mergers (with Niagara Mohawk and Eastern Utilities Associates), National Grid
was able to achieve savings that exceeded the original estimate of synergy savings. If National
Grid and KeySpan are able to identify and achieve an additional 1/3 to 2/3 of savings (above the
$125 million in annual savings), then annual total savings will be in the $165 million to $ 210
million range. At the time that the merger was announced, the Companies estimated total savings

at $200 million a year.

In other transactions reviewed, the estimated cost to achieve was in the range of 2.0-2.7 times
annual savings. Assuming annual savings of $200 million dollars and a 2.0 times cost to achieve,
then the total cost to achieve will be $400 million. Over the following months, the integration
team will address cost to achieve and be able to produce a better estimate of the costs that will

ultimately be incurred.

Additional details of the synergy analysis are presented in Section II (a narrative discussion) and
Attachment 1 (the financial model results).

Mercer Management Consulting
Page I-1
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Post-Merger Integration Planning Initiative

This initiative, described in more detail in Attachment 2, has the overall objective of developing
the organizational design, approaches and processes for the combined companies, as well as
developing more detailed estimates of savings and costs. Key elements of the initiative include:

® Broad participation across the companies: More than 200 National Grid and
KeySpan executives, managers and staff are involved in this effort. A Joint Senior
Management Steering Committee is charged with setting the overall direction for the
planning efforts and, ultimately, making decisions on how the post-merger business
will be managed and operated. The Committee includes Steve Holliday, the Group
Chief Executive designate of National Grid; Michael Jesanis, the President and CEO
of National Grid USA; and Robert Catell, the Chairman and CEO of KeySpan. Day-
to-day responsibility for managing the initiative resides with Kwong Nuey of
National Grid and John Caroselli of KeySpan.

e A proven approach: This initiative will use an approach similar to the ones
successfully used in the previous Niagara Mohawk and EUA mergers. Nine “Tier 1”
functional teams organized around the major utility functions (e.g., T&D operations,
customer service, and information technology) have been created. These teams are
responsible for understanding current National Grid and KeySpan approaches and
processes; designing recommended approaches and processes for the future; and
developing detailed estimates of potential merger savings and costs to achieve.

“Tier 2” subteams that will focus on specific parts of the nine functions have also
been created. For example, the Customer Service Team includes subteams
responsible for specific areas such as call center, meter services, and billing. At this
point, approximately 90 subteams have been identified within the structure of the nine

functional teams.

® A focus on identifying and achieving savings: These teams have been charged with
conducting detailed analyses to identify savings across the combined companies. The
teams will also be responsible for developing detailed implementation plans to ensure
that identified savings are realized.

The initiative began in April 2006 and we expect that estimates of savings and costs will be
available to the Commission in October 2006.

Mercer Management Consuiting
Page I-2
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ll. Estimated Synergy Savings

During the period March — July 2006, Mercer Management Consulting developed an estimate of
synergy savings using Mercer’s merger-related financial model. Annual “steady-state” savings
were estimated at approximately $125 million (in $2007). The remainder of this chapter
discusses the synergy savings analysis and is organized into the following sections:

Summary of Personnel and Non-Personnel Savings
Personnel Savings

Information Systems Savings

Supply Chain Savings

Facilities Savings

Administrative and General Savings

Comparisons with Other Transactions

Cost to Achieve

Attachment 1 provides year-by-year estimates of synergy savings.

Summary of Personnel and Non-Personnel Savings

As illustrated in Attachment 1 to this document, the ten-year savings have been classified into
five components:

Personnel savings: related to position reductions in A&G; customer, and
transmission and distribution functions

Information systems savings (non-personnel): related to integration of applications;
mainframe, network, midrange/server, and PC/workstation operations; projects; and
telecommunications

Supply chain savings (non-personnel): related to lower costs for materials,
equipment, and contractor services; reductions in inventory and vehicles

Mercer Management Consulting
Page 1I-3
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o Facilities savings (non-personnel): related to the closing or consolidation of

facilities, including office space

® Administrative and general savings (non-personnel): related to cost reductions in
A&G overheads, advertising, association dues, corporate governance (i.€.,
shareholder services and board fees), financing costs and fees, insurance, and

professional services

The level of estimated savings (in nominal dollars) in each component and the bases for the
estimates are discussed below. Annual and ten-year savings figures shown below are taken from

Attachment 1, page 1.

Personnel Savings

Personnel savings of approximately $72 million annually (in 2009, the first year in which 100%
of savings are achieved) and $699 million over the ten-year period were estimated using the

following process:

e National Grid and KeySpan provided databases of current personnel and Mercer
assigned each employee to one of the functions listed in Exhibit II-1 below.

Exhibit II-1

Staffing Functions

A&G Functions

Purchasing and Material Management (excluding Storeroom
Personnel)

Human Resources

Finance, Accounting, and Planning
Information Services and Telecommunications
External Relations

Legal

Administrative and Support Services (excluding Storerooms,
Transportation, Real Estate, and Facilities Maintenance)

Executive Management

Customer Functions

Retail Marketing and Sales

Customer Service

Transmission and Distribution Functions

Electric Operations — Field

Electric Operations — Office and Support
Gas Operations — Field

Gas Operations — Office and Support

T&D Shared Services (Storerooms, Transportation, Real
Estate and Facilities Maintenance)

Within these functions, employees were also assigned to specific sub-functions. For
example, within Customer Service, an employee could be assigned to meter reading,
customer inquiry, credit and collections, or another sub-function. The use of a common

Mercer Management Consulting
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format (Mercer’s function and sub-function classification) allowed for an “apples-to-apples”
staffing analysis.

Second, the number of positions that could be eliminated as a result of the merger was
estimated. The magnitude of the reduction in each sub-function was based upon
identified duplication or redundant activities; the expected degree of integration;
potential changes in policies or practices; and any incremental workloads that would

result in that area.

Third, savings were calculated based on the number of personnel reductions times an
average compensation per reduced position. Compensation includes base
compensation (wages or salaries) and benefits. Benefits included such items as
pension plans, medical insurance, life insurance, savings (401k) plans, and payroll

taxes.

National Grid and KeySpan have a combined 15,690 pre-merger personnel providing electric
and gas delivery (as shown in Exhibit II-2).

National Grid has 8,389 pre-merger positions in the A&G, customer and electric and gas
T&D functions.

KeySpan has 7,301 pre-merger positions in the A&G, customer and electric and gas T&D
functions; this figure excludes personnel in the generation and unregulated businesses.

The 7,301 KeySpan figure includes personnel who provide services to Long Island Power
Authority under the Management Services Agreement. KeySpan has 1,180 positions in
electric operations (T&D field, office and support positions). In addition, a portion of
KeySpan’s A&G, customer and shared services organizations (e.g., fleet maintenance)
support the LIPA electric business.

Total position reductions were estimated at 624, or approximately 4.0% of the 15,690 combined

positions. These reductions consist of 522 A&G, 55 customer and 47 T&D positions, as shown
in Exhibit II-2. At this point, no decisions have been made as to which reductions will come
from current National Grid positions or KeySpan positions.
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Exhibit 1I-2

Position Reductions

A&G Customer T&D Total
National Grid Positions 1,175 1,505 5,709 8,389
KeySpan Positions 1.104 1,660 4,537 7301
Combined Positions 2,279 3,165 10,246 15,690
Estimated Reductions 522 55 47 624
Reduction as a % of 22.9% 1.7% 0.5% 4.0%

Combined Positions

As shown above, the percentage reductions in the A&G functions are significantly higher than
the percentage reductions in the customer and T&D functions. The relative difference reflects
the fact that_corporate or administrative functions offer greater opportunities for savings than do
“field” functions, such as line maintenance and construction. The opportunity to reduce non-
A&G positions is also limited by 1) the mostly non-contiguous nature of the National Grid and
KeySpan service territories and 2) the differences in their relative electric and gas customer mix.

Personnel (as well as non-personnel) savings are also limited by the fact that KeySpan and
National Grid have controlled growth in operation and maintenance and administrative and
general expenses through 1) achieved efficiencies from prior mergers and acquisitions and 2) the
implementation of various cost control and efficiency initiatives.

Information Systems Savings (Non-Personnel)

National Grid’s data center is located in Syracuse, New York; KeySpan’s data centers are
located in Melville and Hicksville, New York. Applications (corporate customer and T&D
operations) have limited overlap at this time.

Estimated merger savings were based on the following assumptions: the combined companies
will consolidate corporate applications, architectural platforms and data center operations, but
will continue to maintain separate operating environments for customer and T&D applications.

Savings from a reduction in IS personnel was discussed earlier. Non-personnel savings due to
the partial consolidation of IS operations result from the consolidation of licenses and other
operating expenses, and the reduction of recurring capital costs. Non-personnel IS savings were
estimated at approximately $21 million annually (in 2009) and $328 million over the 2007-2016

period.
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Supply Chain Savings (Non-Personnel)
Cost savings in supply chain can potentially occur in the following areas:

e Lower prices paid for materials, equipment and contractor services, based on greater
purchasing leverage and the potential for more standardization and vendor

consolidation

e A reduction in inventory, based on the consolidation of storerooms and a sharing of
spare parts

e A reduction in the number of vehicles or in the cost per vehicle

Supply chain-related savings were estimated at approximately $18 million annually (in 2009)
and $227 million over the ten-year period.

Procurement savings on materials and equipment were estimated at approximately $15 million
annually, based on an estimated 3% reduction in the cost of combined annual purchases.
Merger-related savings for contractor services were estimated at approximately $2 million
annually, based on an estimated 2% reduction in the cost of KeySpan’s purchases.

Potential synergy savings related to the reduction of inventory or vehicles were not identified in
this study.

Facilities Savings (Non-Personnel)

National Grid and KeySpan will continue to have significant headquarter presence in New York
and New England. At this point, no decisions have been made about closing or reducing any of
the current headquarter locations. However, with the reduction of personnel, particularly A&G-
related staff, facilities savings will occur with estimated savings at $6 million annually (in 2009)
and $58 million over the ten-year period.

Administrative and General Savings (Non-Personnel)

We identified the following seven potential areas of cost savings: A&G overheads; advertising;
association dues; corporate governance (i.e., shareholder services and board-related costs);
financial fees; insurance; and professional services.

Savings of approximately $22 million annually (in 2009) and $233 million over the 2007-2016
period million were estimated. Savings estimates for each of the seven areas are discussed

below.

Mercer Management Consulting
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Estimated A&G overhead-related merger savings of $5 million annually (in 2009) and $52
million during 2007-2016 were identified. A&G overheads include expenses for office supplies,
publications, personal computers, and other miscellaneous expenses. We estimated overheads at
$7,500 per employee (in 2007 dollars) and multiplied this figure times the number of position

reductions to estimate annual savings.

Savings in the advertising area were estimated at $2 million annually (in 2009) and $18 million
over the ten-year period. Savings will result from an elimination of duplicative costs, but
differences in service territory (and media markets) will limit the savings in the merger.

Association dues-related savings of $1 million annually (in 2009) and $8 million over the ten-
year period were identified.

Merger savings related to a reduction in corporate governance costs were estimated at
approximately $3 million annually (in 2009) and $32 million over the 2007-2016 period.
Savings related to shareholder services result from the elimination of duplicate activities and
costs, such as preparation of the annual shareholders’ report. Additional savings result from the
elimination of director fees and expenses for one company.

Merger savings related to financing costs and fees were estimated at approximately $2 million
annually (in 2009) and $17 million over the ten-year period, based on a reduction in the required
lines of credit and therefore, the line of credit fees for the combined company.

Merger-related insurance savings were estimated at approximately $2 million annually (in 2009)
and $22 million over the ten-year period. Savings were based on expected reductions in property
and liability coverage premiums; reductions in directors and officers insurance premiums; and
reductions in brokerage fees (due to the consolidation of insurance purchasing).

Merger-related savings for professional services were estimated at $8 million annually (in 2009)
and $84 million over the ten-year period. Professional services savings result from the
elimination of duplicative efforts in areas such as external auditing, legal support, legislative
services, and general consulting. The savings were based on an approximate 10% reduction in
KeySpan’s stand-alone, annual professional services costs.

Comparison with Other Transactions

Mercer compared the percentage reductions in personnel in this merger (4.0%) with the
reductions in synergy studies for other mergers. We would expect the percentage reduction in
this merger to be at the lower end of the range, given the non-contiguous nature of the National
Grid and KeySpan service territories and differences in their relative electric and gas customer

miX.
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In addition, in this study, we did not address or include any position reductions in the electric
T&D field, office and support positions associated with services provided under the contracts
between KeySpan and LIPA. Those savings depend on the outcome of discussions with LIPA
on the continuation of the contracts. In the event the contracts are continued, synergy savings
associated with KeySpan’s services to LIPA will be fully considered by the integration teams in
their analyses. If we exclude both KeySpan’s and National Grid’s electric T&D personnel
(combined 5,752 pre-merger positions), consistent with the treatment of KeySpan services to
LIPA in the analysis, then the personnel reduction would be 6.3% (624 reductions divided by
9,938 positions), rather than 4.0%.

The 4.0% to 6.3% figures are relatively close to the estimated reductions in the Exelon-Public
Service Electric and Gas merger (5.2% of combined staffing); the Duke-Cinergy merger (5.5%);
the National Grid-Niagara Mohawk merger (5.6%); and the New York State Electric and Gas-

Rochester Gas and Electric merger (6.1%).

As indicated at the outset, the integration teams are now undertaking a comprehensive review of
operations for a more complete analysis of synergy savings. As part of their work, the teams will
also identify savings in three areas not included in this analysis---generation and energy supply,
electric T&D personnel, and unregulated services. Based on this extended scope and our
experience in prior National Grid USA mergers (in which the integration teams identified
significant savings above our estimates), we expect that the integration analysis will be able to
increase the estimate of savings from $125 million to $200 million on an annual basis.

Cost to Achieve
Cost to achieve merger-related savings fall into the following four categories:

e Transaction costs: primarily the fees paid to investment bankers for advice on the
merger transaction and to outside legal counsel for advice on the merger transaction
and support in regulatory proceedings

e Personnel costs: primarily the out-of-pocket costs incurred to achieve the reduction
in positions, e.g., voluntary or other severance packages; other costs including
retention payments to employees deemed necessary for a successful integration, as
well as relocation and retraining costs

e Transition costs: the costs incurred to integrate the two companies, e.g., support for
organizational redesign and process integration and for communications costs

® Information systems costs: the cost associated with integrating systems,
consolidating data centers, and connecting telecommunication networks

Mercer Management Consulting
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As discussed in Section I, cost to achieve is estimated at $400 million (2 times annual total
savings of $200 million). Over the following months, the integration team will address cost to
achieve and be able to produce a better estimate of the costs that will ultimately be incurred.
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Attachment 1
Summary of Estimated Synergy Savings

See Attached Excel Document
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10-Year Savings Summary

Exhibit 1
Savings Summary Page 12 of 17
in $000
2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 Total
Personnel Savings 13,583 41,942 71,979 74,254 76,593 78,997 81,468 84,009 86,621 89,305 698,750
Non-Personne! Savings
Information Systems 3,369 11,201 21,136 26,063 31,100 36,251 41,517 46,902 52,408 58,038 327,985
Supply Chain 3,088 9,871 17,763 20,207 22,706 25,262 27,875 30,547 33,279 36,073 226,671
Facilities - 3,681 6,273 6,414 6.558 6,706 6,857 7,011 7,169 7.330 58,000
Administrative and General 21,000 21,473 21,956 22,450 22,955 23,471 23,999 24,539 25,091 25,656 232,590
Total Savings 41,041 88,167 139,107 149,387 159,912 170,687 181,717 193,008 204,568 216,403 1,543,997
Before Cost to Achieve
Personnel Savings % 33% 48% 52% 50% 48% 46% 45% 44% 42% 41% 45%
Total Savings
07/19/2006 Confidential ‘
8:07 AM Page 1 of 1 Savings Summary




Attachment 2
Post-Merger Integration Planning Initiative

Objectives
Integration Team Structure

Integration Team Functional Structure and Tier-1 Leads

Integration Tasks and Schedule
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Objectives: National Grid — KeySpan merger integration

The primary objectives for the integration of National Grid and KeySpan will be to maximize the benefits of

the merger in a timely manner.
= “Keep the lights on and the gas flowing”; provide excellent reliability, service and safety

= “Keep the money coming in": execute revenue cycle activities well

» Provide a platform for operational excellence and additional growth
- Integrate processes, functions, systems and organizations wherever feasible

- Leverage “"better” and “best” practices as much as possible

Maximize synergy savings and achieve/exceed pre-merger estimates

= Achieve savings as soon as possible

Maintain or grow customer satisfaction and loyalty
Make the merger seamless and “invisible” to customers and regulators

Gain necessary approvals quickly

Treat employees fairly
Maintain and build employee morale and dedication; Attract and retain key employees

f'reate a expanded company that will lead the region:in fi nancnal performance and customer: servuce whlle

5o
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Integration Team Structure

The integration team structure is organized
around both cut-across initiatives and
functional teams.

Joint Senior Management
Steering Committee

Integration * Project management
Project Management * Metrics - savings, cost, and budget summaries
Cut-Across Initiatives Team * Timetable and milestones

+ Integration progress oversight

Communications
(Employee and
External)

Information

Organization,
Technology

Staffing & Culture

Regulatory Legal Finance g?:::;ﬁ; Internat Audit

+ Systems integration » Content and

« Resource management

* Regulatory strategy

* HR programs strategy

« Legal and regulatory

« Service company

« Day One facililies

+ Project oversight and

message planning integration and + Benefits and compliance allocations « Facility consolidation and compliance
* Infrastructure * Delivery or rofl-out coordination compensation design = Standards of conduct « Internal and external closure * Risk management and
integration planning + Corporate Identity « Re-staffing process and ethics reporting * Re-stacking buildings assurance
+ Strategic spending and + Execution « Organizationat « Records * Budget and cost * Process review
development « Corporate Identity integration management policies management (as appropriate)
« Cut-over strategy » Labor strategy integration
» Cultural integration
Functional Integration
| l | | | | | | |
Customer T&D Gas Generation & Shased Finance & Information Human Corporate
Service Operations Ciperations Energy Supply Serdces Accounting Technology Resources Services
Team Team Team Team Team Team Team Team Team
Examples - Call centers * Centrafized * Gas Distribution * Integration of * SCM integration * Integration of » T integration * HR policies, * Legal ]
of Hi gh- * Meter reading support services planning & ops electric (and * Process integration accounting, - Data center programs and * Internal Audit
standard * Engineering, « Engineering and gas) supply * Vendor strategy financial - Data network process * Investor relations
Impact » Billing planning, design design planning and + Contractual budgeting, + Help desk + Employee - Corporate secretary
Issues * Customer and construction » Construction & procurement commitments forecasting, relations * Ethics & compliance
Information System « Standards maintenance * Gas * Inventory cash manage- * Records Retention
* Products & services » Environmental & * Region/district transportation management ment, etc. * Communications
» Marketing safety policies mgmt, » Gas storage * Fleet coordination
« Account + Telecomm * Gas Storage . etc. * Facilities ~ External
management « Transmission management * Security ~ Employee
« Energy efficiency « Training * Training

m '+ NationalGrid e KeySpan 2
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| Integration Team Functional Structure & Tier-1 Leads 9

Natrona! Gnd
KeySpan T

-_ . _‘ C_lem Nadeau -~ -

Mike Kyle .

= Rick Murphy . "Coleen Ceriéllo

Pat Hogan

Partnar Annle Snodgress. ’ “dustin Heyman 2. " Justin Héyman * Scott Koren
- ,Contact Centers AT Electnc dlstn ution planning and - T& D.Operations' training .. |+ GasSupplyPlanning .- - -Supply Chain 1
-1+ Metering Services S| o design T _| - Storm and emergency ptanning "« Gas Transactions and Portfoho | f ' Procurement-’
. “Billing © s | - Substation englneenng and j - _Transmission Planning .. - .0 -l - Optimization _ ) L. - Inventory and mater!a
" Credit & Collections 7 substation constructionand .| +" Bulk System Control / Energy |+ Electric Supply Acqursrtuon & management : .
. Customer Strategy maintenance : _ management ', ‘| . Planning > - Warehousing and maten
~-|-+ Energy Managamen i + Regional Management - = - + : Trahsmission contracts data ~.: ]+ Electric Transactions (Unregulated logistics
[ ‘| © Marketing - N «.. Distribution Operations (Regxonal + exchange and billing . + Generation Operations ) + - = Accounts payable
 Sub-teams » " Sales & Account Managament " Control, dlspateh and trouble . -1~ Transmission line engineering, | - Generatton Environmental and . . g Investment recove
P -..,HVAC Sa|es& Servxce Busmess -“ieenter) : ‘. Safety. - ' Faciities -*

g Wi . constructron and marnte ance:
-/ Relay and protectlon 2 U :

- |+ .R&D" Asset Investment Strategy &.. . Real Estate & Property
‘s Vegetation management - * - | + " Safety - valiation. - - .|+ Fleet -
" Third party attachments ' Customer choice program o Envrronmental
- % e : * . management , & .- Corporate secunty
s : . System Control . - ; .
: . Gas and Electric Rate N

Middle & Back Office”

'Abhi Bhuchar | i Monica Chase,
. GenéréiAbcountmg |Tstrategy"';" [ Compensatron and bene{ts B K Legal . .. Assat Management -a
I » . Plant Accounting . IT palicies - -, . . i B lntemalAudtt = » System Operatlon&Contro|
K . Revenue_Accountmg' .| - infrastructure planmng and -strategy " Corporate secretary + Field Operations ..
+ “Financial Planning - Cperation - . EEO/drversny T Corporate affairs - « Meter Services -
. + Tax - LEp el " -Data center - Employee relatnons o " Government rélations - ~ | - Dispatching
ot N » Treasury ’ Coin e Network »-Payrofl . - .. . -t _ Ethics and compliance - + - Safety
’.s“-'_"f“’"" . Intema| Audit “. 1. ¢ ~Telecommunication + Recruiting and hiring” External relations/media . » . Technical Training
. . e fe Usersupport/help desk - < Medical *: commarications ¢ «" Emergency Plgnmng&R
. Apphcetron design, mplementatron '-‘Performance mgmt. Co | +. Employee communications - = T Systems ~ -
iand maintenance - .. .* Management trainlngl Ieadershrp » Records retention and document . Datalpro]ect Support
3 .} - Office services . - o development o i mgmt. ~ R
. - S « HRIS.  ..° Y - . Regulatory Affarrs

+_Risk management gclalms}

m - NationalGrid ¢ KeySpan 3
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Integration Tasks and Schedule

Exhibit 1
Page 17 of 17

Key Tasks and Timeframes

Task 1

Set Baselme

."and Keyépan

Pohmes and

Processes e

(and Addmonal
- Savings).

Apr ~ May 2006

Deliverables

+ Baseline staffing
and costs

+ “Clean Room”
evaluation of

current initiatives

(stop/go)
+ Day One

Apr - Jun 2006

+ improvement

opportunities

« ldentify

» Similarities
and
differences

Jul - Sep 2006

Work practice and ¢
policy changes .

Process designs
Systems changes ¢
Integration plan
Savings ¢

Jul - Sep 2006

Staffing levels
Organization
structure

Key performance
metrics

Post-merger

" Priorities and
" Credtean"

Oct 2006

Functional or team
implementation
plans

Day-1 initiatives
readiness

Oct-Nov 2007

« OQverall (prioritized
and integrated)
implementation
plan

+ Day-1 vs. post-
merger initiatives

Jan 2007 —>

* Implementation
+ Progress updates

» Strengths and
weaknesses

+ Early decisions and integration direction

budgets
requirements

LR LEREL4] © NationalGrid « KeySpan 4
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National Grid and KeySpan

KEDLI and KEDNY Ratc Plan
Exhibit 2
Page i of 4
Calculation of Synergy Value - Net Synergy by Year
1 2 3 4 s 6 7 t 9 10 Total

SYNERGIES (Page 2 Column C Times Page 4 Column B)

1 Massachusetts Electric 3 9,683,23528 § 13,233,821.05  § 16,955,82305 § 20,855,570.58 $ 21376,959.85 § 2191138384 § 22,459,16844 § 23,020,64765 § 23,596,163.84 § 24,186,06794 § 197,278.841.51
2 Nantucket Electric s 11833553 § 161,72603 § 20721136 3 25436385 § 261,240.57 § 267,771.58  § 27446537 § 28132752 § 28836071 3 29550973 § 2410,877.75
3 New England Power s 347759863 § 4,75274189 § 6,089,44639 § 748998672 § 7677,23639 $ 7.869,167.29 § 8,065,896.48 § 826754339 § 847423249 § 8,686,08830 3 70,849,933.95
4 Esscx Gas s 33230843 § 72748772 $ 932,093.08 § 1,146,469.45 § L175,13018 3 1,204,50946  § 1,234,62220 3 1,265,487.75 § 1,297,1249% § 1,329,553.07 3 10,844,784.23
S Colonisl Gas 3 1,780,438.77 § 243327849 $ 3,117,636.19 § 3,834,675.64 S 3,930,542.83 § L 4,028806.10 § 4,129,826.25 § 4,232,764.41 4,338,583.52 § 4,447,04810 § 36,273,300.00
6 Boston Gas H 6,381,800.18 3§ 8,721,83719 § 11,174.842.19  § 13,745,000.57 3 14,088,626.61 $ 1444084228 § 14,201,863.33 § 15,171,90992 § 15,551,207.66 3 1593998786 $ 130,017,923.79
7 Granite State Electric s 412,02860 § 563,108.58 § 72148243 3 887,41948 § 909,60497 § 93234509 § 955,653.712 § 979,545.07 § 1,004,033.69 $ 1,029,134.53 § 8,394,356.17
8 EnergyNorth Gas N 784,675.33 107239498 § 1,374005.25 § 1,690,019.02 $ 1,732,269.49 1,775,576.23 § 1,819.965.64 $ 1,865,464.78  § 1912,10140 § 195990393 § 15,986,376.05
9 Niagara Mohawk Electric s 19,722,18231 § 26,953,78393 ' $ 34,534,51494  § 42,47726648 § 43,539,198.14  § 44,627678.09 $ 45,743,370.05 3 46,886,954.30 3 48,059,128.15 $ 49,260,60636 $ 401,804,682.76
10 Niagara Mohswk Gas s 508597332 § 6,950,864.96 $ 8,905,79039 $ 10,954,073.98 3§ 11,227,925.83 § 11,508,623.97 3§ 11,796,339.57 % 12,091,24806 S 12,393,52926 § 12,703,36749 s 103,617,736.83
1t BUG s 13,265,638.69 § 18,129,79636 $ 23,228,783.28  § 2857128338 § 29,285,56597 3 30,017,705.12 ' § 30,768,147.75  $ 31,537,35144  § 3232578523 3§ 3313392936 § 270,263,993.09
12 LILCO - GAS s 787640443 § 10,764,473.21 § 13,791973.02 5 16,964,052.17 § 17,388,15343 § 1782285732 § 18,268,428.75  § 18,725,13947 § 19,193,26795 § 19,673,099.65 3 160,467 849.45
13 LIPA 3 21,012,223.80  $ 28,716,84945 § 36,793,441.29 § 45,255,73366 § 46,387,12700 § 47,546,305.17 § 48,735,47530 § 49,953,362.19 § 51,202,708.74 § 52,482,776.46 §  428,087,003.07
14 Unregulated 3 3,069,26831 § 4,194,68835 § 531444122 3 6,610,53361 $ 6,775,79695 § 6,945,191.88 § 7,118,821.68 § 7,296,792.22 § 7479,21202 3 7666,19232 $ 62,530,939.06
15 Narragansctt N 3,903,041.39 § 533418323 § 683441816 $ 8,406,297.35 $ 861645479 § 3,831,866.16 § 9,052,662.81 $ 927897938 § 9,510953.37 § 9.748,727.7t  § 79.517.584.36
16 Providence Gas H 2,894.84949 § 395631409 3 5,069,02438 § 6,234,872.56 6.390,74437 § 6,550,51298 § 6,71427581 § 688213270 § 7.054,18602 § 7,230,540.67 § 58,977,453.06
17 Total s 100,000,000.00 $ 136,667,350.00 $ 175,104937.13 ' § 215378,12500 § 220,762,578.13  § 226,281,642.58  § 23193368364 § 237,737,15073 3 243,680,579.50 $ 249.772,59399 $  2,037,323,640.70
COST TO ACHIEVE (Page 3 Column C Times Page 4 Column A)
1 Massachusetts Electric s (14,908,309.03) § (5.926,13999) § (5,809.941.17) § (2,626,093.41) § {2,815,38432) § (2,312356.58) § (1,793335.17) § (821,13835) § (844.378.12) § (871,491.13) § (38,729,067.32)
2 Nantucket Electric M (182,139.38) ' § (72,42139) § (71,000.32) $ (32,09260) $ (3441197) § (28,258.52) § (21,915.74) s (10,03435) § (10,318.836) $ (10.650.20) § (473,294.79)
3 New England Power s (5354,110.85) § (2,128,290.36) $ {2,086,559.18) $ {943,124.75) § (1,011,285.63) § (830,430.55) § (644,050.27) § (294,900.36) 3§ (303,246.60) § (312,983383) § (13,909,003.47)
4 Essex Gas 3 (819,53743) 5 {325,77092) $ {319,383.26) $ (144,261.23) § (154,79442) § (127,114.54) 3 (98,582.96) $ (45,139.50) § (46,412.03) § (47.90749) § (2,129,008.73)
5 Colonial Gas s (2,741,163.53) § (1,089,628.53) § {1,068,263.26) $ (432,854.99) § (517,751.59) § (425,168.78) $ (329,737.26) $ (150,981.21) $ (155,25426) $ (160,239.49) $ (7,121,042.91)
6 Boslon Gas s {9,825,419.56) § (3,905,668.71) $ {3,829,080.11) § (1,730,744.21) (1,855,827.49) § (1,523,973.28) § {1,181,909.39) $ {541,176.66) § {356,49298%) § (574,362.02) § (25,524,648.00)
7 Granite State Electric 3 {634,359.24) § (252,161.51) § {247,217.16) 3 {111,74216) $ (119,81792) § (98,392.43) § (76,307.70) § (34,940.03) § (35928.89) § {37.082.57) § (1,647,949.61)
8 EncrgyNorth Gas 3 {1.208,086.14) § (48022130} § (470,805.20) $ (212,30395) $ (228,183.59) $ (18738047) § (145321.87) $ (66,540.47) § (68,423.69) § (70,620.78) § (3,138,387.46)
9 Niagara Mohawk Electric 3 (30,364,271.89) § (12,069.975.38) $ (11,833,309.39) § (5,348,655.34) § (5,735,21062) $ (4,709,657.14) § (3,652,548.16) $ (1,672,441.06) $ {1,719,77430) § (1,774,996.41) § (78,880,840.39)
10 Niagara Mohawk Gas s (7.830,364.53) $ 3.112,61567) § {3,051,583.99) § (1,379.315.96) $ (1,479,001.04) $ (1,214,53043) (941,922.26) § (431,290.54) $ (443,49637) § (457,737.60) $ {20,341,858.90)
11 BUG s (20,423,777.32) 3 (3,113,570.88) § (7,959,383.21) § (3,597.641.21) § (3,857,647.73) $ (3,167,834.52) § (2,456,796.29) § (1,124926.16) § (1,156,763.69) 3 (1.193,907.43) § (53,057,243.50)
12 LILCO - GAS s (12,126,512.26) § (4,820359.51) § (4,725,842.66) § (2,136,080.38) § (2,290,458.41) § (1,880,885.33) 3§ (1,458,710.10) § (667,919.10) § (686,822.47) § (708,876.40) § (31,502,467.13)
13 LiPA $ (32,3504197T) § (12,859,480.97) § (12,607,334.28) § (5,698,515.10) $ (6,110,354.68) § (3,017,719.05) § (3,891,463.85) $ (1,781,836.58) § (1,832,26592) § (1,891,100.14) § (84,040,490.34)
14 Unsegulated 3 (4,725446.26) $ (1,878,392.51) $ (1,841,560.29) § (832,385.70) § (892,543.37) § (732.941.39) § (568,428.58) $ (260,274.00} § (267,640.24) 3 (276,234.19) $ (12,275,847.53)
15 Namagansett s {6,009,122.52) $ {2,388,661.33) § (2.341,82483) $ (1,058,504.82) § {1,135,004.44) 3 (932,046.28) § (722,843.20) $ (330,97791) § (340,345.21) $ (351,273.72) § {15,610,604.33)
16 Providence Gas s (4,456910.28) $ (1,771,647.89) § (1,736,909.70) § (785,083.18) § (841,822.23) § (691,290.06) $ (536,126.13) $ (24548329) S (252,43038) S (260,536.45) § (11,578,240.03)
17 Toisl $  (153,960,000.00) $ (61,200,000.00) $ (60,000,000.00) $ (27,120,000.00) $ (29,080,000.00) $ {23,880,000.00) $ {18,520,000.00) S (8,480,000.00) § (8,720,000.00) $ (9,000,00000) §  (359,960,000.00)
NET SYNERGIES (Synergics Plus Cost To Achicve)
1 Massachusetts Electric s (5,2250M.76) § 7,307,681.06 $ 11,145,38188 3§ 1822947717 § 18,561,075.03 § 19,599,027.26 $ 20,665,833.27 § 22,199.50930 § 22,751,785.712  $ 2331457676 S 158,549,773.69
2 Nantucket Electric $ {63,853.85) § 3930469 § 13621004 3 222,776.25 § 22682860 § 23951306 3 25255083 3 271,29267 § 278,041.35 3§ 28491953 3§ 1,937,582.96
3 New England Power H (1,876,512.22) § 2,624,451.53 ' § 4,002,887.71 § 6,546,361.97 § 6,665,950.70 § 7,038,716.74 ' § 742184520 § 7972,643.53 § 8,170,985.39 § 3373,10442 § 56,940,935.48
4 Essex Gas $ (287,232.01) $ 40171630 § 612,70983 § 1,002,108.2¢ § 1,020,336.76 $ 1,077,39493 § 1,136,039.23 3§ 1,220348.25  § 1,250,707.91 § 1,281,645.58 § 8,715,775.50
$ Colonial Gas s (960,724.76) $ 1,343,64996 $ 2,04937293 § 335182065 § 3412,79094 $ 3,603,637.32 § 3,799,78899 § 4,081,783.20 3 4,i83,32925 § 4,286,80865 § 29,152,257.09
6 Boston Gas M (3.44361938) § 4381617548 § 134576109 § 12,014,25236 § 12,232,799.02  § 12,91686839 $ 13,61995394 3 14,630,733.26 $ 14,994,714.69 $ 1536562534 § 104,493,275.79
7 Granite State Electric M (222,33064) § 31094707 § 474,265.27 ' § 77567733 § 789,78708 § 83395266 3 87934602 3 944,605.04 $ 968,104.80 § 992,05196 § 6,746,406.56
8 EnergyNorth Gas H (42341081) § 59217368 § 903,200.03 § 147721507 § 1,504,08591 § 1,588,19576 $ 167464377 § 1,798,92431 3 1,843,677.71 § 1.889.283.15 § 12,847,9838.59
9 Niagara Mohawk Electric H (10,642,089.58) § 1488380836 § 22,701.20558 ' § 37,128,61063 § 37,80398752 § 39.918,02096 § 42,090821.88 § 45,214,51324 § 46,339,353.86 § 4748560995 § 322,923.842.37
10 Niagars Mohawk Gas s (2,744,391.20) § 383824929 § 585420639 § 9,574,75801 § 9,74892478  § 10,294,093.5¢  § 1085441731  § 11,659,957.52  § 11.950,03239 § 12,245,62939 § 83,273,877.94
11 BUG s (7.158,138.64) § 1001122598  § 15,269.405.07  $ 2497364266 § 2542791824 § 20,849.87060 § 28,311,351.47 3§ 3041242528 § 31,169,02).54 ' § 3194002238 3 217,206,744.59
12 LILCO - GAS 3 (4.250,10783) ' § S s 9.066,13036 § 14.327971.29 5§ 15,097,695.07 § 1594197194  § 16809.718.65 § 18,057,22037 § 18,506,44549 18964,223.28 ' § 128,965,382.30
13 LIPA $ (1LDBI9S97) § 15858736848 § 24.186,107.00 § 39557,218.56  $ 40.276,77232 $ 42,529,086.13 § 4484401143 § 48,172,02561 § 49,370,442.83 § 50.591,676.32 § 344,046,502.73
14 Unregulated s (0.656.1774%) § 2,316.29584  § 3,53287993 § 577814791 § 5.883,25058 § 6.212,25049 $ 6,550393.09 $ 7.036,518.22 § 721157172 § 7.3899%313 § 50,255,091.53
15 Narragansctt s (2.106,080.13) § 294582190 4,492,59333) § 734779253 § 748145038 § 7.899,81988 § 832981955 § 8948,001.47 § 9,170,608.66 $ 939745399 § 63,906,980.53
16 Providence Gas s (1.562,060.79) $ 2,184,666.20 § 333211469 5,449,789.33 § 534892214 3 585922292 s 6,178,149.63 § 6,636,649.46 § 6,801,755.14 § 6970,004.21 § 47,399,213.04
17 Total s (53,960,000.00) § 7546735000 § 115,104937.13  § 188,258,125.00 § 191,682,578.13 § 202,401,642.58 § 213,418,683.64 §$ 22925715073 § 234,960,579.50 § 240,772,593.99 '$  1,637,363,640.70
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National Grid and KeySpan

KEDLI and KEDNY Rate Plan

Exhibit 2
Page 2 of 4
Calculation of Synergy Value - Synergy
Revenues Percent Synergies
(A) (B) ©
1 Massachusetts Electric $ 534,184,464 9.68% $ 19,366,470.56
2 Nantucket Electric $ 6,528,087 0.12% $ 236,671.06
3 New England Power $ 191,844,885 3.48% $ 6,955,197.25
4 Essex Gas $ 29,365,112 0.53% $ 1,064,610.85
5 Colonial Gas $ 98,219,521 1.78% § 3,560,877.54
6 Boston Gas $ 352,057,800 6.38% §$ 12,763,600.36
7 Granite State Electric $ 22,729,932 041% § 824,057.21
8 EnergyNorth Gas $ 43,287,327 0.78% $ 1,569,350.67
9 Niagara Mohawk Electric $ 1,087,992,090 19.72% $ 39,444,364.63
10 Niagara Mohawk Gas $ 280,572,335 5.09% §$ 10,171,946.64
11 BUG $ 731,811,000 13.27% $ 26,531,277.38
12 LILCO - GAS $ 434,509,000 7.88% $ 15,752,808.86
13 LIPA $ 1,159,158,400 21.01% $ 42,024,447.62
14 Unregulated $ 169,319,000 3.07% $ 6,138,537.62
15 Narragansett $ 215,314,821 3.90% $ 7,806,082.77
16 Providence Gas $ 159,697,000 2.89% § 5,789,698.98
17 Total $ 5,516,590,774 100.00% $ 200,000,000.00
18 Synergy $ 200,000,000.00

(A) 2004 T&D Revenue (Rather than adjust the $200 million, Unregulated is included)
(B) Column A / Column A Line 17
(C) Line 18 * Column B
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National Grid and KeySpan

KEDLI and KEDNY Rate Plan

Exhibit 2
Page 3 of 4

Calculation of Synergy Value - Cost to Achieve

1 Massachusetts Electric
2 Nantucket Electric
3 New England Power
4 Essex Gas
5 Colonial Gas
6 Boston Gas
7 Granite State Electric
8 EnergyNorth Gas
9 Niagara Mohawk Electric
10 Niagara Mohawk Gas
11 BUG
12 LILCO - GAS
13 LIPA
14 Unregulated
15 Narragansett
16 Providence Gas
17 Total

18 Cost to Achieve (Page 2 Line 18 times 2)

(A) Page 2 Column A

(B) Column A / Column A Line 17

(C) Line 18 * Column B

Lo AR B B I B R I I - R I IR k)

Revenues

(A)

534,184,464
6,528,087
191,844,885
29,365,112
98,219,521
352,057,800
22,729,932
43,287,327
1,087,992,090
280,572,335
731,811,000
434,509,000
1,159,158,400
169,319,000
215,314,821
159,697,000
5,516,590,774

Percent

®

9.68%
0.12%
3.48%
0.53%
1.78%
6.38%
0.41%
0.78%
19.72%
5.09%
13.27%
7.88%
21.01%
3.07%
3.90%
2.89%
100.00%

Cost to Achieve

©

38,732,941.11
473,342.13
13,910,394.51
2,129,221.70
7,121,755.09
25,527,200.72
1,648,114.42
3,138,701.33
78,888,729.26
20,343,893.28
53,062,554.75
31,505,617.71
84,048,895.23
12,277,075.24
15,612,165.54
11,579,397.97
400,000,000.00

400,000,000.00
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Year |
Year 2
Year 3
Year 4
Year 5
Year 6
Year 7
Year 8
Year 9
Year 10

National Grid and KeySpan

KEDLI and KEDNY Rate Plan
Exhibit 2
Page 4 of 4
Calculation of Synergy Value - Phase in Rates
Cost to Achieve Synergy Multiplier Inflation Phase-In
(A) B) ©) D)
38.49% Year 1 50.00% Year 1 1 Year 1 50%
15.30% Year 2 68.33% Year 2 1.0250 Year 2 67%
15.00% Year 3 87.55% Year 3 1.0506 Year 3 83%
6.78% Year 4 107.69% Year 4 1.0769 Year 4 100%
7.27% Year 5 110.38% Year 5 1.1038 Year 5 100%
5.97% Year 6 113.14% Year 6 1.1314 Year 6 100%
4.63% Year 7 115.97% Year 7 1.1597 Year 7 100%
2.12% Year 8 118.87% Year 8 1.1887 Year 8 100%
2.18% Year 9 121.84% Year 9 1.2184 Year 9 100%
2.25% Year 10 124.89% Year 10 1.2489 Year 10 100%
(A) Attachment 10 Niagara Mohawk Rate Plan (Attached to this Exhibit)
(B) Column (C) * Column (D)
(C) Assumed Inflation Growth of
Mercer Study Rates Weighted Rates
Labor 45.25% 2.80% 1.27%
Non-Labor 54.75% 2.25% 1.23%
Total 100.00% 2.50%

(D) Attachment 10 Niagara Mohawk Rate Plan (Attached to this Exhibit)
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DISCRIPTION OF GAS COST SYNERGIES

Since the announcement of the proposed merger between National Grid and
KeySpan Corporation, representatives of the two companies have had numerous
discussions to assess and review what gas cost synergy savings are likely to be achievable
following the merger. While attainment of certain savings will require the expenditure of
costs to achieve, certain cost-saving measures are likely achievable over the ten year
period following the consummation of the merger.

Both the gas resource portfolios and customer load profiles of Niagara Mohawk
Power Corporation (“Niagara Mohawk™), KeySpan Energy Delivery — New York
(“KEDNY™) and KeySpan Energy Delivery — Long Island (“KEDLI”) (collectively “the
NY Distributors™) complement each other in ways that make significant synergy savings
possible, while also enhancing reliability for all of the NY Distributors. Niagara
Mohawk, KEDNY and KEDLI hold firm transportation capacity on many of the same
interstate pipelines. These pipelines provide access to the Gulf Coast supply basin and to
supplies from Western Canada, as well as to liquid market hubs such as Dominion South
Point. The NY Distributors have diversified their gas suppliers, and purchase firm
supplies from a variety of suppliers at different receipt points along their respective
transportation contract paths. In addition, each of the NY Distributors has contracted for
a significant quantity of market area storage and has storage contracts with Dominion

Transmission, Inc. under Rate Schedule GSS, which provide significant balancing and
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swing flexibility.! KEDNY and KEDLI each own and operate LNG peakshaving
facilities that provide a reliable source of peak day supply. By combining both the

: complementary and unique assets within these portfolios, the overall reliability of the
combined portfolio is greatly enhanced. With respect to demand growth, KEDNY and
KEDLI are both expected to experience significant growth over the next ten years, while
Niagara Mohawk’s growth is projected to be relatively flat.

Attachment [ sets forth a projection of the total gas costs synergy savings of
approximately $146 million, net of costs to achieve, over a ten-year period.”> This
estimate is based upon implementation of the opportunities outlined below. In addition to
these projected gas costs savings, the combination of the NY Distributors will enable the
combined entities to continue to investigate and implement ways to optimize the use of
their respective portfolios. Moreover, Attachment I only assumes savings achievable
from the combined management of the New York portfolios, and does not address
synergies that may become available as a result .of National Grid’s acquisition of the
Southern Union Gas Company and/or the further integration of KeySpan Energy
Delivery — New England’s gas supply portfolios with those of the NY Distributors. Any
savings derived from further integration will inure to the benefit of all affected National

Grid distribution affiliates.

! Dominion Transmission, Inc. (“Dominion™) owns and operates the majority of the natural gas
storage facilities in the Northeastern United States. Dominion’s storage facilities are spread out over
Pennsylvania, West Virginia and New York. The size and scope of Dominion’s storage operations helps
to ensure the reliability of the services that Dominion provides.

2 The projection of savings and costs to achieve is based upon an analysis of various alternatives as
priced out using currently available information and market data. Changes in costs will affect the level of
savings actually realized.
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The NY Distributors have identified opportunities to achieve savings by taking
advantage of the complementary designs of their gas supply portfolios and load growth
patterns. Once the merger is completed, all of the New York Distributors will benefit
from the increased scale, geographic diversity of assets, and perhaps most significantly,
enhanced storage flexibility created by the merger. As a consequence of the portfolio
enhancements created by the merger, the NY Distributors will be better able to offset and
manage the effects of supply curtailments or disruptions by having access to an overall
more reliable, flexible and diversified portfolio. As a result, following consummation of
the merger, KEDNY and KEDLI will be able to achieve gas cost savings by adjusting
their peak day reserve margins from five percent (5%) to two and one-half percent
(22%). The tangible consequence of this adjustment of two and one-half percent, or
approximately 50,000 dth/day, is that going forward KEDNY and KEDLI will be able to
in fact reduce the level of firm capacity that they contract for and avoid the associated
fixed costs of that capacity while maintaining reliability by taking advantage of assets
that are already part of the NY Distributors overall portfolio.

In addition, the merger provides the NY Distributors with the opportunity to
achieve significant savings by permitting KEDNY and KEDLI to utilize some of Niagara
Mohawk’s seasonal supplies more efficiently for the benefit of all of the NY Distributors.
At this time, Njagara Mohawk forecasts relatively flat demand growth over the ten year
forecast period and thus, is not planning to add significant incremental capacity to its
existing portfolio. Moreover, of the total DTI receipt point capacity to which Niagara

Mohawk currently has access, approximately 60,000 dth/day is needed to serve the needs
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of firm customers on only about 20 peak or near-peak days per year. When that receipt
point capacity is not needed to meet customer demand, it is marketed to off-system
customers or used for dispatch flexibility. Because Niagara Mohawk forecasts relatively
flat demand growth over the ten year forecast period, this winter season capacity can be
made available to KEDNY and KEDLI on an off-peak basis.

While Niagara Mohawk forecasts flat demand growth over the next ten years,
KEDNY and KEDLI are projected to experience significant firm demand growth and will
have a need to contract for a mix of firm incremental pipeline transportation, storage
capacity, bundled city gate winter and peaking supply to reliably serve that growth. As a
consequence of the proposed merger, KEDNY and KEDLI will be able to defer and
reduce their need for incremental firm storage and pipeline capacity by purchasing up to
60,000 dth/day of winter supply from Niagara Mohawk on all but the 20 coldest days of
the winter when Niagara Mohawk will require that supply for its customers in upstate
New York. The beneﬁt of this opportunity for KEDNY and KEDLI is that instead of
contracting for firm storage or year-round pipeline capacity to meet their needs, they will
be able to purchase 60,000 dth/day from Niagara Mohawk throughout the winter and
augment that supply as required with a 20-day peaking supply from a third party. Leidy,
Pennsylvania is the assumed point of transfer between Niagara Mohawk and
KEDNY/KEDLI because it is a major trading point on the Dominion, Transcontinental
Gas Pipe Line Corporation (“Transco”) and Texas Eastern Transmission System (“Texas

Eastern”) pipeline systems; pipelines which serve Niagara Mohawk and/or

KEDNY/KEDLI.
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To take advantage of this opportunity, Niagara Mohawk would use its DTI receipt
entitlements to purchase gas supply that would then be delivered to KEDNY and KEDLI
at Leidy and the KeySpan companies would in turn redeliver the supply from Leidy to
their city gates. Niagara Mohawk already holds approximately 8,000 Dth/day of firm
transportation capacity to Leidy on Transco and has initiated discussions with Dominion
about the potential to modify its existing firm transportation contract with Dominion to
make Leidy a primary firm delivery point for the remaining 52,000 dth/day. KEDNY
and KEDLI have numerous firm transportation contracts with Transco and Texas Eastern
at Leidy that are used to deliver gas withdrawn from storage to their city gates. On non-
peak days during the winter, when storage withdrawals are not maximized, there is
available capacity under these contracts to move most of incremental supply being
provided by Niagara Mohawk to the KEDNY/KEDLI city gates. However, KEDNY and
KEDLI may need to contract for an additional 10,000 dth/day of capacity at Leidy to firm
up the transaction with Niagara Mohawk. The NY Distributors have discussed this
strategy with both Dominion and Transco and have received preliminary cost estimates
along with confirmation that this strategy is feasible. Adding the incremental
deliverability required to implement this opportunity will not likely require major
construction. The estimated annual costs to achieve these savings, including the annual
costs of adding a Leidy receipt point for Niagara Mohawk and procuring the additional
10,000 dth/day of incremental transportation capacity for KEDNY and KEDLI, as well as

certain additional dispatch costs that will be incurred by Niagara Mohawk, are

approximately $6.8 million.
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The savings to be achieved will flow back to customers through the NY
Distributors’ Gas Adjustment Clauses. The KEDNY and KEDLI payments to Niagara
Mohawk for delivered supply will be based on a cost-based allocation and will flow
through to Niagara Mohawk’s customers. To the extent that selling supply to KEDNY
and KEDLI creates opportunity costs for Niagara Mohawk, such costs will be recognized
between the parties in an appropriate manner. Notwithstanding the challenges presented,
the combination of gas supply and capacity portfolios made possible by the proposed

merger will result in significant savings and efficiencies that will benefit customers.
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Niagara Mohawk Power Corporation and KeySpan Energy Delivery - New York and Long Island
Projected Annual Fixed Supply Cost Savings

(000$)
2007/08 200B/09 2009/10 2010111 2011112 2012/13 2013M4 2014115 201546 2016/17 Total
Avoided Costs $3,848 $4,163 $6,920 $6,935 $7,031 $16,161 $21,468 $29,535 $36,646 $36,646  $169,351
Costs To Achieve $0 $0 $0 $0 $0 $0  ($3,880) ($5,961) ($6,766) ($6,766)  ($23,374)
Net Savings $3.848 $4,163 $6,920 $6,935 $7,031 $16,161 $17,588 $23,574 $29.879 $29,879  $145,977
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Stand-Alone Costs of Service
for
KEDNY and KEDLI

See separate volume
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National Grid and KeySpan
Rates of Return

Exhibit 5 - KEDNY
Schedule 1

Page 1 of 1

KEYSPAN ENERGY DELIVERY NEW YORK
SUMMARY OF RATES OF RETURN BY CUSTOMER CLASS
FOR TWELVE MONTHS ENDED DECEMBER 31, 2005

! Class % Return
Residential Non-Heating -0.64%
Residential Heating 7.85%
Non-Residential General 18.28%
Muilti-Family Heating and/or Water
Heating 563%
High Load Factor Service 18.45%
Temperature Controlled 42.43%

| Return for above classes 9.13%
System Average 9.86%
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ACCT #

804-810

813

841.847,

870
874
875
878
879
880
881

886
887
889
890
892
893

895

902
904

8

W)
)

3)
4
(5)

(6)
@

@
(8)

PSC ACCOUNT TITLE

PRODUCTION EXPENSES

Nat Gas Purchases for Resale

Other Gas Supply Expenses
Other Storage Expenses
DISTRIBUTION EXPENSES

OPERATION

Supervision & Engineering
Mains & Services Expenses
Meas & Reg Expenses

Oper Meter & House Reg Exp
Customer Installation Exp
Other Operation Expenses
Rents

Total Operation

MAINTENANCE

Maintenance of Structures
Maintenance of Mains

Meas & Reg Station Equip
Indust Meas & Reg Equip
Maintenance of Services
Maint of Meters & House Reg

Total Maintenance
Total Joint Expenses
TOTAL DISTRIBUTION EXP

CUSTOMER ACCOUNT EXP

(10) Meter Reading

&)

Uncollectibles

901-911 (10) Others

915-919

Total

SALES EXPENSES

KEYSPAN ENERGY DELIVERY NEW YORK
CALCULATION OF THE MINIMUM COST TO SERVE
ACTUAL COSTS FOR THE YEAR ENDING DECEMBER 31, 2005

TOTAL UTILITY
OPERATIONS

RATE 1A NON-HEATING

Nations! Grid and KeySpan
Minirmum Cost to Serve
Exhibit § - KEDNY
Schedule 2

Page 1of7

RATE 1B RES HEATING

CUSTOMER MINIMUM COST CUSTOMER MINIMUM COST

COMPONENT

1,460,207,157

213,042

4,857,913

(2,709)
9,896,517
3,042,377

10,745,370
2,849,069
500,278
5,600,323

32,631,226

123,023
44,003,079
2,256,955
397,753
7.761,325
1,681,652

56,223,787
3,405,925
92,260,938
5,548,821
42,478,516
48,808,851

96,836,188

11,887,762

(755)
1,868,769
6,279,366
1,368,854

102,640
1,148,995

10,767,869

5,000,887

2,259,996
700,121
7,961,003
769,318
19,498,190
2,613,599
2,857,092
18,813,978

24,284,663

3,407,387

TO SERVE

(755)
1,868,769
6,279,366
1,368,854
102,640
1,148,995

10,767,869

5,000,887

2,259,996
700,121
7,961,003
769,318
19,498,190
2,613,599
2,826,778
16,793,123

22,233,499

3,407,387

COMPONENT

(825)
2,912,070
3,245,862
1,236,491

142,979
1,600,568

9,137,145

8,589,136

3,330,484
616,686
12,536,305
867,164
22,540,614
1,839,764
4,395,066
24,017,248

30,252,077

2,973,851

TO SERVE

(825)
2,912,070
3,245,862
1,236,491

142,979
1,600,568

9,137,145

8,589,136

3,330,484
616,686
12,536,305
867,164
22,540,614
1,839,764
4,249,720
19,198,124

25,287,608

2,973,851
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KEYSPAN ENERGY DELIVERY NEW YORK
CALCULATION OF THE MINIMUM COST TO SERVE
ACTUAL COSTS FOR THE YEAR ENDING DECEMBER 31, 2005

RATE 1A NON-HEATING
TOTAL UTILITY CUSTOMER MINIMUM COST

National Grid and KeySpan
Minimum Cost to Serve
Exhibit 5 - KEDNY
Schedule 2

Page2of?

RATE 1B RES HEATING
CUSTOMER MINIMUM COST

ACCT# PSC ACCOUNT TITLE OPERATIONS COMPONENT JO SERVE COMPONENT TO SERVE
(11) ADMIN & GEN EXPENSES 124,464,180 33,249,799 32,882,520 37,117,190 36,241,343
(12) DEPR & AMORT 92,990,067 19,260,134 17,539,897 25,557,646 24,067,881
TAXES EXCLUDING REVENUE TAXES
(13) 61,702,179 11,738,432 11,731,314 16,353,180 16,336,205

Property and Special Franchise Taxes
(14) Other Taxes 3,831,071 1,204,611 1,178,245 1,093,932 1,031,056
Total Taxes Excluding Revenue Taxes 65,533,249 12,943,043 12,909,558 17,447 111 17,367,261
(15) LESS GAS UNCOLLECTIBLES (29.621,928) - - - -
Total Revenue Requirement 456,015,487 112,643,221 108,471,052 135,888,489 128,478,558
Excluding Return, FIT
and Revenue Taxes
(16) Rate Base 1,918,263,922 346,376,380 329,537,820 476,578,332 460,985,858
(17) System Average Return @ 9.86% 32,492,429 45,453,206
{18) Return for Summary Classes 1-6 @ 9.13% Overall 30,086,803 42,088,009
(19) Federal Income Taxes @ 9.86% Return 6,268,864 8,769,426
Federal Income Taxes @ 9.13% Return 5,804,739 8,120,169
Total Revenue Requirement @ 9.86% 147,232,345 182,701,190
Total Revenue Requirement @ 9.13% 144,362,594 178,686,736
No. of Meters 618,839 485,987
Calculated at System Average
Annual Minimum Cost to Serve $ 237.92 $ 375.94
Bi-monthly Minimum Cost to Serve $ 39.65 $ 62.66
Monthly Minimum Cost to Serve $ 19.83 $ 31.33
Calcuated at Average for Summary Classes 16
Annual Minimum Cost to Serve $ 233.28 $ 367.68
Bi-monthly Minimum Cost to Serve $ 38.88 $ 61.28
Monthly Minimum Cost to Serve 3 19.44 3 30.64
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KEYSPAN ENERGY DELIVERY NEW YORK
CALCULATION OF THE MINIMUM COST TO SERVE
ACTUAL COSTS FOR THE YEAR ENDING DECEMBER 31, 2005
RATE 2 GENERAL SERVICE RATE 3 MULTIFAMILY
TOTAL UTILITY CUSTOMER MINIMUM COST CUSTOMER MINIMUM COST
ACCT # PSC ACCOUNT TITLE OPERATIONS COMPONENT TO SERVE COMPONENT TO SERVE
PRODUCTION EXPENSES
804-810 Nat. Gas Purchases for Resale 1,460,207,157
813 Other Gas Supply Expenses 213,042
841-847.8 Other Storage Expenses 4,857,913
DISTRIBUTION EXPENSES
OPERATION
870 (1) Supervision & Engineering (2.709) (123) (123) (33) (33)
874 (2) Mains & Services Expenses 9,886,517 294,648 294,648 82,230 82,230
878 Meas & Reg Expenses 3,042,377 - - - -
878 (3) Oper Meter & House Reg Exp 10,745,370 895,468 895,468 261,138 261,138
879 (4) Customer Installation Exp 2,849,069 133,448 133,448 47,811 47,811
880 (5) Other Operation Expenses 500,278 19,566 19,566 5,631 5,631
881 Rents 5,600,323 219,030 219,030 63,031 63,031
Total Operation 32,631,226 1,562,038 1,562,038 459,808 459,808
MAINTENANCE
886 {6) Maintenance of Structures 123,023 - - - -
887 (7) Maintenance of Mains 44,003,079 765,219 765,219 213,556 213,556
889 Meas & Reg Station Equip 2,256,955 - - - -
890 Indust Meas & Reg Equip 397,753 - - - -
892 {7) Maintenance of Services 7,761,325 361,920 361,920 101,004 101,004
893 (8) Maint of Meters & House Reg 1,681,652 263,414 263,414 80,059 80,059
Total Maintenance 56,223,787 1,390,553 1,390,553 394,618 394,618
895 Total Joint Expenses 3,405,925 140,536 140,536 35,442 35,442
TOTAL DISTRIBUTION EXP 92,260,938 3,093,128 3,083,128 889,869 889,869
CUSTOMER ACCOUNT EXP
802 (10) Meter Reading 5,548,821 881,223 881,223 62,842 62,842
904 (9) Uncoltectibles 42,478,516 932,193 896,212 223,462 211,286
801-911 (10) Others 48,808,851 2,466,746 1,870,415 1,176,684 713,332
Total 96,836,188 4,280,161 3,647,850 1,462,989 987,461
915-919 SALES EXPENSES 11,887,762 1,769,224 1,769,224 210,970 210,970
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KEYSPAN ENERGY DELIVERY NEW YORK
CALCULATION OF THE MINIMUM COST TO SERVE
ACTUAL COSTS FOR THE YEAR ENDING DECEMBER 31, 2005
RATE 2 GENERAL SERVICE RATE 3 MULTIFAMILY
TOTAL UTILITY CUSTOMER MINIMUM COST CUSTOMER MINIMUM COST
ACCT # PSC ACCOUNT TITLE OPERATIONS COMPONENT TO SERVE COMPONENT TO SERVE
(11) ADMIN & GEN EXPENSES 124,464,180 5,351,564 5,243,184 1,491,486 1,407,275
(12) DEPR & AMORT 92,990,067 3,736,866 2,948,608 1,080,844 905,559
TAXES EXCLUDING REVENUE TAXES
(13) 61,702,179 2,236,962 2,234,862 644,809 643,177
Property and Special Franchise Taxes
(14) Other Taxes 3,831,071 166,839 159,059 45,519 39,473
Total Taxes Excluding Revenue Taxes 65,533,249 2,403,802 2,393,921 690,328 682,650
(15) LESS GAS UNCOLLECTIBLES {29,621,928) - - - -
Total Revenue Requirement 456,015,487 20,634,745 19,095,914 5,826,485 5,083,783
Excluding Return, FIT
and Revenue Taxes
(16) Rate Base 1,918,263,922 62,826,621 55,214,075 17,930,101 16,129,747
(17) System Average Return @ 9.86% 1,767,908 1,590,393
{18) Return for Summary Classes 1-6 @ 9.13% Overali 1,637,018 1,472,646
(19) Federal Income Taxes @ 9.86% Return 341,088 306,839
Federal Income Taxes @ 9.13% Return 315,835 284,122
Total Revenue Requirement @ 9.86% 21,204,910 6,981,016
Total Revenue Requirement @ 9.13% 21,048,767 6,840,551
No. of Meters 43,297 12,083
Calculated at System Average
Annual Minimum Cost to Serve $ 489.75 $ 577.74
Bi-monthly Minimum Cost to Serve $ 81.63 $ 96.29
Monthily Minimum Cost to Serve $ 40.81 $ 48.14
Calcuated at Average for Summary Classes 1-6
Annual Minimum Cost to Serve $ 486.14 $ 566.11
Bi-monthly Minimum Cost to Serve $ 81.02 $ 94.35
Monthty Minimum Cost to Serve $ 40.51 $ 47.18
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KEYSPAN ENERGY DELIVERY NEW YORK
CALCULATION OF THE MINIMUM COST TO SERVE
ACTUAL COSTS FOR THE YEAR ENDING DECEMBER 31, 2005
RATE 4 HIGH LOAD FACTOR RATE 6 TEMP CONTROLLED
TOTAL UTILITY CUSTOMER MINIMUM COST CUSTOMER MINIMUM COST
ACCT# PSC ACCOUNT TITLE OPERATIONS COMPONENT TO SERVE COMPONENT TO SERVE
PRODUCTION EXPENSES
804-810 Nat. Gas Purchases for Resale 1,460,207,157
813 Other Gas Supply Expenses 213,042
841-847.8 Other Storage Expenses 4,857,913
DISTRIBUTION EXPENSES
OPERATION
870 {1) Supervision & Engineering (2,709) ) (2) (34) (34)
874 (2) Mains & Services Expenses 9,896,517 1,174 1,174 122,257 122,257
875 Meas & Reg Expenses 3,042,377 - - - -
878 (3) Oper Meter & House Reg Exp 10,745,370 9,699 9,699 52,491 52,491
879 (4) Customer Installation Exp 2,849,069 1,984 1,984 57,496 57,496
880 (5) Other Operation Expenses 500,278 148 148 5757 5757
881 Rents 5,600,323 1,652 1,652 64,445 64,445
Total Operation 32,631,226 14,655 14,655 302,411 302,411
MAINTENANCE
886 (6) Maintenance of Structures 123,023 - - - -
887 (7) Maintenance of Mains 44,003,079 3,112 3,112 71,848 71.848
889 Meas & Reg Station Equip 2,256,955 - - - -
890 Indust Meas & Reg Equip 397,753 - - - -
892 (7) Maintenance of Services 7.761,325 1,426 1,426 209,160 208,160
893 {8) Maint of Meters & House Reg 1,681,652 3,459 3,459 17,451 17.451
Total Maintenance 56,223,787 7,997 7,997 298,459 298,459
895 Total Joint Expenses 3,405,925 2,823 2,823 53,091 53,091
TOTAL DISTRIBUTION EXP 92,260,938 25,475 25,475 653,961 653,961
CUSTOMER ACCOUNT EXP
902 (10) Meter Reading 5,548,821 5,654 5,654 141,607 141,607
904 (9) Uncollectibles 42,478,516 3,344 2,902 212,228 184,171
901-911 (10) Others 48,808,851 68,885 39,787 1,993,384 1,036,318
Total 96,836,188 77,882 48,343 2,347,219 1,362,095
915-918 SALES EXPENSES 11,887,762 134,495 134,495 1,635,801 1,635,801
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KEYSPAN ENERGY DELIVERY NEW YORK
CALCULATION OF THE MINIMUM COST TO SERVE
ACTUAL COSTS FOR THE YEAR ENDING DECEMBER 31, 2005

PSC ACCOUNT TITLE

{11) ADMIN & GEN EXPENSES
{12) DEPR & AMORT
TAXES EXCLUDING REVENUE TAXES
(13)
Property and Special Franchise Taxes
(14) Other Taxes
Total Taxes Excluding Revenue Taxes
(15) LESS GAS UNCOLLECTIBLES
Total Revenue Requirement
Excluding Return, FIT
and Revenue Taxes

(16) Rate Base

(17) System Average Retum @ 9.86%

RATE 4 HIGH LOAD FACTOR

TOTAL UTILITY CUSTOMER MINIMUM COST

OPERATIONS COMPONENT

124,464,180

92,990,067

61,702,179

3,831,071

65,533,249

(29,621,928)

456,015,487

1,918,263,922

(18) Return for Summary Classes 1-6 @ 9.13% Overall

(19) Federal Income Taxes @ 9.86% Return
Federal Income Taxes @ 8.13% Return

Total Revenue Requirement @ 9.86%
Total Revenue Requirement @ 9.13%

No. of Meters

Calculated at System Average
Annual Minimum Cost to Serve
Bi-monthily Minimum Cost to Serve
Monthly Minimum Cost to Serve

Calcuated at Average for Summary Classes 1-6

Annual Minimum Cost to Serve
Bi-monthly Minimum Cost to Serve
Monthly Minimum Cost to Serve

67,901

31,671

16,960

3,032

19,992

357,417

516,314

L]

©® A

JO SERVE
62,613

31,252

16,857
2,652

19,510

321,688

502,904

49,586
45,915

9,567
8,859

380,841
376,462

176

2,162.85
360.47
180.24

2,137.97
356.33
178.16

Nationa! Grid and KeySpan
Minimurn Costio Serve
Exhibit 5 - KEONY
Schedule 2

Pagegol?

RATE 6 TEMP CONTROLLED

CUSTOMER MINIMUM COST
COMPONENT TO SERVE

1,632,913 1,458,972
1,100,240 1,086,472
660,792 657,421
53,771 41,285
714,564 698,706
8,084,698 6,896,007
19,162,261 18,719,162
1,845,709
1,709,059
356,098
329,734
9,097,815
8,934,801
4,065
$ 2,237.95
$ 372.99
$ 186.50
$ 2,197.85
$ 366.31
3 183.15
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KEYSPAN ENERGY DELIVERY NEW YORK
ALLOCATION OF CUSTOMER COSTS IN MINIMUM COST TO SERVE
ACTUAL COSTS FOR THE YEAR ENDING DECEMBER 31, 2005

(1) Supervision and Engineering Expenses - These expenses were allocated based on the ratio of labor related to the minimum cost of
service to customer related labor for the applicable operation and maintenance accounts.

(2) Mains and Services Operation Expense - These expenses represent 100% of the operating expenses related to the customer portion

of mains and service expenses.

(3) Meter and House Regulator QOperation Expenses - The minimum cost to serve reflects the amount related to maintaining all meters_an«

house_regulators .

(4) Customer Installation Expenses - The amount allocated to the minimum cost to install meters and related equipment.

(5) Other Expenses - Reflect the percentage of customer related other expenses allocable to the minimum cost to serve.
(6) Maintenance of Structures - All expenditures for maintenance of structures were allocated to the demand category and not aflocated

to customers.

(7) Maintenance of Mains and Maintenance of Services - These expenses represent the maintenance expenses related to the customer

portion of mains and services.

(8) Maintenance of Meters and House Regulator Expenses - Allocated in the same manner as (3) above.

9
© Customer Accounts Expenses: Uncollectibles - The total expenses refiect the uncollectible revenues for both the distribution and the
supply function. Only the amount related to distribution is allocated to the rate classes. The supply allocation is subtracted below.

(10) Customer Accounts Expenses: Meter Reading and All Others - All expenses were allocated to the minimum cost to serve.
(11) Administrative and General Expenses - These expenses reflect the percentage of customer-related administrative expenses allocable

to the minimum cost to serve.

(12) Depreciation and Amortization - Reflects the percentage of customer-related plant allocable to the minimum cost to serve.

(13) Property Tax and Special Franchise Tax - These expenses were allocated to the minimum cost to serve based upon the percentage
of taxable customer-related plant allocable the the minimum cost to serve.

(14) Other Taxes - This expense represents the portion of payroll and other taxes refated to the minimum cost to serve.
(15) Gas Uncollectibles - Since all commodity costs have been excluded from the minimum cost study, these commodity-related expenses

are also excluded.

(16) Rate Base - These items were identified by customer component and then allocated to the minimum cost to serve based on the
applicable percentage for each function.

(17) Retum - Retums were computed at the average overall return of 9.86% and the return for rates presented of 9.13%.

(18) Federal Income Taxes - Federal income taxes were allocated by taking rate base related to the minimum cost to serve in_ column (3)
as a percent of total rate base in column (1) and mutiplying this number by total federal income taxes.
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Cost Component
Costs Related to Meter Reading

Print & Mail Bills

Field Offices - Billing Inquiries
Field Offices - Collections

Call Center - Billing

Call Center - Collections
Collections

Collections Labor

Replevin

Collections Agency Fees
Other Outside Collections Services
Remittance Processing

Social Responsibility

Service Orders

Bill Calculation

QOutbound Collections Postage
Prepaid Postage

Other

Total Account 903

National Grid and KeySpan

Speclal Study - Customer Records and Collection Expense

KEYSPAN ENERGY DELIVERY NEW YORK
Customer Records and Collection Expense
Summary of Special Study to Functionalize FERC Account 903

Gas Cost-
Total Dollars Distribution Billing/Payment Collections

1,606,583 1,606,583 °
2,633,995 - 2,533,995
3,001,168 3,001,168
3,652,903 3,652,903
2,647,183 2,647,183
1,554,544 528,545 1,025,999
3,005,057 1,021,719 1,983,338
3,202,499 1,088,850 2,113,649
2,197,607 747,186 1,450,421
2,451,937 833,659 1,618,278

476,429 161,986 314,443
1,056,072 1,056,072
1,850,285 1,850,285
6,962,851 6,962,851
7,162,522 7,162,522

597,255 203,067 394,188
1,537,216 1,637,216
1,290,754 1,290,754

46,786,860 31,649,294 6,237,250 8,900,316

Exhibit 5 - KEDNY
Schedule 3
Page 1 of 1

Allocation Percentage
& to & to

Billing/Pay Collections

100.0%

100.0%
66.0%
66.0%
66.0%
66.0%
66.0%
66.0%

100.0%
66.0%
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KEYSPAN ENERGY DELIVERY LONG ISLAND
SUMMARY OF RATES OF RETURN BY CUSTOMER CLASS
FOR TWELVE MONTHS ENDED DECEMBER 31, 2005

Class % Return
Residential Non-Heating -3.07%
Residential Heating 8.45%
Non-Residential General 11.34%
Multiple-Dwelling Service 7.24%
High Load Factor Service 49.12%
Temperature Controlled 66.53%
Return for Above Classes 7.68%
System Average Return 8.69%

109




804810

813

841.847.8

850-867

870
874
87§
878
879
880
881

886
887
889
890
892
893

895

902
904

KEYSPAN ENERGY DELIVERY LONG ISLAND
CALCULATION OF THE MINIMUM COST TO SERVE
ACTUAL COSTS FOR THE YEAR ENDING DECEMBER 31, 2005

PSC ACCOUNT TITLE

PRODUCTION EXPENSES
Nat. Gas Purchases for Resale
Other Gas Supply Expenses
Other Storage Expenses
Transmission

DISTRIBUTION EXPENSES

OPERATION
(1) Supervision & Engineering
(2) Mains & Services Expenses
Meas & Reg Expenses
(3) Oper Meter & House Reg Exp
(4) Customer Installation Exp
(5) Other Operation Expenses
Rents

Total Operation
MAINTENANCE
{6) Maintenance of Structures
(7} Maintenance of Mains
Meas & Reg Station Equip
Indust Meas & Reg Equip
(7) Maintenance of Services
{8) Maint of Neters & House Reg
Total Maintenance
Total Joint Expenses

TOTAL DISTRIBUTION EXP

CUSTOMER ACCOUNT EXP

{10) Meter Reading

{3) Uncollectibles

901-911 (10) Others

915-918

Total

SALES EXPENSES

RATE 1A NON-HEATING

Nationa! Grid and KeySpan
Mintmum Cast to Serve
Exhibit 5 - KEDLY
Schedule 2

Pagelof?

RATE 1B RES HEATING

TOTAL UTILITY CUSTOMER MINIMUM COST

CUSTOMER  MINIMUM COST

OPERATIONS COMPONENT TOSERVE  COMPONENT
963,016,410
2,629,304
6,893,778
65,452 11,656 11,656 32,282
8,545,094 1,483,258 1483258 3,717,286
380,446 . - -
4762758 1081524 1081524 2624645
1,055,864 120,100 120,100 708,063
22,214,815 3,751,137 3,751,137 9,450,630
37,024,428 6,447,675 6,447,675 16,532,906
31,779 - - -
15,579,184 2,904,219 2,904,219 6,697,242
440,064 - - .
90,162 - - -
4,276,079 654,357 654,357 1,895,343
722,209 163,999 163,999 397,992
21139476 3,722,575 3722575 8,990,577
58,163,905 10,170,250 10,170,250 25,523,483
5,250,697 752,045 752,045 3,357,464
6,194,114 330,202 328,441 855,771
17250666  3,874.749 3630772 10,488,330
28695477 4,956,957 4711,258 14,701,566
9,920,217 1,944,016 1944016 4,753,267

TO SERVE

32,282
3,717,286
2,624,645

708,063
9,450,630

16,532,906

6,697,242

1,895,343
397,992

8,990,577

25,523,483

3,357,464
847,552
9,350,057
13,555,073

4,753,267
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KEYSPAN ENERGY DELIVERY LONG ISLAND Page2ol?

CALCULATION OF THE MINIMUM COST TO SERVE
ACTUAL COSTS FOR THE YEAR ENDING DECEMBER 31, 2005

RATE 1A NON-HEATING RATE 1B RES HEATING
TOTAL UTILITY CUSTOMER MINIMUM COST CUSTOMER MINIMUM COST
] ACCT # PSC ACCOUNT TITLE OPERATIONS COMPONENT TO SERVE COMPONENT TO SERVE
{
(11) ADMIN & GEN EXPENSES 57,361,053 9,304,610 8,225,760 25,631,818 25,263,945
(12) DEPR & AMORT 54,932,930 8,485,258 8,359,768 21,540,880 21,170,615
TAXES EXCLUDING REVENUE TAXES
(13) Property and Special Franchise 52,313,147 7,760,977 7,760,107 19,549,272 19,545,214
Taxes
(14) Other Taxes 3,985,730 646,672 640,635 1,796,160 1,767,993
Total Taxes Excluding
Revenue Taxes 56,298,877 8,407,64% 8,400,742 21,345,432 21,313,208
{15) LESS: GAS UNCOLLECTIBLES (4,743,087)
Totatl Revenue Requirement 260,628,372 43,268,780 42,811,794 113,496,445 111,579,590
Excluding Return, FIT
and Revenue Taxes
(16) Rate Base 1,616,870,313 235,086,230 233,112,077 597,625,132 592,127,958
(17) System Average Retumn @ 8.69% 20,257,439 51,455,920
(18) Return for Summary Classes 1-6 @ 7.68% Overall 17,903,007 45,475,427
(19} Federal Income Taxes @ 8.69% Return 6,678,138 16,963,137
Federal Income Taxes @ 7.68% Return 5,901,967 14,991,587
Total Revenue Requirement @ 8.69% 69,747,371 179,998,646
Total Revenue Requirement @ 7.68% s 66,616,768 172,046,604
No. of Meters 141,157 325,514
Calculated at System Average
Annual Minimum Cost to Serve $ 49411 $ 5§52.97
Bi-monthly Minimum Cost to Serve $ 82.35 $ 92.16
Monthly Minimum Cost to Serve $ 41.18 $ 46.08
Calcuated at Average for Summary Classes 1-6
Annual Minimum Cost to Serve $ 471.93 $ 528.54
Bi-monthly Minimum Cost to Serve $ 78.66 3 88.09
Monthly Minimum Cost to Serve $ 39.33 $ 44.04
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KEYSPAN ENERGY DELIVERY LONG ISLAND
CALCULATION OF THE MINIMUM COST TO SERVE
ACTUAL COSTS FOR THE YEAR ENDING DECEMBER 31, 2005

RATE 2 GENERAL SERVICE

National Grid and KeySpan
Minimum Cos1 o Serve
Exhibit 5 - KEDLI
Schedule 2

Pagelof?

RATE 3 MULTIFAMILY

TOTAL UTILITY CUSTOMER MINIMUM COST CUSTOMER MINIMUM COST

ACCT# PSC ACCOUNT TITLE
PRODUCTION EXPENSES
804-810 Nat. Gas Purchases for Resale 963,016,410
813 Other Gas Supply Expenses -
841-847.8 Other Storage Expenses 2,629,304
6,893,778
DISTRIBUTION EXPENSES
OPERATION
870 (1) Supervision & Engineering 65,452
874 {2) Mains & Services Expenses 8,545,094
875 Meas & Reg Expenses 380,446
878 (3) Oper Meter & House Reg Exp 4,762,758
879 {4) Customer installation Exp 1,055,864
880 (5) Other Operation Expenses 22,214.815
881 Rents -
Tota!l Operation 37,024,429
MAINTENANCE
886 (6) Maintenance of Structures 31,779
887 {7) Maintenance of Mains 15,579,184
889 Meas & Reg Station Equip 440,064
890 Indust Meas & Reg Equip 90,162
892 {7) Maintenance of Services 4,276,079
893 {8) Maint of Neters & House Reg 722,209
Total Maintenance 21,139,476
895 Total Joint Expenses -
TOTAL DISTRIBUTION EXP 58,163,805
CUSTOMER ACCOUNT EXP
902 {10) Meter Reading 5,250,697
804 (9) Uncollectibles 6,194,114
901-911 (10) Others 17,250,666
Total 28,695,477
915-919 SALES EXPENSES 9,920,217

OPERATIONS COMPONENT

8,575
941,276
876,351
149,866

2,605,025

4,581,093

1,121,122

732,503
132,887

1,986,512

6,567,604

1,098,612

234,264
2,569,984
3,902,860

1,338,932

JO SERVE

8575
941,276
876,351
149,866

2,605,025

4,581,093

1,121,122

732,503
132,887

1,986,512

6,567,604

1,098,612

232,829
2,371,309
3,702,750

1,339,932

COMPONENT

340

34,480
45,969
21,228
103,062

205,078

22,507
34,989
6,971

64,466

269,545

23312
9,655
112,457
145,424

113,459

JO SERVE

340
34,480

45,969
21,228
103,062

205,078

22,507

34,989

6,971

64,466

269,545

23,312
9,446
83,463
116,221

113,459

112




National Grid and KeySpan

Minimum Cast to Serve

Exhibkt § - KEDLI

Schedule 2

KEYSPAN ENERGY DELIVERY LONG ISLAND Fage ot

CALCULATION OF THE MINIMUM COST TO SERVE
ACTUAL COSTS FOR THE YEAR ENDING DECEMBER 31, 2005

RATE 2 GENERAL SERVICE RATE 3 MULTIFAMILY
TOTALUTILITY CUSTOMER MINIMUM COST CUSTOMER MINIMUM COST
ACCT # PSC ACCOUNT TITLE OPERATIONS COMPONENT JO SERVE COMPONENT TO SERVE
(11) ADMIN & GEN EXPENSES 57,361,053 6,835,799 6,771,590 274,851 265,481
(12) DEPR & AMORT 54,932,920 6,008,483 5,671,994 250,711 230,834
TAXES EXCLUDING REVENUE TAXES
(13) Property and Special Franchise 52,313,147 5,389,105 5,388,397 213,254 213,150
Taxes
{14) Other Taxes 3,985,730 476,695 471,779 19,194 18,476
Total Taxes Excluding
Revenue Taxes 56,298,877 5,865,800 5,860,176 232,447 231,627
(4,743,087)
Total Revenue Requirement 260,629,372 30,520,479 29,914,047 1,286,438 1,227,166
Excluding Return, FIT
and Revenue Taxes
(16) Rate Base 1,616970,313 168,302,241 162,652,046 6,691,186 6,370,934
|
(17) System Average Return @ 8.69% 14,134,463 553,634
| {18) Return for Summary Classes 1-6 @ 7.68% Overall 12,491,677 489,288
(19) Federal Income Taxes @ 8.69% Return 4,659,616 182,513
Federal Income Taxes @ 7.68% Return 4,118,050 161,300
Total Revenue Requirement @ 8.69% 48,708,126 1,963,313 N
Total Revenue Requirement @ 7.68% 46,523,773 1,877,754
No. of Meters 54,491 1,094
Calculated at System Average
Annua! Minimum Cost to Serve $ 893.87 $ 1,794.62
Bi-riwnthly Minimum Cost to Serve $ 148.98 S 299.10
Monthly Minimum Cost to Serve 3 74.48 $ 149.55
Calcuated at Average for Summary Classes 16
Annual Minimum Cost to Serve $ 853.79 $ 1,716.41
Bi-monthly Minimum Cost to Serve $ 142.30 $ 286.07
Monthly Minimum Cost to Serve $ 71.15 $ 143.03
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KEYSPAN ENERGY DELIVERY LONG ISLAND
CALCULATION OF THE MINIMUM COST TO SERVE

ACTUAL COSTS FOR THE YEAR ENDING DECEMBER 31, 2005

National Grid and KeySpan

RATE 15 HIGH LOAD FACTOR RATE 12 TEMP CONTROLLED

TOTAL UTILITY CUSTOMER MINIMUM COST CUSTOMER MINIMUM COST

ACCT# PSC ACCOUNT TITLE OPERATIONS COMPONENT TO SERVE COMPONENT
PRODUCTION EXPENSES
804-810 Nat. Gas Purchases for Resale 963,016,410
813 Other Gas Supply Expenses -
841-847.8 Other Storage Expenses 2,629,304
6,893,778
DISTRIBUTION EXPENSES
OPERATION
870 (1) Supervision & Engineering 65,452 79 79 294
874 {2) Mains & Services Expenses 8,545,094 - 5,585 -
875 Meas & Reg Expenses 380,446 5585 - 20,446
878 {3) Oper Meter & House Reg Exp 4,762,758 24,486 24,486 71,068
879 {4) Customer Installation Exp 1,055,864 4262 4,262 22,050
880 {5) Other Operation Expenses 22,214,815 25,561 25,561 84,230
881 Rents - -
Total Operation 37,024,429 59,973 59,973 198,088
MAINTENANCE
886 (6) Maintenance of Structures 31,779 - - -
887 {7) Maintenance of Mains 15,579,184 1,324 1,324 8,288
889 Meas & Reg Station Equip 440,064 - - -
890 Indust Meas & Reg Equip 90,162 - - -
892 (7} Maintenance of Services 4,276,079 6,688 6,688 22,971
893 (8) Maint of Neters & House Reg 722,209 3,713 3,713 10,776
Total Maintenance 21,139,476 11,725 11,725 42,036
895 Total Joint Expenses - -
TOTAL DISTRIBUTION EXP 58,163,905 71,698 71,698 240,124
CUSTOMER ACCOUNT EXP
902 {10) Meter Reading 5,250,697 1,371 1,371 8,585
904 {9) Uncollectibles 6,194,114 2,378 2,337 8,986
901-911 (10) Others 17,250,666 15,934 10,246 81,559
Total 28,695,477 19,684 13,954 99,130
915-919 SALES EXPENSES 9,920,217 34,959 34,959 289,433

TO SERVE

294
20,446
71,068
22,050
84,230

198,088

8,288

22,971
10,776

42,036

240,124

8,585
8774
52,127
69,486

289,433

Minimum Cost to Serve
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ACCT #

KEYSPAN ENERGY DELIVERY LONG ISLAND
CALCULATION OF THE MINIMUM COST TO SERVE
ACTUAL COSTS FOR THE YEAR ENDING DECEMBER 31, 2005

PSC ACCOUNT TITLE

(11) ADMIN & GEN EXPENSES
(12) DEPR & AMORT

TAXES EXCLUDING REVENUE TAXES
(13) Property and Special Franchise
Taxes
{14) Other Taxes
Total Taxes Excluding
Revenue Taxes

Total Revenue Requirement
Excluding Retum, FIT
and Revenue Taxes

(16) Rate Base

{17) System Average Retum @ 8.6%%

57,361,053

54,932,930

52,313,147
3,985,730

56,298,877

(4,743,087)

260,629,372

1,616,970,313

(18) Retum for Summary Classes 1-6 @ 7.68% Overalt

(19) Federal Income Taxes @ 8.69% Return
Federal Income Taxes @ 7.68% Return

Total Revenue Requirement @ 8.69%
Total Revenue Requirement @ 7.68%

No. of Meters

Calculated at System Average
Annual Minimum Cost to Serve
Bi-monthly Minimum Cost to Serve
Monthly Minimum Cost to Serve

Calcuated at Average for Summary Classes 1-6

Annual Minimum Cost to Serve
Bi-monthly Minimum Cost to Serve
Monthiy Minimum Cost to Serve

RATE 15 HIGH LOAD FACTOR
TOTAL UTILITY CUSTOMER  MINIMUM COST

OPERATIONS COMPONENT

63,827

64,128

52,888

4,420

57,307

311,602

1,693,245

©®»

”

JO SERVE
61,988

63,619

52,867
4279

57,146

303,364

1,688,916

146,767
128,709

48,384
42,760

498,515
475,833

448

1,117.75
186.28
93.15

1,066.89
177.82
88.91

National Grid and KeySpan

RATE 12 TEMP CONTROLLED
CUSTOMER  MINIMUM COST

COMPONENT

237,068

210,021

174,265

16,612

190,877

1,266,653

5,635,586

(<]

TO SERVE

227,556

207,387

174,161

15,883

190,044

1,224,030

5,613,190

487,786
431,093

160,805
142,116

1,872,621
1,797,238

403

4,646.70
774.45
387.23

4,459.65
743.27
371.64

Minlmum Cost to Serve
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National Grid and KeySpan

Minimum Cost to Serve
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KEYSPAN ENERGY DELIVERY LONG ISLAND Page 7ot

ALLOCATION OF CUSTOMER COSTS IN MINIMUM COST TO SERVE
ACTUAL COSTS FOR THE YEAR ENDING DECEMBER 31, 2005

(1) Supervision and Engineering Expenses - These expenses were allocated based on the ratio of labor related to the minimum
cost of service to customer related iabor for the applicable operation and maintenance accounts.

(2) Mains and Services Operation Expense - These expenses represent 100% of the operating expenses related o the customer
portion of mains and service expenses.

(3) Meter and House Regulator Operation Expenses - The minimum cost to serve reflects the amount related to maintaining all meters and

house requlators .

(4) Customer installation Expenses - The amount allocated to the minimum cost to install meters and related equipment.

(5) Other Expenses - Reflect the percentage of customer retated other expenses allocable to the minimum cost to serve.
(6) Maintenance of Structures - Al expenditures for maintenance of structures were aliocated to the demand category and not

allocated to customers.

(7) Maintenance of Mains and Maintenance of Services - These expenses represent the maintenance expenses related to the

customer portion of mains and services.
(8) Maintenance of Meters and House Requlator Expenses - Allocated in the same manner as {(3) above.

(9) Customer Accounts Expenses: Uncoliectibles - The total expenses reflect the uncollectible revenues for both the distribution
and the supply function. Only the amount related to distribution is allocated to the rate classes. The supply allocation is

subtracted below.

(10) Customer Accounts Expenses: Meter Reading and All Others - All expenses were allocated to the minimum cost to serve.

(11) Administrative and General Expenses - These expenses reflect the percentage of customer-related administrative expenses

allocable to the minimum cost to serve.

(12) Depreciation and Amortization - Reflects the percentage of customer-related plant allocable to the minimum cost to serve.

(13) Property Tax and Special Franchise Tax - These expenses were allocated to the minimum cost to serve based upon the
percentage of taxable customer-related plant allocable the the minimum cost to serve.

(14) Other Taxes - This expense represents the portion of payroll and other taxes related to the minimum cost to serve.
(15) Gas Uncollectibles - Since all commodity costs have been excluded from the minimum cost study, these commodity-related

expenses are also excluded.

(16) Rate Base - These items were identified by customer component and then allocated to the minimum cost to serve based on the
applicable percentage for each function.

(17) Return - Retumns were computed at the average overall return of 8.69% and the retums for rates presented of 7.68%.

(18) Federal Income Taxes - Federal income taxes were allocated by taking rate base related to the minimum cost to serve in
column (3) as a percent of total rate base in column {1) and mutiplying this number by total federal income taxes.
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National Grid and KeySpan
Special Study - Customer Records and Collection Expense

Exhibit 5 - KEDLI
KEYSPAN ENERGY DELIVERY LONG ISLAND Paget o
Customer Records and Collection Expense
Summary of Special Study to Functionalize FERC Account 903

Allocation Percentage

Gas Cost- &to &to
Cost Component Total Dollars Distribution Billing/Payment Collections Billing/Pay Collections
Costs Related to Meter Reading 274,160 274,160
Print & Mail Bills 2,044,606 2,044,606 100.0%
Field Offices - Billing Inquiries 483,570 483,570
Field Offices - Collections 2,311,519 2,311,519
Field Offices - Other 3,875,426 3,875,426
Call Center - Billing 352,790 352,790 100.0%
Call Center - Collections 214,762 70,517 141,245 66.7%
Call Center - Other 1,275,076 1,275,076
Collections Labor 1,215,446 404,744 810,702 66.7%
Collections Agency Fees 541,236 180,232 361,004 66.7%
Other Outside Collections Services 452,355 150,634 301,721 66.7%
Remittance Processing 422,266 422 266 100.0%
Social Responsibility 136,040 136,040
Prepaid Postage 901,167 901,167
Bill Calculation 2,108,734 2,108,734
Outbound Collections Postage 80,608 26,842 53,766 66.7%
Other 109,796 61,423 17,043 66.7%

Total Account 903 16,796,557 12,260,083 2,819,662 1,685,481
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KEDNY RATE PLAN

L DEFINITIONS

“Annual Report” means the report that will be served on the parties by July 1 of each year during
the term of the Rate Plan beginning on July 1, 2008, which will contain the information detailed in
various sections of the Rate Plan.

“Balancing Account” means the regulated account in which certain debits or credits arising out of
the operation of the Rate Plan will be recorded based on variances between actual costs and revenue
requirements compared to the forecast of costs and revenue requirements included in the Rate Plan.

“Base Delivery Rates” means the base rates set forth in KEDNY’s tariff plus the Local
Distribution Adjustment Change.

“Case 97-M-0567 Settlement” means the settlement approved by the Commission by Order dated
April 14, 1998 in Case 97-M-0567.

“Consummation Date” means the date on which a Certificate of Merger for the Transaction is
filed with the Secretary of State of the State of New York or the later time that is provided in the
Certificate of Merger.

“Director of Gas & Water” means the Director of the Department of Public Service’s Gas and
Water Division.

“ESCO” means an entity engaged in an Energy-Related Business and which does business in the
service territory of KEDNY.

“Exogenous Costs” means all of the incremental effects on KEDNY’s costs, revenues, or revenue
requirements associated with or caused by: (i) any externally imposed accounting change; (ii) any change
in the Federal, state or local rates, laws, regulations, or precedents governing income, revenue, sales, or
franchise taxes; or (iii) any legislative, court, or regulatory change, which imposes new or modifies
existing obligations or duties. If these Exogenous Costs individually or collectively in any one Rate Year

ending March 31 exceed three percent (3%) of KEDNY’s pre-tax net utility income (determined in
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accordance with the methodology set forth for Earnings Sharing in Section A. 4 of the Rate Plan) for the
year in which the change first occurs the total impact of the Exogenous Costs shall be included in the
Balancing Account.

“Gas Adjustment Charge” or “GAC” means charges assessed to sales customers to effectuate
recovery of certain costs and passthrough of certain credits outside of base rates, including gas costs, from
sales customers.

“KEDNY” means The Brooklyn Union Gas Company d/b/a KeySpan Energy Delivery — New
York.

“KEDNY Core Customer” means a customer taking KEDNY Core Service under Service
Classification (SC) Nos. 1A, 1AR, 1B, 1B], 1BR, 1B-D6, 2-1, 2-2, 3, 4A, 4B, 7, 14, 17, and 21 of the
KEDNY Tariff.

“KEDNY Core Service” means firm sales and firm transportation service provided under SC Nos.
1A, 1AR, 1B, 1BR, 1B-D6, 2-1, 2-2, 3, 4A, 4B, 7, 14, 17 and 21 of the KEDNY Tariff.

“KEDNY Rate Plan” means the rate plan for KEDNY’s gas rates as set forth in Section II.

“KEDNY Temperature Controlled Service” means sales service provided under SC Nos. 6C
(Temperature Controlled Commercial), 6G (Temperature Controlled Governmental) or 6M (Temperature
Controlled Multi-Family), or transportation service under the corresponding rate schedule in SC 18 (Non-
Core Transportation) or KEDNY s tariff.

“Local Distribution Adjustment Charge” or “LDAC” means a volumetric charge assessed to
KEDNY Core Customers in order to recover portions of deferred costs included in the KEDNY
Balancing Accounts. The LDAC will consist of a base rate component and a surcharge component. The
LDAC will not be separately stated on customer bills.

“Niagara Mohawk™ means Niagara Mohawk Power Corporation.

“Non-Core Margins” means: (i) net margins derived by KEDNY from services provided to
Temperature Controlled customers served under S.C. Nos. 6C, 6G, 6M, and 18-6 and (ii) net margins

derived from services to interruptible customers served under S.C. Nos. 5A and 18-5A.
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“NYSERDA” means the New York State Energy Research and Development Agency.

“PSL” means the Public Service Law of the State of New York.

“Rate Year” means any year during the period covered by this Agreement commencing on April
1 and ending on the next succeeding March 31.

“Rate Year One” means the period beginning the first day of the month after the Consummation
Date and ending on March 31, 2008.

“Return” means carrying charges at the pre-tax weighted average cost of capital (after accounting
for deferred tax effects).

“Return Requirement on Gas in Storage” means the pre-tax weighted average cost of capital
multiplied by the thirteen month average storage balance.

“Return Requirement on Working Capital” means the pre-tax weighted average cost of capital
multiplied by the working capital associated with the lag on customer payments for gas costs that is not
offset by the lead on purchased gas expense.

“S.C.___” means a service classification contained in KEDNY’s tariff.

“SIR Costs” means Site Investigation and Remediation Costs, including consultant, legal,
insurance, and contractor costs for investigation, acquisition or remediation of former manufactured gas
plant sites and other waste sites or related sites at which KEDNY has or will be determined to be a
potentially responsible party. Net proceeds from insurance companies and third parties, together with
lease payments or proceeds from the sale of properties acquired as part of: a remediation plan shall be
credited against SIR costs. The former manufactured gas plant sites or other related sites for which
KEDNY has been named a potentially responsible party are set forth on Attachment 1. KEDNY will
update the list of sites in its Annual Report, and include other sites in the event KEDNY is named as a
potentially responsible party at any other sites during the term of the Rate Plan.

“Staff” means the Staff of the New York Department of Public Service.
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“Transaction” means the proposed merger of KeySpan Corporation with and into a subsidiary of
National Grid, USA, pursuant to the Agreement and Plan of Merger attached as Appendix 2 to the
accompanying Petition.

“Temperature Controlled” means certain services provided by KEDNY under S.C. Nos. 6C, 6G,
6M and S.C. No. 18-6.

“Transportation Adjustment Charge” or “TAC” means the charge assessed by KEDNY to
effectuate recovery of certain costs and passthrough of certain credits outside of base rates from
transportation service customers.

“Uncollectible Expenses Associated with Gas Costs” means the actual percentage of total
uncollectible expense attributable to gas costs. This expense will be determined annually by multiplying

the percentage that total uncollectible expense is of total revenues by total gas costs.

ARTICLE I1

KEDNY RATE PLAN

A. Ratemaking Requirements

A KEDNY Rate Plan will be established to be implemented effective on the first day of
the month after the Consummation Date (hereinafter “the Rate Effective Date”), continuing in
effect until at least March 31, 2017. During the period of the KEDNY Rate Plan, the rates for
KEDNY Core Customers will be established in accordance with this Agreement, and no changes
will be made to such rates except in accordance with this Agreement. As more fully set forth
below, this Agreement provides that certain costs will be recovered through Base Delivery Rates,
which are defined to include a Local Distribution Adjustment Charge (“LDAC”) and Base Rates,
while other costs will be recovered through the Gas Adjustment Charge (“GAC”) and/or the

Transportation Adjustment Charge (“TAC”). A condition precedent to the effectiveness of this
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KEDNY Rate Plan is the consummation of the Transaction. If the Transaction is not
consummated this KEDNY Rate Plan will not become effective.
1. Base Rate Adjustments
a. Rate Year One — Exclusion of Costs; Implementation of LDAC
On the Rate Effective Date and for the period ending March 31, 2009, KEDNY’s
Base Delivery Rates will remain unchanged. However, as of the Rate Effective Date, the
definition and amount o<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>