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Januacy 17, 2001

The Honorable Janet Hand Deixler, Secretary
New York State Public Service Commission
Three Empire State Plaza

Albany, New York 12223

RE: Merger Application of Niagara Mohawk Holdings, Inc., Niagara Mohawk Power
Corporation, National Grid Group plc, and National Grid USA

Dear Secretary Deixler:

Enclosed for filing please find the original and 25 copies of a package of documents that
together comprise the application for authority to merge Niagara Mohawk Power Corporation
(“Niagara Mohawk™), the New York utility subsidiary of Niagara Mohawk Holdings, Inc. (“NM
Holdings™), into the utility holding company system of Nationa. Grid Group plc (“National
Grid”). The applicants (collectively, “Petitioners”), are NM Holdings, Niagara Mohawk,
National Grid, and National Grid’s U.S. holding company subsidiary, National Grid USA, which
will become NM Holdings’ parent as a result of the merger.

Description of the Application

The application consists of the following documents:

1. Joint Petition of Niagara Mohawk Holdings, Inc., Niagiara Mohawk Power Corporation,
National Grid Group plc, and National Grid USA for Approval of Merger and Stock
Acquisition (“Petition”) with the following Appendices:

A. Introduction to National Grid




- ]

B. Agreement and Plan of Merger and Scheme of Arrengement by and among
National Grid Group plc, Niagara Mohawk Holdings, Inc. and National Grid
Limited and Grid Delaware, Inc. (“Merger Agreem:nt”).

C. Estimated Synergy Savings and Efficiency Gains and Methodology for Allocating

Synergy Savings
D. Environmental Assessment Form
2. A Draft Joint Proposal, which includes an Incentive Rate I’lan designed to reduce the

present value of the revenues collected under Niagara Mohawk’s Electricity Delivery
Rates (including Competitive Transition Charges or “CTC's,” but excluding prices for
commodity and the commodity based Delivery Cost Adjustment or “DCA”) by
approximately $970 million over the next ten years from the levels that would have been
experienced absent the merger. The Electricity Delivery Rates, which are subject to
adjustments for exogenous factors, are designed to produce stable delivery prices for
Niagara Mohawk’s customers through 2011. In addition, the Rate Plan extends the
current rate settlement for natural gas rates for another year through August 31, 2004.

The lower revenues collected under the Rate Plan mitigats a rate increase that would
otherwise become effective on September 1, 2001 at the beginning of the fourth year of
Power Choice. Specifically, Power Choice authorizes Niagara Mohawk to increase its
rates to reflect the current cost of commodity at that time. Niagara Mohawk’s purchased
power costs will be increasing significantly as the result of four factors. First, some of
Niagara Mohawk’s lowest priced power supply contracts are expiring, causing the
average cost of purchased power to increase. Second, the fuel price indexes or gas swap
provisions in several of Niagara Mohawk’s other contracts have been triggered by
today’s high natural gas contracts. Third, all of the New York Independent System
Operator (“ISO”) ancillary service charges will be reflecied in Niagara Mohawk’s rates.
Fourth, the market price of generation has increased. These increased purchased power
costs, together with the Competitive Transition Charge (‘CTC”) reset that is required
under Power Choice will have a disproportionate impact on Niagara Mohawk’s smaller
customers served under Tariffs SC-1, SC-1B, SC-1C, SC-2ND, SC-2D, SC-3, SC-4 (less
than 2 megawatts), and PSC-214, and are expected to rase rates to these customers by 8
to12 percent under the Power choice compliance filing.

The Rate Plan eliminates over four percent of this projected increase by lowering
Electricity Delivery Charges, and levelizing commodity charges through a new Standard
Offer Service for Non-Market Price customers during tt.e Rate Plan Period. The lower
Electricity Delivery Charges are produced by reducing znd restructuring CTC recovery.
The commodity charges reflect the levelization of the prices for Niagara Mohawk’s
hedged power supplies to Non-Market Price customers over the next four years, when
market prices are forecast to decline. The levelized prices are subject to a Commodity
Adjustment Charge.
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In contrast to the Non-Market Price customers, Niagara Mohawk’s larger customers
served under Rates SC-3A, SC-4 (greater than 2 megawatts), SC-11, and SC-12, have
already gone to the market and therefore have already experienced the increase in market
prices. They will see a reduction in their delivery rates, first through the CTC reset as
part of Power Choice and then through the reduced Electricity Delivery Rates in the Joint
Proposal. As a result, Electricity Delivery Rates to SC-3A customers are reduced by 25.4
percent from today’s rates, 13.4 percent of which is associated with the merger Rate Plan.
These decreases should mitigate increases in the market price of electricity and continue
Niagara Mohawk’s commitment to maintain a solid base of large industrial customers in
its service territory following the merger.

Finally, Niagara Mohawk provides delivery service to customers receiving NYPA power
under a variety of economic development programs. As with the Base Electricity
Delivery Rates for Niagara Mohawk’s other customers, these delivery rates will be held
constant during the Rate Plan Period. The rate reductions under the Rate Plan thus
mitigate the significant increases in commodity costs that Niagara Mohawk’s customers
would otherwise experience in their bills as the result of today’s high market prices.

The price reductions are produced by the synergies and efficiency gains projected to be
realized following the merger, which are summarized in Appendix C to the merger
petition, by the reduction and restructuring of Niagara Mohawk’s CTC recovery and by
the implementation of the levelized prices for Standard Offer Service. The initial price
reductions, $970 million of long-term rate savings, and long-term price stability represent
the central benefits of the merger for Niagara Mohawk’s customers, and demonstrate that
the merger itself is in the public interest.

Requested Date for Commission Approval

Petitioners respectfully request Commission approval of the merger and related
authorizations described in the Petition by June 1, 2001. Petitioners make this request so the
merger may close in time for the Rate Plan to become effective on September 1, 2001.

Informational Meetings

It is Petitioners’ hope and expectation that the issues in this proceeding can be resolved
through settlement among many, if not all, interested parties. Petitioners therefore plan to
convene informational meetings to explain their filing during the week of January 29 through
February 2, 2001. If as a result of these and any subsequent informational meetings it appears
that settlement is possible, Petitioners will convene settlement negotiations in compliance with
Section 3.9 of the Commission’s Rules of Procedure. If settlement proves impossible,
Petitioners will propose procedures for resolution of the filing.

Request for Appointment of Settlement Judge

If negotiations are to produce a settlement in time for Commission approval by June 1,
2001, they will have to conclude no later than April 1, 2001. Petitioners accordingly request the




appointment of a settlement judge who could attend Petitioners’ informational meetings and
facilitate any settlement negotiations that might ensue.

Service and Interventions

Petitioners are serving their full merger application, which is voluminous, on those active
parties in Niagara Mohawk’s most recent electric and gas rate proceedings, Case Nos. 94-E-0098
et seq. and 99-G-0336, who either are entitled to rate case party status by law or who
traditionally have participated in Niagara Mohawk rate proceedings (see attached service list).
Petitioners are serving on the remaining parties to those two cases a copy of this letter, together
with a letter offering to provide a complete copy of the merger application immediately upon
request. Petitioners believe this procedure will avoid wasteful service on scores of parties to
earlier proceedings who may not have an interest in Niagara Mohawk’s merger. It is Petitioners’
hope that all prospective parties will seek intervenor status promptly.




Of counsel:

Gary J. Lavine, Esq.
Senior Vice President

and Chief Legal Officer
Niagara Mohawk Holdings, Inc.
300 Erie Boulevard
Syracuse, New York 13202
(315) 428-6947

Gloria Kavanah

Attorney at Law

Niagara Mohawk Power Corporation
111 Washington Avenue

Suite 301

Albany, New York 12210

(518) 433-5221

Lawrence J. Reilly

Senior Vice President

and General Counsel

National Grid USA

25 Research Drive

Westborough, Massachusetts 01582
(508) 389-9000

Thomas G. Robinson

Deputy General Counsel

National Grid USA

25 Research Drive

Westborough, Massachusetts 01582
(508) 389-2877

Copies to attached Service List

Respectfully submitted,

NJAGARA MOHAWK HOLDINGS, INC.
NIAGARA MOHAWK POWER CORPORATION
NATIONAL GRID GROUP plc

NATIONA GRID USA

By their counsel:

gﬁ;\)ﬁﬂ, —\T: A@CSTZ—» CI'&K)

Edward Berlin
Steven J. Agresta

J. Phillip Jordan
William B. Glew, Jr.

Swidler Berlin Shereff Friedman, LLP
3000 K Street, N.W., Suite 300
Washington, DC 20007

(202) 424-7500
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National Grid USA and Niagara Mohawk
Merger Petition/Joint Proposal

Service List

January 17, 2001

NEW YORK STATE DEPARTMENT OF
PUBLIC SERVICE

JANET H. DEIXLER

Secretary

Three Empire State Plaza

Executive Office 14™ FI.

Albany, NY 12223-1350

Phone: 518-474-6530

Fax: 518-486-6081

E-Mail: janet deixler@dps.state.ny.us

NATIONAL POWER LENDERS FORUM
JOHN W. DAX, ESQ.

COHEN, DAX, & KOENIG, P.C.

90 State Street, Suite 1030

Albany, NY 12207

Phone: 518-432-1002

Fax: 518-432-1028

NEW YORK STATE DEPARTMENT OF
PUBLIC SERVICE STAFF

JANE C. ASSAF, ESQ.

Office of General Counsel 18" FI.

Three Empire State Plaza

Albany, NY 12223-1350

Phone: 518-474-4535

Fax: 518-486-5710

E-Mail: jane assaf@dps.state.ny.us

SITHE ENERGIES, INC.
CRAIG M. INDYKE, ESQ.
READ & LANIADO

25 Eagle Street

Albany, NY 12207-1901
Phone: 518-465-9313

Fax: 518-465-9315

NEW YORK STATE DEPARTMENT OF
PUBLIC SERVICE STAFF

PAUL AGRESTA, ESQ.

Office of General Counsel 18% F1.

Three Empire State Plaza

Albany, NY 12223-1350

Phone: 518-486-2653

Fax: 518-486-5710

E-Mail: paul agresta@dps.state.ny.us

ROBERT J. HOBDAY

MANAGERING DIRECTOR, OPERATIONS
ENERGETIX, INC.

755 Brooks Ave

Rochester,NY 14619

Phone (716) 724-8743

Fax: (716) 724-8241

E-Mail: rhobday@energetix.net

NEW YORK STATE DEPARTMENT OF
LAW

RICHARD W. GOLDEN, ESQ.

120 Broadway

New York, NY 10271

Phone: 212-416-8340

Fax: 212-416-6003

NEW YORK STATE DEPARTMENT OF
ECONOMIC DEVELOPMENT
JEFFREY SCHNUR

30 South Pearl Street

Albany, NY 12245

Phone: 518-292-5273

Fax: 518-292-5804

NATURAL RESOURCES DEFENSE
COUNCIL

KATHERINE KENNEDY, ESQ.
ASHOK GUPTA

40 W. 20th Street

New York, NY 10011

Phone: 212-727-4463

Fax: 212-727-1773

NEW YORK STATE CONSUMER
PROTECTION BOARD

JAMES F. WARDEN, ESQ.

5 Empire State Plaza

Suite 2101

Albany, New York 12223-1556
Phone: 518-474-5016

Fax: 518-473-7482

E-Mail: wardenj@consumer.state.ny.us
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National Grid USA and Niagara Mohawk
Merger Petition/Joint Proposal

Service List

January 17, 2001

MULTIPLE INTERVENORS
MICHAEL B. MAGER, ESQ.
ROBERT M. LOUGHNEY, ESQ.
BARBARA BRENNER ESQ.
DOREEN U, SAIA

COUCH, WHITE LLP

540 Broadway

P. O. Box 22222

Albany, NY 12201-2222

Phone: 518-426-4600

Fax: 518-426-0376

E-Mail: mmager@couchwhite.com
E-Mail: rloughney@couchwhite.com
E-Mail: bbrenner@couchwhite.com

E-Mail: dsaia@couchwhite.com

PACE ENERGY PROJECT/NRDC
DAVID R. WOOLEY

FRED ZALCMAN

MOLLIE LAMPI

PACE UNIVERSITY SCHOOL OF LAW
78 North Broadway

White Plains, NY 10603

Phone: 914-422-4386

518-472-1762

Fax: 914-422-4180

518-472-1544

INDEPENDENT POWER PRODUCERS OF
NEW YORK, INC.

CAROL E. MURPHY

291 Hudson Avenue

Albany, NY 12210

Phone: 518-436-3749

Fax: 518-436-0369

PUBLIC UTILITY LAW PROJECT
GERALD A. NORLANDER

90 State Street

Suite 601

Albany, NY 12207-2717

Phone: 518-449-3375

Fax: 518-449-1769

EXECUTIVE AGENCIES OF THE
UNITED STATES

ROBERT A. GANTON, ESQ.
Department of the Army

Office of the Judge Advocate
General

Regulatory Law Office

901 N. Stuart St.Suite 713
Arlington, VA 22203-1837
Phone: 703-696-1645

Fax: 703-696-2960

ADIRONDACK HYDRO DEVELOPMENT
CORPORATION

KEITH F. CORNEAU

EXECUTIVE VICE PRESIDENT

39 Hudson Falls Road

So. Glens Falls, NY 12803

Phone: (518) 747-0930

Fax: (518) 747-2409

NEW YORK POWER AUTHORITY
JOSEPH CARLINE

1633 Broadway

New York, NY 10019

Phone: 212-468-6853

Fax: 212-468-6810

UTILITY WORKERS UNION OF
AMERICA

LOCAL 1-2, AFFILIATED WITH
AFL-CIO

386 Park Avenue South

Suite 401

New York, New York 10016-8846
Phone: 212-532-7110

Fax: 212-684-3987
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National Grid USA and Niagara Mohawk
Merger Petition/Joint Proposal

Service List

January 17, 2001

SMALL MARKETERS COALITION &
AGWAY ENERGY SERVICES, CIN
USHER FOGEL

ROLAND, FOGEL, KOBLENZ &
PETROCCIONE, LLP

1 Columbia Place

Albany, NY 12207

Phone: (518) 434-8112

Fax: (518) 434-3232

E-Mail: ufogel@aol.com

IBEW

THOMAS PRIMERO, PRESIDENT/
BUSINESS MANAGER

LU 97 IBEW

713 Erie Boulevard West

Syracuse, NY 13204

Phone: (800) 214-1261

Fax: (315) 478-4070

Fax: (518) 432-0587

TIMOTHY MERRILL

ENSEARCH ENERGY SERVICES
680 Andersen Dr

Suite 200

Pittsburgh, Pa 15220

Phone: (412) 920-0935

Fax: (412) 920-0822

E-Mail: twmerrill@worldnet.att.net

DAVID L. PRESTEMON, ESQ.
NAEC, INC

126 N. Salina St

Suite 400

Syracuse, NY 13202

Phone: (315) 234-5340

Fax: (315) 423-0964

E-Mail: dprestemon@naecyork.com

NEW YORK STATE ASSEMBLY
Program Development Group

Room 547 Capitol

Albany, NY 12248

Phone: (518) 455-4386

Fax: (518) 455-5573

Phone: (518) 439-5956

Fax (518) 439-2083

LOCAL REGULATORY COUNSEL TO THE
SETTLING IPPS

Sam M. Laniado, Esq.

Read and Laniado

25 Eagle St

Albany, NY 1207-1901

Phone: (518) 465-9313

Fax: (518) 465-9315

NATIONAL ASSOC OF ENERGY SERVICES
COMPANIES AND THE JOINT SUPPORTERS
Ruben S. Brown

The E Cubed Company

215 East 79™ St

New York, NY 10021

Phone: (212) 585-1459

Fax: (212) 585-3852

Email: ecubedny@aol.com

NYS COMMUNITY ACTION ASSOCIATION
Sue Montgomery Corey

21 Aviation Rd

Albany, NY 12205-1141
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Appendix C

State Environmerital Quality Review

SHORT ENVIRONMENTAL ASSESSMENT FORM
For UNLISTED ACTIONS Only

PART |—PROJECT INFORMATION (To be completed by Applicant or Project sponsor)

1. APPLICANT /SPONSOR 2. PROJECT NAME

Niagara Mohawk Holdings, Inc. National Grid Merger

3. PROJECT LOCATION:

Municipailty County

4. PRECISE LOCATION (Street address and road intersections, préminent landmarks, etc., or provide map)

NM Holdings, Inc., 300 Erie Boulevard West, Syracuse, NY 13202

Niagara Mohawk Power Corporation, 300 Erie Boulevard West, Syracuse, NY 13202
National Grid USA, 25 Research Drive, Westborough, MA 01552 ' -

See Environmental Assessment Form for description of Service Territories

5. IS PROPOSED ACTION: '

mNew D Expansion O Modiflcation/alteration

6. DESCRIBE PROJECT BRIEFLY:

Mergef of Niagara Mohawk Holdings, Inc. and National Grid USA

7. AMOUNT OF LAND AFFECTED:

Initially n/a acres * Uitimately ._N/a acres

8. WILL PROPOSED ACTION COMPLY WITH EXISTING ZONING OR OTHER EXISTING LAND USE RESTRICTIONS?

m Yes D No It No, describa brlefly

9.

WHAT iS'PRESENT LAND USE IN VICINITY OF PROJECT?

m Residentlat m Industrial m Commerclal m Agriculture m Park/Forest/Open space D Qther
Dascribe: : .

10. DOES ACTION INVOLVE A PERMIT APPROVAL, OR FUNDING, NOW OR ULTIMATELY FROM ANY OTHER GOVERNMENTAL AGENCY (FEDERAL,

STATE OR LOCAL)?
mYes D No It yes, list agency(s) and permit/approvals

NYS Public Service Commission

.

DOES ANY ASPECT OF THE ACTION HAVE A CURRENTLY VALID PERMIT OR APPROVAL?
DY,es Ono If yes, list agency name and permiVapproval

N/A

12. AS A RESULT OF PROPOSED ACTION WILL EXISTING PERMIT/APPROVAL REQUIRE MODIFICATION?

Oves = Kno

| CERTIFY THAT THE INFORMATION Pf(OVIDED ABOVE 1S TRUE TO THE BEST OF MY KNOWLEDGE
Niagara Mohawk Holdings, Inc.

Applican: nsor {J‘ Date: I l / 7/ OI

I1 the action Is in the Coastal Area, and you are a state agency, complete the
Coastal Assessment Form before proceeding with this assessment

OVER
1




STATE OF NEW YORK |
PUBLIC SERVICE COMMISSION

NATIONAL GRID USA
| AND |
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National Grid USA and Niagara Mohawk
_ Merger Petition/Joint Proposal
_! Index
I Filing Letter (with Service List attached).

11. Merger Petition:

Appendix A - Introduction to National Grid

‘ Attachment A — National Grid’s Annual Review for 1999/2000.

Attachment B — NGC’s Report to the Director General of Gas and
Electricity Markets for 1999/2000.

' Appendix B - Agreement and Plan of Merger and Scheme of
Arrangement by and among National Grid Group plc, Niagara
Mohawk Holdings, Inc., National Grid Limited and Grid
Delaware, Inc.

Appendix C - Estimated Synergy Savings and Efficiency Gains Methodology for
Allocating Synergy Savings.

Appendix D - Environmental Assessment Form
Attachment A — Short Form Environmental Assessment Form.

Attachment B — Niagara Mohawk Environmental Programs.
Attachment C — National Grid USA Environmental Programs.

III.  Joint Proposal:
Attachment 1.  Electric Delivery Revenues Under Rate Plan.

Attachment 2. Derivation of Over-Market Variable Costs Associated with
Niagara Mohawk’s Power Supply Portfolio.

Attachment 3.  Standard Offer Service and Market Priced Commodity.
Attachment 4. Indicative Eligible Standard Offer Service (SOS)
Customer Load and Market Priced Service (MPS) Customer
Load.
Attachment 5. Niagara Mohawk Base Electricity Delivery Rates.

Attachment 6. Class Average Prices and Impacts by Rate Class.




National Grid USA and Niagara Mohawk

Attachment 7.

Attachment 8.

Attachment 9.

Attachment 10.

Attachment 11.

Attachment 12.

Attachment 13.

Attachment 14.

Attachment 15.

Attachment 16.

Attachment 17.

Merger Petition/Joint Proposal
Index

Expected Proceeds from the Sale of Niagara Mohawk’s Nuclear
Assets.

Transmission Revenue Adjustment Charge.

Storm Fund.

Environmental Response Fund.

Regulatory Deferrals.

Illustration of Extraordinary Inflation Adjustment.
Service Quality Plan.

Congestion Reduction Incentive.

Illustration of Implied Capital Structure.
Calculation of Equity Sharing Basis.

Corporate Structure and Affiliate Rules.

1. Exhibit 1. Diagram Showing Post-Merger Structure.

2. Exhibit 2. Policies and Procedures for Affiliate Transaction.
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SWIDLER BERLIN SHEREFF FRIEDMAN, LLP

THE WASHINGTON HARBOUR
3000 K STreet, NW, Surte 300

WasHINGTON, DC 20007-5116 NEW YORk OFFICE
TELEPHONE (202) 424-7500 THE CHRYSLER BULDING
FAX (202) 4247643 o sl Y 10174
WWW.SWIDLAW.COM (212) 973-0111 Fax (212) 8919598

January 17, 2001

The Honorable Janet Hand Deixler, Secretary
New York State Public Service Commission
Three Empire State Plaza

Albany, New York 12223

RE: Merger Application of Niagara Mohawk Holdings, Inc., Niagara Mohawk Power
Corporation, National Grid Group plc, and National Grid USA

Dear Secretary Deixler:

Enclosed for filing please find the original and 25 copies of a package of documents that
together comprise the application for authority to merge Niagara Mohawk Power Corporation
(“Niagara Mohawk™), the New York utility subsidiary of Niagara Mohawk Holdings. Inc. (“NM
Holdings”), into the utility holding company system of National Grid Group plc (“National
Grid”). The applicants (collectively, “Petitioners™), are NM Holdings, Niagara Mohawk,
National Grid, and National Grid’s U.S. holding company subsidiary, National Grid USA, which
will become NM Holdings’ parent as a result of the merger.

Description of the Application

The application consists of the following documents:

1. Joint Petition of Niagara Mohawk Holdings, Inc., Niagara Mohawk Power Corporation,
National Grid Group plc, and National Grid USA for Approval of Merger and Stock
Acquisition (“Petition”) with the following Appendices:

A. Introduction to National Grid




B. Agreement and Plan of Merger and Scheme of Arrangement by and among
National Grid Group plc, Niagara Mohawk Holdings, Inc. and National Grid
Limited and Grid Delaware, Inc. (“Merger Agreement”).

C. Estimated Synergy Savings and Efficiency Gains and Methodology for Allocating
Synergy Savings

D. Environmental Assessment Form

A Draft Joint Proposal, which includes an Incentive Rate Plan designed to reduce the
present value of the revenues collected under Niagara Mohawk’s Electricity Delivery
Rates (including Competitive Transition Charges or “CTCs,” but excluding prices for
commodity and the commodity based Delivery Cost Adjustment or “DCA”) by
approximately $970 million over the next ten years from the levels that would have been
experienced absent the merger. The Electricity Delivery Rates, which are subject to
adjustments for exogenous factors, are designed to produce stable delivery prices for
Niagara Mohawk’s customers through 2011. In addition, the Rate Plan extends the
current rate settlement for natural gas rates for another year through August 31, 2004.

The lower revenues collected under the Rate Plan mitigate a rate increase that would
otherwise become effective on September 1, 2001 at the beginning of the fourth year of
Power Choice. Specifically, Power Choice authorizes Niagara Mohawk to increase its
rates to reflect the current cost of commodity at that time. Niagara Mohawk’s purchased
power costs will be increasing significantly as the result of four factors. First, some of
Niagara Mohawk’s lowest priced power supply contracts are expiring, causing the
average cost of purchased power to increase. Second, the fuel price indexes or gas swap
provisions in several of Niagara Mohawk’s other contracts have been triggered by
today’s high natural gas contracts. Third, all of the New York Independent System
Operator (“ISO”) ancillary service charges will be reflected in Niagara Mohawk’s rates.
Fourth, the market price of generation has increased. These increased purchased power
costs, together with the Competitive Transition Charge (“CTC”) reset that is required
under Power Choice will have a disproportionate impact on Niagara Mohawk’s smaller
customers served under Tariffs SC-1, SC-1B, SC-1C, SC-2ND, SC-2D, SC-3, SC-4 (less
than 2 megawatts), and PSC-214, and are expected to raise rates to these customers by 8
to12 percent under the Power choice compliance filing.

The Rate Plan eliminates over four percent of this projected increase by lowering
Electricity Delivery Charges, and levelizing commodity charges through a new Standard
Offer Service for Non-Market Price customers during the Rate Plan Period. The lower
Electricity Delivery Charges are produced by reducing and restructuring CTC recovery.
The commodity charges reflect the levelization of the prices for Niagara Mohawk’s
hedged power supplies to Non-Market Price customers over the next four years, when
market prices are forecast to decline. The levelized prices are subject to a Commodity
Adjustment Charge.




In contrast to the Non-Market Price customers, Niagara Mohawk’s larger customers
served under Rates SC-3A, SC-4 (greater than 2 megawatts), SC-11, and SC-12, have
already gone to the market and therefore have already experienced the increase in market
prices. They will see a reduction in their delivery rates, first through the CTC reset as
part of Power Choice and then through the reduced Electricity Delivery Rates in the Joint
Proposal. As a result, Electricity Delivery Rates to SC-3A customers are reduced by 25.4
percent from today’s rates, 13.4 percent of which is associated with the merger Rate Plan.
These decreases should mitigate increases in the market price of electricity and continue
Niagara Mohawk’s commitment to maintain a solid base of large industrial customers in
its service territory following the merger.

Finally, Niagara Mohawk provides delivery service to customers receiving NYPA power
under a variety of economic development programs. As with the Base Electricity
Delivery Rates for Niagara Mohawk’s other customers, these delivery rates will be held
constant during the Rate Plan Period. The rate reductions under the Rate Plan thus
mitigate the significant increases in commodity costs that Niagara Mohawk’s customers
would otherwise experience in their bills as the result of today’s high market prices.

The price reductions are produced by the synergies and efficiency gains projected to be
realized following the merger, which are summarized in Appendix C to the merger
petition, by the reduction and restructuring of Niagara Mohawk’s CTC recovery and by
the implementation of the levelized prices for Standard Offer Service. The initial price
reductions, $970 million of long-term rate savings, and long-term price stability represent
the central benefits of the merger for Niagara Mohawk’s customers, and demonstrate that
the merger itself is in the public interest.

Requested Date for Commission Approval

Petitioners respectfully request Commission approval of the merger and related
authorizations described in the Petition by June 1, 2001. Petitioners make this request so the
merger may close in time for the Rate Plan to become effective on September 1, 2001.

Informational Meetings

It is Petitioners’ hope and expectation that the issues in this proceeding can be resolved
through settlement among many, if not all, interested parties. Petitioners therefore plan to
convene informational meetings to explain their filing during the week of January 29 through
February 2, 2001. If as a result of these and any subsequent informational meetings it appears
that settlement is possible, Petitioners will convene settlement negotiations in compliance with
Section 3.9 of the Commission’s Rules of Procedure. If settlement proves impossible,
Petitioners will propose procedures for resolution of the filing.

Request for Appointment of Settlement Judge

If negotiations are to produce a settlement in time for Commission approval by June 1,
2001, they will have to conclude no later than April 1,2001. Petitioners accordingly request the




appointment of a settlement judge who could attend Petitioners’ informational meetings and
facilitate any settlement negotiations that might ensue.

Service and Interventions

Petitioners are serving their full merger application, which is voluminous, on those active
parties in Niagara Mohawk’s most recent electric and gas rate proceedings, Case Nos. 94-E-0098
et seq. and 99-G-0336, who either are entitled to rate case party status by law or who
traditionally have participated in Niagara Mohawk rate proceedings (see attached service list).
Petitioners are serving on the remaining parties to those two cases a copy of this letter, together
with a letter offering to provide a complete copy of the merger application immediately upon
request. Petitioners believe this procedure will avoid wasteful service on scores of parties to
earlier proceedings who may not have an interest in Niagara Mohawk’s merger. It is Petitioners’
hope that all prospective parties will seek intervenor status promptly.




Of counsel:

Gary J. Lavine, Esq.
Senior Vice President

and Chief Legal Officer
Niagara Mohawk Holdings, Inc.
300 Erie Boulevard
Syracuse, New York 13202
(315) 428-6947

Gloria Kavanah

Attorney at Law

Niagara Mohawk Power Corporation
111 Washington Avenue

Suite 301

Albany, New York 12210

(518) 433-5221

Lawrence J. Reilly

Senior Vice President

and General Counsel

National Grid USA

25 Research Drive

Westborough, Massachusetts 01582
(508) 389-9000

Thomas G. Robinson

Deputy General Counsel

National Grid USA

25 Research Drive

Westborough, Massachusetts 01582
(508) 389-2877

Copies to attached Service List

Respectfully submitted,

NIAGARA MOHAWK HOLDINGS, INC.
NIAGARA MOHAWK POWER CORPORATION
NATIONAL GRID GROUP plc

NATIONA GRID USA

By their counsel:

S&.W\ :‘— A@esﬁ- CJ’&&)
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JOINT PETITION OF
NIAGARA MOHAWK HOLDINGS, INC,,
NIAGARA MOHAWK POWER CORPORATION,
NATIONAL GRID GROUP plc,
AND NATIONAL GRID USA
FOR APPROVAL OF MERGER
AND STOCK ACQUISITION

Introduction and Summary

On September 5, 2000, Niagara Mohawk Holdings, Inc. (“NM Holdings™) and National
Grid Group plc (“National Grid”)! announced an agreement under which National Grid will
acquire NM Holdings through a transaction described later in this filing. As a result of this
transaction National Grid indirectly will acquire 100 percent of the common stock of Niagara
Moha;wk Power Corporation (“Niagara Mohawk™), an electric and gas utility owned by NM
Holdings. NM Holdings, Niagara Mohawk, National Grid, and National Grid USA (“Grid
USA”) (collectively, “Petitioners™) accordingly request authorization to effect the indirect
acquisition of Niagara Mohawk by National Grid.

As Petitioners will show, the proposed merger is in the public interest and should be
approved. The most important benefit of the merger will be its impact on rates for electric
delivery service. Under the Incentive Rate Plan (“Rate Plan”) outlined in Petitioners’ Joint
Proposal (cited as “J.P.”), which is being filed with this Petition, Niagara Mohawk’s revenues
from electric delivery service, inclusive of competitive transition charges (“CTCs”) but
excluding prices for the commodity and the commodity based Delivery Charge Adjustment

(“DCA?”), will be reduced by $970 million on a present value basis over the next ten years from

! For the purposes of this proceeding, “National Grid” means the existing National Grid and the New National Grid
that is formed pursuant to the Scheme of Arrangement discussed in the section entitled Overview of the Proposed
Transaction.




the rates that would have been experienced absent the merger. (J.P. Att. 1, p.1.) These

Electricity Delivery Rate reductions mitigate the increase in commodity charges that is projected
to become effective on September 1, 2001 for Niagara Mohawk’s Non-Market Price customers
under SC-1, SC-2, and SC-3.

Under Niagara Mohawk’s currently effective rate and restructuring settlement (the
“Power Choice Settlement”)? electric rates must be updated as of September 1 to reset the
competitive transition charge (CTC), based on the current forecast of generation market prices.
Niagara Mohawk expects to file by May 1, 2001, to make the changes in the CTC and to
implement other commodity related changes. The expiration of some of Niagara Mohawk’s low
cost power contracts, high gas costs that affect the fuel index provisions of several of Niagara
Mohawk’s other power contracts, ancillary services charges from the New York Independent
System Operator and higher market prices have combined to increase Niagara Mohawk’s
purchased power costs. Effective September 1, 2001, these increases and other adjustments
required under the Power Choice Settlement would result in overall rate increases of 8 to 12
percent for the Non-Market Price customer classes, including residential (SC-1, SC-1B, and SC-
1C) customers, commercial (SC-2ND and SC-2D) customers, small-to-mid-sized industrial (SC-
3 and SC-4S) customers, and outdoor lighting (PSC-214). (Attachment 6e, p.5, line 14.) These
increases will be mitigated by over four percent under the Rate Plan. (Id.) Large industrial
customers (including SC-3A, SC-4 (over 2 megawatts), SC-11 and SC-12), who generally are
served at market rates, likewise will benefit from the merger and the Rate Plan. The merger and
Rate Plan will enable these larger customers to receive an average projected overall reduction in

Electricity Delivery Rates of 25.2 percent, which includes the reduction that they would

2 See Power Choice Settlement Agreement, which was approved by the Commission with modifications in Opinion
No. 98-8 (issued March 20, 1998).
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otherwise receive on September 1, 2001 under the Power Choice Settlement. (J.P. Att. 6e, p. 2,
line 15.) These reductions in Electricity Delivery Rates will offset a portion of the market price
increases that these large customers are already experiencing in today’s market.

Niagara Mohawk is also entitled under the Power Choice Settlement to file for two 1%
increases in delivery rates to be effective September 1, 2001 and September 1, 2002, and to
move to cost-of-service rates thereafter. Those base rate increases would be avoided altogether
by the merger. As indicated above, petitioners calculate that the merger and Rate Plan will result
in customer savings with a present value of approximately $970 million over the 10 years ended
December 31, 2001. (J.P. Att. 1, p.1.)

The Electricity Delivery Rate cuts and long-term price stability are produced by merger
synergies and efficiency gains, and by the reduction and reshaping of CTC recoveries. The
merger is expected to produce net synergy savings of $90 million per year that are shared across
the combined Niagara Mohawk/Grid USA system. In addition, the Petitioners project efficiency
gains of $60 million per year following the completion of Niagara Mohawk’s generation asset
divestiture. Opportunities for merger-related cost savings include the consolidation of
duplicative functions, the achievement of greater economies of scale, and adoption of best
practices. The present value of the synergy savings and efficiency gains assumed to be allocated
to Niagara Mohawk equals $620 million, and the customers’ share of these savings (or $310
million) is reflected in the revenue reductions proposed over the Rate Plan Period. In addition,
the Rate Plan reduces, extends and reshapes Niagara Mohawk’s CTC recovery, which
contributes to the reduction and stabilization of Electricity Delivery Rates and revenues over the

Rate Plan Period.




The merger also will benefit gas customers. Petitioners propose to extend by one year the
Multi-Year Natural Gas Rate and Restructuring Agreement that was approved by the
Commission in Case No. G-99-0336 (the “Gas Settlement”).3 This proposal would result in
Niagara Mohawk’s gas delivery rates having remained frozen for eight years. As part of the Gas
Settlement, Niagara Mohawk is undertaking a number of initiatives in support of the market
restructuring objectives stated in the Commission’s Policy Statement Concerning the Future of
the Natural Gas Industry in New York State (issued November 3, 1998). The merger, by creating
a stronger company, will reinforce Niagara Mohawk s ability to implement these commitments
successfully.

In addition to the rate reduction and price stability in the Rate Plan, the merger will
produce other significant benefits for Niagara Mohawk and its customers. The merger will
enhance Niagara Mohawk’s ability to finance its operations by putting Niagara Mohawk under
the corporate umbrella of National Grid, which is financially much stronger than NM Holdings.
The incorporation of Niagara Mohawk into the National Grid system also will enable Niagara
Mohawk to benefit from National Grid’s valuable experience as an owner and operator of
transmission systems in a competitive environment. Finally, the merger will lead to new
professional opportunities for Niagara Mohawk’s employees, who will become part of a global
enterprise.

National Grid has committed that, following the merger, Niagara Mohawk will maintain
its traditional role as a leading corporate citizen in the communities it serves. Niagara Mohawk’s
headquarters will remain in Syracuse. Niagara Mohawk will continue to support local charitable

organizations and non-profit activities. Niagara Mohawk also will continue to focus on

3 Opinion No. 00-9, issued July 27, 2000.
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economic development to help retain and attract jobs to Upstate New York. National Grid’s
acquisition of NM Holdings, and by extension Niagara Mohawk, constitutes a clear vote of
confidence in Upstate New York by a company that owns and operates utilities elsewhere in
North America and on four other continents. The proposed transaction, including the multi-year
Rate Plan, builds on Niagara Mohawk’s current rate and restructuring settlement. As Petitioners
will explain in more detail below, the proposed merger is in the public interest and should be
approved on an expedited basis.4

Description of the Petitioners

NM Holdings 1s currently an exempt utility holding company under the Public Utility
Holding Company Act of 1935 ("PUHCA?”), 15 U.S.C. Sections 79 et seq. (1994). NM
Holdings’ primary subsidiary is Niagara Mohawk, which is an electric and gas utility subject to
regulation by the Commission. Niagara Mohawk adopted its present holding company structure
in 1999 in accordance with the Power Choice Settlement. Niagara Mohawk’s revenues from
utility operations for 1999 were $3.827 billion ($3.248 billion - electric, and $580 million - gas).

National Grid directly or indirectly owns electric utilities on five continents. National
Grid’s forerunner and largest current subsidiary (measured by revenues) is National Grid
Company plc (“NGC”), which owns and operates the 4,400-mile high-voltage electric
transmission system in England and Wales. NGC, which serves markets with a maximum
demand in excess of 50,000 MWs, was formed as part of the privatization of the United
Kingdom’s electric utility industry in 1990. During the past 10 years NGC has invested more
than $4.9 billion in its transmission system while achieving a 50 percent real reduction in

controllable costs and improved system performance.

*Section 9.5.4 of the Power Choice Settlement provides for expedited Staff and Commission review of any Niagara




National Grid has applied its core transmission expertise to other parts of the world. A
National Grid subsidiary is part owner and registered operator of Transener, which operates
facilities comprising 95 percent of Argentina’s high-voltage transmission network. Another
National Grid subsidiary owns a major stake in Copperbelt Energy Corporation, which supplies
electricity to copper mines in Zambia. A National Grid company recently was awarded a
contract to build, own, and operate a 220-mile underwater transmission link between
southeastern Australia and the island of Tasmania. National Grid also has major investments in
telecommunications businesses in South America and Eastern Europe. National Grid’s total
revenues for its most recent fiscal year (ended March 31, 2000) were over $2.6 billion (£1.6
billion).

In March 2000 National Grid completed its acquisition of the New England Electric
System (“NEES”), a registered utility holding company under PUHCA. National Grid USA (as
NEES was renamed) wholly owns electric distribution utilities providing retail service in
Massachusetts (Massachusetts Electric Company (“Mass. Electric”’) and Nantucket Electric
Company), Rhode Island (The Narragansett Electric Company (“Narragansett™)). and New
Hampshire (Granite State Electric Company). Grid USA’s retail rate (on a cents per kilowatt
hour basis) is the lowest of the major distribution companies in New England. At the same time,
the Grid USA distribution companies have met their commitment to maintain high service
quality standards. This combination of low rates and strong service quality has been reflected in
high rankings in several customer satisfaction surveys during the past several years. For
example, in both 1999 and 2000 the Grid USA system ranked highest in New England and New

York in residential customer satisfaction surveys by J.D. Power and Associates.

Mohawk merger transaction.
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Grid USA also owns 99.57 percent of the shares of its principal transmission utility
subsidiary, New England Power Company (“NEP”), as well as majority interests in several
smaller transmission utility subsidiaries operating in New England. Grid USA’s service
company, National Grid USA Service Company, Inc. (“Grid Service Company”), provides
administrative, engineering, construction', legal, and financial services to Grid USA and its
subsidiaries at cost in accordance with the regulations of the Securities and Exchange
Commission (“SEC”). Grid USA also owns several other non-utility subsidiaries. NEES’s total
revenues for calendar year 1999 were $2.6 billion.

Shortly after becoming part of the National Grid system, Grid USA completed its
acquisition of another New England-based utility holding company system, Eastern Utilities
Associates (“EUA”). EUA’s retail electric utility subsidiaries, which operated in Massachusetts
and Rhode Island, were merged into the corresponding Grid USA subsidiaries in those states.
EUA’s transmission utility subsidiary and service company subsidiary were also merged into
NEP and Grid Service Company, respectively. EUA’s total revenues for calendar year 1999
were $554 million. National Grid and Grid USA are described in greater detail in Appendix A to
this Petition.

Overview of the Proposed Transaction

Under the Agreement and Plan of Merger and Scheme of Arrangement* dated as of
September 4, 2000 (the “Merger Agreement,” attached as Appendix B), common shareholders of
NM Holdings will receive consideration of $19 per share so long as the value of five shares of
National Grid falls within a range of $32.50 and $51.00. If the value of five National Grid shares

falls above or below this range at closing, the consideration received by shareholders of NM

4 “Scheme of Arrangement” is a recognized term by which corporate reorganizations of this form, which require
prior approval of the English Courts, are known.




Holdings will be adjusted up or down in accordance with a sharing formula. Shareholders may
elect to receive their consideration in the form of American Depositary Shares (“ADSs”) in
National Grid, in cash, or in a combination of both, subject to a requirement that cash
consideration be at least $1.015 billion. Under the Merger Agreement, the value of Niagara
Mohawk’s common equity is approximately $3 billion.

As a result of the merger, Niagara Mohawk will become an indirect wholly-owned
subsidiary of Grid USA. To implement the acquisition, National Grid will effect a Scheme of
Arrangement under which a newly-formed UK-registered holding company, National Grid
Group plc (“New National Grid”), will become the holding company of National Grid and
National Grid shareholders will receive, in exchange for their ordinary shares in National Grid,
new shares issued by New National Grid having the same economic and voting rights. The
shares issued by New National Grid will be listed on the London and New York Stock
Exchanges (with ADSs representing such shares being listed on the New York Stock Exchange),
following which the ordinary shares in National Grid will be de-listed. The Scheme of
Arrangement affords Niagara Mohawk shareholders tax-free treatment to the extent that they opt
to take shares as consideration when the transaction is completed.

Pursuant to the Merger Agreement, Grid Delaware, Inc. (“Merger Sub”), a wholly-owned
subsidiary of New National Grid, will merge with and into NM Holdings, with NM Holdings
continuing as the surviving corporation. As the surviving entity, and on completion of the
transaction, NM Holdings will be a wholly-owned subsidiary of New National Grid and its direct
parent will be Grid USA, which is already registered with the SEC as a holding company.

It is common practice for U.K.-based multinational corporations to hold their non-U.K.

subsidiaries through one or more wholly-owned intermediate holding companies incorporated




under the laws of Western European countries. Such a structure was established by National
Grid to effect the acquisition of NEES (now Grid USA) and it is intended that such a structure,
the use of which was approved by the SEC in the context of that transaction, should remain in
place following the acquisition of Niagara Mohawk. The intermediate holding companies do not
serve as a means by which National Grid can diffuse control of Grid USA or of Niagara
Mohawk. Rather, the structure has the sole purpose of helping National Grid capture economic
efficiencies that otherwise might be lost in a cross-border transaction. Absent such a structure,
National Grid would not be able to minimize taxes on the repatriation of foreign subsidiary
profits. Other U.S. registered holding companies already use similar structures in connection
with their own foreign investments.

Benefits of the Merger

A. Electric Rates and Cost Savings

1. Description of Effect of Merger

The merger and Rate Plan reduce prices from today’s levels and stabilize Electricity
Delivery Rates for the next ten years. The Electricity Delivery Rate cut and long-term stability
in turn will reduce the present value of Niagara Mohawk’s Electricity Delivery Rate revenue by
approximately $970 million over the next ten years compared to the rates Niagara Mohawk
would have charged as a stand-alone utility.

Over the next decade, if Niagara Mcohawk were operated as a stand-alone company, its
customers would face substantial rate increases. In September 2001, the beginning of the fourth
year of rates under the Power Choice Settlement, prices for residential commercial and small
industrial customers on Non-Market Price services are projected to increase 8 to12 percent due to

increased purchase power costs alone. In addition, Niagara Mohawk is entitled under Section




4.4.4.3 of the Power Choice Settlement to seek an increase capped at one percent annually of
non-commodity rates in the fourth and fifth years of the Power Choice rate plan. The longer-term
rate trajectory for Niagara Mohawk as a stand-alone utility is not expected to improve after
September 1, 2003, the end of the term of the Power Choice Settiement. Niagara Mohawk
projects its electricity delivery revenue requirement will increase in 2003 and thereafter until its
CTC recovery drops off in 2007.

The merger makes possible an alternative outcome. Under Petitioners’ Rate Plan,
Niagara Mohawk’s Electricity Delivery Rates would be reduced and stabilized. The base
transmission and distribution allowance embedded in Electricity Delivery Rates is frozen until
December 31, 2002 and limited to 1.7 percent annual increases thereafter, and the CTC recovery
is reduced, reshaped and extended. The result is a significant present value savings to customers.
A detailed comparison of rates and prices to Niagara Mohawk’s customers with and without the
merger for each year of the Rate Plan is found in Attachment 6 to the Joint Proposal.

As noted above, synergy savings are expected to average $90 million annually over the
combined Grid USA and Niagara Mohawk system during the ten years following the merger.

An additional $60 million of efficiency gains are expected as Niagara Mohawk completes its
generation asset divestiture and transformation to a focused transmission and distribution utility.
(See Appendix C.) A substantial share of those savings will be realized through the elimination
of duplicative functions, primarily in corporate support areas such as finance, legal, human
resources, communications, engineering, and information systems. Estimated synergy savings
are based in part on an assumed reduction of between 500 and 750 positions over a four-year
period, spread over a combined Grid USA/Niagara Mohawk workforce of approximately 10,000.

These savings are in addition to the efficiency gains and employee reductions expected after
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Niagara Mohawk’s generation asset divestiture. National Grid and Grid USA plan to achieve the
employee reductions associated with synergy savings, whether in New York or New England,
largely through attrition and voluntary programs.

Other substantial merger savings will be realized through economies of scale and scope.
As a result of the merger Grid USA’s revenues and customer base will approximately double.
This will enable each of Grid USA’s utility subsidiaries, including Niagara Mohawk, to cut its
purchasing costs, information system costs, and the like. Whatever the source of merger cost
savings, they will not be allowed to affect adversely the safety and reliability of Niagara
Mohawk’s electric delivery service. (See Section E, below.)

The Rate Plan provides continuing incentives to realize further efficiency gains during
and after the Rate Plan Period. During the Rate Plan Period, the costs of transmission and
distribution service are held well below the forecast of inflation and below the cost projections of
Niagara Mohawk as a stand-alone company. Following the Rate Plan Period, Niagara Mohawk
must file a rate reduction to reflect the completion of recovery of the fixed costs under the CTC
and is provided an opportunity to share in any efficiency gains in excess of those reflected in the
Guideline Transmission and Distribution Charges by adjusting the return on equity for the ten
years after the Rate Plan. This approach provides a continued incentive for the company to
develop new ideas and practices, as well as the resources to make investments necessary to lower
costs and maximize the efficiency of operations during and after the Rate Plan Period.

To provide for initial Electricity Delivery Rate cuts followed by rate stability, Petitioners
also have reduced and restructured CTC recovery to extend through the entire Rate Plan Period.
At the same time, Petitioners have levelized Niagara Mohawk’s projected commodity costs over

the first four years of the Rate Plan. Instead of reflecting forecast commaodity costs (excluding
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Ancillary Services) averaging 4.4 cents/kWh at the beginning of year 1 and declining to 4.1
cents/kWh by year 4, the Rate Plan establishes a base commodity cost of approximately 4.3
cents/kWh for all four years subject to a Commodity Adjustment Charge to Standard Service
customers. These ratemaking techniques, combined with merger-related cost savings, enable
Petitioners to offer customers the benefit of rates much lower than Niagara Mohawk could offer
them as an independent utility.

2. Continued Commitment to Transition to Competitive Markets

Niagara Mohawk and Grid USA are strongly committed to facilitating the development
of competitive energy markets in the Northeast. Following the merger, Petitioners will continue
to be focused on energy delivery as a core business strategy. Petitioners believe that, when
market institutions can be made workable, competition will result in better services produced at a
lower cost than would a continuation of the traditional regulated monopoly over generation.

However, in view of the recent problems in electricity markets in California and the
Northeast, Petitioners also recognize that achieving those workably competitive market
institutions is going to take longer than originally anticipated, and that a longer transition period
may be needed for small customers. This additional time will allow some of the problems that
have emerged in wholesale markets to be addressed or their impacts mitigated. Additional time
will also allow the development of a clearer vision of default and standard offer services,
including what those services should be, how they should be priced, who should be eligible for
them and who should provide them.

As part of this filing, Petitioners are proposing to provide hedged commodity service for
small customers (primarily residential and small commercial) for several more years than was

originally planned in the Power Choice Settlement. At the same time, Petitioners are planning to

12 22




continue to move larger customers to market priced service as additional hedged contracts

expire, and to support the development of programs to increase the amount of load that can
respond to wholesale market prices. To help facilitate retail competition, Petitioners will also, to
the extent practicable, make the processes and procedures related to retail access more uniform
across the U. S. regulated affiliates of National Grid in order to minimize the administrative costs
of competitive energy suppliers.

Niagara Mohawk and Grid USA recognize that some of these issues are the subject of
several ongoing Commission proceedings. Following the merger, Niagara Mohawk will
continue to participate actively in those proceedings and to support the development of efficient

competition in both wholesale and retail markets.

B. Gas Delivery Rates

Niagara Mohawk’s gas delivery rate freeze will be extended for an additional year
(through August 31, 2004).

C. Enhanced Ability to Finance Operations

While Niagara Mohawk’s financial condition is considerably less precarious than it was
prior to implementation of the Power Choice Settlement, it remains less than robust. Niagara
Mohawk’s bond ratings are BBB+/Baa2. Niagara Mohawk has not paid a common dividend
since the fourth quarter of 1995. Largely as a result of Niagara Mohawk’s voluntary agreement
to forego a return on the regulatory asset associated with its $4 billion buy-out of above-market
contracts with independent power producers during the five years of the Power Choice
Settlement, Niagara Mohawk’s earnings have been minimal.

The financial soundness of the National Grid system, by contrast, is unquestioned.

According to the December 18, 2000 edition of Standard & Poor’s Utilities and Perspectives,
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National Grid, Grid USA, NEP, Mass. Electric, Narragansett, and NGC each were rated A+. As
part of the National Grid system, Niagara Mohawk’s creditworthiness will be enhanced, thus
improving its access to capital. As a member of the National Grid system, Niagara Mohawk will
participate in a financing facility among the member companies of the Grid USA system.
Niagara Mohawk will participate in intercompany borrowing arrangements currently in place
among the subsidiary companies of the Grid USA system. These arrangements, which NEES
maintained for many years and which have been approved by and are subject to regulation by the
SEC, provide short term financing flexibility for Grid USA and its utility subsidiaries.
Participation in the National Grid USA Money Pool will provide Niagara Mohawk with another

source of short-term capital to help manage its cash working capital requirements.

D. Community Commitments and Economic Development

National Grid recognizes Niagara Mohawk’s status as a leading corporate citizen in the
communities it serves. Accordingly, National Grid and Grid USA are committed to maintaining
Niagara Mohawk’s role in the life of Upstate New York. Niagara Mohawk will retain its name
and Niagara Mohawk’s headquarters will remain in Syracuse.

Following the merger, Niagara Mohawk will continue to focus on economic development
in Upstate New York through a separate Economic Development Fund. This effort will also
continue the close coordination with public agencies at the local and state level and with the New
York Power Authority. The Electricity Delivery Rate cut and freeze made possible by merger
savings should also enhance economic development in Niagara Mohawk’s service territory.

E. Customer Service Commitment
The staffing reductions expected as a result of the merger should not adversely affect

service quality. Petitioners’ Rate Plan includes a Service Quality Plan under which Niagara
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Mohawk would receive annual rewards or penalties of up to $21.9 million (pre-tax) based on
performance in maintaining high-quality customer service, as measured by Commission-
approved criteria. (See Attachment 13 to the Joint Proposal.) The proposed maximum rewards
and penalties will give Niagara Mohawk both the incentives and the resources to provide a high
level of customer service.

Grid USA has a strong tradition of maintaining a high level of service quality. In every
year since 1995, more than 90 percent of the customers of Grid USA in independently conducted
surveys have given the company one of the top three scores on a seven-point scale. For example,
a recent J.D. Power survey ranked Grid USA first in residential customer satisfaction among
utilities in New England and New York. Other customer satisfaction surveys corroborate these
results. The Grid USA record, coupled with the performance incentive included in Petitioners’
Service Quality Plan, provides strong incentive to maintain and improve service quality
following the merger.

F. Congestion Reduction Program

Petitioners propose that Niagara Mohawk institute a Congestion Reduction Incentive to
reduce congestion on the transmission system. (See Attachment 14 to the Joint Proposal.)
Niagara Mohawk would be allowed to recover 50 percent of the savings from reduced
transmission congestion, unless a transmission improvement that reduces congestion is otherwise

financially supported.

G. Honoring Labor Agreements

Petitioners commit to honor all existing labor contracts, and to negotiate new contracts in
good faith as current agreements expire. The proportion of Grid USA’s workforce that is

represented by a union is approximately the same as for Niagara Mohawk.
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H. Employee Benefits

As part of a global business enterprise specializing in electric power delivery, Niagara
Mohawk will be able to offer its employees additional opportunities to broaden and deepen their
professional and personal experience. Former Grid USA employees, for example, have been
detailed for periods of several weeks to one year to NGC, National Grid’s U.K. transmission
subsidiary. Upstate New York will benefit in intangible but real ways from the broader
perspective that will come to Niagara Mohawk’s employees as they join a world-wide corporate
family.

L Consistency with Power Choice and Gas Settlements

The merger is consistent with, and builds upon, the Power Choice and Gas Settlements.
The Power Choice Settlement set the ground rules for the competitive restructuring of Niagara
Mohawk’s electric operations by authorizing the introduction of retail choice for all customers,
the departure of Niagara Mohawk from the generation business through divestiture, the buy-out
and buy-down of Niagara Mohawk’s most burdensome power purchase contracts, and the
recovery of stranded costs. In a parallel fashion, the Gas Settlement is designed to increase
customer choice of gas supply and service options, facilitate the development of a competitive
market, reduce Niagara Mohawk’s merchant function responsibilities, and provide for stranded
cost recovery.

Now Niagara Mohawk is poised to join a utility system that has similarly restructured
itself as an energy delivery business, and with which Niagara Mohawk already shares an electric

transmission interconnection.5 Some provisions of the Power Choice Settlement, such as its

*Niagara Mohawk and Grid USA are interconnected directly via the 230 KV Rotterdam to Bear Swamp line and
indirectly through the companies’ participation in the New York Independent System Operator and the New
England Independent System Operator, respectively.




stranded cost recovery provisions, by their nature are implemented on an ongoing basis. The
Gas Settlement similarly contains provisions that are to be implemented over an extended period.
The merger accordingly is contingent on the continuing effectiveness of the provisions of the
Power Choice Settlement and the Gas Settlement except to the extent such provisions are
superseded by Petitioners’ Joint Proposal.
J. Additional Regulatory Considerations

As a subsidiary of a holding company registered under the Public Utility Holding
Company Act, Niagara Mohawk will require SEC authorization of its securities issuances. SEC
authorization also will be required before Niagara Mohawk may procure, at cost, administrative,
engineering, construction, legal, and financial services from a service company such as Grid
Service Company. In most respects, the SEC’s jurisdiction parallels that of the Commission.
With certain exceptions, Niagara Mohawk’s securities issuances currently are subject to
Commission approval. Niagara Mohawk’s procurement from affiliates of certain services
similarly is subject to Commission authorization.

National Grid will provide the Commission access to the books, records and financial
statements, or copies thereof, of any of its subsidiary companies, in English, as the Commission
may request.

Requested Authorizations

Petitioners request the following authorizations in connection with the merger.

1. Acquisition of Niagara Mohawk Stock. Commission approval pursuant to N.Y. Public

Service Law § 70 is requested to enable National Grid indirectly to acquire 100 percent

of the common stock of Niagara Mohawk in accordance with the description in this filing
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as it may be modified prior to closing as long as Niagara Mohawk does not assume any

additional obligations.

2. Joint Proposal and Incentive Rate Plan. Petitioners seek Commission approval under

N.Y. Public Service Law §§ 65(1), 104,110 of the Joint Proposal in a form substantially
similar to that proposed by Petitioners.

3. Financing. Petitioners request a finding under N.Y. Public Service Law § 69 that Niagara
Mohawk’s participation in the National Grid USA Money Pool, whether as borrower or
lender, and participation of Niagara Mohawk’s affiliates as lenders, are appropriate, so
Jong as such participation is fully in conformance with the National Grid USA Money
Pool Agreement.

4. Change in Fiscal Year. To conform Niagara Mohawk’s fiscal year to the fiscal year

employed by the National Grid system, Petitioners request authorization pursuant to N.Y.
Public Service Law § 66(4) for Niagara Mohawk to convert from a calendar year fiscal
year to a fiscal year ending March 31st.

Other Regulatory Filings

Certain other regulatory filings must be made, and approvals obtained, as conditions
precedent to closing of the merger. These include:

A. Federal Energy Regulatory Commission

The Federal Energy Regulatory Commission (“FERC”) has interpreted Secﬁon 203 of the
Federal Power Act as requiring FERC approval of a transfer of indirect control and ownership of
jurisdictional facilities. Since the Merger Agreement provides for the transfer of ultimate control
and ownership of Niagara Mohawk’s transmission system from NM Holdings to National Grid,

Petitioners will file with the FERC an application seeking authorization to effectuate the merger.




=

‘ B. Securities and Exchange Commission

NM Holdings, a holding company exempt from most provisions of PUHCA under
Section 3(a)(1) of the Act, and National Grid, Grid USA, and the various intermediate holding
companies, each of which is a utility holding company registered with the SEC under PUHCA,
all are required to obtain approval from the SEC prior to merger. In addition, authorization will

be requested for Niagara Mohawk to participate in the National Grid USA Money Pool and for

Grid Service Company to provide to Niagara Mohawk the same types of services that Grid
Service Company already is authorized to provide to Grid USA and its existing subsidiaries.
C. Hart-Scott-Rodino

Under the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended (“HSR?”),
the merger may not be consummated until the requisite notifications and report forms have been
filed with the U.S. Department of Justice and the Federal Trade Commission, and the statutorily

prescribed waiting periods have expired.

D. Exon-Florio

NM Holdings and National Grid will make a filing under the Exon-Florio Amendment.
50 U.S.C. App. § 2170.

E. Federal Communications Commission (“FCC”)

NM Holdings and National Grid will file for approval from the Federal Communications

Commission for the transfer of control of Niagara Mohawk as an FCC licensee.

F. Other Regulatory Approvals

Since Grid USA’s utility subsidiaries own transmission facilities in New Hampshire and
Vermont and provide retail distribution service in New Hampshire, the “Scheme of

Arrangement” involved in the merger, but not the merger itself, requires the approval of the
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Vermont Public Service Board and the New Hampshire Public Service Commission by virtue of
the change-of-control statutes in those states.

Petitioners are not seeking approval of the merger from the U.S. Nuclear Regulatory
Commission (“NRC”) because they expect to own no NRC-jurisdictional facilities as of the
closing of the merger. Indeed, the merger contemplates that Niagara Mohawk’s pending sale of
its interests in Nine Mile Point Unit 1 and Nine Mile Point Unit 2 first be completed.

Conclusion

National Grid’s acquisition of Niagara Mohawk will benefit customers through lower
Electricity Delivery Rates. The merger of Niagara Mohawk into the National Grid system also
will allow Niagara Mohawk to benefit from the expertise National Grid has gained during more
than a decade of owning and operating transmission systems across the world in a deregulated
environment. For these and the other reasons set forth above, Petitioners submit that the

acquisition by National Grid of Niagara Mohawk is in the public interest and rcquest that the

Commission approve the acquisition and provide the other, related authorizations sect forth above.
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| INTRODUCTION TO NATIONAL GRID

The purpose of this document is to introduce National Grid Group plc (National
Grid) to the Commission, to describe the Company’s activities in the United Kingdom,
the United States and internationally, to describe the experience the company has in
operating electric transmission and distribution systems; and to indicate how that
experience, including the Company’s operational track record, may be used to bring

benefit to the customers of Niagara Mohawk and to the economy of Upstate New York.

National Grid has developed from its origins in electricity transmission in the UK,
to become an international business, focused on the ownership, development and
operation of networks in the energy and telecommunications sectors. National Grid is
listed on the London and New York Stock Exchanges, with a current market
capitalization of over $12 billion. It is included in the top 100 companies, by market
capitalization, on the London Stock Exchange. A copy of National Grid’s Annual

Review for 1999/2000 forms Attachment A to this document.
The Company has its origins in the UK and has built up a base of experience

operating in the UK electricity market. Prior to 1990 the electricity industry in England

and Wales was government-owned, with the Central Electricity Generating Board
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(CEGB) having been created in 1958 to own and operate substantially all of the nation’s
power stations and its high-voltage transmission system. The electricity industry in
England and Wales was privatized in 1990 and the National Grid Company plc (NGC)
was created, from the former transmission and system operations departments of the
CEGB, to develop, operate and maintain the national high-voltage electricity
transmission system. NGC was and remains a wholly-owned subsidiary of National

Grid. NGC owns and operates some 4,400 miles of high-voltage transmission in a
liberalized electricity market having a maximum electricity demand of over 50,000MW.
Since 1990, NGC has invested over $4.9 billion in its transmission system and has
facilitated the electricity market by providing connection for over 26,000MW of new
efficient generation, while coping with the operational challenges of some 20,000MW of
older generation being closed or placed in reserve. Since its inception, NGC has operated
under an incentive regulatory control, which limits the annual price increases which may
be experienced by its customers to the inflation rate (retail price index) minus an
efficiency factor set by the regulator (referred to as “X”). Over the years NGC has
worked constructively with the regulator and its customers to develop the regulatory
arrangements which surround its operations in a fashion that provides mutual and

equitable benefits to customers and shareholders.

Customers have benefited from NGC’s performance as follows. Since 1992 NGC

has reduced its controllable operating costs by 50% in real terms and reduced the unit
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costs of transmission by some 37% in real terms. It has done this by utilizing a range of
initiatives to improve operating efficiency. For example, NGC has extended remote
control of substations, improved in the way it develops technical specifications and
procures goods and services, expanded the use of condition monitoring and non-invasive
maintenance techniques and implemented many other innovative measures. In addition,
NGC is also the system operator in England and Wales and is financially incentivized to
manage and reduce the cost of congestion on the transmission system and the cost it pays
for the procurement of ancillary services to maintain supply quality. Between 1994,
when such incentives were introduced and the year 2000, the cost of so-called “uplift”,
which is borne by customers, has reduced by more than 50% (from nearly $1 billion to

less than $400 million).

Cost-cutting has not impaired service quality. NGC has to report annually to the
industry regulator on a number of aspects of the operation of its transmission system and
on supply quality. The statistics have shown that standards have consistently been
maintained and improved over the period in which the cost reductions have taken place.
Since 1993/4 there have been material increases in system availability, with the current
level for winter peak standing in excess of 99%. A copy of NGC’s Report to the
Director General of Gas and Electricity Markets forms Attachment B to this document.

NGC has also sought to minimize the impact of its operations on the environment by
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reducing the need for new construction. It has invested significant sums (some $12
million per year) on targeted and focused research, much of this expenditure directed
towards increasing the capacity of its existing transmission facilities, both to facilitate the

electricity market and to reduce transmission congestion.

National Grid has also proven its ability to successfully utilize its core skills in
electricity transmission and distribution elsewhere in the world and under different
market structures. National Grid is a significant shareholder in and licensed operator of
Transener, which operates 95% of the Argentinian high-voltage transmission system, a
network of some 8,900 miles. Unlike NGC, it is a “wires business” with system
operation being handled by a separate government-owned non-profit entity. Transener
operates under a regulatory regime which includes strong financial performance
incentives. Since 1994, after the Argentinian transmission system had been privatized by
the government, Transener’s performance has improved from a fault rate of 1.48 faults
per 100km of transmission circuit per year to 0.25 faults per 100km in 1999. This
marked improvement in performance occurred at the same time that annual system
demand for electricity increased from 50,000 GWh to nearly 70,000 GWh, placing

further challenges for operation of and investment in the transmission system.
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National Grid’s skills and performance in the UK and elsewhere in the world are
being successfully applied in the United States electricity industry. The former New
England Electric System (NEES) became an integral part of the National Grid Group in
March 2000. This was swiftly followed by the acquisition of a neighboring company,
Eastern Utilities Associates (EUA), in the spring of the same year. National Grid USA
(as NEES was renamed) and its regulated electric distribution affiliates, Massachusetts
Electric, Narragansett Electric, Granite State Electric and Nantucket Electric have a long
history of providing superior service to customers in the three New England States in
which they operate. These companies own and operate approximately 25,000 miles of
distribution network and have approximately 1.7 million customers. Through its affiliate,
New England Power Company, National Grid USA also owns approximately 3000 miles
of transmission network. Through a planned divestiture program, first announced in
1996 (the first US company to make such a decision) and completed in September 1998,
National Grid USA has divested the vast majority of its generation interests and is
pursuing the sale of the remainder, making it a focused electric delivery business.
National Grid USA, like its sister company NGC, has a long history of constructive
working relationships with both Federal and State regulators and with its customer base,
seeking to develop new aspects of its regﬁlatory framework which will take the company

forward in a way which aligns the interests of customers and shareholders.
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National Grid recognizes the importance of continuing to provide local
management focus to its US acquisitions. National Grid acquired NEES because it
wished to have a well-managed company with a strong operational performance to form a
platform for its US utility operations. Richard P. Sergel, former President and CEO of
NEES, is now Group Director, North America for National Grid and has a seat on the
National Grid Group Board, as well as being President and CEO of National Grid USA.
He thus has direct input to Group policy development and, indeed currently National
Grid’s Latin American electricity operations report to him. Another former NEES
Director, Professor Paul Joskow, has a non-executive seat on the National Grid Board.
The US-based management team retains the strength of their local US-management,
which was responsible for the successful development of NEES, augmented by
experienced managers, with US knowledge and experience, from the former EUA and a

small number of British managers, formerly from NGC.

This pattern will continue. National Grid has already made public its intention
that National Grid USA will, post-merger, be organized as two geographic divisions
covering New York and New England. The New York division will be managed from
Syracuse, which will continue to be the headquarters of Niagara Mohawk. William E.
Davis, Chairman and Chief Executive Officer of Niagara Mohawk, will become
Chairman of National Grid USA and will join the National Grid Group Board for two

years following the transaction. National Grid USA has senior executives based locally
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in each of the States in which it operates. As part of National Grid USA, Niagara
Mohawk will retain its ability to respond effectively and swiftly to local issues, on
regulatory, governmental and business fronts, but will add the financial and technical

strength, resources and experience of National Grid to assist in its future development.

National Grid has a track record of responsiveness to regulators and also believes
that incentive-based regulation can provide high quality service at lower costs to
customers. The acquisition of EUA and the integration of its regulated affiliates into
National Grid USA’s existing companies required the agreement of regulators in
Massachusetts and Rhode Island to the merger and associated rate plans. National Grid
USA worked intensively with stakeholders, representing a wide range of interests, to
develop and file settlements incorporating long-term incentive rate plans. These were
similar in outline for the two States, but differed in detail in order to be responsive to
differing local conditions, priorities and precedents. Both plans provide strong financial
incentives for cost efficiency and explicit frameworks for the quantification and equitable
sharing of efficiency savings between customers and shareholders. They are designed to
ensure that customers continue to enjoy delivery rates which are among the lowest in the
region. The settlements were ultimately accepted, without material modification, by the

State Commissions.
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The strong incentives for cost control were not adopted without an equal concern
for the quality of service. The plans for both Massachusetts Electric and Narragansett
Electric incorporate comprehensive service quality plans, where the companies bear the
direct financial consequences of their ability (or inability) to provide acceptable service
from both a technical and customer service point of view. In this latter regard it should
be noted that National Grid USA was ranked fourth in residential customer satisfaction
among electric utilities in the eastern US, according to a study recently conducted by J D

Power and Associates and Navigant Consulting, Inc.

In summary, National Grid USA is a company whose business focus and declared
business strategy, as part of the National Grid Group, is on the ownership, development
and efficient operation of utility networks. It has a long track record of providing low-
cost delivery service, while paying close attention to the interests of its customers. Being
part of the National Grid Group has given it unparalleled access to financial resources
and technical expertise, borne of the parent company’s decade of experience in providing
utility network service under a variety of incentive regulatory frameworks both in the
United Kingdom and elsewhere. It is this strength and breadth of resource which will be

available in the future to Niagara Mohawk and its customers, upon completion of the

merger.
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Financial highlights

L] L2

58 L]

1] 85 oo

b1t} a9 28 a9 oo L a8 L] 9% o0
Profit Total Basic earnings  Ordinary Interest Capital Total
before tax operating per share dividends cover expenditure shareholder
(Em/$m) profit (pence/cents) per share {times) (Em/$m) returns
{oxcluting {(Em/$m) {oxcluding (pence/cents) (%)
exceptional kems) exceptional items

and goodwill)

£473.7m £538.6m 24.3p 13.94p 8.3times £316.1m 29.8%
$757.9m  $861.8m 38.9¢ 22.30¢ $505.8m

Note: except whore specifically indicated to the contrary, smounts In US dollars have been expressed at tha exchange rate on 31 March 2000 of E1=$1.60
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Our strategy

We have transformed National Grid from a regulated electricity utility into a dynamic business
built on our skills in elzctricity and telecoms networks. We are able to support dividend growth
through efficient operation of cash-generative electricity transmission and distribution networks
and deliver significant value in the longer term through our skills in developing start-up telecoms

networks, gained in the creation of Energis

Flectricity networks

ororid

Argenting - our joint venture has a majority stake in
Transener and operates 95 per cent of the Argentine
transmission system, some 8,900 miles.

Austislts - we won the bid to build, own and operate the
220-mile Basslink interconnector between Tasmania and
the Australian transmission system.

UK - we own, operate and maintain the 4,500-mile
high-voltage transmission network in England and
Wales, balancing the nation’s demand with generation
second-by-second. We have interconnectors with
Scotland and France and are constructing another to
the Isle of Man.

LISA - National Grid USA (formerly NEES and EUA)
has around 25,000 miles of distribution network with
approximately 1.7 million customers in Massachusetts,
Rhode Island and New Hampshire. We also have
around 2,500 miles of transmission network.

Zumbia - our joint venture, Copperbelt Energy
Corporation, owns and operates the transmission
network of some 500 miles supplying electricity to the
mines of the Zambian Copperbelt.

Telecoms networks

Argentina - since May 2000, we have owned 50 per cent
of Southern Cone Communications, which is developing
a telecoms network in Argentina with a spur to Chile,

Brazil - we own 50 per cent of Intelig. Brazil's second
national and international telecoms service provider.
Voice services were launched on 23 January 2000 and
data services are due to be launched on 23 July 2000.

Chile - we own 30 per cent of Telefonica Manquehue,
a competitive local exchange carrier in Santiago. Chile.
It also owns 30.1 per cent of Southern Cone
Communications in Argentina.

Paland - we have 23.75 per cent of NGKT, jointty owned
by Energis, the Polish national railway operator and
Centrala, a local telecoms operator. NGKT was selected
for a licence to construct and operate a national telecoms
network in Poland.

UK - we own 36.3 per cent of Energis. a
telecommunications and internet company focused
on the business market and providing a full portfolio
of voice, data and internet services, which we created
in 1992 and floated in 1997.

USA - a subsidiary of National Grid USA, NEESCom

is a dark-fibre telecoms business which leases unlit fibre
strung on distribution and transmission infrastructure to
telecoms, cable and internet operators.
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Statement by the Chairman and the Group Chief Executive

Last year was another very good year for National Grid.
Our businesses again performed strongly and we took further
important steps in our international strategy for growth,

We have enhanced our earnings potential and our electricity
skills with the acquisitions of NEES and EUA. We are building
a powerful presence in Latin America in telecoms, with the
launch of intelig’s services in Brazil and the development of

a new network in Argentina and Chile. We have invested in a
telecoms venture in Poland, which has great potential. These
investments will enable us to create value in the future, as we
have done with Energis, the further partial disposal of which
realised approximately £1.0 billion last year.

Reflecting our international expansion, we have adopted a new
structure which provides the geographic spread we need to
manage the Group and take advantage of the opportunities
open to us.

Group results

Profit before tax was £1,501.0 million, including the profit
of £1.0 billion from the partial disposal of Energis. Excluding
this, underlying profit before tax rose to £473.7 million.

We improved operating profits from UK Transmission,
Interconnectors and Transener, while Energis reduced its
operating losses. Even so, total operating profit fell by £38.8
million to £538.6 million, mainly because of the expected
start-up losses in our telecoms joint venture in Brazil. However,
operating profits in 1998/99 were increased by £15.2 million on
the release of provisions in accordance with the new financial
reporting standard, "Provisions, Contingent Liabilities and

Contingent Assets” (FRS 12), adopted last year, and year-on-
year comparisons are distorted as a result.

National Grid USA has been part of the Group for only a short
period - since 22 March 2000 - and its contribution to last
year's results is therefore not material.

The partial disposals of Energis in February 1999 and February
2000 had the effect of reducing the net interest charge, which
fell by £53.6 million. However, net interest will increase in the
2000/01 financial year as a result of the payment for NEES.

Basic earnings per share rose 13 per cent to 78.0 pence,
reflecting the realisation of value from our investment in Energis.
Earnings per share, excluding exceptional items, goodwill
amortisation and telecoms start-up losses, rose 15 per cent to
28.3 pence.

The Directors are recommending a final ordinary dividend

of 8.35 pence per share, which brings the total ordinary
dividend for the year to 13.94 pence net per share, an increase
of 6.7 per cent (5 per cent in real terms). Once again, this is at
the top end of our target range of delivering growth in dividend
per share of 4 to 5 per cent in real terms for the duration of the
current regulatory price control. If approved, the final dividend
will be paid on 15 August 2000 to shareholders on the share
register on 5 June 2000.

Review of operations

Efeetricity notworks

UK Transmission

UK Transmission performed strongly, both operationally
and financially.

hairman James Ross (left) and
roup Chief Executive David Jones




The current four-year price control will end in March 2001 and,
with less than a year to go, we are on track to match our target
of reducing controllable costs by an average of 6 per cent a
year in real terms.

This was the third year in which the winter peak availability of
the system was over 99 per cent, adding to the powerful track

record we have developed over the 10 years since privatisation.

The introduction of the New Electricity Trading Arrangements
(NETA) will fundamentally change the way wholesale electricity
is traded tn England and Weles. We will keep our essential role
of balancing generation and demand, but there will be new
commercial dimensions and new challenges for the
management of the system.

National Grid USA

The creation of National Grid USA following completion of the
NEES and EUA acquisitions on 22 March and 19 April 2000
respectively has given us a platform for growth in the world’s
largest electricity market. The operations of NEES and EUA
were integrated on 1 May 2000 under 20-year regulatory
agreements in Massachusetts and Rhode Island which provide
incentives for efficiency and aliow for long-term planning.
Following a thorough integration process, we expect to save
around 50 per cent of EUA's controllable costs.

Argentina

Transener in Argentina performed well. During the year, it
improved operational performance and commissioned the fourth
transmission line, an 800-mile line which supplies Buenos Aires.

Zambia

Our joint venture Copperbelt Energy Corporation continued to
perform well and a major restructuring undertaken during the
year will further improve profitability. It is well-placed to take
advantage of the opportunities presented by the privatisation
of the Zambian copper mines, which will result in renewed
investment and increased demand for electricity.

Telecoms networks

Energis

Energis continues to build its business and performed strongly
during the year, with turnover up 73 per cent to £494.0 million
including joint ventures. Earnings before interest, tax,
depreciation and amortisation (EBITDA) rose 86 per cent

to £92.3 million and our share of its operating profit before
goodwill amortisation was £1.3 million. This compares with
1998/99, when our share of Energis’ operating loss was

£9.6 million.

In November 1999 Energis acquired EnerTel, which has one of
the largest alternative telecoms networks in the Netherfands,
partially funding this acquisition through a placing of 14.7
million of its own shares. The placing diluted our holding in
Energis from 48.3 per cent to 46 per cent. In February 2000,

45




Statement by the Chairman and the Group Chief Executive continued

high share prices in the telecoms sector took the value of

our holdings in Energis to 78 per cent of our own market
capitalisation. We therefore took the opportunity to realise
some of the value of our Energis holding by placing 28.9 million
Energis shares in the market at £33.80 per share.

The total profit from Energis-related transactions during the
year was £1,027.3 million before tax.

Brazil

Intelig launched voice services on 23 January 2000, just

12 months after the award of its licence. Its national network
already links 38 major cities in all the Brazilian states. Intelig has
established a good reputation and a significant market
presence, creating the right platform from which to launch data
services, its main business focus, in July this year.

Argentina and Chile

Southern Cone Communications, our joint venture created in
May 2000, is developing a broadband communications loop
in Argentina. The loop, which will extend into Chile, uses the
optical fibre already installed on Transener’s fourth electricity
transmission line.

We have also invested in Telefonica Manquehue, a competitive
local exchange carrier in Santiago, Chile. These investments take
us a step further in our strategy of building a significant presence
in Latin America’s three major economies.

Poland

We are delighted to be working with Energis in the creation of
an alternative national telecoms network in Poland. We expect
NGKT, our joint venture, to launch services around the end of
this calendar year, benefiting from the forecast growth in
demand for telecoms.

New telecoms investments

We expect start-up telecoms ventures in Latin America and
Poland to involve investment of some £220.0 million in
2000/01, with start-up losses of around £80.0 million.

Group structure

To reflect the needs of the expanding Group, we have widened
the membership of the Board and adopted a hew Board
structure, On completion of the NEES acquisition, Rick Sergel,
former President and Chief Executive Officer of NEES, joined
the Board and is now Group Director with responsibility for
North America. Roger Urwin is Group Director with
responsibility for Europe and Wob Gerretsen is Group Director
with responsibility for Latin America, where he is now based.
Professor Paul Joskow, formerly a Non-executive Director of
NEES, has joined the Board as a Non-executive Director.

We are also introducing a new governance framework to assist
the Board in directing and controlling the expanding business.

This is intended to enable the Group to discharge its duties of

accountability to shareholders and other key stakeholders and
to ensure that it can meet its business objectives, its legal,




regulatory and environmental obligations and its wider social and
ethical responsibilities in every country in which it has a presence.

UsS listing

National Grid American Depositary Shares (ADSs) were listed
on the New York Stock Exchange on 7 October 1999,
demonstrating our commitment to the USA. Our listing should
raise our profile over time and also enables National Grid USA
staff to become shareholders.

Our staff

The commitment and contribution of our staff is critical to our
success. The way in which the Group is fulfilling its potential is
a tribute to our people, who have risen to the challenges of
moving beyond our traditional borders - working internationally,
integrating new business streams and taking on greater
responsibility. To encourage people to see the wider context of
their role, we held a staff conference in December 1999 with
900 representatives from our businesses in North America,
Europe, Latin America and Africa.

We are proud of our people and proud of our record as a good
employer. This was reinforced during the year through a formal
commitment to achieve the Investor in People standard in our
UK-based operations.

The environment

During the year, we introduced a new environmental
management system for our UK operations. We are delighted
that this received the internationally recognised 1SO 14001
certification in May 2000, underlining our commitment to high
standards of environmental performance.

Outlook

In the UK, our focus is on the ongoing regulatory review and
the preparations for introduction of the New Electricity Trading
Arrangements this autumn.

In the USA, the fragmented nature of the electricity market in
the north-east provides opportunities for further consolidation.
Our excellent record of cost control, our integration skills and
our regulatory expertise put us in a strong position to take
advantage of these opportunities.

In Latin America, the success of Intelig is enhancing our
position and we are also investing in telecoms networks
in Argentina and Chile.

Energis continues to be an outstanding success and we
intend to realise the value of our investment within the next
three years.

Our strategy provides a powerful combination of cash
generation, which supports a progressive dividend policy.
and substantial capita! appreciation.

AUV ¢ T - P s S
James Ross David Jones
Chairman Group Chief Executive
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Electricity networks UK
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Since privatisation in 1990, we have reduced
our transmission controllable costs by over
50 per cent in real terms and saved a further
£1 billion by reducing the costs of congestion
on the system. At the same time, we have

There must come & *u ne when you can Cut coats

na furthern &re you there yet?

We have cut transmission controllable costs by over 50 per

cent in real terms since privatisation and remain on target to

consistently broken our own records  achieve an annual cost reduction of 6 per cent in real terms

for availability and reliability, while demand  for the current four-year price control period which ends in

on the system rose to an all-time high of  April 2001. The most significant cost savings have already
50.6 GW in December 1999, been made. We now operate from just one control centre
and have automated the majority of our substations - things
which can only be done once.

However, there are still some efficiency savings to be made.
We have told Ofgem, the body which regulates the electricity
and gas markets in the UK, that we believe we can reduce

controllable costs by a further 13 per cent by the end of the
next price control period. which we expect to be March 2006.

How are you approaching the price review?

We are doing all we can to ensure that the plans we have
put forward are realistic. We will continue to be open with
the regulator about our past performance and future plans,
ensuring a high level of transparency in the way we operate.

What are the new traging arrangements and how ¢o thoy
) aifect your operation?

Eng:;i;:TZZ xa:i:thn:::'z;;h:] ;:ZTT:::Z:I!::[:;::;‘; The New Electricity Trading Arrangements (NETA) are

north London as part of the project to reinforce London's  Scheduled to be implemented in autumn this year. They

transmission capacity.  introduce a completely new commercial mechanism for

the trading of electricity in England and Wales, replacing
the existing Pool. While the essential activity of balancing
generation and demand will remain with us, it will become
more complex, with many new commercial dimensions,
requiring new software systems to be developed.
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Electricity networks Argentina

)

Transener's fourth transmission line was
commissioned on 20 December 19989. It is one
of the longest transmission lines in the world,
connecting generation in the south-west of the
country to demand in the Buenos Aires region.

The new Transener towers can resist severe weather
conditions, including winds of over 100 miles per hour,
and have less visual impact than traditional towers.

Electricity networks Zambia

Ir

=

¢ ou

Vhat benefit does another transmissian dne

in Argenting bring?

The new line increases electricity transmission capacity

to Buenos Aires by one third, or 1,100 megawatts, and
increases the flexibility of the system. Demand in Argentina
is greatest in Buenos Aires and the 800-mile long line links
the city and surrounding region to hydro generation in the
south-west of the country.

It was built in 23 months and included the expansion of five
substations. A new design (called cross rope suspension) was
developed to achieve maximum technical capability to meet
increasing demand and minimum visual environmental impact.

Citelec, our joint venture with Perez Companc, operates

95 per cent of the Argentine transmission system, Transener.
The network consists of more than 5,500 route miles of
500 kV lines.

R b
$ ;V“

Hanson Sindowe, Business Development Director for Zambia,
talking to Tarek Ismail of Commercial and System Strategy
at the staff conference in December 1999.

-
STt

Copperbelt Energy Corporation (CEC). our joint venture
with Cinergy Global Power. is responsible for the distribution
of power to the mining operations of the Zambian Copperbelt.
It comprises 500 miles of transmussion lines at 220 kV and
66 kV and 30 substations. In addition. a new substation,
Chambishi, and the associated 220 kV transmission lines
were completed on 1 May 2000.

The privatisation of the copper mines is now complete.

We expect it to lead to renewed investment and increased
productivity and CEC will benefit from the growth in demand
for electricity that should foliow.
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Electricity networks interconnectors
i

In February 2000 we won the bid to build, own
and operate the 220-mile interconnector

: : . San you grove the INersonnectons business
between Tasmania and the Australian electricity =~ “@" ¥oi: ¢7ow the nterconnecion business?

N Interconnectors link two separate transmission systems
system. Construction is expected to take s . .
. usually, but not always, in different countries. They provide

approximately two y ealjs to complgte. access to generation across borders and enable trading

The link will improve the security of electricity  petween different electricity markets. This allows these
supply to Tasmania.  markets to take advantage of the differing demand patterns

and prices in the two systems and reduces the cost
of electricity.

As electricity markets around the world change with the
introduction of competition and electricity demand grows
the benefits that interconnectors can bring will be more
highly valued.

We have a strong track record in operating interconnectors
and are investing our skills in several new projects.

What cther interconnaciors do you hava?
In addition to the existing links between our system in

Chris Spencer, National Grid Director of Interconnections Business (centre), England and Wales and Scotland and France, we have

Mike Proffitt left), Chief Executive Officer, Manx Cable Company Limited and X i
John McCallion, Chairman of the Manx Electricity Association, aboard the begun the construction of a link to the Isle of Man. We are

cable-laying ship used to bury the Manx Interconnector beneath the Irish Sea,  @lS0 Studying the feasibility of links to Norway, Ireland and
the Netherlands.

We won the bid to build, own and operate Basslink in
Australia earlier this year. Following the acquisition of
NEES, we now also part-own an interconnector linking
hydro generation in Quebec, Canada, with our network
in Massachusetts.

Operating profit(gsy |

WTERCO m&""oséf : : : o :
m...' ; ; o O neratmg proﬁrs from our. mterconnectors wuth Scotland ..

; ; aa Operatmg proﬁtwas -£45.7m n France rose. as a Iesulwf higher trans ers. from Fram':e.w
e ; : .{1998/99: £39 ‘irn)_m. : and.a hlgher”level of. LDLP (cap.acxty payments) Jh&strong;,.._. -
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Electricity networks USA

We have completed the acquisitions of NEES
and EUA - now called National Grid USA.

We have fully integrated the US operations within
the Group and are beginning to deliver on some
of the opportunities we identified at the time of
announcing the acquisitions. We entered the
north-eastern USA as it was at the forefront of
developments to devise regulatory regimes
which would reward efficiency of operation.

We have reached 20-year rate agreements

in Massachusetts and Rhode Island which,

for the first time ever, provide incentives to
reduce costs and improve service, sharing the
benefits between customers and shareholders.

A team from NEES at work on Nantucket Isiand following
storms which cut off 2,200 customers.

(=

Whiat benefits did you see n these sequisitions?
We have identified four main opportunities and are
now working hard towards delivering them

1. Distribution - NEES' track record of lowest-cost delivery
rates and strong relationships with state regulators and
customer bodies enabled us to reach mould-breaking
20-year rate agreements in Massachusetts and Rhode
Island which incentivise us to reduce costs and improve
service to the benefit of customers and shareholders.

2. Consolidation - we have made and implemented
detailed plans for the integration of NEES and EUA and have
now identified annual savings of approximately 50 per cent
of EUA's controllable costs. The electricity industry in the
north-eastern US is highly fragmented, with regulatory
pressures on high-cost companies. As we seek to consolidate
further in this area, our integration skills will bring benefits.

3. Transmission - the Federal Energy Regulatory Commission
(FERC) issued an order in December 1999 addressing a
number of issues of which we have direct experience in the
UK. In particular, FERC is encouraging the unbundling of
generation to bring about competition and the formation of
regional transmission organisations which are independent
of generation. It also recognises the benefits of incentive-
based regulation, which has served customers and
shareholders so well in the UK.

4. Telecoms - NEESCom leases dark fibre to telecoms,
cable and internet operators. Demand for telecoms services
in the region is increasing rapidly, creating significant
potential for NEESCom to develop its business.

[URTRPR SN S e,

Piaz'csr ?or growt in USA

NEES resiits i'")i:. yeur r'rr‘ﬂ 1 3% Dicembar 1869%

EE._C perating. revenue $2.623 Sm (£1§639 7m)

B

ﬁi Acqulsmons iof NEES and EUA .cor:it\pletecli_.anq.
: Nauonal Gnd USA formed S

&.Netincome 162 8im.(£101.7m).

I Long term lncenuve-based ral;e.agreements ln place

&_lntegranon o( NE ES', and EUAS nneranons on1. May 2000
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Telecoms networks Brazil

Lﬂ
4

Intelig, our Brazilian telecoms venture, launched
services on 23 January 2000, just 12 months
after being awarded its licence. Since then the
business has grown rapidly and Intelig has
established a strong brand and reputation.

It intends to launch data services in July 2000.

We have a 50 per cent share of Intelig and
Sprint and France Telecom each own 25 per cent.
MCI Worldcom's proposed takeover of Sprint
forces Sprint to sell its stake in Intelig because
MCI operates the other national telecoms
network, Embratel.

Nationa! Grid and France Telecom have
pre-approved a list of potential buyers and expect
the sale to be completed in July or August 2000.

Elizabeth Lula and Julie Rosenthal, Intelig Corporate Communications,
at the staff conference in December 1999.

in

How is the business going?

The business is going very well at this early stage. Intelig
developed strong brand recognition through a *naming
campaign® which resulted in the choice of its name by
popular demand. Its launch date, 23 January, was chosen
to reflect the prefix 23 that is needed to connect to the
intelig network (the incumbent, Embratel, uses 21).

The roll-out of services went smoothly and there has been
plenty of time to solve any teething problems in the run-up
to the launch of data services in July 2000.

The launch of data services is an important milestone for
Intelig. !t will target business customers who require these
services together with a high degree of reliability. [t will be
able to offer this and benefit from the relationships it develops
with these customers.

Will it be as successful as Energis?

Obviously, we don’t know. However, the potential in Brazil
is huge. it is the 8th largest economy in the world and
demand for telecoms is great and growing rapidly. We are
confident that the business is well positioned to take
advantage of this demand and to build on the reputation
that it has already developed.

Direct comparisons with Energis are not appropriate.
There are some fundamental differences. The economic
environments and the business cultures are different -
our approach has to take that into account.

om ln stment.,

. shareholde. .

3 consomum developed
.strong. markenng posmon
. through a.campaign.which...
resulted in-a. poputar chonce
f. name for.the business,

..... Intelig, now.one of'.thevbest.-,.. |
| known:brands in.Brazil ..:.............
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Telecoms networks Poland

al
(E]

We formed NG Koleje Telekomunikacja (NGKT)

in partnership with Energis, Polskie Koleje
Panstwowe (PKP), the national railway operator

and Centrala, a local telecoms operator, to create

a telecoms network in Poland where it was

selected for an alternative competitive long-distance
voice licence. NGKT has also applied for a data
communications licence. Its network will use a
fibre-optic backbone that runs along the railway
lines, providing easy access direct to the centre of
Poland’s major cities, where demand is concentrated.
NGKT expects to launch services around the end of
this calendar year, focusing on business customers -
very much in the same way as Energis does in the UK.

|
i
5
i
|
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At Warsaw station are, from teft, Mike Beck (Business Development),
Dave Broster (Corporate Finance) and Mario Chomicz (System
Management), part of the team which has won selection for a licence
to run a long-distance telephone service in Poland.

What skifls do you bring to the consortium?

We bring all our telecoms network design and development
skills to the venture, but specifically our expertise in railway-
based networks gained in Brazil,

We have a global reputation from the success of Energis and
wide-ranging experience of the installation and maintenance
of telecoms networks gained with Energis. NEESCom
reinforces this with its expertise of installing dark fibre on
transmission and distribution networks. We do not have
expertise in the development and marketing of products or
running telecoms operations - we therefore bring in these
skills through partnerships.

You've clearly stated your intention to sell your remaining
stake in Energis - will that affect your partnership with
Energis in Poland?

The sale of Energis shares has no impact on this or any
other commercial relationship with Energis. All our
commercial relationships with Energis are conducted
atarm’s length.

ion.in.UK
lite'in.Brazil
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Community/environment

Across the Group, we take seriously our
responsibilities to the environment and the
communities in which we operate. In both

the UK and the USA, we have well-
established programmes of investment that
reach many segments of local communities
while reinforcing our company values.

We have introduced a new company-wide waste management
strategy to help reduce the amount of waste and to deal with it
efficiently. National contracts officer Marika Reinholds (right)

is shown with representatives from Biffa Waste Management
Services, with whom the strategy has been developed.

What value do we get out of making corporate donations?
We believe every business has a responsibility to be a good
corporate citizen and to give something back to the
communities in which it operates. Because of the breadth
of our business and the physical presence of our assets,
National Grid has an impact on hundreds of communities.
Our programme of community investment helps create the
local support we need for our operations.

What criteria do you use in deciding which organisations
to give to?

We select programmes that will benefit local communities,
or which enable us to develop our relationships with them.
In the UK, our support for external organisations concentrates

on environmental, educational and community action projects.

What do you consider to be the most important
investment you have made?

The National Grid Community 21 Awards Scheme is a
unique programme. It supports the UK Government's
response to Agenda 21, the worldwide campaign towards
sustainable development in the 21st century, which was
agreed by all major governments at the Rio Earth Summit
in 1992. Our programme awards grants of up to £5,000

to local authorities to fund sustainable development initiatives.
We have made 25 such grants in the last three years.

You said last year that you were seeking SO 14001
certification. What progress have you made?

We introduced a new environmental management system
in our UK operations during the year and were delighted
that, following rigorous independent audit, this received
the internationally recognised ISO 14001 certification in
May 2000.

Landstaping at Oldbury substation

le¢trical draft fitter Viv me: {right) ishows fenvironmental:
3 [ :
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The Board of Directors

TOP ROW, FROM LEFT TO RIGHT :

James Ross
Chairman and a member of the Nominations Committee

Appointed as a Director of National Grid on 1 March 1999,

James Ross became Chairman in July 1999, He is also Chairman
of Littlewoods pic, having been Chief Executive of Cable and
Wiretess plc from 1992 to 1995. Before that, he was a Managing
Director of the British Petroleum Company plc and Chairman and
Chief Executive Officer of BP America. He is a Non-executive
Director of McGraw Hill and of Datacard. both based in the United
States, and of Schneider Electric, based in France. James Ross is
also a trustee of the Cleveland Orchestra and a Board member of
the Regiona!l Development Agency for the North West. Aged 61

David Jones
Group Chief Executive and a member of the Nominations
Committee

Appointed as a Director of National Grid in 1995, David Jones

has been a Director of The National Grid Company plc (NGC) since
1994, becoming its Chief Executive in April 1994 and its Chairman
In March 1996. He has been a Non-executive Director of Energis
since 1994 and is also a Non-executive Director of Bull Worldwide
Information Systems. He was formerty Group Chief Executive of
South Wales Electricity, having previously held senior engineering,
commercial and management posts with the South Western and
Midlands Electricity Boards. Aged 58

Stephen Box
Group Director, Finance

Appointed as a Director of National Grid and of NGC in August
1997. Formerly with Coopers & Lybrand, where he was a partner
specialising in corporate finance. He is a Non-executive Director of
Energis and a member of the Financial Reporting Review Panel.
Aged 49

Wob Gerretsen
Group Director, Latin America

Appainted as a Director of National Grid in 1995, Wob Gefretsen
was a Director of NGC from 1995 to 2000. Formerly with the
Costain Group, where he was a Director and Chairman of Costain
Engineering and Construction Limited. Prior to this, he held a
number of posts within the Costain Group. Aged 58

Rick Serge!
Group Director, North America

Appointed as a Director of National Grid following the acquisition of
NEES in March 2000, Rick Sergel is President, Chief Executive
Officer and Director of National Grid USA. From February 1998 until
the acquisition, he served as its President and Chief Executive
Officer. His previous positions with NEES included Senior Vice
President in charge of retail operations and unreguiated ventures,
Vice President and Treasurer. He serves as Chairman of the Board
of the US distribution companies and is also a Director of State
Street Corporation. Aged 50

BOTTOM ROW, FROM LEFT TO RIGHT :

Roger Urwin

Group Director, Europe

Appointed as a Director of Nationa! Grid and of NGC in 1995,
Roger Urwin is Chief Executive of NGC. He was previously Chief
Executive of London Electricity plc. Prior to this, he held a number
of appointments within the Central Electricity Generating Board
before joining Midlands Electricity Board as Director of Engineering.
He is a Non-executive Director of Foreign & Colonial Special
Utilities Investment Trust pic and Total Oil Marine plc and is a
Fellow of the Royal Academy of Engineering. Aged 54

Bob Faircloth
Non-executive Director, Chairman of the Remuneration Committee
and a member of the Audit and Nominations Committees

Appointed as a Director of National Grid in 1995, Bob Faircloth was
Chief Operating Officer and an Executive Director of BTR

until 1995 and a Non-executive Director until May 1998. Before
Joining BTR in 1990, Bab Faircloth held a number of technical

and management posts, mainly in the petrochemicals and paper
industries in Canada and Europe. He is also engaged in international
management consulting with involvement with international banks,
industrial companies and government agencies and is a member of
the Advisory Board of the Economic Development Authority,
Savannah, Georgia. Aged 63

John Grant
Non-executive Director, Chairman of the Audit Committee and a
member of the Nominations and Remuneration Committees

Appointed as a Director of National Grid in 1995, John Grant is
currently Chief Executive of Ascot Plc. He was Finance Director

of Lucas Industries pic (subsequently LucasVarity pic) from 1992

to 1996, and previously held a number of senior executive positions
during 25 years with the Ford Motor Company, including Vice
President, Ford of Europe, Director of Corporate Strategy, Ford US
and Executive Deputy Chairman, Jaguar Cars. He is also Non-
executive Chairman of CORDEX plc and a Non-executive Director
of Torotrak plc. Aged 54

Paul Joskow
Non-executive Director and a member of the Audit Committee

Appointed as a Director of National Grid following the acquisition of
NEES in March 2000, Paul Joskow is a Professor of Economics and
Management at the Massachusetts Institute of Technology (MIT)
and is Director of the MIT Center for Energy and Environmental
Policy Research. He is a research associate of the US National
Bureau of Economic Research and a Fellow of the Econometric
Society and of the American Academy of Arts and Sciences.

Paut Joskow served as a Director of NEES from 1987 until the
acquisition. He is a Trustee of the Putnam Mutual Funds, a Director
of State Farm Indemnity Company and a Director of the Whitehead
Institute for Biomedical Research. Aged 52

Richard Reynolds
Non-executive Director and a member of the Audit and
Remuneration Committees

Appointed as a Director of National Grid in 1998, Richard Reynolds
was a Director of GEC from 1986 to 1995. He was Managing
Director of GEC Telecommunications and became Managing
Director of GPT on the merger of the GEC and Plessey
telecommunications companies. He was also Chairman of GPT and
is currently Chairman of Wavionix Limited. He is also a Non-
executive Director of Photobition and of Telme.com plc. Aged 61
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Financial review

Turnover
Group turnover increased from £1,514.2 million to £1,614.7 mitlion.

Operating profit

Total operating profit decreased by £38.8 million to £538.6 million
as a result of the operating losses incurred by Intelig, the Group's
telecommunications joint venture in Brazil. The operating losses
Incurred by Intelig, of which the Group's share was £44.1 million,
were in line with expectations for a start-up operation of this size.

The movement in total operating profit for the year also reflects
higher profit contributions from UK Transmission (£14.9 million),
Interconnectors (£6.2 million), Energis (£7.6 million) and other joint
ventures (£2.3 million), and a lower profit contribution (£28.5 million)
from other activities. This reduction primarily refates to the release
to the 1998/99 profit and loss account of £15.2 million of provisions
following the implementation of Financial Reporting Standard 12
(FRS 12) and increased losses in our UK and US metering
businesses.

A commentary on the performance of individual businesses is set
out on pages 6 to 19.

Exceptional items

The results for the year include a profit of £1,027.3 million relating
to the partial disposal of the Group's interest in Energis plc, an
assoclated undertaking. This comprised a pre-tax profit of £895.2
million (£665.7 million after tax) on the sale of Zé.Q million shares in
Energis and a pre- and post-tax profit of £132.1 million resulting
from reductions in the Group’s interest in Energis primarily as a
consequence of the placing by Energis of 14.8 million of its shares.

The exceptional items reported in 1998/93 comprised a pre-tax
profit of £891.8 milion (£712.7 million after tax) on the sale of 60
million ordinary shares in Energis and a pre-tax charge of £52.6
million (£36.3 million after tax), being the cost of closing-out £415
million of interest rate swaps.

Interest

The net interest charge decreased from £118.5 million to £64.9
million. This reduction reflects a lower average leve! of net debt,
which resulted from the sale of Energis shares in both the current
and the previous financial years.

Taxation

The tax charge for the year totalled £352.6 million and inciuded
£228.5 million relating to exceptional profits. The effective tax rate
for the year, excluding the impact of exceptional items, was 26.0
per cent, compared with 26.2 per cent in the previous year.

Acquisition of NEES

The acquisition of New England Electric System (NEES) was
successfully completed on 22 March 2000. The composition of the
Group’s balance sheet has changed significantly as a result of this
transaction. The acquisition of NEES cost £2,070.8 million and the
net assets acquired have a provisional fair value of £1,223.2 million,
resulting in goodwill of £847.6 million which has been capitalised
and is being amortised through the profit and loss account over

20 years. The acquisition was funded from a combination of the
Group’s existing cash resources and bank borrowings.

As a result of the short period of ownership, NEES' contribution
to the Group's results for the year ended 31 March 2000 was
not material.

Capital expenditure

Capital expenditure, including interest capitalised, fell from
£329.0 million to £316.1 million as a result of lower expenditure
in UK Transmission.

Earnings per share
Basic earnings per share, excluding exceptional items and goodwill
amortisation, increased from 23.3 pence to 24.3 pence.

Ordinary dividends

The recommended final dividend of 8.35 pence net, with the interim
dividend of 6,59 pence net paid on 17 January 2000, brings the
total ordinary dividend for the year to 13.94 pence net per ordinary
share. This represents an increase of 6.7 per cent over last year
and is covered 1.7 times (1998/99: 1.8 times) by earnings per
share excluding exceptional items and goodwill amortisation.

Share price and market capitalisation

At 31 March 2000, National Grid's share price was 573.0 pence
compared with 451.75 pence on 31 March 1999, an increase of
27 per cent. Between 1 April 1999 and 31 March 2000, daily
closing prices for the shares were within the range 388.5 pence
to 587.0 pence. Market capitalisation at 31 March 2000 was
£8.5 billion.
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Financial review continued

Cash flow

Net cash inflow from operations increased from £605.9 million

to £682.0 million, primarily as a result of lower working capital
requirements. In addition, the sale of 28.9 million shares in Energis
contributed £952.9 million to the inflow of cash.

Cash outflow relating to acquisitions of Group undertakings and other
investments amounted to £2,189.6 million (1998/99: £25.2 million),
of which £2,045.1 million related to the acquisition of NEES.

Payments to the providers of finance, in the form of dividends and
interest, totalled £262.3 million net compared with £302.8 million
net in 1998/99. Corporate tax payments amounted to £274.3
million (1998/99: £154.9 million). The higher tax payments reflect
the introduction during the year of quarterly payments on account
for UK corporation tax.

Net purchases of tangible fixed assets absorbed cash of £279.2
million (1998/99: £312.5 million).

Shareholders’ funds

Shareholders’ funds increased from £1,952.5 million to £2,909.0
million, primarily as a result of the retained profit for the year. This
substantially reflected the profit on the partial disposal of Energis.

Net debt

Net debt increased from £703.4 million to £2,663.6 million as a
result of the acquisition of NEES, the impact of which was partially
offset by the proceeds from the sale of shares in Energis. Gearing
as at 31 March 2000 was 90 per cent, up from 36 per cent at the
start of the year. interest cover (the number of times the net interest
charge is covered by total operating profit), which is considered a
more relevant indicator of the Group’s borrowing capacity, was

8.3 times (1998/99: 4.9 times). However, given that the acquisition
of NEES became effective towards the end of the financial year, this
is not indicative of the likely ongoing ratio.

Year 2000

in preparation for the Year 2000 date change, National Grid tested
all business-critical information systems deemed to be at risk of
failure, amending or replacing them as necessary. As a result, the
date change had no material impact on the continuity of National
Grid's operations. Although some software problems were
experienced, these were minor in nature and did not impair
operations in any way. The total cost of the programme, which
began in 1996, was some £15 million,

Euro

The single European currency (the *euro®) came into existence on
1 January 1999. The impact on National Grid to date has been
minimal, but facilities have been established to enable euro
dealings where necessary. Internally, analysis of the impact on
National Grid of the adoption of the euro by the UK as a
replacement for sterling is currently being undertaken. Externally,
National Grid is participating in an electricity industry information
exchange forum, which in turn has links with other utility groups
enabling a broad cross-section of approaches to be considered.




Corporate governance

Introduction

As reported elsewhere in this document, National Grid has made
great progress internationally during the year, adding to our existing
businesses in the UK, Argentina, Brazil and Zambia new projects in
Poland, Chile and Australia. The year culminated in the comptetion
of our acquisition of NEES, which gives us a platform for growth in
the USA.

Our success in developing our business has brought with it new
challenges, arising particularly from the increasing size, complexity
and geographical dispersal of the Group. It has also brought new
formal responsibilities: in addition to our existing obligations

as a UK listed company, we are now subject to US reporting
requirements following our listing on the New York Stock Exchange
and our registration with the Securities and Exchange Commission -
as a pubiic utility holding company.

To meet these challenges, National Grid is introducing a new
governance framework that will help the Directors to direct and
control the expanding business and to discharge their duties of
accountability, primarily to shareholders but aiso to regulators and
other key stakeholders. We recognise that sound corporate
governance will be key, not only to compliance with external
requirements, but also to the establishment of good business
practice throughout the expanding Group.

During the year, we initiated a fundamental review of our existing
policies, procedures and reporting arangements. Our objective
throughout has been to ensure that the Group as a whole is able to
meet its business objectives, its legal, regulatory and governance
requirements and its wider social and ethical responsibilities in
every country in which it has a presence. At the same time, effort is
being made to minimise bureaucracy and to accommodate
diversity, avoiding the imposition of uniform procedures except
where these are essential to the achievement of strategic direction
and control and the establishment of proper reporting arrangements.

Corporate governance in National Grid

Nationa! Grid's practice is to maintain its own code of corporate
governance, revising this as necessary to take account of current
best practice. The NGG Code of Corparate Governance adopted in
March 1999 embodied the provisions of the Combined Code of
Corporate Governance. Throughout the year, National Grid has
operated in accordance with the NGG Code and has thus complied
with the provisions of the Combined Code, with the exception that,
for the reasons set out below, it does not designate a "senior* Non-
executive Director.

A new National Grid Code of Business Practice came into effect in
March 2000 on completion of the acquisition of NEES. This is again
closely modelled on the Combined Code and takes into account
the international expansion of the Group. The main provisions of
the new National Grid Code are described below.

Directors

The Board

National Grid is led and controlled by its Board of Directors.
This meets at least eight times a year, with additional meetings
as necessary.

To ensure that the direction and contro! of the Group are firmly in its
own hands, the Board has reserved certain matters for its collective
decision and/or monitoring. Board approval is required for
proposals relating to significant Group businesses, including the
start-up or acquisition of new businesses and the establishment of
any activity in a new territory. The Board must approve any
transaction likely to require listing particulars or similar documents
1o be fited with any stock exchange on which National Grid's shares
are listed. Also reserved to the Board are matters relating to health
and safety, the environment and policy issues affecting the external
reputation and standing of the Group.

All Directors have access to the advice and services of the General
Counsel and Company Secretary and may take independent
professional advice, at the Group’s expense, in the furtherance of
their duties.

All Directors bring an independent judgement to bear on issues of
strategy. performance, resources (including key appointments) and
standards of conduct.

All Directors receive full and appropriate briefing on first
appointment to the Board, with subsequent updating as necessary.

The Chairman and the Group Chief Executive
There is a clear division of responsibilities between the Chairman,
James Ross, and the Group Chief Executive, David Jones.

National Grid's independent Non-executive Directors are selected
and appointed for their individual business experience and their
ability to bring a broad perspective to their contributions to the
strategic direction of the Group. As such, they represent a strong
and independent element on the Board. In this context, National
Grid believes that the requirement of the Combined Code to identify
a "senior” Non-executive Director as a channel of communication for
investors could lead to confusion with the role performed by the
independent Non-executive Chairman. For this reason, National Grid
does not propose to nominate a "senior” Non-executive Director.
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Corporate governance continued

Board balance

The Board comprises five Executive Directors and five Non-
executive Directors (including the Chairman, James Ross).
All the Non-executive Directors are wholly independent.

Supply of information

Regular and ad hoc reports have been made throughout the year
to ensure that the Board is supplied in a timely manner with
information of the quality and detail it requires. As part of the review
of existing policies, procedures and reporting arrangements carried
out in the light of the Group's international expansion, new periodic
reporting arrangements have been implemented which ensure
timely provision of both historic information and information relevant
to the future performance and prospects of the Group.

Appointments to the Board

The Board has delegated to the Nominations Committee
responsibility for considering the reappointment of existing
Directors, for identifying and selecting potential new Directors and
proposing their appointment to the Board and for reviewing
succession management arrangements within the Group. The
Nominations Committee has written terms of reference, which have
been revised during the year, and meets at least annually and
otherwise as required on the expiry of the term of appointment of
any Director and on the declaration of any vacancy for a Director.
The members of the Nominations Committee are shown on page 20.

Non-executive Directors are appointed by the Board and have
letters of engagement for up to three years.

Reappointment of Directors

Every Director, without exception, is required by National Grid's
Articles of Association to retire by rotation at intervals of not more
than three years and to seek reappointment by the shareholders at
the Annual General Meeting. In addition, any new Director who has
been appointed by the Board is required by the Articles to retire at
the next Annual General Meeting and to seek reappointment by
the shareholders.

Directors' remuneration

The Remuneration Committee of independent Non-executive
Directors has responsibility for determining, in accordance with
current best practice, all aspects of the remuneration and terms
and conditions of service of the Chairman and the Executive
Directors. The Remuneration Committee also maintains an
overview of policy in relation to the remuneration and conditions of
service of other senior managers and determines policy and
practice in relation to equity participation schemes.

The members of the Remuneration Committee, which has written
terms of reference, are identified on page 20. The Chairman and the
Group Chief Executive may attend meetings of the Remuneration
Committee by invitation, but are not permitted to be present during
discussions on their respective remuneration. Details of the
remuneration of each Director are given on page 26.

Relations with shareholders

Dialogue with institutional sharehoiders

Regular dialogue is maintained with institutional investors, fund
managers and analysts, with the aim of fostering mutua!
understanding of objectives.

The Annual General Meeting

We actively encourage the participation of shareholders at the
Annual General Meeting, notice of which is posted at least 20
working days in advance. At each Meeting, the Chairman makes a
presentation on the year's financial results and business activities
and encourages open and lively discussion between shareholders
and Directors. Shareholders are invited to vote separately on each
substantive resolution, including receipt of the Annual Report and
Accounts, and the number of proxy votes lodged for and against
each resolution is declared to the Meeting. A summary of the
business carried out at the Annual General Meeting is made
available to shareholders on request.

We are also very proud of our innovative and highly successful
Networking programme, which is designed to give private investors
the opportunity to meet Directors and staff and to experience our
operations at first hand.

Accountability and audit

We are mindful of our responsibility for presenting a balanced and
understandable assessment of the Group's financial position and
prospects in all reports, both to our own investors and to regulatory
bodies. An explanation of the respective responsibilities of the
Directors and the auditors for the preparation of the accounts is set
out on page 27.

Internal control

The Combined Code introduced a requirement that the Directors
review the effectiveness of the Group's system of internal contro!,
This extends the existing requirement in respect of internal financial
contro! to cover all controls including financial, operational and
compliance controls and risk management. Guidance for directors
on the implementation of the Combined Code requirements was
published in September 1999 in the form of the Turnbull working
party guidance. In response to this, National Grid has adopted

a formal procedure for review by the Board, assisted by its
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committees, of the effectiveness of the Group’s system of internal
control. The procedure will draw on information provided by line
management and on independent review activity, including that
carried out by the Group's well-established Internal Audit function.

The Board intends that its formal ongoing review of effectiveness
should be closely aligned to the new business processes now
being implemented within the expanding Group, in particular
periodic reporting, business planning, expenditure approval and
project management, including new business ventures. Good risk
management principles are being embedded in all these processes
and work is in hand to ensure that these principles are
communicated throughout the expanding Group. The Board
recognises, therefore, that the establishment of effective review will
be iterative and will be subject to continuing improvement as the
underlying business processes become established.

The Board will carry out its first annual review of the effectiveness
of internal control in March 2001. To facilitate this, businesses will
be required to comment on the state of risk management and
internal control in their last periodic report of the financial year.
This will include commentary on significant failings or weaknesses
identified during the financial year, if any, and the actions taken

to remedy them.

For the purposes of this statement, the Board has adopted the
transitional timetable provided by the London Stock Exchange, It
has continued to meet the requirements of the Cadbury Code of
Corporate Governance and has reviewed the effectiveness of the
Group's system of internal financial control, recognising that any
system of internal financial control can only provide reasonable, and
not absolute, assurance against material misstatement or l0ss.

The Board approves the Group’s annual business plan, including
the capital programme and annual operating budget, the
components of which form the financial objectives against which
businesses are monitored. Material risks faced by the Group have
been identified and are kept under review by the Directors. As part
of the business planning process, businesses are required to review
their relevant risks and to identify and implement measures to
manage them.

The Board exercises control over National Grid's business through
the Executive Committee, chaired by the Group Chief Executive:
this meets monthly and has full delegated authority to carry out
necessary actions in key areas between meetings of the full Board.
There is a clear direct-line reporting structure to each individual
Executive Director.

Audit Committee and auditors

The Audit Committee consists of the independent Non-executive
Directors identified on page 20 and has written terms of reference
which have been revised during the year. The Committee meets at
least four times a year, with a minimum of one private meeting with
the external auditors, who may request additional private meetings
if they consider this necessary. The Board has delegated to the
Audit Committee authorities and duties in respect of the Group's
annual accounts and other financial reports, its system of internal
control and risk management, the activities of the external auditors
and the scope and extent of Internal Audit. The written terms of
reference of Internal Audit were also revised during the year and the
Audit Committee, on behalf of the Board, used this opportunity to
review the scope of work, authority and resources of Internal Audit.

The Audit Committee has specific responsibility for making
recommendations to the Board on the appointment and
remuneration of external auditors and for keeping under review the
nature and extent of non-audit services provided by the external
auditors. The Audit Committee receives regular reports on all
expenditure with the external auditors and other major accountancy
firms in order to satisfy itself that value for money is obtained and
that the objectivity of the statutory audit is not impaired.
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Directors’ remuneration

The remuneration of individual Directors for the year ended 31 March 2000 is set out below:

Total cmoluments
(excluding pension)

Basc salary Annuai
and fecs bonus Benefits 1999/2000 1968/99
£000 £000 £000 £000 £000

Chairman
James Ross!
(Non-executive Director)

Executive Directors.
David Jones

Stephen Box

Wob Gerretsen?

Rick Sergel?

Roger Urwin

Non-executive Directors
David Jefferies*
(former Chairman)
Bob Faircloth
John Grant
Pau!l Joskow3
Richard Reynolds
Malcolm Williamson*

1 Appointed to the Board on 1 March 1899. Appointed Chalrman at the AGM on 22 Juty 1999

2 Wob Gerretsen’s beso salary includes a temporary oversess allowance and his benefits inctuda £31,667 in respect of his relocation
3 Appointed to the Board on 27 March 2000

4 Resigned from the Board on 22 July 1939

5 The total remuneration of David Jones, including the gain on the exercise of share options, was £505,344
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Summary financial statement

As required by the Companies (Summary Financial Statement)
Regulations 1995, the summary financial statement on pages 27
to 29 is a summary of the information contained in the Annual
Report and Accounts of The National Grid Group plc for the
financial year ended 31 March 2000 and should be read in
conjunction with the joint statement by the Chairman and the
Group Chief Executive on pages 2 to 5, the review of activities on
pages 6 to 18, the Board of Directors on page 20 and the financial
review on pages 21 and 22. The Annual Review and the summary
financial statement do not contain sufficient information to alow as
full an understanding of the results of the Group and state of affairs
of the Company or of the Group as would be provided by the full
Annual Report and Accounts.

Copies of the full Annual Report and Accounts are available, free
of charge, from the Shareholder Enquiry Unit, National Grid House,
Kirby Corner Road, Coventry CV4 8JY (telephone 024 7642 3940).

Auditors’ statement to the members of
The National Grid Group plc

We have examined the summary financial statement on pages
2710 29.

Respective responsibilities of the Directors and
auditors

The Directors are responsible for preparing the Annual Review,
which includes the summary financial statement. Our responsibility
is to report to you our opinion on the consistency of the summary
financial statement with the full annual accounts and the Directors’
report and its compliance with the relevant requirements of section
251 of the United Kingdom Companies Act 1985 and the
regulations made thereunder. We also read the other information
contained in the Annua! Review and consider the implications for
our report if we become aware of any apparent misstatements or
material inconsistencies with the summary financial statement.

Basis of opinion

We conducted our work in accordance with Bulletin 1999/6, "The
auditors’ statement on the summary financial statement’, issued by
the Auditing Practices Board.

Opinion

In our opinion the summary financial statement on pages 27 to 29
is consistent with the full annual accounts and Directors’ report of
The National Grid Group plc for the year ended 31 March 2000 and
complies with the applicable requirements of section 251 of the
Companies Act 1985 and the regulations made thereunder.

PricewaterhouseCoopers

Chartered Accountants and Registered Auditors
London

22 May 2000

Report of the auditors

The auditors’ opinion on the full annual accounts of the Group for
the year ended 31 March 2000 is unqualified and does not contain
any statement concerning accounting records or faiture to obtain
necessary information and explanations.
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Summary financial statement continued

Summary Group profit and loss account
for the year ended 31 March 2000

2000 1999
{rostated)
im £m

Turnover, including share of joint ventures

Less: share of joint ventures’ turnover (continuing operations) (54.1)

Group turnover

- Continuing operations 1.514.2

- Acquisition -
1.514.2

Operating costs (937.5)

Operating profit

- Continuing operations 576.7

- Acquisition -

Operating profit of Group undertakings 576.7

Share of joint ventures’ and associate’s

operating {loss)/profit (continuing operations)

Total operating profit

- Before goodwill amortisation 579.9

~ Goodwill amortisation (2.5)
577.4
Exceptional profit relating to partial disposat of Energis 891.8
Net interest {118.5)
Exceptional cost of closing out interest rate swaps (52.6)
Profit on ordinary activities before taxation 1,298.1
Taxation
- Excluding exceptional items (120.3)
- Exceptional items (162.8)
(283.1)
Profit on ordinary activities after taxation 1,015.0
Dividends (192.0)
Retained profit 823.0
Earnings per ordinary share
- Basic, including exceptional items and goodwill amortisation 69.2p
- Basic, excluding exceptional items and goodwill amortisation 23.3p
- Diluted, including exceptional items and goodwill amortisation 65.2p
- Diluted, excluding exceptional items and goodwill amortisation 22.7p
Dividends per ordinary share 13.07p

The emoluments of the Directors, excluding pension contributions, were £1.797m" (1999: £1.580m) - see page 26.
“Including gains of £0.017m on the exerclse of share options.




Summary Group balance sheet
at 31 March 2000

2000 1998
(restated)
&m £m

Fixed assets

Intangible assets - goodwill 15.1
Tangible assets 3,099.4
Investments 2331
3,347.6
Current assets 1,746.3
Creditors (amounts falling due within one year) (1,414.9)
Net current assets 331.4
Total assets less current liabilities i 3.679.0
Creditors (amounts falling due after more than one year) © 18,500.2) (1.680.9)
Provisions for liabilities and charges . 481.4) {45.6)
Net assets employed 2,9447% 19525
Capital and reserves
Called up share capital 1747 173.9
Share premium account 274.7 246.5
Profit and loss account 24596 15321
Equity shareholders’ funds 29000 19525

Minarity interests 5.1 -

29441 1.952.5

The y financial on pages 27 to 29 wes approved by the Board of Directors on 22 May 2000 3nd was sgned on &S
behalf by:

J H Ross Chairman
S J Box Finance Director
Note relating to the summary financial statement

Reconciliation of movement in shareholders’ funds

2000 1999
(restated)

m Em

Profit on ordinary activities after taxation . 10150

Dividends (192.0)
823.0

Issue of ordinary shares 5.9
Repurchase of ordinary shares -

Exchange adjustments (0.8)
Net increase in shareholders’ funds 828.1
Shareholders’ funds at start of year 1,124.4
Shareholders’ funds at end of year 1,952.5

“Originally £1,744.0m before adding prior year adjustment of £208.5m.
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Five-year financial summary

Group profit and loss account

2000 1999 1898 1997 1996
(restated) ) d) & d
im Em fm fm
Group turnover
- Continuing operations 1,514.2| 1,519.3| 1,368.5| 13818
~ Acquisition - - - -
- Discontinued operations - 90.1 88.0 106.2
1,514.2 16094 14575 14870
Operating costs (937.5) (1.074.9) (801.1) (810.1)
Operating profit/{loss)
- Continuing operations 576.7 562.9 710.6 7243
~ Acquisition - - - -
~ Discontinued operations - (28.4) (54.2) (47.4)
Operating profit of Group undertakings 576.7 534.5 656.4 676.9
Share of joint ventures’ and
associate’s operating (loss)/profit 0.7 1.3 - -
Total operating profit 577.4 535.8 656.4 676.9
Exceptional items 839.2 107.1 - (24.6)
Net interest (118.5) (61.7) (59.1) (26.4)
Profit before taxation 1,298.1 581.2 597.3 625.9
Taxation
- Excluding exceptional items (120.3) (133.5) (176.2) (194.2)
- Exceptional items (162.8) - - -
(283.1) {(133.5) (176.2) (194.2)
Profit after taxation 1,015.0 447.7 4211 4317
Dividends
- Ordinary (192.0) (188.2) (190.7) (175.0)
~ Other - (768.6) -1 (1.560.8)
(192.0) (957.8) (190.7) (1,735.8)
Retained profit/(loss) 823.0 (510.1) 230.4 (1,304.1)
Earnings per ordinary share
- Basic, including exceptional items
and goodwill amortisation 69.2p 26.5p 24.7p 25.5p
-~ Basic, excluding exceptional items
and goodwill amortisation 23.3p 20.2p 24.7p 27.0p
- Diluted, including exceptional items
and goodwill amortisation 65.2p 26.3p 24.5p 25.3p
- Diluted, excluding exceptional items
and goodwill amortisation 22.7p 20.0p 24.5p 26.7p
Ordinary dividends per share 13.07p 12.07p 11.13p 10.27p
Dividend cover*
- Ordinary dividends (times) 1.8 1.7 2.2 2.6
Interest cover (times) 4.9 8.7 111 25.6

E 9 pti Items and g amor

The figures for 1996 to 1999 have been restated for the change in accounting policy relating to the
capitalisation of interest. The figures for 1996 have not been restated to reflect the impact of FRS 12.
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Summary Group balance sheet

Other key data

2000 1999 1998 1997 1996
(rostated) (restated) {rostated) {restated)

Em £m fm £m £m

Fixed assets 3,347.6  3,233.3 31655 2,989.3
Net current assets/(liabilities) 331.4 (713.2) (595.2) (425.2)
Long term creditors and provisions (1,726.5) (1,395.7) (952.0) (1,281.7)
Net assets employed 19525 11,1244 16183 1,2824
Net debt 703.4 1.465.3 847.0 1,254.5
Gearlng 36% 130% 52% 98%

The figures for 1996 to 1999 have been restated for the change In accounting policy relating to the
capitalisation of interest. The figures for 1996 have not been restated to reflect the impact of FRS 12.

2000 1999 1998 1997 1096
’ £m £m Enlnl Em
Net cash inflow from
operating activities 605.9 627.2 846.6 897.2
Capital expenditure 329.0 333.8 291.2 267.7
Number Number Number Number Number
Average number of persons
employed by the Group
- Continuing operations 3.628 3,689 3,837 3,950
- Acquisition - - - -
- Discontinued operations - 529 577 615

*Average for the year relates to the period 22 March 2000 to 31 March 2000

The figures for 1996 to 1999 have been restated for the change in accounting policy relating to the

capitalisation of interest.
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Shareholder information

Analyses of shareholdings as at 22 May 2000

Distribution of shares by type of shareholder

Distribution of shares by size of holding

Financial calendar

Number of % of issued

shareholders Shares share capital

Banks 181 1,471,945 0.10
Nominee companies’ 13,199 1,129,966,913 76.11
Insurance companies 18 54,688,542 3.68
Pension funds 39 4,725,051 0.32
Other corporate bodies 499 80,089,434 5.39
Electricity companies? 8 976,892 0.07
Other limited and public companies 1,606 41,655,052 2.81
Individuals 760,419 171,025,835 11.52
775,969 1,484,609,664 100.00

Number of % of Issucd

sharoholders Shares share capital

1-99 477,966 33,345,952 2.25
100 - 499 227,923 47,576,624 3.20
500 - 999 36,715 24,939,188 1.68
1,000 - 4,999 28,546 56,391,242 3.80
5,000 - 9,999 2,249 15,057,431 1.01
10,000 - 49,999 1,432 29,034,127 1.95
§0,000 - 99,999 291 21,086,838 1.42
100,000 - 493,999 502 113,678,804 7.66
500,000 - 989,999 135 94,674,785 6.38
1,000,000 and above 210 1,048,824,673 70.65
775,969 1,484,609,664 100.00

1 Nominee companies typically hold shares on behaif of banks, insurance companies, Investment trusts, pension funds and PEP and
ISA investors.

2 In accordance with National Grid's Articlos of Association, no holder af a licence under the Electricity Act 1889 or Pool member. no
affiliate of either, and no group of companies of which a regional electricity pany is a ber, has an i of 1 per cent or
more in the voting share capital of National Grid.

23 May 2000 1989/2000 preliminary results and recommended final dividend announced
30 May 2000 National Grid shares go ex-dividend
§ June 2000 Record date for 1999/2000 final dividend
27 July 2000 Annual General Meeting
15 August 2000 1999/2000 final dividend paid to qualifying shareholders
21 November 2000 2000/01 interim results and interim dividend announced
27 November 2000 National Grid shares go ex-dividend
1 December 2000 Record date for 2000/01 interim dividend
1§ January 2001 2000/01 interim dividend paid to qualifying shareholders
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individual Savings Accounts (ISAs)

Individual Savings Accounts (ISAs) for National Grid shares are
available. Further information may be obtained from the Account
Manager. Stocktrade, PO Box 1076, 10 George Street, Edinburgh
EH2 2PZ {telephone “Grid Line®, 0131 529 0225},

Regulatory accounts

National Grid's principal UK subsidiary. The National Grid

Company plc (NGC), is the holder of the electricity transmission
licence for England and Wales. NGC is required by the transmission
licence to provide to the Director General of Electricity Supply
accounting statements in respect of each of its licensed
businesses. Copies of these statements for the year ended

31 March 2000 may be obtained, free of charge, from the
Shareholder Enquiry Unit (see "Enquiries” right).

Report on Form 20-F

National Grid has prepared a Report on Form 20-F for filing with the
US Securities and Exchange Commission. Copies of the Report for
the year ended 31 March 2000 may be obtained, free of charge,
from the Shareholder Enquiry Unit (see "Enquiries” right).

Unsolicited mail

We are obliged by law to make our share register available to
other organisations and some shareholders may therefore receive
unsolicited mail. Any shareholder who wishes to limit receipt of
such mail should contact The Mailing Preference Service, Freepost
22, London W1E 7EZ. The Mailing Preference Service is free to the
public and will notify those organisations which support its aims
that unsolicited mail should not be sent to individuals who have
registered a preference not 10 receive it,

Audio tape version of Annual Review

For the assistance of visually-impaired shareholders, an audio tape
version of the Annual Review has been prepared and may be
obtained, free of charge, from the Shareholder Enquiry Unit (see
*Enquiries® right).

Tha National Grid Group plc Designed and praduced by Timothy Guy Design
Photography by Larry Bray and Helene Glanzberg lilustrations by Peter Ruane and Otto
Stelninger Printed by St ives (Plymouth) Limited Typeset by Real Time Studio The paper
used In this report is produced from sustainably managed forests and is elemental chlorine
frae (ECF)

Summary of business of Annual General Meeting
The Annual General Meeting will be held on Thursday 27 July 2000
at the International Convention Centre, Birmingham. If you would
like to receive a summary of the business transacted at the Annual
General Meeting, please contact the Shareholder Enquiry Unit,

Networking programme

To obtain an application form to take part in the Networking
programme, please write to: Networking Programme, National Grid
House, Kirby Corner Road, Coventry CV4 8JY.

Enquiries

Enquiries about individual shareholder matters (including changes
of address, lost share certificates etc) should be addressed to
Lioyds TSB Registrars, The Causeway, Worthing, West Sussex
BN99 6DA (telephone 0870 600 3969, fax 0870 600 3980).

Enquiries relating to National Grid’s activities should be addressed

to the Shareholder Enquiry Unit, National Grid House, Kirby Corner
Road, Coventry CV4 8JY (telephone 024 7642 3940, fax 024 7642
3651, e-mail shareholder.enquiries@uk.ngrid.com).

Information about National Grid is also available via the internet on
www.nationalgrid.com

© 2000 The National Grid Group plc
Registered in England and Wales No. 2367004
Registered office: 15 Marylebone Road, London NW1 5JD
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Introduction
99-2000

The National Grid Company is required by condition 12 of the
Transmission Licence to report performance in terms of security
of supply, availability and quality of supply.

This repors reviews the performance for the financisl year 99-2000
in these areas, specifically against the eriteria ogreed with the dhen
Directox General of Elecrricity Supply in June 1990,

Data has also been provided for a ten year periad giving a full picture
of our performance since NGC was granted its Transmission Licence
on 31 March 1990.




Average Annual System Availability for 99-2000 was 96.0%.

System
Availability

System performance is monitored by reporting manthly variations in
system availability, winter peak and average annual system availahility,
together with planned and unplanned system unavailabitity.

Awailability is reduced whenever a circuit is caken out of operation, either
for planned purposes e.g. for construction work, or as a result of a fault.

A clredit |a defined as an
overhead line, cable, supergriy

The following charts shaw the progressive improvement achieved over
10 years, culminating in 2n average annual system availability record

of 96.34% last year. fransformer, o sy Comtkdon
of these piamt kems, contoled

As indicated in last year’s report, annual system availsbility, being by cne of more circuft bregiers

influenced primarily by planned outages, may marginally reduce in

coming years. More planned work is required to accommodate the higher Sywtem Avalindifty is defined

requirernent for new wer connections and essential asset replacement, by the formisa:

23 well as the maintenance necessary to retain a high level of system
reliabiliry to ensure thac Licence Standards of security are met. Tt -‘.&“ =
Mo of ctrcatia) 1
(%o, of heore 1 prried)



Comparison of Plarned and Unptanned
System Unavaflabliity

The charts and the tables show the month by month
varlation in planned and unplanned unavaitabiliry.

Planned Unsvalabifty Unplanned Unavatiabfty
Maintenance Qutages are planned curages required Unplanned unavailability is die to either an enforeed
for mai ioaly tovened x outaze taken with less than a week's notice or an outage

System C Outages sre p 1 4 which occurs a3 2 result of plant breakdown.

o construct or madify 250 which are not provided for the
exclusive benefic of che specific wem.

User Cannection Outages are plznned oucages required

t construct or modify assets which are provided w facilie
connection for the exclusive benefit of specific system usess,

Planned Unaveliabiity (%) il kel poinr)

98/9995/00 $8/299/00 9B/I993/00 53/D980/00
APR 000 055 270 251 119 148 369 4854
MAY 000 067 327 130 197 182 524 EE®
RN 000 078 349 382 165 140 514 €00
LN 000 038 456 358 193 132 649 826
AUQ 000 052 452 427 169 103 821 3487
e 001 012 421 808 138 150 550 ass
OCT 003 010 317 367 056 157 418 B34
NOY 004 010 128 148 058 108 183 28
OEC 00C 004 050 048 043 022 093 072
AN 000 000 022 018 019 018 041 04
FeB 000 000 042 033 009 028 051 0%
MAR 000 008 097 079 059 053 156 140

Planned Unavailability during 99-2000 gain followed an
annual pattem ro allow maximum availsbility during the
winter months.

8 Meintenance @ Long Term Average

Unplanned Unavailability (%)

PL.T] 98/99 99/00
R 0 o

o4 mer 027 o028
RN 016 037

b A 010 037
2l e om om
s 012 o012

L oct 027 o027
} : v 023 oas

. A M 4 1 A 8 B8 N D )} F M ore 007 034
. om on

W Moo @ g e s B 005 028

MAR 003 014

Unplanned Unavailability for 99-2000 wes at 2 eypical bevel
throughout the e This conmrasts with the exceptionally
low values in 1998/99. 5



French Interconnector Annuai Availability 95.6%.

Scottish Interconnector Annual Availability 99.9%.

nterconnector
Section 2 Availabilit

The NGC Tr ission System has i ions with France
and Scotland.

Qutages are co-ordinated, as far 2s practical, between the interconnected
paties to allow work to be undertaken by both parties during an outage.

Losses of availability are attributed on the basis of watk being carried
out by parties on their assets.




Facts & Figur

Frenph Imimcsnnecios Anausl Arodabllip

Frisnch lescrsnnnscber Eanthly Unsvallabiity

ssezasaenzl

Scottish Intercanmcicr Annual Availabllity

BVEE ST 0 AL SRS BT MUTT 0788 $AAR ST

The availability of the interconneceor during 99-2000 (99.9%)
is the highest ever recorded. The chart shows the operational
availzbility (%) of the inrecconnector during the last 10 years.

Scottish Interconnector Monthly Unaaabity

WM ME AW NL MG SIF OCT NOV  DEC

W noc MWsp

The chart and ble show the month by month vastation
of uravailsbility (%) of the interconniectoe steributed ©
NGC and Scoxtish Powee.

An unusually low requirement for cutages by NGC, during
December and January, together with no Scortish Power
cuttages, resuhted in the recond high availabilicy reporeed




The total Estimated Unsupplied Energy during
99-2000 was 293MWh.

System

Security

The security and reliability of the Transmission System is also monitored
by reporting loss of supply incidents and estimates of the total energy
unsupplied for the year.

Loss of supply incidents are reported individually with details of location,
time and incident durati ¥ d d lost and an estimate of

the unsupplied energy.

Petfc is itored by total esti d energy licd from

the NGC sy for each incident and the ge incident duration.

During $9-2000 there were over 250 system trips where transmission circuits An Incident s defined as any
were disconnected either automatically, or by urgent manual switching. This system event which resuts by

is 2 typical number for 2n average year, 30% of which were caused by adverse a singis or muRipte foss of supply
weather conditions. The vast majority had no impact on electricity users.

Of these 250 events, there were four loss of supply incidents. One was the Averngo Incident Duration

result of a lightning strike to overhead lines, with automatic equipment Is defineg’da:

restoring supplies in less than one minute. This represents the lowest ever Totat Energy

reported volume of loss due to lightning in a year, at 0.8MWh. (MW i)
Ttnd of MW kst

One loss was due to a flashover caused by smoke pollution on a teed
connection, a supply arrangement chosen by the customer vhich gives
slightly reduced security. Again supplies were d by ic
equipment in less than one minute.

Two incidents at Uskmouth caused losses of supply to SWALEC customers.
During major construction work at the 132kV indoor substation, minwater
entered the indoor substation during prolonged heavy storms and caused
flashovers and damage to NGC equip Before supplies were d
it was necessary to inspect the condition of the equipment and petform

essential repair work-



Numbes of Incidents

This chart shows the Number of Incidenss in each year
invelving a low of nopply.

Losses of Supply due to fautts on NGC equipment (99-2000)

incident Date, incidert Durstion Vax Demand Estimated Encrgy Comment
Time & Locetion (Vins) Lost (MW) Unsupplied (MWh)

27 My, 21500 033 150 083 “The Aberthaw-Upper Base 1 and the Cilfjrmdd
at Upper Boat 275V - Uppee Besst | 275kV cirevia trigped] o9 # reealt.
Subetion of scparste but co-ncidere lightrding ks,

casing » kow of migply 0 SWALEC ar Upper
Bt 137KV sbeearion. Supplies were vestorad
omsically tn lom then one mimae.

27 June, 07.11hs 258 40 131 Ratnwater entered through the NGC sibwtation
2t Uskmouth 137kV roof during a storm mnd resdied in NGC bbb
Substation tripping. This cmued # o of spply o pert of the

SWALEC demand # the location. Supplies were
restored w SWALBC a3 1129 houmy.

28 June, 23.59 hna 1ns 0 160 NGC bushara eripped and there was damge.
at Uskmonth 132kV © NGC equrmen due w0 flehoven, following a
Substation further deluge of waree penetrazing the mibetxtion

roof ducing beavy rain. Part of the orsl SWALEC
demand ar the kacatim was sgain lefk wnpplied.
Supplics vere madk evailable by 85,37 hos on
29 June, althousgh aoms of the forc demand had

dhe SWALEC sjsoem.

Anomatous Lossos

Incident Date, incident Quration Max Demand Estimzted Enesgy Comment
Time & Location {Mins) Last (MW) Unsuppled (NWh)

12 August, 1133 has o3 102 056 Supplics o Tremorfa Ssoehworks wore lost when the
at Tremorfa 275kV Aberthaw- Treaode Whiton 275kV cirosk eripped,
Substation Eoflowing & flashover czused by emoke from a

boafire ander the cizcuir condurton. Supplies wem
rerored suromasically in lem then one mirte.
These mpplics 2re teed off 2 dngle cirasit a the
chaice of the e



No reportable Voltage Variations or Frequency
Excursions have occurred during 99-2000.

of

Quality of supply is d with ref to sy ftage and f y-

The Electricity Supply Regulations permit variations of voltage not exceeding
10% above and below the nominal at 400kV, 275kV and 132kV and not
exceeding 6% at lower voltages.

Customers may expect voltage to remain within these limits, except under abnormal
conditions e.g. a system fault outside of planning and operating standards.

Normal operational limits are agreed and monitored individually at connection
points with customers to ensure that voltage limits are not exceeded, following
the specified fault events described in the Licence Security Standard Operation
Memorandum No 3.

The criteria for reporting variations in excess of those permitted by the Electricity
Supply Regulations are:

Voltage excursions for more than 15 minutes.

The Electricity Supply Regulations permit variations in frequency not exceeding
1% above and below 50Hz, 2 range of 49.5 to 50.5H:.

The system is normally managed such that frequency is maintained within cperational
Limus of 49.8 and 50.2H:. Frequency may, however, move outside of these limits
under fault conditions, or when abnormal changes to operating conditions occur.
Losses of generation between 1000 and 1320MW are abnormal and a maximum
frequency change of 0.8H: may occur, although operation is managed so that the
frequency should return within the lower statutory limit of 49.5Hz within 60 seconds.

The criteria for reporting variations in excess of those permitted by the Electricity
Supply Regulations are:

Frequency excursions for more than 60 seconds.




National Grid House
Kirby Coener Road
Coventry CV4 8]Y

Registered in England & Walcs
No. 2366977

17




Appendix B




- --National-Grid USA and-Niagara-Mohawk -
Merger Petition
Appendix B

Agreement and Plan of Merger and Scheme of
Arrangement by and among National Grid Group, plc,
Niagara Mohawk Holdings, Inc., National Grid
Limited and Grid Delaware, Inc.

See Separate Volume
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. Executive Summary

This document describes work completed or underway to estimate potential synergy savings and
“cost to achieve” related to the merger of National Grid USA and Niagara Mohawk Power
Corporation (also referred to as the “Companies”).

e The work already completed is a high-level estimate of potential synergy savings and
costs that was initially developed by National Grid USA and Mercer Management
Consulting (during July and August 2000) and then extended (during October and
November 2000) to cover a ten-year period.

o The work currently underway is a post-merger integration planning effort that will
develop more detailed estimates of savings and costs, based on the organizational
design, approaches and processes adopted for the merged companies.

This second initiative is still in the early stages and preliminary estimates of synergy savings are
not expected until March-April 2001. These estimates will be shared with the Commission and
the Partiesat that time.

This document also describes the methodology proposed to allocate merger benefits between
customers and the companies.

July-November 2000 Synergy Analysis

During July and August 2000, Mercer Management Consulting assisted National Grid in 1)
identifying areas with potential cost savings or costs to achieve, 2) collecting relevant data, 3)
developing related operating and financial assumptions, and 4) estimating potential “steady-
state” savings. Mercer worked with senior and middle managers at both National Grid and
Niagara Mohawk to gather the information required to estimate savings and costs; met with
Niagara Mohawk managers to develop a fuller understanding of that company’s business
practices, operations, and costs; and worked with National Grid management to determine how
the merged companies would operate in the future, e.g., the expected level of integration in the
A&G, customer-related, and T&D functions.

Subsequently (during October and November 2000), Mercer extended the synergy analysis to
cover a ten-year period by running its merger-related financial model. Over the ten-year period
from 2002 through 2011, synergy savings were estimated at $895 million before costs to achieve
(nominal dollars) or approximately $90 million per year. The $895 million figure equates to
$504 million on a present value basis (in $2001, using a 10.75 percent discount rate).

Mercer Management Consulting
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Based on an estimated cost to achieve of $180 million (assuming costs equals 2 times the annual
savings of $90 million), net synergy savings over the ten-year period will be $715 million
(nominal dollars), as summarized below. Additional details of the synergy analysis (e.g., year-
by-year estimates) are presented in Attachment 1 to this document.

Exhibit I-1
Estimated 2002-2011 Synergy Savings
($ Nominal)

Personnel Savings $478 million
Information Systems Savings 187
Supply Chain Savings 49
Facilities Savings 16
Administrative and General Savings . 165

Total Savings 895
Cost to Achieve (180)

Net Savings $715 million

The figures above include only merger-related savings related to the regulated utility
businesses and A&G-related operations of National Grid and Niagara Mohawk. Merger-related
savings are derived from the elimination of duplication, cost avoidance, adoption of different
management practices and policies, and the improved utilization of assets and employees that
result from the merger.

As part of the integration planning effort (see the discussion below), the National Grid USA-
Niagara Mohawk integration team will also identify efficiency gains that will help to reduce
costs and improve service. Identifying efficiency gains is particularly important in this
transaction, since Niagara Mohawk’s 2001 Energy Delivery budget is approximately $60 million
above the post-divestiture budget developed during Power Choice. The merger should provide
an opportunity to facilitate Niagara Mohawk’s transition from a vertically-integrated utility into
an energy delivery business, by leveraging National Grid’s experience in shedding costs after the
divestiture of its generation assets.

Allocation of Merger Benefits

The allocation of merger benefits once achieved will in reality be driven by the service company
allocation rules. However, we have assumed the following allocation in our analysis:

e Merger-related savings will allocated 50 percent to Niagara Mohawk

Mercer Management Consulting
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® With respect to Niagara Mohawk, 83 percent of its share of savings are assumed be
allocated to the electric business and 17 percent are assumed be allocated to the gas
business, consistent with the allocations presented in the Rate Plan Filing Financial
Forecast (work paper Dep-3)

e With respect to Niagara Mohawk’s electric and gas businesses, 50 percent of the
savings are assumed to be allocated to customers and 50 percent to the Company

The 50 percent — 50 percent sharing between customers and shareholders is consistent with the
Commission’s settlement order (Opinion Number 00214, effective November 30, 2000) in the
Consolidated Edison — Northeast Utilities merger proceedings (Case Number 00-M-0095, et.al.).

In this example (assuming an estimated $90 million in annual merger-related savings), $45
million would be allocated to Niagara Mohawk with customers receiving 50 percent or $22.5

million of the savings.

In addition, savings that result from efficiency gains (as discussed earlier) should be allocated
entirely to Niagara Mohawk and then 50 percent to customers and 50 percent to the Company.
The 100 percent allocation to Niagara Mohawk reflects the fact that the post-divestiture savings
are assumed to be realized primarily within that company.

To the extent that Niagara Mohawk achieves $60 million in efficiency gains (to offset the budget
increase discussed earlier), total Niagara Mohawk savings would equal $105 million ($60
million plus the $45 million allocated synergy savings), and Niagara Mohawk’s customers would
be allocated $52.5 million of that amount.

Exhibit I-2 summarizes these annual figures and also presents allocated savings over the ten-year
period on both nominal and present value bases. As shown, Niagara Mohawk would be
allocated $105 million in annual savings, $1,095 million in ten-year savings ($ nominal) and
$620 million in ten-year savings on a present value basis. These amounts would be allocated 50
percent — 50 percent between customers and the Company.

Mercer Management Consulting
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Exhibit I-2

Savings Allocated to Niagara Mohawk

(in $ Millions, Figures Rounded)

Present Value of
Ten-Year Savings
Ten-Year Savings (52001, 10.75
Source of Savings Annual Savings ($ Nominal) Discount Rate)
Synergy $45 $448 $252
Efficiency Gains 60 647 368
Total $105 $1,095 $620
Allocated to 52.5 547.5 310
Customers
Allocated to 52.5 547.5 310
Niagara Mohawk

Post-Merger Integration Planning Initiative

This initiative, discussed in more detail in Chapter III, has an overall objective of developing the
organizational design, approaches, and processes for the combined companies. As part of this
initiative, nine functional teams (e.g., a Customer Service team, a T&D team) and a number of
subteams have been created to help define the future direction and develop detailed estimates of

synergy savings and cost to achieve.

The integration planning effort should provide better estimates of savings and costs than the
estimates developed during the July-November period for several reasons:

e More detailed information: The integration teams will be able to collect and have
access to more information for the companies overall and for each functional area.
The July-August study had to rely on more high-level information collected over a
short period of time during the due diligence phase of the merger transaction.

e More up-to-date information: The integration team will have access to
organizational, financial and operating information that covers all of 2000 and the

Mercer Management Consulting
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_

first quarter of 2001. The July-November analysis relied primarily on information
from 1999 and the first half of 2000.

e Broader participation by executives, managers and staff: More than 150 National
Grid and Niagara Mohawk executives, managers and staff are involved in the
integration planning effort. During the July-August effort, a very limited number of
individuals were involved in developing estimates. The broader participation will
allow for more detailed analyses and the ability to leverage the vast experience of the
participants in identifying potential synergy savings and costs to achieve.

e Consideration of other operating and regulatory issues: The integration team will
also be able to address on-going operating issues that impact the business, as well as
regulatory issues, such as the potential unbundling of metering and billing services.

With the more detailed information available and broader participation, the level of savings
identified by the integration team will likely exceed the $90 million average annual estimate
discussed earlier. In addition, a better estimate of cost to achieve is likely as future operating
plans and personnel strategies become more defined.

Mercer Management Consulting
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Il. July — November 2000 Synergy Analysis

During July and August 2000, Mercer Management Consulting assisted National Grid in 1)
identifying areas with potential cost savings or costs to achieve, 2) collecting relevant data, 3)
developing related operating and financial assumptions, and 4) estimating potential “steady-
state” savings. Mercer worked with senior and middle managers at both National Grid and
Niagara Mohawk to gather the information required to estimate savings and costs; met with
Niagara Mohawk managers to develop a fuller understanding of that company’s business
practices, operations, and costs; and worked with National Grid management to determine how
the merged companies would operate in the future, e.g., the expected level of integration in the
A&G, customer-related, and T&D functions.

During October and November 2000, this analysis was extended to cover a 10-year period by
running Mercer’s merger-related financial model. Over the ten-year period from 2002 through
2011, synergy savings were estimated at $895 million before cost to achieve (nominal dollars).
This figure equates to $504 million on a present value basis ($2001, 10.75 percent discount rate).

The remainder of this chapter discusses the July-November analysis and is organized into the
following sections:

e Summary of Personnel and Non-Personnel Savings
e Personnel Savings

e Information Systems Savings

e Supply Chain Savings

e Facilities Savings

e Administrative and General Savings

e Comparisons with Other Transactions

e Costto Achieve

Attachment 1 provides year-by-year estimates of synergy savings and costs and Attachment 2
(non-confidential working papers) provides supporting analysis.

Mercer Management Consulting
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Summary of Personnel and Non-Personnel Savings

As illustrated in Exhibit I-1, presented earlier, and Attachment 1 to this Appendix, the ten-year

savings have been classified into five components:

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

distribution functions

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

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

e Facilities savings (non-personnel): related to the closing or consolidation of
facilities, including office space

e Administrative and general savings (non-personnel): related to cost reductions in

A&G overheads, advertising, association dues, corporate governance (i.e.,
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.

Personnel Savings

Personnel savings of approximately $47 million annually (in 2004) and $478 million over the

ten-year period were estimated using the following process:

Mercer Management Consulting
Page 11-2
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o First, staffing levels for National Grid and Niagara Mohawk were estimated as of an
assumed merger date of January 2002. Both companies provided staffing details and
Mercer assigned each employee to one of the functions listed in Exhibit II-1 below.

Exhibit 11-1

Staffing Functions

A&G Functions Customer Functions

e Purchasing and Material Management (excluding e  Retail Marketing and Sales

Storeroom Personnel) e Customer Service

e Human Resources
Electric Transmission and Distribution Functions

¢ Finance, Accounting, and Planning

. . . e Electric Distribution
e Information Services and Telecommunications

. e Electric System Technical Support
e External Relations Y PP
e Electric Transmission
s Legal
. . . . . e Transportation, Real Estate, and Facilities Maintenance
o Administrative and Support Services (excluding . P ¢ sM

Transportation, Real Estate, and Facilities Maintenance) o  Storeroom Personnel
e Executive Management Other

e  Other Activities

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

e 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.

e Third, savings were calculated based on an average compensation of $85,000 (in
2000 dollars) per position. Compensation includes base compensation (wages or
salaries) and benefits. Benefits included such items as pension plans, medical
insurance, life insurance, savings (401k) plans, bonuses and incentives, and payroll
taxes.

Mercer Management Consulting
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National Grid was estimated to have 3,832 pre-merger positions in utility operations and Niagara
Mohawk was estimated to have 5,254 pre-merger positions (excluding gas operations and after
generation divestiture). Total position reductions were estimated at 510, or approximately 5.6
percent of the 9,086 combined positions. These reductions consist of 421 A&G, 47 customer
and 42 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 Niagara Mohawk positions.

Exhibit I-2

Position Reductions

A&G Customer T&D Total
Grid Positions 528 784 2,520 3,832
Niagara Mohawk Positions' 209 1,136 3,209 3,254
Combined Positions 1,437 1,920 5,729 9,086
Estimated Reductions 421 47 42 510
Reduction as a % of 29.3% 2.4% 0.7% 5.6%

Combined Positions

'Excludes 802 Niagara Mohawk gas operations positions; estimate is post-generation divestiture

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 “headquarters” or “office” type functions offer greater opportunities for savings than
do “field” functions, such as line maintenance and construction. In addition, the geographic
distance between the service territories limits the opportunity to reduce non-A&G positions.

Information Systems Savings (Non-Personnel)

National Grid information systems operate on an IBM mainframe computer, approximately 45
IBM and Digital midrange computers, approximately 190 network and network application
servers, and approximately 3,300 PCs. Corporate, financial and administrative systems utilize
Walker software; HR and payroll systems utilize PeopleSoft; and the customer information
system was developed in-house. The Company also has numerous operational systems running
on the midrange and mainframe computers. The National Grid data center is located in the
Westborough, Massachusetts headquarters.

Niagara Mohawk information systems operate on four IBM mainframe computers,
approximately 50 midrange servers, approximately 210 network and network application servers,
and approximately 6,200 PCs. Niagara Mohawk operates various financial packages; a HR and
payroll system developed by Integral, Inc.; a customer information system developed by
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Andersen Consulting; and numerous operational systems. Niagara Mohawk has two data
centers; one is located in the Syracuse headquarters complex and the other, an EMS data center,
is located in Liverpool, New York.

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 (company employees) was discussed earlier. Non-
personnel savings due to the partial consolidation of IS operations result from the reduction of
contractors, the consolidation of licenses and other operating expenses, and the reduction of
recurring capital costs. Non-personnel IS savings were estimated at approximately $16 million
annually (in 2004) and $187 million over the 2002-2011 period.

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 $4 million annually (in 2004) and
$49 million over the ten-year period.

Procurement savings on materials and equipment were estimated at approximately $3 million
annually, based on an estimated 2 percent reduction in the cost of combined annual purchases.
Merger-related savings for contractor services were estimated at approximately $1 million
annually, based on an estimated 1 percent reduction in the cost of Niagara Mohawk’s purchases.

Potential synergy savings related to inventory were not identified in this study

Facilities Savings (Non-Personnel)

Niagara Mohawk will continue to have a significant presence in Syracuse, and as such, savings
related to a potential consolidation of two headquarters into one are not available. We did
identify opportunities to reduce facilities costs by consolidating Syracuse office space by $1.7
million per year in 2004 and $16 million over the 2002-2011 period.
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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 $16 million annually (in 2004) and $165 million over the 2002-2011
period million were estimated. Savings estimates for each of the seven areas are discussed

below.

Estimated A&G overhead-related merger savings of $2.8 million annually (in 2004) and $29
million during 2002-2011 were identified. A&G overheads include expenses for office supplies,
publications, personal computers, and other miscellaneous expenses. These types of expenses
are often captured in FERC Account 921. Using Grid and Niagara Mohawk FERC data and
other information, we estimated overheads at $5,000 per employee (in 2000 dollars). This figure
was multiplied by the number of position reductions to estimate annual savings.

Savings in the advertising area were estimated at $0.5 million annually (in 2004) and $6 million
over the ten-year period. Savings will result from an elimination of duplicative costs, but the
lack of a contiguous service territory (and media markets) will limit the savings in the merger.

Association dues-related savings of $0.5 million annually (in 2004) and $6 million over the ten-
year period were identified. Savings were based on lower expenditures for combined
membership in the Edison Electric Institute and the elimination of dues (and travel) for
duplicative memberships.

Merger savings related to a reduction in corporate governance costs were estimated at
approximately $1.6 million annually (in 2004) and $17 million over the 2002-2011 period.
Savings related to shareholder services result from the elimination of duplicate activities and
costs, such as preparation of the annual shareholders’ report and transfer agent fees. 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 $2.6 million annually (in
2004) and $27 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 $2.2 million annually (in
2004) and $23 million over the ten-year period. Savings were based on expected reductions in
property and liability coverage premiums (due to reduction in cost per additional dollar of
coverage); reductions in directors and officers insurance premiums (due to the elimination of one
board of directors); and reductions in brokerage fees (due to the consolidation of insurance
purchasing).

Merger-related savings for professional services were estimated at $5.5 million annually (in

2004) and $57 million over the ten-year period. Professional services savings result from the
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elimination of duplicative efforts in areas such as external auditing, legal support, legislative
services, and general consulting. The savings were based on an approximate 20 percent
reduction in Niagara Mohawk’s stand-alone, annual professional services costs.

Comparison with Other Transactions

We reviewed a number of transactions, including both contiguous and non-contiguous mergers.
The 5.6 percent reduction in positions for the National Grid-Niagara Mohawk merger falls in the
3 percent to 11 percent range for other transactions that we reviewed.

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

® 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.

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

During the July-November period, a detailed estimate of cost to achieve was not developed, as a
number of unknowns exist. The most significant unknown is the level of personnel costs that
will actually be incurred. Decisions have not been made as to how many positions will be
eliminated and to what extent attrition will provide the reductions targeted.

At this point, a high-level estimate of costs is approximately 2.0 - 2.5 times the annual level of
savings, or $180 million - $225 million (based on the $90 million annual savings estimate). The
estimated cost to achieve in the New England Electric System — Eastern Utilities Associates
merger was 2.0 times estimated annual savings. In the Consolidated Edison — Northeast Utilities
transaction, cost to achieve was estimated at approximately 2.5 times annual savings, based on
data presented in their filing.

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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lll. Post-Merger Integration Planning Initiative

National Grid USA and Niagara Mohawk are currently engaged in post-merger integration
planning. This chapter describes the planning effort, including:

e Merger integration objectives
e Integration team structure and participants
e Team tasks, deliverables and timetable

o Current status

Merger Integration Objectives

The primary objective of the integration planning effort is to help National Grid USA and
Niagara Mohawk maximize the benefits of the merger in a timely manner. Specific objectives,
focusing on operations, financial targets, customers and regulators, and employees are set out in
Exhibit I1I-1.
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Exhibit I1l-1

Merger Integration Objectives

Operational

Financial

Customer and
Regulatory

Employee

“Keep the lights on”: provide excellent reliability and service

“Keep the money coming in”, execute customer revenue cycle
activities well

Provide a platform for additional growth

— Integrate processes, functions and organizations where
feasible

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

Maximize synergy savings

Achieve/exceed pre-merger savings estimates as soon as possible

Maintain or grow customer satisfaction and loyalty

Make the merger seamless to regulators and customers from a
service and safety perspective

Gain necessary approvals quickly

Treat employees fairly

Maintain and build employee morale and dedication; retain key

“employees
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Integration Team Structure and Participants

An integration team was created in September-October 2000 to achieve the objectives described
above. The overall team structure, illustrated in Exhibit II1-2, includes:

An Integration Steering Committee charged with setting the overall direction for the
planning effort and, ultimately, making decisions on how the post-merger business
will be managed and operated. This committee includes Rick Sergel, the President
and CEO of National Grid USA and Bill Davis, the Chairman and CEO of Niagara
Mohawk.

A “core” Integration Team of 20 individuals (10 from National Grid USA and 10
from Niagara Mohawk) responsible for managing the day-to-day effort and
coordinating the work of the various functional teams. This Integration Team is
being led by Marcy Reed of National Grid USA and Mike Kelleher of Niagara
Mohawk.

Nine “Tier 1” functional teams that are organized around the major utility functions,
e.g., T&D operations, customer service, information services. These teams are
responsible for understanding current National Grid USA and Niagara Mohawk
approaches and processes; designing recommended approaches and processes for the
future; and developing detailed estimates of potential synergy savings and costs to
achieve.

“Tier 2” subteams that will focus on specific parts of the nine functions. For
example, the Customer Service Team includes 14 subteams responsible for specific
areas such as call center, meter reading, meter testing, and billing. At this point. 114
subteams have been created within the structure of the nine functional teams. A
complete list of the functional teams and subteams is presented in Attachment 2.
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Exhibit I1-2

Integration Team Structure

) ) Integration Steering Committee
National Grid Niagara Mohawk
 Bill Davis, Chairman and CEO
« Bill Edwards, Senior VP and CFO
« Mike Kelleher, VP, Financial Planning

« Rick Sergel, President and CEO
« Mike Jesanis, Senior VP and CFO
» Marcy Reed, VP, Merger Integration

Integration Communications

“Core” Integration Team

Marcy Reed + 9 Team Members Mike Kelleher + 9 Team Members
Functional Teams Functional Teams
T&D Legal/
Customer Busmcs.s & Operations Trans- Energy Finance Information Human External
Servi Retail (and Supply mission Supol and Servi Reso Relations/
ervice Services Chain Man- PPl Accounting tees S Communi-
agement) cations
* 14 Sub- « 11 Sub- + 20 Sub- » 11 Sub- * TBD * 23 Sub- * 17 Sub- » 11 Sub- » 7 Sub-
teams teams teams teams teamns teams teams teams

Mercer Management Consulting

Page 11I-4

105




Team Tasks, Deliverables and Timetable

The integration teams (and subteams) are using a five-task work plan to meet the integration

objectives. These tasks are:

Task 1: Convene teams, create work plans; evaluate on-going and planned initiatives
greater than $100,000 (for each company to independently determine if initiatives
should continue, be deferred or be stopped); and set baseline staffing and budget
numbers

Task 2: Understand and evaluate National Grid and Niagara Mohawk performance,
philosophies, organizations, processes and systems; identify similarities and
differences; and identify opportunities for synergy savings and performance
improvement

Task 3: Develop detailed recommendations for how the companies will operate in
the future, e.g., policies, processes and practices; further refine estimated synergy
savings and cost to achieve; and also identify potential savings that are not merger-
related, but part of a plan to improve operations and performance

Task 4: Develop recommendations for how the companies will be organized and
staffed in the future, e.g., structure, roles and responsibilities, job definitions,
performance targets and staffing levels and locations

Task 5: Develop implementation plans that include a summary of implementation
initiatives; a schedule with key milestones; the latest estimate of synergy savings and
costs to achieve; and a list of implementation barriers and challenges with strategies
to address them

The actual integration will be led by line management with support from individuals
involved in the integration process.
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The schedule for completing these five tasks, illustrated in Exhibit III-3, runs from
October 2000 through April 2001.

Integration Schedule

Exhibit llI-3

2000 2001
Task October November | December January February March April
Task 1: Convene teams and create team work J—
plans
Task 2: Understand and evaluate National

Grid and NIMO approaches and
processes

Task 3-4:  Develop recommended approaches;
identify savings

Task 5: Develop implementation and cut-
over/Day One plans

S

Current Status

As of this date, the teams have completed Task 1 (work planning) and are currently completing
Task 2 (understanding and evaluating current approaches and processes). The teams have not
yet begun to develop estimates of potential synergy savings and costs to achieve.

We expect that during March-April 2001 period, estimates will be developed and available for

the Commission’s review.
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National Grid USA and Niagara Mohawk
Appendix C
Attachment 1

Attachment 1
Summary of Synergy Savings and Cost to Achieve

(2002-2011)
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Personnel Savings
Non-Personnel Savings
Information Systems
Supply Chain

Facilities

Administrative and General

Total Savings

Cost to Achieve

Net Savings

01/14/2001
12:30 PM

10-Year Summary of Synergy Savings and Cost to Achieve

Iar-+

T Iy OOy v e, e W Forey

Merger Petition
Appendix C
Attachment 1

in $000

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 Total
28,896 42,655 46,515 47,678 48,866 50,080 51,322 52,590 53,887 55,212 477,700
1,486 9,228 16,349 17,901 19,488 21,108 22,766 24,460 26,191 27,960 186,938
1,925 4,032 4317 4,608 4,906 5,210 5,621 5,839 6,164 6,496 49,020

- 1,648 1,685 1,722 1,760 1,798 1,838 1,878 1,920 1,962 16,211
14,145 15,213 15,704 16,049 16,402 16,763 17,132 17,509 17,894 18,288 165,100
46,452 72,777 84,569 87,958 91,422 94,962 98,580 102,277 106,056 109,918 894,968
153,000 27,000 - - - - - - - - 180,000
(106,548) 45,777 84,569 87,958 91,422 94,962 98,580 102,277 106,056 109,918 714,968
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10-Year Savings Summary

Personnel Savings Summary

in $000

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 Total
A8&G Personnel
% Capitalized 0%
Rev Req Rate 12.4%
Escalation Total 2.2% 4.4% 6.7% 9.1% 11.5% 13.9% 16.5% 19.0% 21.6%
% Realized— IS 10% 60% 100% 100% 100% 100% 100% 100% 100% 100%
% Realized—Other 75% 100% 100% 100% 100% 100% 100% 100% 100% 100%

Reductions :
Ongong savings - IS 6,659 75
Ongoing savings - Other 30,718 346

Total Savings 23,705 35,477 39,039 39,898 40,776 41,673 42,590 43,527 44,485 45,463 396,633
O&M Savings 23,705 35,477 39,039 39,898 40,776 41,673 42,590 43,527 44,485 45,463 396,633
1 Capital Savings - - - - - - - - - -
2 - - - - - - - - -
3 - - - - - - - -
4 - - - - - - -
5 - - - - - -
6 - - - - -
7 - - - -
8 - - -
9 - -
10 -
Total Capital Savings - - - - - - - - - - -
Rev Req Savings - - - - - - - - - - -
Total O&M + Rev Req Savings 23,705 35,477 39,039 39,898 40,776 41,673 42,590 43,527 44,485 45,463 396,633

= 01/14/2001
[
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10-Year Savings Summary

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 Total

Customer Related Personnel

% Capitalized 0%

Rev Reg Rate 12.4%

Escalation Total 22% 4.4% 6.7% 9.1% 11.5% 13.9% 16.5% 19.0% 21.6%

% Realized 75% 100% 100% 100% 100% 100% 100% 100% 100% 100%

Reductions
Ongoing savings i 4,173 | 47

Total Savings 3,130 4,265 4,358 4,454 4,552 4,652 4,755 4,859 4,966 5,075 45,067
O&M Savings 3,130 4,265 4,358 4,454 4,552 4,652 4,755 4,859 4,966 5,075 45,067
1 Capital Savings - - - - - - - - - -
2 - - - - - - - - -
3 - - - - - - - -
4 - - - - - - -
5 - - - - - -
6 - - - - -
7 - - - -
8 - - -
9 - -

10 -

Total Capital Savings - - - - - - - - - - -
Rev Req Savings - - - - - - - - - - -
Total O&M + Rev Req Savings 3,130 4,265 4,358 4,454 4,552 4,652 4,755 4,859 4,966 5,075 45,067

o
- 01/14/2001
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10-Year Savings Summary

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 Total
T&D Personnel
% Capitalized 30%
Rev Req Rate 12.4%
Escalation Total 2.2% 4.4% 6.7% 9.1% 11.5% 13.9% 16.5% 19.0% 21.6%
% Realized 75% 100% 100% 100% 100% 100% 100% 100% 100% 100%
Reductions
Ongoing savings L 37291 42
Total Savings 2,797 3,811 3,895 3,980 4,068 4,157 4,249 4,342 4,438 4,536 40,272
O&M Savings 1,958 2,668 2,726 2,786 2,848 2,910 2,974 3,040 3,107 3,175 28,191
1 Capital Savings 839 839 839 839 839 839 839 839 839 839
2 1,143 1,143 1,143 1,143 1,143 1,143 1,143 1,143 1,143
3 1,168 1,168 1,168 1,168 1,168 1,168 1,168 1,168
4 1,194 1,194 1,194 1,194 1,194 1,194 1,194
5 1,220 1,220 1,220 1,220 1,220 1,220
6 1,247 1,247 1,247 1,247 1,247
7 1,275 1,275 1,275 1,275
8 1,303 1,303 1,303
9 1,331 1,331
10 1,361
Total Capital Savings 839 1,982 3,151 4,345 5,565 6,812 8,087 9,390 10,721 12,082 62,974
Rev Req Savings 104 246 391 539 690 845 1,003 1,164 1,329 1,498 7,809
Total O&M + Rev Req Savings 2,062 2,913 3,117 3,325 3,538 3,755 3,977 4,204 4,436 4,673 35,999
01/14/2001
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10-Year Savings Summary

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 Total

Other Personnel

% Capitalized 0%

Rev Req Rate 12.4%

Escalation Total 2.2% 4.4% 6.7% 9.1% 11.5% 13.9% 16.5% 19.0% 21.6%

% Realized 75% 100% 100% 100% 100% 100% 100% 100% 100% 100%

Reductions
Ongoing savings | - i -

Total Savings - - - - - - - - - - -
O&M Savings - - - - - - - - - - -

1 Capital Savings - - - - - - - - - -
2 - - - - - - - - -

3 - - - - - - - -
4 - - - - - - -

5 - - - - - -
6 - - - - -
7 - - - -
8 - - -
9 - -

10 -

Total Capital Savings - - - - - - - - - - -
Rev Req Savings - - - - - - - - - - -
Total O&M + Rev Req Savings - - - - - - - - - - -
Total Personnel Savings

A&G 23,705 35,477 39,039 39,898 40,776 41,673 42,590 43,527 44 485 45,463 396,633
Customer-Related 3,130 4,265 4,358 4,454 4,552 4,652 4,755 4,859 4,966 5,075 45,067
T&D 2,062 2,913 3117 3,325 3,538 3,755 3,977 4,204 4,436 4,673 35,999
Other - - - - - - - - - - -
Total 28,896 42,655 46,515 47,678 48,866 50,080 51,322 52,590 53,887 55,212 477,700

= 01/14/2001
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10-Year Savings Summary

IS Savings Summary

in $000
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 Total
% Capitalized 23.4%
Rev Req Rate 27.7%
Escalation 2.2% 4.4% 6.7% 9.1% 11.5% 13.9% 16.5% 19.0% 21.6%
%Realized 10% 60% 100% 100% 100% 100% 100% 100% 100% 100%
Ongoing Savings
Contractors 3,264
0O&M 10,445
Capital 4,178
17,887 1,789 10,968 18,682 19,093 19,514 19,943 20,382 20,830 21,288 21,757 174,246
O&M Savings 1,370 8,402 14,311 14,626 14,947 15,276 15612 15,956 16,307 16,666 133,472
1 Capital Savings 419 419 419 419 419 419 419 419 419 419
2 2,567 2,567 2,567 2,567 2,567 2,567 2,567 2,567 2,567
3 4,372 4,372 4,372 4,372 4,372 4,372 4,372 4,372
4 4,468 4,468 4,468 4,468 4,468 4,468 4,468
5 4,566 4,566 4,566 4,566 4,566 4,566
6 4,667 4,667 4,667 4,667 4,667
7 4,769 4,769 4,769 4,769
8 4,874 4,874 4874
9 4,981 4,981
10 5,091
Total Capital Savings 419 2,985 7,357 11,825 16,391 21,057 25,827 30,701 35,682 40,773 193,017
Rev Req Savings 116 827 2,038 3,275 4,540 5,833 7,154 8,504 9,884 11,294 53,466
Total O&M + Rev Req Savings 1,486 9,228 16,349 17,901 19,488 21,109 22,766 24,460 26,191 27,960 186,938
: 01/14/2001 IS
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inventory

% Capitalized

Carrying Cost

Total Escalation

% Realized
Inventory Reduction
Annual Savings
O&M Savings

Capital Savings

O&M +Rev Req Savings

01/14/2001
12:30 PM

10-Year Savings Summary

Supply Chain Savings Summary
in $000
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 Total
100%
12.0%
2.2% 4.4% 6.7% 9.1% 11.5% 13.9% 16.5% 19.0% 21.6%
50% 100% 100% 100% 100% 100% 100% 100% 100% 100%
Page 7 of 14
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10-Year Savings Summary

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 Total

Procurement
% Capitalized 30%

Rev Req Rate 12.4%

Escalation Total 2.2% 4.4% 6.7% 9.1% 11.5% 13.9% 16.5% 19.0% 21.6%
% Realized 50% 100% 100% 100% 100% 100% 100% 100% 100% 100%

Ongoing savings i 4178

Total Savings 2,089 4,270 4,364 4,460 4,558 4,658 4,761 4,865 4,972 5,082 44,079
O&M Savings 1,462 2,989 3,055 3,122 3,191 3,261 3,332 3,406 3481 3,557 30,855
1 Capital Savings 627 627 627 627 627 627 627 627 627 627

2 1.281 1,281 1,281 1,281 1,281 1,281 1,281 1,281 1,281

3 1,309 1,309 1,309 1,309 1,308 1,309 1,309 1,309
4 1,338 1,338 1,338 1,338 1,338 1,338 1,338

5 1,367 1,367 1,367 1,367 1,367 1,367

6 1,397 1,397 1,397 1,397 1,397

7 1,428 1,428 1,428 1,428

8 1,460 1,460 1,460

g 1,492 1,492

10 1,525

Total Capital Savings 627 1,908 3217 4,555 5,922 7,320 8,748 10,207 71,699 13,224 67,425
Rev Req Savings 78 237 399 565 734 908 1,085 1.266 1.451 1,640 8,361
Total O&M + Rev Req Savings 1,540 3,225 3,454 3,687 3,925 4,168 4,417 4,671 4,931 5,197 39,216

= 01/14/2001 SCM
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10-Year Savings Summary

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 Total
Contractor Services
% Capitalized 30%
Rev Req Rate 12.4%
Escalation 2.2% 4.4% 6.7% 9.1% 11.5% 13.9% 16.5% 19.0% 21.6%
% Realized 50% 100% 100% 100% 100% 100% 100% 100% 100% 100%
Ongoing savings i 1,044’1
Total Savings 522 1,067 1,091 1,115 1,139 1,165 1,190 1,216 1,243 1,270 11,020
O&M Savings 366 747 764 780 798 815 833 851 870 889 7,714
1 Capital Savings 157 157 157 157 157 157 157 157 157 157
2 320 320 320 320 320 320 320 320 320
3 327 327 327 327 327 327 327 327
4 334 334 334 334 334 334 334
5 342 342 342 342 342 342
6 349 349 349 349 349
7 357 357 357 357
8 365 365 365
9 373 373
10 381
Total Capital Savings 157 477 804 1,139 1,481 1,830 2,187 2,552 2,925 3,306 16,856
Rev Req Savings 19 59 100 141 184 227 271 316 363 410 2,090
Total O&M + Rev Req Savings 385 806 863 922 981 1,042 1,104 1,168 1,233 1,299 9,804
= 01/14/2001
12:30 PM Page 9 of 14 SCM
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10-Year Savings Summary

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 Total
Vehicles

% Capitalized 0%
Rev Req Rate 12.4%
Escalation Total 2.2% 4.4% 6.7% 9.1% 11.5% 13.9% 16.5% 19.0% 21.6%
% Realized 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%

Ongoing savings -
Total Savings - - - - - - - - - - -
O&M Savings - - - - - - - - - -

1 Capital Savings - - -

2OQO~NOOHLWN

0

Total Capital Savings - - - - - - - - - - Z

Rev Req Savings - - - - - - - - - - .

Total O&M + Rev Req Savings - - - - - - - - - - -

Total SCM Savings

Inventory - - - - - - - - - - -
Procurement 1,540 3,225 3,454 3,687 3,925 4,168 4,417 4,671 4,931 5,197 39,216
Contractor Services 385 806 863 922 981 1,042 1,104 1,168 1,233 1,299 9,804
Vehicles - - - - - - - -

Total 1,925 4,032 4,317 4,608 4,906 5,210 5,521 5,839 6,164 6,496 49,020

p=s  01/14/2001
12:30 PM Page 10 of 14 SCM
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10-Year Savings Summary

Facilities Savings Summary

in $000

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 Total
% Capitalized 0%
Rev Req Rate 14.6%
Escalation 2.2% 4.4% 6.7% 9.1% 11.5% 13.9% 16.5% 19.0% 21.6%
% Realized 0% 100% 100% 100% 100% 100% 100% 100% 100% 100%
Ongoing Savings 1813
Total Savings - 1,648 1,685 1,722 1,760 1,798 1,838 1,878 1,920 1,962 16,211
O&M Savings - 1,648 1,685 1,722 1,760 1,798 1,838 1,878 1,920 1,962 16,211
1 Capital Savings - - - - - - - - - -
2 - - - - - - - - .
3 - - - - - - - -
4 0 - - - - - - -
5 - - - - - -
6 - - - - -
7 - - - -
8 - - -
9 - -
10 -
Total Capital Savings 0 - - - - - - - - - 0
Rev Req Savings 0 - - - - - - - - - 0
Total O&M + Rev Req Savings - 1,648 1,685 1,722 1,760 1,798 1,838 1,878 1,920 1,962 16,211

b= 01/14/2001 Facilities

[ .
e 12:30PM
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10-Year Savings Summary

Non-Personnel A&G Savings Summary

in $000
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 Total
% Capitalized 0%
Rev Req Rate 124%
Escalation 2.2% 4.4% 6.7% 9.1% 11.5% 13.9% 16.5% 19.0% 21.6%
%Realized 94% 99% 100% 100% 100% 100% 100% 100% 100% 100%
Ongoing Savings

A&G Overheads 2,663
Advertising 522
Association Dues 522
Corporate Govemance 1,567
Financing Costs and Fees 2,449
Insurance 2,089
Professional Services 5,222

15,035 14,145 15,213 15,704 16,049 16,402 16,763 17,132 17,509 17,894 18,288 165,100

O&M Savings 14,145 15,213 15,704 16,049 16,402 16,763 17,132 17,509 17,894 18,288 165,100

1 Capital Savings - - - - - - - - - -

2= OQoOo~NOOLOLELON
'
'
1
'
'

0 -

Total Capital Savings - - - - - - - - - - .

Rev Req Savings - - - - - - - - - - -

Total O&M + Rev Req Savings 14,145 15,213 15,704 16,049 16,402 16,763 17,132 17,509 17,894 18,288 165,100

= 0171412001
S 1230pPM Page 12 of 14
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Cost to Achieve

|

in $000

2002 2003 2004 Total

Transaction Costs

Bankers fees

Legal fees

D&O liability tail coverage
Shareholder and proxy costs

Total

Personnel Costs

Employee Separation
Management Separation
Retention

Relocation

Retraining

PV of Total Savings ($895 million)

Total

Transition Costs

internal Support

Outside Support (non-IS)

Communications, Corporate Identity and Miscellaneous
Facilities Consolidation

Other

Total

Information Systems Costs

Data Center Consolidation

Applications Integration, Desktop Upgrades, Connectivity and Other
Total

Total Cost to Achieve| 153,000 | 27,000 180,000
85% 15%

s 01/14/2001
N 12:30PM Page 13 of14 CTA




Assumptions

Assumptions

Tapitalization Rates

Revenue Requirements Rates

WACC 12.0%
A&G Personnel 0%
Customer Personnel 0%
T&D Personnel 30% Capital 12.4%
Other Personnel 0% based on 12% wacc, 30 year, levelized
IS 23.4% Facilities 14.6%
based on 12% wacc plus 2.5% taxes, 40 year, levelize
Inventory 100%
Procurement 30% IS 27.7%
Contractor Sevices 30% based on 12.0% wacc, 5 year, levelized
Vehicles 0%
Facilities 0% Escalation Rates
Labor and Benefits 2.2%
Non-Personnel A&G 0% Other 2.2%
From Personnel Savings Mode
Reductions Savings
A&G
IS 75 6,659
Other 346 30,718
Total A&G 421 37,377
Customer 47 4173
T&D 42 3,729
otal 510 45,278
s 01/14/2001 Page 14 of 14 .
g 12:30 PM Assumptions
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Attachment 2

Integration Planning Teams and Subteams

Function:
Customer Service

Function:
Business & Retail Services

Subteams

Call Center

Customer Satisfaction/Quality Improvement/
Assurance

Billing Systems (Load Data Services)
Billing Systems (Billing Support)
Billing Systems (Supplier Services)
Auxiliary (Mail) Operations
Customer Service/Operations (A/P)
Credit/Collections

Revenue Protection

Meter Reading

Meter Operations/Service Department
Meter Testing

Dispatch/Service/CAD

Small Business

Subteams

Streetlighting

National Accounts

Economic and Community Development
Policy and Procedure

Core Services/Customer Relations

New Products and Services
Demand-Side Management

Philanthropy and Community Relations
Special Projects

Government Relations

Consumer Advocacy/Low Income Program

Function:
T&D Operations (and SCM)

Function:
Transmission

Subteams

Distribution Construction Standards
Substation/Protection Engineering
Supply/Sub-Transmission Planning
Laboratory Processes

GIS Systems

Distribution Engineering
Distribution Design

Distribution Construction/Maintenance
Vegetation Management

Substation Construction/Maintenance
Control/Dispatch

Fleet

Safety

Environmental

Third-Party Attachments

Training

Procurement

Stores and Inventory Management
Investment Recovery

Accounts Payable

Subteams

Commercial and Billing

Metering and Data Services
Transmission Infrastructure Planning
Transmission Strategy

Transmission Line Engineering
Transmission Line Services
Transmission Security/Power Control
Energy Management System (EMS)
Research and Development
Performance Measurement

T&D Interface

Attachment 2
Page 1 124




Attachment 2

Integration Planning Teams and Subteams

Function:

Finance & Accounting

Function:
Information Services

Subteams

Budgeting

Business Planning
Property and Asset Management
Property Tax

Facility Management

Risk Management
Investor Relations

Internal Audit

Plant Accounting

Project Accounting
Financial Analyses
Performance Measurement
Planning and Forecasting
Cash Management
Investment Management
General Accounting
Revenue Accounting
Corporate Tax

Extemnal Reporting
Strategic/Regulatory Planning
Rates/Tariffs/Pricing
Accounting Systems
Accounting Policy

Subteams

Customer Service Applications
Business Services Applications
Operations Applications

Corporate Applications

+ Transmission Services Applications
» Telecommunications

» Telecommunications (Wireless)

+ Development Tools, Middleware, DBMS
» Network

* Mainframe/Midrange

* Personal Computers

* LAN Servers

» Data Center Operations

* Help Desk

¢ Email

* Web Infrastructure

» IT Administration

Function:

Human Resources

Function:

Legal/External Relations/Communications

Subteams

Employee Relations/Medical
Payroll

Benefits (Qualified Plans)
Benefits (Health and Welfare)
Labor Relations

HRIS

Compensation
Organizational Development
Professional/Recruiting
Workers’ Compensation
Executive Benefits

Subteams

» Legal

» Cormporate Communications
* Govemmental Affairs

* Ethics

* Security

* Records Management

« Corporate Secretary

Function:
Energy Supply

Subteams
* To be determined

Attachment 2
Page 2
e 125
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ENVIRONMENTAL ASSESSMENT FORM FOR MERGER OF
NIAGARA MOHAWK HOLDINGS, INC.,
NIAGARA MOHAWK POWER CORPORATION,

PREPARED FOR:

New York State Public

Service Commission
Department of Public Service
Three Empire State Plaza
Albany, NY 12223

1. Executive Summary

On September 5, 2000, Niagara Mohawk Holdings Inc. (“NM Holdings™) and National
Grid Group plc (“National Grid”) announced an Agreement under which National Grid will
acquire NM Holdings. As a result of this transaction, National Grid indirectly will acquire 100
percent of the common stock of Niagara Mohawk Power Corporation (“Niagara Mohawk™), an
electric and gas utility owned by NM Holdings. NM Holdings, Niagara Mohawk, National Grid
and Grid USA (collectively “Petitioners”) ha\;e requested authorization to effect the indirect

acquisition of Niagara Mohawk by National Grid through the filing of a Joint Petition for

NATIONAL GRID GROUP plc,
AND NATIONAL GRID USA

PREPARED BY:

Niagara Mohawk Holdings, Inc.
300 Erie Blvd. West
Syracuse, NY 13202

Niagara Mohawk Power Corporation
300 Erie Boulevard West
Syracuse, NY 13202

National Grid USA
25 Research Drive
Westborough, MA 01552

Approval of Merger and Stock Acquisition.

The following Environmental Assessment Form (“EAF™) is provided to assist the New

York State Public Service Commission (PSC or Commission) in determining whether the merger

will have a significant impact on the environment.
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Description of Proposed Action

A. Background

The State Environmental Quality Review Act ("SEQRA"), and its implementing
regulations at 6 NYCRR Part 617, require a systematic review of the environmental
consequences of those "actions" of State agencies which may have significant environmental
impacts. Under the provisions of SEQRA, the Commission's proposed action that is being
considered is the approval of the joint petition of NM Holdings, Niagara Mohawk, National Grid
and Grid USA for approval of the merger and stock acquisition (the “merger”).

B. Statement of Proposed Action

SEQRA regulations define the term "actions" to include, among other things, "agency
planning and policy making activities that may effect the environment and commit the agency to
a definite course of future decisions." [6 NYCRR Sections 617.2(b)(21)]. The proposed action
here is the approval by the New York State Public Service Commission of the merger.

C. Scope of EAF

This document provides the substantive information solicited by Appendix A of 6
NYCRR 617, part of the regulations promulgated by the New York State Department of
Environmental Conservation pursuant to SEQRA. An environmental assessment is an evaluation
of the known or potential environmental consequences of a proposed action. Such an assessment
also determines whether additional relevant information about such impacts is needed. This EAF
is limited to identification and consideration of potentially significant and reasonably likely
adverse enviroﬁmental, social and economic impacts associated with the merger.

D.  The SEQRA Process
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An EAF provides an organized approach to identifying the information needed by the

lead agency to make its determination of significance. A properly completed EAF describes a
proposed action. its location, its purpose and its potential impacts on the environment. The EAF
is the first step in the environmental impact review process and leads to either a positive
declaration (requiring further analysis of the environmental impacts) or a negative declaration
(requiring no further action) of potentially significant adverse environmental impacts.

E. Outline of This EAF

The remainder of this document is organized as follows: Section 3 provides a brief
discussion of the Petitioners. Section 4 provides an overview of the key components of the
merger. Section 5 provides a description of the service territories of the Petitioners. Section 6
discusses zoning and planning information. Section 7 provides an overview of the
environmental impacts of the merger. Section 8 provides a conclusion.

3. Petitioners

Please refer to the Petition for a complete description of the Petitioners.

4, Description of Merger

Please refer to the Petition for a complete description of the merger transaction as well as

the benefits of the merger.

5. Description of Service Territories

A. Niagara Mohawk Holdings Inc.

NM Holdings, Inc., is an investor-owned energy services company that provides

electricity to more than 1.5 million customers across 24,000 square miles of upstate New York.




The Company also delivers natural gas to more than 540.000 customers over 4,500 square miles

of eastern, central and northern New York. The company has approximately 7,600 employees.

B. National Grid Group plc

National Grid builds, owns and operates (?lectric and telecommunications networks
around the world, focusing on liberalizing markets. National Grid operates electric networks in
the UK., the U.S., Argentina and Zambia. The company’s growing portfolio of
telecommunications businesses includes ventures in the UK., the U.S., Brazil, Argentina, Chile

and Poland. National Grid’s headquarters are in London, England.

Grid USA includes retail electric companies Massachusetts Electric. Narragansett
Electric, Granite State Electric, and Nantucket Electric, and a substanfial transmission Business.
These companies serve more than 1.7 million customers in Massachusetts, Rhode Island and

New Hampshire. The company has approximately 3,8‘00 employees.
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6. Zoning Information. Planning Information and Approvals from Other Government
Agencies

A. Zoning and Planning

The merger will not involve any changes to land use and will comply with existing
zoning and other land use restrictions. No short-term, long-term or incremental adverse impacts
to the land will occur as a result of the proposed action. NM Holdings and Grid USA will
remain separate wholly-owned subsidiaries of National Grid after the merger. Each will
maintain its current permits, approvals and licenses. As the companies will remain separate
entities after the merger, any transfers of title, changes of name or similar modifications to
permits will not have an impact upon the environment.

B. Approvals from Other Government Agencies

Please refer to the Petition for a description of other regulatory filings which must be
made and approvals to be obtained as conditions precedent to the closing of the merger.

7. Environmental Impacts of the Merger

Set forth in Appendix B and C is a discussion of the environmental programs of both
Niagara Mohawk and Grid USA. These programs will not be adversely affected -by the merger.

A. Air Quality Impacts

In the spring of 2000, Niagara Mohawk completed the divestiture of its fossil generating
stations (with the sale of the Albany Steam Station). As a result, major sources of air
contamination were no longer part of the Niagara Mohawk system. Nevertheless, the remaining
Niagara Mohawk facilities are subject to federal and state permitting regulations governing

emissions of air pollutants. Under 6 NYCRR Part 201, Niagara Mohawk has documented that
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most of its remaining sources of air contaminants are small sources (i.e. vent hoods) which are

exempt from permitting requirements.

Grid USA does not currently own or operate any major sources of air contaminants. As a
result, the merger will not have a negative impact on air quality.

B. Water Quality Impacts

Both Niagara Mohawk and Grid USA are required to comply with federal and state water
quality statutes and regulations including the Federal Clean Water Act (Clean Water Act) of
1972. The Clean Water Act was implemented to protect the nation’s water sources and the
animal and plant life depending on them by restoring and monitoring the chemical. physical and
biological integrity of rivers, streams, bays and other sources. Water quality regulations are
monitored at the federal, state and local levels. The Clean Water Act requires that point sources
be in compliance with state issued State Pollution Discharge Elimination Syvstem ("SPDES”)
permits which prescribe applicable conditions to protect water quality. The program requires
permits to be issued for industrial and commerciai discharges, including heat. into surface and
ground waters. Depending on the type of discharge, a periodic monitoring program may also be
required.

The New York State Department of Environmental Conservation (NYSDEC) issued
SPDES permits for several Niagara Mohawk facilities (including the Nine Mile Point facility).
Niagara Mohawk is required to comply with permit conditions under these permits. including
periodic monitoring.

Grid USA has also received similar permits for its facilities as well.

After the merger, both Niagara Mohawk and National Grid will continue to maintain their

discharge permits and comply with the conditions therein as well as obtain new permits as
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required. The SPDES permit at Nine Mile will have been transterred to the new owner prior to
the merger. As a result, impacts on the quality or quantity of surface or ground water are not

anticipated as a result of the merger.

C. Noise Impacts

The merger of Niagara Mohawk and Grid USA will not significantly affect the utlity

operations of these companies. As a result, it is not anticipated that there will be a change in the

noise levels.

D. Traffic Impacts

The merger of Niagara Mohawk and Grid USA will not significantly affect traffic
patterns. Impacts to existing traffic patterns are not anticipated and can be evaluated on a site-

specific basis.

E. Solid Waste

The merger of Niagara Mohawk and Grid USA will not significantly affect the utility
operations of these companies. As a result, there will not be an increase in solid waste
production or disposal.

F. Erosion Damage or Flooding

The merger of Niagara Mohawk and Grid USA will not significantly affect the utility
operations of these companies. No specific plans for new construction result from the merger.

Therefore, the potential for erosion, damage or flooding problems is not an issue.
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G. Aesthetic. Agricultural. Archeological. Historic or Other Natural Resources

As noted above, the merger of these companies will not significantly affect the aesthetic,
agricultural. archeological, historic or other natural resources.

H. Community or Neighborhood Character

The merger will not significantly affect neighborhood or community character.
However. the merger will result in some employment impacts. The Petition includes a reduction
of between 500 and 750 positions over a four-year period, spread over a combined Grid USA /
Niagara Mohawk workforce. The Petitioners believe, however, that the rate plan contemplated
as part of the Petition will spur economic development in Upstate New York (which will lead to
job opportunities). Thus, as a whole, any negative employment impacts will be mitigated.
Petitioners also commit to honor all existing labor contracts and to negotiate new contracts when
current agreements expire. Also, in light of the global nature of the National Grid enterprise,
Niagara Mohawk will be able to offer its employees new and diverse professional opportunities.
Upstate New York will realize intangible benefits from the broad perspective realized by Niagara
Mohawk’s employees.

As noted in the Petition, National Grid recognizes Niagara Mohawk’s status as a
corporate citizen in Upstate New York. As such, after the merger, Niagafa Mohawk will retain
its name, and its headquarters will remain in Syracuse. Furthermore, Niagara Mohawk will
continue to focus on economic development in Upstate New York. In fact, the delivery rate cut
and freeze made possible by the merger savings should help to enhance economivc development
in Niagara Mohawk’s service territory.

L. Vegetation or Farming, Fish. Shellfish or Wildlife Species, Significant Habitats or
Threatened and Endangered Species
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There are no current plans arising from the merger which will disrupt vegetation, farms

or habitat.

J. Community's Existing Plans or Goals

The merger will not significantly affect land use. and land use changes will comply with
existing zoning and other land use restrictions. As a result, use or intensity of land or other

natural resources will not be impacted.

K. Growth. Subsequent Development and Related Activities likely to be Induced by
the Proposed Action

Lower rates under the Incentive Rate Plan may contribute to growth and development in
Niagara Mohawk’s service territory. As described above, after the merger, Niagara Mohawk
will continue to focus on economic development. Any growth, subsequent development or
related activities will be independently evaluated for its environmental impacts.

L. Long-Term, Short-Term, Cumulative or Other Effects

No significant long-term, short-term, cumulative or other impacts will occur as a direct
result of the merger. Each entity will maintain its current permits, approvals and licenses. The

environmental impacts of specific proposals and projects will be evaluated as they are developed.

M. Other Impacts

1. Energy

The merger is not expected to have a significant affect on current or projected
energy use.

2. Toxic Substances and Hazardous Waste

Under the Federal Comprehensive Environmental Response Compensation and

Liability Act of 1980, as amended by the Superfund Amendments and Reauthorization
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Act of 1986 (Superfund) owners and operators of facilities where releases of hazardous
substances into the environment have occurred and the generators and transporters of
hazardous substances disposed of at the facilities. are jointly and severally liable fqr all
response, removal and remediation costs and also for damages to natural resources.

The Resource Conservation and Recovery Act also governs the generation,
transportation and disposal of hazardous waste.

As part of the operations of Niagara Mohawk and Grid USA, various materials
are generated that are deemed hazardous under both Superfund and RCRA. These
materials include, but are not limited to asbestos, mercury regulators and dielectric fluids
containing PCBs, all of which are disposed of at licensed off-site facilities not owned by
the companies.

As identiﬁea in Attachment B and C, both Niagara Mohawk and Grid USA have
comprehensive programs in place for purposes of complying with RCRA and CERCLA.
Furthermore, the Rate Plan proposed as part of the merger includes a proposal to fund
environmental response costs that provides adequate resources for clean-up efforts.

3. Local Property Taxes

The merger will not result in a significant impact on property taxes.

8. Conclusions

It is anticipated that the merger of NM Holdings and National Grid will provide

benefits to both companies as well as their respective customers.

10
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The merger does not include any specific plans for additional construction
activities. Any future construction would be implemented in accordance with applicable
environmental laws and regulations.

As a result of the above, no significant environmental impacts will result from the

subsequent merger.

11
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Appendix C
State Enviranmental Quality Reviow

SHORT ENVIRONMENTAL ASSESSMENT FORM
For UNLISTED ACTIONS Only

PART |—PROJECT INFORMATION (To be completed by Applicant or Project sponsar)

1. APPLICANT 1SPONSOR 2. PROJECT NAME
Niagara Mohawk Holdings, Inc. National Grid Merger
3, PROJECT LOCATICON:
Municipallty Caunty

4, PRECISE LOCATION (Street address and road intersections, praminent landmarks, sic., of provide map}

NM Holdings, Inc.. 300 Erie Boulevard West, Syracuse, NY 13202
Niagara Mohawk Power Corporation, 300 Erie Boulevard West, Syracuse, NY 13202
National Grid USA, 25 Research Drive, Westborough, MA 01552
See Environmental Assessment Farm for description of Service Territories
5. 1S PROPOSED ACTION:
m Now~ [ expanaion O Moagincationtaiteration
6. DESCRIBE PRO.ECT BRIEFLY:

Merger of Niagara Mohawk Holdings, Inc. and National Grid USA

7. AMOUNT OF LAND AFFECTED:

Initially n/a acras Uttimale'y ____4_‘1&:__—_,@
& WILL PROPOSED ACTION COMPLY WITH EXISTING ZONING OR OTHER EXISTING LAND USE RESTRICTIONS?
0 ves (Ono It No, descrive briefly

9. WHAT I3 PRESENT LAND USE IN VIGINITY OF PROJECT?

m Residentlial mldduutrlal m Commarcial m Agricuiture m Park/ForesyOpen 3Fsce D Other
Dascribe:

10. J0ES ACTION INVOLVE A PERMIT APPROVAL, OR FUNDING, NOW CR ULTIMATELY FROM ANY OTHER COVERNNENTAL AGENCY (FEDERAL
STATE OR LOCALY?

A CIne  1f yes. list agencyls) 8nd pormitiapprovais

NYS Public Service Commission

11. DOES ANY ASPECT OF THE ACTION HAVE A CURRENTLY VALID PEAMIT OR APPROVAL?
D Yo D No Il yss, iist 3gency name ang permit/approvai

N/A

12. AS A RESULT OF PRQPOSED ACTION WiLL EXISTING PERMIT/APPROVAL REQUIRE MODIFICATION?
DYus K] No

i CER‘I_’IFY THAT THE INFORMATION P_ROVXDED ABOVE 1S TRUETO THE BEST OF MY KNOWLEDCE
Niagara Mohawk Holdings, Inc.

Appilcan cnsot N D 71 Date: l 1/'7/01

—_—
Slgnaturo:

it the action is in the Coastal Area, and you are 3 state agency, complete the
Coastal Assessment Form before proceeding with this assessment

OVER
1

313154285816 PARGE.BZ
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PART 1—ENVIRONMENTAL ASSESSMENT (To be completed by Agency)

|

A. DOES ACTION EXCEED ANY TYFE | THRESHOLD IN 6 NYCRA PART 617.497 I yes, cocrainale \he roview process ang uan the FULL EAF,

D Yes m No

B. WIL. ACTION RECEIVE CCCRDINATED REVIE'M AS PROVIDEQ FOR UNLISTED ACTIONS IN § NYCRR, PART 617,67 I Ne, 3 negative deciarst on

~ May te tupertedad by another Involved agency.

D Yes m Mo

C. COULD ACTION RESULT IN ANY ADVERSE EFFECTS ACSSOCIATED WITH THE FOLLOWING:; [Anawors may de nandwrtiten, If 1eglbig)
Cr. Existing 3ir Qualily, syrtace or groundwater quality ¢r quanitly, noiza levals, axlating traffie patterne, solld wazig productian or dispesal,

polontiat tor orosion, dreinage cr flooding probloma? Expiain Driofty:
No. See Environmental Assessment Form

C2. Asathatic agricuiturgl, archaeological, historlc, or other Aaturai or cullural resources: ¢r communlty or naighbornood charactar? E«piain briahy:

No. See Environmental Assessment Form

C3. Vogolstion or fayaa, lish, shellfieh or wiidlile spocios, signilicant habitats, or threalensd or ondangered spaclan? Explain briofiy:

No. See Environmental Assessment Form
C4. A community's exlsiing plans or gonls as oflicially :odc.nmrt. Of B Zhange in use of Inionaity of use of fand or othar natural razcurcus? Explain brigtly
No. See Environmental Assessment Form
C5. Growih, subsesquont deveiopmeni, ar reialed activilles likely 1o ba Induced ty the propcsed action? Explair oriefly.

No. See Environmental Assessment Form

C6. Long tarm, shon term, cumuiativa, or othor eliects nat Igantitied In C1-CS? Exprain brielly.
No. See Environmental Assessment Form

C7. Other Impacits (Inciuding changes In uso of efther quantity or type of enargy)? Expiain briatly,
No. See Environmental Assessment Form

- 0. WILL THE PHOJECT HAVE AN IMPACT ON THE ENVIRONMENTAL CHARACTERISTICS THAT CAUSED THE ESTABLISHMENT OF A CEA?

D Yes No
E. IS THEAE, OR IS THERE LIKELY TO BE, CONTROVERSY RELATED TO POTENTIAL ADVERSE ENVIRONMENTAL IMPACTS?
O Yen [0 No i1 Yas, explain bristly '

PART lll— DETERMINATION OF SIGNIFICANCE (To be compleled by Agency)
INSTRUCTIONS: Foreach aaversa eHect!denlilled above, determing whether it I3 sutstanuay, large, Important or otherwise significant.
Each oftect should bo assessad in connection with its (a) gotting (l.e. urban or rural); (b) probablility of occurring; (c) duratlon; (g)
lrraversibility; (e) geographic scope; and (f) magnitudo. If necessary, add attachments or referance supporting materiais. Enzure that
oxplanatlons contain sufficlont datail o show that all rolovant adverae impacts have been Identifled and odequately addressed. if
quostiur D of Part i was checked yos, 1he determinstion and signllicance must evaluste the polentisl impact of tha prososcd action

on the environmental characteristics of the CEA.

O check this box It you have Identlfied one or more potentlally large or significant adverse Irnpacts which MAY
occur. Then proceea diractly to the FULL EAF and/or prepare a positive declaration.

O creck this Box If you have determined, based on the informetion and analysis above and any supporting
documaentation, thal the preposed aclion WILL NOT result in any significant adverse anvironmental Impacts
AND provide on attachments as necessary, the reasong Supporting this detoarmination:

Name of Loay Agency

Titie af Kesponsibie Otticsr

Pint ot Type Name of Respensiore Officer 1a Lead Agency

Skntture of Responyible Olt.eer Lean Agancy Jignature of rresarer .0 ailTerent trom responunie olnce’)

Date
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ATTACHMENT B
NIAGARA MOHAWK

ENVIRONMENTAL PROGRAM

Niagara Mohawk has initiated a number of environmental programs as part of its

commitment to a cleaner, healthier environment and is working to achieve even higher
levels of performance, stewardship and environmental excellence. This document
describes the Company’s major environmental programs.

1.

o

(8]

Environmental Policy

Niagara Mohawk’s corporate policy on protection of the environment states that

the company will:

o meet or surpass the requirements of all environmental laws and regulations.

e promote the wise use of energy

e assume a responsible stewardship role for the natural resources under our
management

e reduce pollution and conserve raw materials

e fully account for environmental considerations in corporate planning and
decision making.

Environmental Organization

Niagara Mohawk establishes, implements and manages its corporate and strategic
environmental plan as well as its environmental policy agenda through a
comprehensively structured and integrated organization:

e The Board Subcommittee on Public Policy and the Environment

e The Corporate Environmental Compliance Oversight Committee

¢ Vice President, Environmental Affairs and Property Management

Executive Director, Environmental Affairs

Environmental Management Svstem

Niagara Mohawk has a proven environmental management system which was
reviewed as part of its ISO 14001 program and which led to the certification ofa
number of facilities to the ISO 14001 standard.
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Environmental Training Program

Niagara Mohawk offers a comprehensive environmental training program 1o all
smployees. Niagara Mohawk Power Corporation’s goal is to continue to develop
and refine the corporate environmental training program, both the Compliance
and general (stewardship) components in order to provide superior environmental
training to all employees.

Ongoing efforts include providing and scheduling focused training module/video
presentations on up to 15 different topics, targeted to company employees, by
subject matter experts (EAD or Law staff). Presentations are conducted at
regional locations. Tracking of class sessions is done on the Company’s S.U.N.
svstem, and coordinated with the IT department. Also, intensive training is
conducted for all ECF’s (Environmental Compliance Facilitators).

Environmental Auditing Program

To establish an accurate perspective for assessment, Niagara Mohawk administers
a self-imposed, in-depth environmental auditing program. Throughout the year, a
cross-functional team of environmental professionals performs periodic, objective
reviews of company operations to measure performance, validate results, assess
risks and ultimately improve compliance.

The program provides for a timely corrective / preventive action system that
corrects findings identified during audits and prevents recurrence.

Environmental Permitting for Electric and Gas Facilities

Niagara Mohawk’s Environmental Affairs Department provides support services

to ensure that the Company’s electric and gas facilities and operations are

properly licensed in accordance with applicable environmental regulatory

requirements:

e PSC Article VII permitting for major new electric and gas transmission
facilities

o PSC Section 68 permitting for new facilities in new franchise territories

e PSC Part 102 permitting for applicable electric transmission facilities

o Permitting for major projects located in the Adirondack Park

e State & federal permits (protection of waters and fresh water wetlands) for
major and non-major electric & gas facilities

o Local and/or state environmental quality review permits (SEQR)

These services also include permitting for right-of-way vegetation management
activities, preparation and update of Right of Way (ROW) Management Plans,
preparation of relevant permit applications necessary to support maintenance,
relocation and rehabilitation of existing facilities.
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Environmental Compliance

The Environmental Affairs Department of Niagara Mohawk has direct
responsibility and accountability for managing environmental affairs and ensuring
compliance with all applicable environmental regulations. Set forth below is a list
(not exhaustive) of the compliance-related activities managed by the group:

e petroleum storage tank compliance

e Polychlorinated Biphenyls (PCBs)

hazardous waste management

solid waste management

asbestos

wetlands and protection of waters permitting

water discharge permitting

air permitting

environmental training

Spill Prevention Countermeasure and Control (SPCC) Plan development and
implementation

State Environmental Quality Review Act (SEQRA) compliance
environmental guidance procedures

environmental regulatory reporting

site investigation and remediation

Environmental Performance Index

The Environmental Performance Index is a unique measurement tool developed to
establish standards by which company progress is tracked and assessed. The
Index measures and compares environmental data against a benchmark level
established in 1989-91. The Company has also participated in an Environmental
Benchmarking Program that collects, analyzes, and disseminates environmental
performance and best practices data from a number of utility companies across the

country.

Environmental Issues and Regulatory Advocacy

Niagara Mohawk’s Environmental Affairs Department, with key support from the

Law Department, monitors and assesses emerging environmental regulatory

developments, which may have an impact on the Company. Activities include:

e Review, analyze, and summarize new regulatory requirements

e Participate in federal, state, and local industry group initiatives

e Provide periodic reports to key Company personnel (regulatory alerts, issues
analyses, etc.)

e Advocate Company positions on important environmental issues with industry
groups, environmental regulatory agencies, environmental groups and other
opinion leaders
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10. Environmental Stewardship

With over 100,000 acres of Company-owned land distributed throughout upstate
New York, Niagara Mohawk is committed to promoting a comprehensive stewardship
program on behalf of the habitats, wildlife and natural resources in our care. Niagara
Mohawk’s goal is to enhance relationships with external stakeholders while strengthening
environmental leadership practices that will build Company value. by maximizing asset
value through responsible environmental commitment, stewardship and sustainable
economic development.

Ongoing efforts include the Environmental Millennium Initiative, environmental
education activities, corporate environmental report, New York State Fair exhibits,
R&D/Academic partnership projects, conference activities and the development of a new
Adirondack Gateway Initiative, that involves numerous Park stakeholders, the
Conservation Fund, New York State and others.

11. Site Investigation and Remediation Program

One of the greatest challenges facing Niagara Mohawk is to manage successfully
contingent environmental liabilities associated with past industrial operations. Among:
these important responsibilities, environmental hazards left by the defunct coal gas
manufacturing industry of the past century are the most complex and potentially costly
for the corporation.

In 1992, Niagara Mohawk established a centralized and dedicated program to
provide cost effective management of contingent environmental liabilities associated with
contaminated properties, past waste disposal sites, and past utility operations. The Site
Investigation and Remediation (SIR) program is organizationally located within the
corporate Environmental Affairs Department and is responsible for managing:

o 206 total sites, including 54 former manufactured gas plant (MGP) sites, 83
electric and/or natural gas operating sites, and 69 non-owned, third-party sites

. $240 million of total estimated liabilities

. efforts to protect public/worker health and safety and the environment

o regulatory compliance with associated Orders on Consent and Voluntary Cleanup
Agreements with the U.S. EPA and New York State Department of Environmental
Conservation (NYSDEC)

. annual SIR costs, resources, priorities, and schedules

o elimination or control of future environmental risks and liabilities

. effective public, local government, regulatory and internal relations

The SIR program supports corporate cost recovery efforts associated with Public
Service Commission-related rate agreements and with legal actions involving other
responsible parties. As appropriate, site remediation is conducted to support compatible
reuse or redevelopment of Company properties and of non-owned properties. The SIR
program also supports corporate efforts to estimate and externally disclose SIR-related
liabilities.
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The SIR program has successfully remediated, closed, or settled 67 of the 206
currently listed sites. Niagara Mohawk estimates that SIR program efforts will be
required over the next ten years or more (some sites will require long-term monitoring
and operation and maintenance efforts involving 30 years or more). These efforts will
primarily involve the management of former MGP sites that are subject to multi-site
Orders on Consent and Voluntary Cleanup Agreements with the NYSDEC.

12. Pollution Prevention

Niagara Mohawk has a comprehensive pollution prevention program focusing on
pollution prevention / waste minimization efforts. A key component of its program is the
Investment Recovery facility. Niagara Mohawk’s Investment Recovery Center has been
recycling industrial waste since 1986. The Company also has programs in place to
address hazardous waste management issues and pollution prevention / waste
management issues affecting Company electric and gas facility rights-of-way.

13. Communications/Corporate Environmental Image

Niagara Mohawk’s goal in this area is to increase communication activities that
promote and enhance understanding of our commitment to environmental excellence and
maintain our strong corporate environmental image.

Ongoing efforts include The Facilitator and EnviroNotes newsletters. school-
based environmental education activities, corporate environmental report. New York
State Fair exhibits, conference activities, stories in Niagara Mohawk Update and Niagara
Mohawk News, and other media outlets.
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National Grid USA Environmental Programs

that preserves the quality of the environment by continuously seeking ways to minimize
the environmental impact of past, present and future operations. We believe that

aggressively addressing environmental issues is good business and in the best interest of

the communities we serve, our employees, our shareholders, and all our other
stakeholders. The following provides a brief overview of National Grid USA’s
environmental programs.

1. Environmental Policy

National Grid USA has stated its commitment to the environment in our
Environmental Policy. We have also committed to ten specific principles
including to:

Conduct our activities to meet all applicable laws and regulations as well
as company policies and compliance objectives;

Work to prevent pollution at the source, minimize waste generation,
recycle materials when economically feasible, and dispose of remaining
wastes only through safe and environmentally sound methods; and

Promote continual improvement in our environmental management
systems and environmental performance.

2. Environmental Organization

The General Counsel who also chairs the Compliance Committee oversees
National Grid USA’s compliance program. The Compliance Committee has the
following responsibilities:

a.

Overseeing the compliance by National Grid USA and its subsidiaries
with all laws governing their operations, including the development of
appropriate compliance programs and training;

Setting and administering compliance goals for all-employee goals;

Reviewing compliance violations and overseeing follow-up to prevent
recurrence; '

Overseeing National Grid USA’s Standard of Ethical Conduct;
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e. Overseeing environmental and safety management systems and training;
and

f. Providing reports to the National Grid USA Board on compliance matters.

The Director of the Environmental & Safety Compliance Group (ESCG),
along with his staff, provides regulatory and technical support to all functions
within the National Grid USA subsidiaries. This includes the development of
environmental procedures, determination of permitting requirements,
development of environmental training content, design and implementation of the
environmental management systems, and facilitating monthly environmental
engineering staff meetings.

Transmission and Distribution (T&D) Environmental Engineers have
responsibility for all facets of environmental compliance at operations facilities
and of field operations, including responding to spills of oil and hazardous
materials, preparing and filing applicable reports, managing underground storage
tanks (USTs) and aboveground storage tanks (ASTs), developing and maintaining
Contingency and Spill Prevention Control and Countermeasure (SPCC) Plans and
conducting annual environmental and chemical safety training of all required
personnel.

3, Environmental Management Systems

National Grid USA designed and implemented environmental
management systems (EMSs), which are compatible with the ISO 14001 EMS
Standard, for its T&D core business functions during the second half of 2000. A
decision to seek certification of our EMSs will be made during the first hailf of
2001.

4, Environmental Training Program

All National Grid USA subsidiary personnel involved with activities that
may have a significant environmental impact receive training tailored to their
specific job function, and in accordance with Environmental Procedure No. 12,
Environmental & Chemical Safety Training Program. Elements of this program
are designed to fulfill the training requirements of ISO Awareness, environmental
regulatory and chemical hazards standards as well as National Grid USA
procedures and policies. Program elements are designed to assure that employees
involved in hazardous waste management and/or spill response are taught how to
safely perform their duties.
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Environmental Monitoring

U

National Grid USA’s subsidiaries have several programs in place to
monitor and measure on a regular basis the key characteristics of T&D system
i operations and activities that may have an impact on the environment. We also
monitor and approve hazardous waste and recycling vendors in order to minimize
liabilities from off-site disposal activities.

Monitoring and measurement includes the following components:

e Environmental Compliance & EMS Conformance Monitoring

e Operations Monitoring for Environmental Performance

e Environmental Performance Monitoring — Objectives & Targets.

The goals of National Grid USA’s Environmental & Safety Compliance Audit
Program are to ensure that the company’s operations are performed in accordance
with applicable environmental and safety laws and regulations, that the
Company’s operations conform with internal policies and procedures, and that
management systems are in place to ensure continued compliance.

The scope of the program includes all company facilities and all
environmental disciplines. The frequency of audits are risk-based and currently
range from once every three years per each operations facility to initial audits of
each substation. Audits of specific projects and or programs are also included in
the scope.

Audits of the EMSs are performed to determine that the elements of the EMS
have been properly implemented and maintained, in accordance with the
requirements of ISO 14001, and the organization’s planned arrangements for
environmental management.

Monitoring of operations is routinely conducted by T&D Environmental
Engineers with responsibility for maintaining compliance at all operating facilities
and for field operations.

Progress in achieving National Grid USA’s Environmental Objectives and
Targets is periodically monitored by the EMS Coordinator.

6. Environmental Permitting of Transmission Lines, Substations and Vegetation
Management

All new projects whether originating within the transmission, substation or
district engineering functions are reviewed to determine potential environmental
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permitting and/or licensing requirements. The process: for conducting
environmental reviews of projects is documented in various Engineering Design
Procedures (EDPs) and in Environmental Procedure No. 13, Environmental
Permitting.

Responsibility for performing environmental reviews and for obtaining all
regulatory approvals includes Attorneys, Project Engineers, the ESCG Permitting
Specialist, ESCG Environmental Engineers, District Environmental Engineers
and the Transmission Operations and Engineering Services Environmental
Engineer.

All required notifications, plan submittals, approvals and permits related
to the management of vegetation on Transmission Right-of-Ways are overseen by
the System Forester.

Environmental Compliance

The ESCG provides technical support and written guidance to T&D
Environmental Engineers in a multitude of areas. Responsibility for compliance
at operations facilities and for field operations has been delegated to the District
Environmental Engineers and to the Transmission Operations and Engineering
Services Environmental Engineer.

National Grid USA’s Environmental personnel have responsibility for
ensuring compliance of company activities in the following areas:

e Asbestos
o Air
¢ Comprehensive Response, Compensation and Liability Act (CERCLA)
and state-specific (MA, RI, NH and VT) notification, and clean-up
regulations 4
o Emergency Planning and Right To Know Act (Tier II Reporting)
o Federal Water Pollution Control Act
o National Pollutant Discharge Elimination System (NPDES)
o Storm Water
o SPCC Plans and Program
o Oil Pollution Act (OPA Plan)
Pollution Prevention Act of 1990 (Recycling Programs)
o Resource Conservation Recovery Act (RCRA)
o EPA ID’d Generator facilities
o Underground Storage Tank Program
* Rivers and Harbors Act of 1899 (Army Corps)
¢ Safe Drinking Water Act
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e Solid Waste Disposal Act
e Toxic Substances Control Act (PCBs)

Legal and Other

National Grid USA’s Environmental Procedure No. 4, Environmental &
Safety Regulatory Tracking & Analysis, establishes a procedure for identifying
legal & other requirements, such as company commitments, as applicable to the
organization’s activities. This Procedure also describes the process to track and
evaluate the impact of proposed environmental regulations on the T&D system
operations, influence the development of final laws and regulations, and distribute
the proposed and final regulations to appropriate environmental personnel. The
designated “Issue Leader” will then identify recommended changes to operations,
procedures or policies that may be necessary. '

Additionally, Environmental Engineers, Project Engineers, the ESCG
Permitting Specialist or other environmental professional, are responsible for
ensuring Permit requirements are met, for tracking any changes to Permits and for
ensuring their timely renewal.

Environmental Stewardship

Besides constantly striving to improve the environmental quality of the
products and services we deliver to our customers, National Grid USA’s
subsidiaries have developed a variety of award-winning programs that contribute
directly to the environmental health and safety of the communities we serve.

Recycle and re-use

In all aspects of the company’s operations, we try to recycle and
re-use equipment, materials and supplies. We use non-chlorinated
cleaners, for example, not chlorinated cleaners when splicing cables or
maintaining our fleet of vehicles. Our recycling programs for fluorescent
lamps, metal wire and utility poles re-use many tons of non-renewable
resources every year.

Vegetation Management

We follow strict environmental standards for trimming trees and
shrubs around our poles and wires and recycle many tons of the wood and
brush into bales that protect the environment at construction sites.

Because we use herbicides in our vegetation management program,
we actively participate in the Pesticide Environmental Stewardship
Program, a voluntary partnership between the U.S. Environmental
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located in Vermont. Except for the Vermont site, which is being addressed under
the Comprehensive Response, Compensation and Liability Act (“CERCLA”), the
other locations are being assessed and remediated in accordance with state
cleanup programs. The scope of assessment and cleanup varies from location to
location and is subject to state government requirements and the wishes of current

property owners.

The goals of the MGP Assessment and Remediation include the protection of
human health, safety and the environment. The program aiso focuses on
maintaining regulatory compliance and participating in the development of any
regulations that might impact site assessment and cleanup. Through the program,
National Grid USA manages costs, schedules and the internal and external labor
resources required to address the sites. A major portion of the program also deals
with maintaining positive community relations throughout the assessment and
cleanup process.

The program also supports potential property reuse or redevelopment, where
appropriate. Other areas of support include third-party cost recovery, insurance
recovery and corporate liability estimation and disclosure

Waste Minimization

National Grid USA and its subsidiaries actively promote and implement a
“Reduce, Reuse, and Recycle” policy for hazardous waste and other materials
used by the companies. By reducing our use of natural resources and reusing and
recycling what we use, we do our part to conserve the environment for future
generations while reducing pollution and other harmful environmental impacts.

In most of our recycling programs we collect waste materials and ship them to
companies that specialize in different kinds of recycling.

e Ballast and Lamps - We help reduce the release of mercury and PCBs into
the environment by recycling the fluorescent lamps and “ballasts” (a
component of the lamps) we use and by giving economic incentives to our
commercial customers to recycle their lamps and ballasts too.

e Wood Chips - Our innovative program to recycle wood chips helps protect
the environment at construction sites and also helps to support tree
planting in the communities we serve.

e Metal and Oil - We recycle metal and oil from the millions of pounds of
electrical equipment such as transformers, regulators and circuit-breakers
we replace on our electricity T&D systems every year.
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e Treated Wood - We send out millions of pounds of treated wood from oid
electric poles and discarded shipping pallets to be burned in generators
and recovered as energy.

e Scrap Metal - In 1999, we recycled more than two and a half million
pounds of scrap metal left over from constructing and maintaining our
T&D systems. Copper cable and wire, aluminum wire, lead cable and steel
were collected at twenty locations and sent to licensed vendors who sorted
and processed it into raw materials to be used in many different kinds of
new products.

e Contaminated Soil - Oil contaminated soil from accidental spills on
Company property is recycled at several asphalt batching plants for
commercial re-use in road building.

e Miscellaneous Materials - Among the many other materials we recycle are
lamps from the thousands of streetlights we own and maintain; corrugated
cardboard from packaging and shipping materials; glass from broken or
decommissioned electric meters; and oil filters and oily rags that have
been used to maintain the company’s cars and trucks.

; 12. Communications/Corporate Environmental Image

National Grid USA has committed to communicating our Environmental
Policy and environmental programs to our employees and stakeholders. The
Corporate Communications Department provides technical writing and publishing
services for internal customers and handles all communications from the media.

In an effort to communicate to the public about environmental issues more
effectively, a major redesign and expansion of the Environmental Commitment
section of the Massachusetts Electric Company web site was just completed, as of
January 2, 2001. Plans are underway to similarly update the Environmental
Commitment sections of the other National Grid USA subsidiary web sites.

Internal communications between various levels and functions within the
organization are accomplished through the “chain of command”, and established

communication practices.

All internal communications regarding the Environmental Policy,
significant environmental aspects and the EMS fall into the following categories:

1. General Awareness communications will be provided through the various
methods including, but not limited to:
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Environmental Policy postings

New employee orientation

Environmental Awareness Training (Level 1);

Various internal publications on general or specific topics of

Interests,

e Departmental leadership communications, e.g., meetings, memos,
directives, etc.; and

o Staff meetings

e Compliance Committee communications

e The All-employee Goals Program

Environmental guidance communications are accomplished through
documented Operational Control and Environmental Procedures, various
other training and internal correspondence.

Policy is communicated through executive directives and other policy
documents, e.g., Corporate Code of Conduct, web pages, training, etc.

Feedback mechanisms for employee concerns.

Environmental performance reporting.
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anytime prior to the date hereof, or who becomes prior to the Scheme Effective Time, an officer
director or employee of Parent (each an “Indemnified Party” and collectively, the ‘Indemnified
Parties”) against (1) all losses, expenses (including reasonable attorneys’ fees and expenses), claims,
damages or liabilities or, subject to the proviso of the next succeeding sentence, amounts paid in
settlement, arising out of actions or omissions occurring at or prior to the Merger Effective Time or the
Scheme Effective Time, as the case may be (and whether asserted or claimed prior to, at or after the
Merger Effective Time or Scheme Effective Time, as the case may be) that are, in whole or in part,
based on or arising out of the fact that such person is or was a director, officer or employee of such
party (the “Indemnified Liabilities”), and (i) all Indemnified Liabilities to the extent they are based on
or arise out of or pertain to the transactions contemplated by this Agreement. In the event of any such
loss, expense, claim, damage or liability (whether or not anising before the Merger Effective Time or the
Scheme Effective Time, as the case may be), (i) Newco shall pay the reasonable fees and expenses of
counse! selected by the Indemnified Parties, which counsel shall be reasonably satisfactory to Newco,
promptly after statements therefor are received and otherwise advance to such Indemnified Party upon
request reimbursement of docurnented expenses reasonably incurred, (ii) Newco will cooperate in the
defense of any such matter and (iii) any determination required to be made with respect to whether an
Indemnified Party’s conduct complies with the standards set forth under relevant law and the
memorandum of association or by-laws of Newco shall be made by independent counsel mutually
acceptable to Newco and the Indemnified Party; provided, however, that Newco shall not be liable
for any settlement effected without its written consent (which consent shall not be unreasonably
withheld). The Indemnified Parties as a group may retain only one law firm with respect to each related
matter except to the extent there is, in the opinion of counsel to an Indemnified Party, under applicable
standards of professional conduct, a conflict on any significant issue between positions of such
Indemnified Party and any other Indemnified Party or Indemnified Parties.

()  Insurance. For a period of six years after the Merger Effective Time and the
Scheme Effective Time, Newco at Newco’s election (i) shall cause to be maintained in effect an
extended reporting period for current policies of directors’ and officers’ liability insurance for the benefit
of such persons who are currently covered by such policies of the Company or Parent on terms no less
favorable than the terms of such insurance coverage or (ii) provide tail coverage for such persons which
provides coverage for a period of six years for acts prior to the Merger Effective Time or the Scheme
Effective Time, as the case may be, on terms no less favorable than the terms of such current insurance

coverage.

(c) Successors. In the event Newco or any of its successors or assigns
(1) consolidates with or merges into any other person or entity and shall not be the continuing or
surviving corporation or entity of such consolidation or merger or (ii) transfers or conveys all or
substantially all of its properties and assets to any person or entity, then, and in each such case, proper
provision shall be made so that the successors and assigns of Newco shall assume the obligations set
forth in this Section 7.5 and in Sections 7.8 and 7.9.

(d)  Survival of Indemnification. To the fullest extent permitted by law, (i) from
and after the Merger Effective Time, all rights to indemnification as of the date hereof in favor of the
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approve in advance drafts and final applications, notices, petitions, filings and other documents
submitted to or filed with applicable Governmental Authorities, which approval shall not be
unreasonably withheld or delayed. The Company shall not agree to the imposition of any condition in
the Company Required Statutory Approvals without the prior consent of Parent.

Section 7.4  Shareholder Approval.

(@)  Approval of Parent Shareholders. Parent shall, through its Board of
Directors, (1) duly call, give notice of, convene and hold the Parent Merger Meeting, for the purpose of
securing the Parent Merger Shareholders’ Approval as soon as reasonably practicable after the date
hereof and (ii) duly call, give notice of, convene and hold the Parent Scheme Meeting and apply to the
Court to convene the Parent Court Meeting required to complete the Parent Scheme Shareholders’
Approval at such time as Parent determines is appropriate to insure that the Parent Scheme
Shareholders’ Approval may be obtained not later than forty days following satisfaction or waiver of
the conditions set forth in Article VIII hereof (other than the condition set forth in Section 8.2(h)).
Subject to its fiduciary obligations with respect to a transaction involving a change in control of Parent
and the requirements of applicable law, Parent shall include in the Circular the recommendation of the
Board of Directors of Parent that the shareholders of Parent approve the Merger and the other
transactions contemplated hereby and shall include in the Scheme Document the recommendation of the
Board of Directors of Parent that the shareholders of Parent approve the Scheme, and shall use its
reasonable endeavors to obtain such approvals in accordance with its usual practices.

(b)  Approval of the Company Shareholders. The Company shall, through its
Board of Directors, duly call, give notice of, convene and hold a meeting of its shareholders (the
“Company Meeting”), for the purpose of securing the Company Shareholders’ Approval as soon as
reasonably practicable after the date hereof. Subject to fiduciary obligations and the requirements of
applicable law, the Company shall include in the Proxy Statement the recommendation of the Board of
Directors of the Company that the shareholders of the Company approve the Merger and the other
transactions contemplated hereby, and shall use its reasonable best efforts to obtain such approval.

(c) Meeting Date for Merger Approvals. The Parent Merger Meeting for the
purpose of securing the Parent Merger Shareholders® Approval, and the Company Meeting for the
purpose of securing the Company Sharcholders’ Approval shall be held on such dates as the Company
and Parent shall mutually determine.

Section 7.5  Directors’ and Officers’ Indemnification.

(@) Indemnification. To the extent, if any, not provided by an existing right of
indemnification or other agreement or policy, Newco shall, to the fullest extent permitted by applicable
law, indemnify, defend and hold harmless (i) from and after the Merger Effective Time, each person
who is now, or has been at any time prior to the date hereof, or who becomes prior to the Merger
Effective Time, an officer, director or employee of the Company or any of the Company Subsidiaries
and (ii) from and after the Scheme Effective Time, each person who is now, or who has been at

NYB 465013.17 56621 00721
9/4/00 11:55 AM 45

53




- ... T

before the date of the Registration Statement, and addressed to the Company, in form and substance
reasonably satisfactory to the Company and customary in scope and substance for “cold comfort”
letters delivered by independent public accountants in connection with registration statements on Form
F-4.

(d  Parent Disclosure Documents. Subject to applicable law, Parent and Newco
shall, as soon as reasonably practicable after the date of this Agreement and in accordance with the
listmg rules of the UK. Listing Authority, prepare and submit to the UK. Listing Authority for approval
the Circular, and shall use its reasonable endeavors to have the Circular approved by the UK. Listing
Authority as soon as reasonably practicable after the date of this Agreement. Newco, Parent and the
Company shall cooperate with each other in the preparation of the Parent Disclosure Documents and -
any amendments or supplements thereto as well as the preparation of any responses to the UK. Listing
Authority in connection therewith. Each of the parties hereto shall fumish all information conceming
itself which is required or customary for inclusion in the Parent Disclosure Documents. Each of Newco,
Parent and the Company agrees to use its reasonable best efforts to respond promptly to any requests
of the UK. Listing Authority.

(¢)  Mailing to Shareholders. Each of the Company and Parent shall, consistent
with the requirements of the securities laws of the United States and the United Kingdom, use their
reasonable best efforts to cause the Proxy Statement and the Circular to be mailed or dispatched to
their respective shareholders entitled to vote on the Merger and other transactions contemplated
hereby.

Section 7.3  Regulatory Matters.

(8)  HSR Filings. Each party hereto shall file or cause to be filed with the Federal
Trade Commission and the Department of Justice any notifications required to be filed under the Hart-
Scott-Rodino Antitrust Improvements Act of 1976, as amended (the “HSR Act”), and the rules and
regulations promulgated thereunder with respect to the transactions contemplated hereby. Each party
hereto will use all commercially reasonable efforts to make such filings in a timely manner and to
respond on a timely basis to any requests for additional information made by either of such agencies.

(b)  Other Regulatory Approvals. Each party hereto shall cooperate and use its
best efforts to prepare and file promptly all necessary documentation, to effect all necessary
applications, notices, petitions, filings and other documents, and to use all commercially reasonable
efforts to obtain all necessary permits, consents, approvals, clearance and authorizations of all
Govemnmental Authorities necessary or advisable to obtain the Company Required Statutory Approvals
and the Parent Required Statutory Approvals. The parties agree that they will consult with each other
with respect to obtaining the Company Required Statutory Approvals and Parent Required Statutory
Approvals; provided, however, that it is agreed that Parent shall have primary responsibility for the
preparation and filing of any related applications, filings or other material with Governmental Authorities
other than the Nuclear Approvals (as defined in Section 8.1(e)(ii)), with respect to which the Company
shall have primary responsibility. Each of Parent and the Company shall have the right to review and
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required or contemplated by this Agreement or for any other reason related to the transactions
contemplated by this Agreement. Each party shall, and shall cause its Subsidiaries and Representatives
to, hold in strict confidence all documents and information concerning the other furnished to it in
connection with the transactions contemplated by this Agreement in accordance with the Confidentiality
Agreement, dated December 13, 1999, between the Company and Parent (the “Confidentiality
Agreement”).

Section 7.2  Proxy Statement and Registration Statement; Listing; Parent
Disclosure Documents.

(@) Preparation and Filing of Proxy Statement and the Registration -
Statement; Listing. As soon as practicable afier the date of this Agreement, the Company shall, in
cooperation with Parent and Newco, prepare and file the Proxy Statement and Newco shall, in
cooperation with the Company and Parent, prepare and file the Registration Statement, in which the
Proxy Statement will be included as the prospectus. Parent, Newco and the Company shall cooperate
in the preparation of the Proxy Statement and the Registration Statement and any amendments thereto
and shall promptly notify each other of the receipt of any comments from the SEC or any requests for
any amendment or supplement thereto or for additional information. The parties hereto shall each use
reasonable efforts to cause the Registration Statement to be declared effective under the Securities Act
as promptly as practicable after such filing. Each party hereto shall also take such action as may be
reasonably required to cause the Newco ADRSs issuable in connection with the Merger to be registered
or to obtain an exemption from registration under applicable state “blue sky” or securities laws;
provided, however, that Newco shall not be required to register or qualify as a foreign corporation or
to take other action which would subject it to service of process in any jurisdiction where Newco will
not be, following the Merger, so subject. The parties shall cause the shares of Newco ADRs issuable
in the Merger to be approved for listing on the NYSE upon official notice of issuance. Each of the
parties hereto shall fumish all information conceming itself which is required or customary for inclusion
in the Proxy Statement and the Registration Statement. The information provided by any party hereto
for use in the Proxy Statement and the Registration Statement shall be true and correct in all material
respects without omission of any material fact which is required to make such information not false or
misleading. No representation, covenant or agreement is made by any party hereto with respect to
information supplied by any other party for inclusion in the Proxy Statement or the Registration
Statement.

(b)  Letter of the Company’s Accountants. The Company shall use its best
efforts to cause to be delivered to Parent and Newco a letter of PricewaterhouseCoopers, dated a date
within two business days before the date of the Registration Statement, and addressed to Parent and
Newco, in form and substance reasonably satisfactory to Parent and Newco and customary in scope
and substance for “cold comfort” letters delivered by independent public accountants in connection with
registration statements on Form F4.

(© Letter of Parent’s Accountants. Parent shall use best efforts to cause to be
delivered to the Company a letter of PricewaterhouseCoopers, dated a date within two business days
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(b)  Conduct of Business of Merger Sub. Prior to the Merger Effective Time,
except as may be required by applicable law and subject to the other provisions of this Agreement,
Newco shall cause Merger Sub to (i) perform its obligations under this Agreement in accordance with
its terms and (ii) not engage, directly or indirectly, in any business or activity of the type or kind, and not
enter into any agreement or arrangement with any person, or be subject to or bound by any obligation
or undertaking, which is inconsistent with this Agreement.

Section 64  Alternative Arrangement Concerning Company Nuclear Facilities.
If, following the date hereof, the Company and Parent determine that the Company Nuclear Facilities
are likely to be sold but not on a timely basis in order to satisfy the condition contained in Section
8.1(e)(i), the Company and Parent agree to consider in good faith alternatives to a Nuclear Sale prior
to the Closing, including but not limited to alternative governance, operational and ownership
arrangements under which Parent would be willing and able to close the transactions contemplated by
this Agreement without the Nuclear Sale having occurred, consistent with the requirements of the
Atomic Energy Act and applicable NRC rules and regulations.

ARTICLE vVII
'ADDITIONAL AGREEMENTS

Section 7.1  Access to Information. Upon reasonable notice, (a) the Company
shall, and shall cause its Subsidiaries to, afford the officers, directors, employees, accountants, counsel,
investment bankers, financial advisors and other representatives (collectively, “Representatives™) of
Parent reasonable access, during normal business hours throughout the period prior to the Merger
Effective Time, to all of its properties, facilities, operations, books, contracts, commitments and records
(including, but not limited to, Tax Retums and any information relating to any audits or other
examinations of such Tax Retums) and personnel (including the Company’s environmental, health and
safety personnel) and (b) Parent shall, and shall cause the Parent Significant Subsidiaries to, afford to
the Representatives of the Company, reasonable access to senior executives of Parent for the purpose
of discussing Parent’s business (with reasonable access to the documents related thereto) during the
period prior to the Merger Effective Time. Each party shall, and shall cause its Subsidiaries to, in
addition to the advance approval requirements set forth in Section 7.3(b), furnish promptly to the other
(a) access to each report, schedule and other document filed or received by it or any of its Subsidiaries
pursuant to the requirements of federal or state securities laws or filed with or sent to the SEC, the
FERC, the NRC, the DOE, the Department of Justice, the Federal Trade Commission or any other
federal or state regulatory agency or commission that relates to the transactions conternplated hereby
or, subject to the terms of any then existing confidentiality requirements, that is otherwise matenal to the
financial condition or operations of the Company and its Subsidiaries taken as a whole, or to Parent
and its Subsidiaries taken as a whole, as the case may be and (b) access to all information concerning
themselves, their Subsidiaries, directors, officers and shareholders and such other matters as may be
reasonably requested by the other party in connection with any filings, applications or approvals

NYB 465013.17 56621 00721
9/4/00 11:55 AM 42

50




acquisition, merger or consolidation could reasonably be expected to matenially delay the
consummation of the Merger.

©) Tax-Free Status. Parent shall not, nor shall it permit any of its Subsidiaries to,
take any actions that would, or would be reasonably likely to, (i) adversely affect the status of the
Merger and the Scheme taken together as a transaction described in Section 351 of the Code or
(ii) cause the Merger to be subject to Code Section 367(a)(1), and Parent shall use all reasonable
efforts to achieve such resuit.

(d)  Other Actions. Parent shall not, and shall not permit any of the Parent
Subsidiaries to, take or fail to take any other action, including, without limitation, amending or proposing
to amend their respective charters, by-laws or regulations, or similar organic documents (except as
contemplated herein), engage in any activities which would cause a change in its status, or that of the
Parent Subsidiaries, under the 1935 Act, or to make any changes in their accounting methods (except
as required by law, rule, regulation or applicable generally accepted accounting principles), which
would reasonably be expected to prevent or materially impede, interfere with or delay the Merger or
the Scheme.

(e) Cooperation, Notification. Parent shall confer on a regular and frequent basis
with the Company to discuss, subject to applicable law, (i) any material changes in its business, results
of operations or prospects, and (ii) any change or event which has had or, insofar as reasonably can be
foreseen, is reasonably likely to result in a Parent Material Adverse Effect or materially impair the ability
of Parent to consummate the Merger or the Scheme, and will promptly provide the Company with
copies of all filings made by Parent or any of the Parent Subsidianies with any state or federal court,
administrative agency, commission or other Governmental Authority in connection with this Agreement
and the transactions contemplated hereby.

® Third-Party Consents. Parent shall, and shall cause the Parent Subsidiaries
to, use all commercially reasonable efforts to obtain all Parent Required Consents. Parent shall
promptly notify the Company of any failure or prospective failure to obtain any such consents and, if
requested by the Company, shall provide copies of all Parent Required Consents obtained by Parent to
the Company.

(8  No Breach, Etc. Parent shall not, and Parent shall not permit any of the Parent
Subsidiaries to, willfully take any action that would or is reasonably likely to result in a material breach
of any provision of this Agreement or in any of its representations and warranties set forth in this
Agreement being untrue on and as of the Closing Date.

Section 6.3  Covenants of Newco. (a) Prior to the Merger Effective Time except
as may be required by applicable law and subject to the other provisions of this Agreement, Newco
shall not engage, directly or indirectly, in any business or activity of the type or kind, and not enter into
any agreement or arrangement with any person, or be subject to or bound by any obligation or
undertaking, which is inconsistent with this Agreement or the Scheme.
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(W)  Third-Party Consents. The Company shall, and shall cause the Company
Subsidiaries to, use all commercially reasonable efforts to obtain all the Company Required Consents.
The Company shall promptly notify Parent of any failure or prospective failure to obtain any such
consents and, if requested by Parent, shall provide copies of all the Company Required Consents
obtained by the Company to Parent.

($9] Tax-Free Status. The Company shall not, nor shall it permit any of its
Subsidiaries to, take any actions that would or would be reasonably likely to, (i) adversely affect the
status of the Merger and the Scheme taken together as a transaction described in Section 351 of the
Code or (ii) cause the Merger to be subject to Code Section 367(a)(1), and the Company shall use all
reasonable efforts to achieve such result.

(O  No Breach, Etc. The Company shall not, and the Company shall not permit
any of the Company Subsidiaries to, willfully take any action that would or is reasonably likely to result
in a material breach of any provision of this Agreement or in any of its representations and warranties
set forth in this Agreement being untrue in a material respect on and as of the Closing Date.

Section 6.2  Covenants of Parent. After the date hereof and prior to the Merger
Effective Time or earlier termination of this Agreement, Parent agrees as follows, as to itself and to each
of the Parent Significant Subsidiaries, except as expressly contemplated or permitted in this Agreement,
or as set forth in Section 6.2 of the Parent Disclosure Schedule or to the extent the Company shall
otherwise consent in writing, which decision regarding consent shall be made as soon as reasonably
practical (as used herein, the term “Parent Significant Subsidiary” shall mean any Parent Subsidiary
that constitutes a “significant subsidiary” within the meaning of Rule 1-02(w)(3) of Regulation S-X of
the U.S. Securities and Exchange Commission): '

(@)  Ordinary Course of Business. Parent shall cause the Parent Significant
Subsidiaries to carry on their respective businesses in the usual, regular and ordinary course in
substantially the same manner as heretofore conducted and use all commercially reasonable efforts to
preserve intact their respective present business organizations and goodwill, preserve the goodwill and
relationships with customers, suppliers and others having business dealings with them. Parent shall not,
and shall not permit the Parent Significant Subsidiaries to enter into a new line of business mvolving any
material investment of assets or resources or any material expense, liability or loss to the Parent and the
Parent Significant Subsidiaries taken as a whole; it being agreed that the limitations contained in this
Section 6.2(a) do not limit the Parent or any of the Parent Significant Subsidiaries from entering into any
line of business in which Parent or any of the Parent Significant Subsidiaries or any of its other affiliates
is engaged on the date of this Agreement.

()  Certain Mergers. Parent shall not, and shall not permit any of its Subsidiaries
to, acquire or agree to acquire by merging or consolidating with, or by purchasing a substantial portion
of the assets of or equity in, or by any other manner, any business or any corporation, partnership,
association or other business organization or division thereof, or otherwise acquire or agree to acquire
any assets if the entering into of a definitive agreement relating to or the consummation of such

NYB 465013.17 56621 00721
9/4/00 11:55 AM 40

48




a Governmental Authority or regulatory agency with appropriate jurisdiction or under existing settlement
agreements to which the Company is a party.

® Contracts. The Company shall not, and the Company shall not permit any of
the Company Subsidiaries to, except in the ordinary course of business consistent with past practice,
modify, amend, terminate, renew or fail to use commercially reasonable efforts to renew any contract or
agreement to which the Company or the Company Subsidiary is a party, which is material to the
Company and the Company Subsidiaries taken as a whole, to waive, release or assign any material
rights or claims therein, or agree to any provisions thereof which would impede the ability of the
Company to consummate the Merger, or in respect of which the Merger would constitute a default, or
would result in the Merger triggering a right of termination by any unaffiliated parties.

(s) Insurance. The Company shall, and shall cause the Company Subsidiaries to,
maintain with financially responsible insurance companies insurance in such amounts and against such
risks and losses as are consistent with the insurance maintained by the Company in the ordinary course
of business in accordance with past practice.

® Discharge of Liabilities. The Company shall not, and the Company shall not
permit any of the Company Subsidiaries to, pay, settle, discharge or satisfy any claims, liabilities or
obligations (absolute, accrued, asserted or unasserted, contingent or otherwise and whether criminal,
civil or administrative in nature) material to the Company and the Company Subsidiaries taken as a
whole, other than the payment, discharge or satisfaction, in the ordinary course of business consistent
with past practice (which includes the payment of final and unappealable judgments) or in accordance
with their terms, of liabilities reflected or reserved against in, or contemplated by, the most recent
consolidated financial statements (or the notes thereto) of the Company included in the Company’s
reports filed with the SEC, or incurred in the ordinary course of business consistent with past practice.

)] Third Party Standstill Agreements. During the period from the date of this
Agreement through the Merger Effective Time, neither the Cornpany nor any of the Company
Subsidiaries shall terminate, amend, modify or waive any provision of any standstill agreement or any
standstill provisions of other agreements to which it is a party. During such period, the Company shall
take all appropriate steps to enforce the provisions of any such agreement.

\Z Cooperation, Notification. The Company shall (i) confer on a regular and
frequent basis with one or more representatives of Parent to discuss, subject to applicable law, material
business and operational matters and the general status of its ongoing operations, (ii) promptly notify
Parent of any material changes in its business, properties, assets, condition (financial or other), results of
operations or prospects, (iii) promptly advise Parent of any change or event which has had or, insofar
as reasonably can be foreseen, is reasonably likely to result in a Company Material Adverse Effect and
(iv) promptly provide Parent with copies of all filings made by the Company or any of the Company
Subsidiaries with any state or federal court, administrative agency, commission or other Governmental
Authority in connection with this Agreement and the transactions contemplated hereby.
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employee of the Company or any Company Subsidiary which was not in effect as of the effective date
of this Agreement; provided, however, that this sentence shall not apply to any such compensation or
benefits (A) provided pursuant to a collective bargaining agreement or arrangement described in
Section 6.1(m) or a discharge of liability permitted in Section 6.1(t), (B) provided pursuant to any
compensation or benefit plan, program or arrangement that is mutually agreed to, in writing, by the
parties or (C) that are otherwise required pursuant to the current terms of the Company Employee
Benefit Plans; provided further, that nothing in this Section 6.1(1) shall prevent the Company from
entering into severance agreements intended solely to implement the terms of severance policies or
programs in effect on the date bereof or from entering into retention or other arrangements as described
in Section 6.1 of the Company Disclosure Schedule.

(m)  Labor Matters. Notwithstanding any other provision of this Agreement to the
contrary, the Company or the Company Subsidiaries may negotiate successor collective bargaining
agreements to those referenced in Section 4.11(a) of the Company Disclosure Schedule. The
Company shall keep Parent informed as to the status of, and shall consult with Parent as to the strategy .
for, all material negotiations with collective bargaining representatives. The Company and Company
Subsidiaries shall act reasonably, consistent with their obligations under applicable law in such
negotiations.

(n) 1935 Act. The Company shall not, and the Company shall not permit any of
the Company Subsidiaries to, except as required or contemplated by this Agreement, engage in any
activities which would cause a change in its status, or that of the Company Subsidiaries, under the 1935
Act.

(0)  Accounting. The Company shall not, and the Company shall not permit any of
the Company Subsidiaries to, make any changes in their accounting methods, except as required by
law, rule, regulation or U.S. GAAP or except as mutually agreed to by the parties.

(p)  Affiliate Transactions. The Company shall not permit any of the Company
Subsidiaries to, enter into any material agreement or arrangement with any of their respective Affiliates
(other than wholly owned Subsidiaries), on terms less favorable to such party than could be reasonably
expected to have been obtained with an unaffiliated third-party on an arm’s length basis.

(@  Rate Matters. Subject to applicable law and except for non-material filings in
the ordinary course of business consistent with past practice, the Company shall consult with Parent
prior to initiating any proposed changes in its or any of the Company Subsidiaries’ rates or charges
(other than automatic cost pass-through rate adjustment clauses), standards of service or accounting or
executing any agreement with respect thereto that is otherwise permitted under this Agreement. The
Company shall, and shall cause the Company Subsidiaries to, deliver to Parent a copy of each filing or
agreement related to rates, changes, standards of service, accounting or regulatory policy which could
lead to a material change in any of those areas at least four days prior to the filing or execution thereof
so that Parent may comment thereon. The Company shall, and shall cause its Subsidiaries to, make all
such filings only in the ordinary course of business (i) consistent with past practice or (ii) as required by
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incurred by Niagara Mohawk Power Corp. not in excess of 110% of the amount budgeted for such
fiscal year by the Company for capital expenditures as set forth in Section 6.1 of the Company
Disclosure Schedule.

(k)  Indebtedness. The Company shall not, nor shall it permit any of its
Subsidiaries to incur or guarantee any indebtedness (including any debt borrowed or guaranteed or
otherwise assumed, including, without limitation, the issuance of debt securities or warrants or rights to
acquire debt) or enter into any “keep well” or other agreement to maintain any financial condition of
another Person or enter into any arrangement having the economic effect of any of the foregoing other
than (i) short-term indebtedness in the ordinary course of business consistent with past practice (such as
the issuance of commercial paper or the use of existing credit facilities) in amounts not exceeding the
amounts set forth in Section 6.1 of the Company Disclosure Schedule, except as reasonably deemed
necessary by the Company after consulting with Parent following a catastrophic event, (ii) long-term
indebtedness in connection with the refinancing of existing indebtedness either at its stated maturity or at
a lower cost of funds (calculating such cost on an aggregate after-tax basis) or (iii) guarantees or “keep
well” agreements in favor of wholly owned Subsidiaries of the Company in connection with the conduct
of the business of such wholly owned Subsidiaries of the Company.

) Compensation, Benefits. Except as set forth in Section 6.1 of the Company
Disclosure Schedule or as may be required by applicable law or as contemplated by this Agreement,
the Company shall not, and the Company shall not permit any Company Subsidiary to, enter into or
amend or increase the amount or accelerate the payment or vesting or termination of any benefit or
amount payable under any employee benefit or compensation plan or other contract, agreement,
commitment, arrangement, plan, trust, fund or policy maintained by, contributed to or entered into by
the Company or any Company Subsidiary or increase, or enter into any contract, agreement,
commitment or arrangement to increase in any manner, the compensation or fringe benefits, or
otherwise to extend, expand or enhance the term of employment, compensation or benefits of any
former, present or future director, officer or employee of the Company or any Company Subsidiary,
except for increases and accelerations that are made in the ordinary course of business consistent in
process and amounts with the past practice or that are otherwise required pursuant to the current terms
of the Company Employee Benefit Plans, which in the aggregate for any group of employees, officers
or directors, do not result in a material increase in benefits or compensation expense as of the effective
date of this Agreement and which would not result in (i) any material change in the amount of
compensation which will fail to be deductible for federal income tax purposes by virtue of Section
280G or Section 162(m) of the Code or (ii) an acceleration or material increase in “parachute
payments” set forth in Section 4.10(a) of the Company Disclosure Schedule as of the effective date of

this Agreement.

Notwithstanding the foregoing, the Company shall not and the Company shall not
permit any Company Subsidiary to adopt, establish, enter into or implement any new employee plan,
benefit or compensation program or policy, or any new employment, severance or retention agreement,
or other new contract, agreement or arrangement which would provide for any form of benefits or other
compensation, or pay any compensation or benefits to any former, present, or future director, officer or
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acquire or agree to acquire any assets other than in the ordinary course of its business consistent with
past practice.

® No Dispositions. Except for dispositions in the ordinary course of business
consistent with past practice, the Company shall not, and it shall not permit any of the Company
Subsidiaries to, sell, lease (whether such lease is an operating or capital lease), encumber or otherwise
dispose of, or agree to sell, lease, encumber or otherwise dispose of, any of its assets.

: (8  Limitation on Investment in Joint Ventures. Except as required by
applicable law or any agreement to which the Company or any of the Company Subsidiaries is a party
on the date hereof, the Company will not make, and will not permit any Subsidiary to make, any
additional investments in, or loans or capital contributions to, or to undertake any guaranties or other
obligations with respect to any joint venture or partnership.

{1)) Tax-Exempt Status. The Company shall not, and the Company shall not
permit any of the Company Subsidiaries to, take any action that (or fail to take any action if such
failure) could reasonably be expected to jeopardize the qualification of the Company’s outstanding
revenue bonds which qualify on the date hereof under Section 142(a) of the Code as “exempt facility
bonds” or as tax-exempt pollution control bonds under Section 103(b) (4) of the Internal Revenue
Code of 1954, as amended, prior to the Tax Reform Act of 1986.

® Tax Matters. Neither the Company nor any of its Subsidiaries shall (i) make
or rescind any material express or deemed election relating to Taxes or grant any power of attorney
with respect to any Tax matters, (i) make a request for a Tax Ruling or enter into a Closing Agreement,
(iti) settle or compromise any material claim, action, suit, litigation, proceeding, arbitration, investigation,
audit or controversy relating to Taxes, or (iv) change in any material respect any of its methods of
reporting income or deductions for federal income tax purposes from those employed in the preparation
of its federal income tax return for the taxable year ending December 31, 1998, (in each case, a “Tax
Change”); except for Tax Changes (A) required by applicable law, (B) with respect to any Tax period
that involve Tax issues where the amount of income, gain, loss, deduction, credit, gross receipts,
property value or any similar item does not exceed $75,000,000 with respect to such Tax period (or
more than $75,000,000 in any subsequent Tax period); provided that, the Company has informed and
consulted with Parent and Newco prior to making such Tax Change or (C) that are made with the
written consent of Parent, which consent will not be unreasonably withheld. Notwithstanding the
requirements of this Section 6.1(i), any Tax Change relating to the Nuclear Sale shall not be subject to
this Section 6.1(i). The Company agrees to consult with and inform Parent and Newco of any events
that are reasonably likely to result in a Tax Change relating to the Nuclear Sale and shall not make any
such Tax Change without such consultation.

1)) Capital Expenditures. Except (1) as required by law, or (ii) as reasonably
deemed necessary by the Company after consulting with Parent following a catastrophic event, such as
a major storm, the Company shall not, and the Company shall not permit any of the Company
Subsidiaries to, make capital expenditures during any fiscal year, except for capital expenditures
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(@)  Ordinary Course of Business. The Company shall, and shall cause the
Company Subsidiaries to, carry on their respective businesses in the usual, regular and ordinary course
in substantially the same manner as heretofore conducted and use all commercially reasonable efforts to
preserve intact their respective present business organizations and goodwill, preserve the goodwill and
relationships with customers, suppliers and others having business dealings with it and, subject to
prudent management of work force needs and ongoing programs currently in force, keep available the
services of their respective present officers and employees. The Company shall not, and shall not
permit the Company Subsidiaries to, enter into a new line of business involving any investment of assets
or resources or any exposure to liability or loss to the Company and the Company Subsidiaries taken
as a whole; provided, however, that notwithstanding the above and notwithstanding any other
provision in Section 6.1, the Company and any of the Company Subsidiaries may make equity infusions
into a Company Subsidiary to the extent required by law or a state regulatory commission.

(b)  Dividends. The Company shall not, and shall not permit any of the Company
Subsidiaries to: (i) declare or pay any dividends on or make other distributions in respect of any of
their respective capital stock except (A) to the Company or the Company Subsidiaries, (B) Company
Subsidiaries may continue the declaration and payment of regularly scheduled dividends on, and
distributions required by the terms of, preferred stock or similar securities not convertible into common
equity securities (“Non-Convertible Preferred Securities”) (ii) split, combine or reclassify any of their
respective capital stock or issue or authorize or propose the issuance of any other securities in respect
of, in lieu of, or in substitution for, shares of their respective capital stock or (iii) redeem, repurchase or
otherwise acquire any shares of their respective capital stock, other than (x) for the purpose of funding
employee stock ownership plans and dividend reinvestment programs in accordance with past practice
and (y) redemptions, purchases or acquisitions required by the terms of any Non-Convertible Preferred
Securities of Company Subsidiaries.

()  Issuance of Securities. The Company shall not, nor shall it permit any of its
Subsidiaries to issue or sell, or authorize or propose the issuance or sale of, any shares of its capital
stock or any option with respect thereto (other than (i) the issuance of options or awards pursuant to
the Company Share Plans in accordance with their present terms and only in connection with the hiring
of new employees, and the issuance of shares of Company capital stock upon exercise of such options
or awards or (ii) the issuance by a wholly owned Subsidiary of its capital stock to its direct or indirect
parent corporation, or modify or amend any right of any holder of outstanding shares of capital stock or
options with respect thereto).

@ Charter Documents. The Company shall not amend or propose to amend its
charter or by-laws except as contemplated herein.

© No Acquisitions. The Company shall not, nor shall it permit any of the
Company Subsidiaries to, acquire (by merging or consolidating with, or by purchasing a substantial
equity interest in or substantial portion of the assets of, or by any other manner) any business or any
corporation, partnership, association or other business organization or division thereof or otherwise
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validly exercised) (the “Parent Merger Shareholders’ Approval”) at a general meeting of Parent
Shareholders in relation to the Merger and other transactions contemplated hereby (the “Parent
Merger Meeting”) and (ii) the Scheme and other transactions contemplated thereby are, (x) at the
meeting of Parent shareholders convened by an order of the Court (the “Parent Court Meeting”), the
affirmative vote of a majority in number representing 75 percent of the value of Parent Ordinary Shares
present and voting (either in person or by proxy) and (y) with respect to approval of the Scheme
resolutions at an extraordinary general meeting of Parent shareholders (the “Parent Scheme
Meeting”), the affirmative vote of 75 percent of ordinary shareholders of Parent as (being entitled to do
so) are present in person and vote (or, on the case of a vote taken on a poll, the affirmative vote by
shareholders representing 75 percent of the Parent Ordinary Shares in respect of which votes were -
validly exercised) (together, the “Parent Scheme Shareholders’ Approval” and with the Parent
Merger Shareholders’ Approval, the “Parent Shareholders’ Approvals”™).

(b)  Newco and Merger Sub have received all necessary approvals, if any, from
their respective shareholders required to consummate the transactions contemplated hereby.

Section 5.11  Brokers. Except as relates to the services provided by Rothschild, Inc.
as financial advisor to Parent, all negotiations relative to the Scheme and the Merger and the
transactions contemplated hereby have been carried out by Parent and Newco directly with the
Company, without the intervention of any person on behalf of Parent or Newco in such manner as to
give nise to any valid claim by any person against the Company, Parent, Newco or any of their
respective Subsidiaries for a finder’s fee, brokerage commission or similar payment.

Section 5.12  Insurance. Except as set forth in Section 5.12(b) of Parent Disclosure
Schedule, neither Parent nor any of the Parent Subsidiaries has received any notice of cancellation or
termination with respect to any material insurance policy of Parent or any of the Parent Subsidiaries.

Section 5.13  Ownership of Company Common Stock. None of Parent or Newco
nor any of their Subsidiaries beneficially own any shares of Company Common Stock.

ARTICLE VI
CONDUCT OF BUSINESS PENDING THE MERGER

Section 6.1  Covenants of the Company. After the date hereof and prior to the
Merger Effective Time or earlier termination of this Agreement, the Company agrees as follows, each
as to itself and to each of the Company Subsidiaries, except as expressly contemplated or permitted in
this Agreement or as set forth in Section 6.1 of the Company Disclosure Schedule or to the extent
Parent shall otherwise consent in advance in writing, which decision regarding consent shall be made as
soon as reasonably practical:
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Subsidiaries have been granted or are pending, except for requests with respect to such Taxes that, to
the extent not adequately reserved, the assessment of which would not, individually or in the aggregate,
have a Parent Material Adverse Effect.

(b)  Neither Newco, Parent nor any of the Parent Subsidiaries has taken any action
or has any knowledge of any fact or circumstance that is reasonably likely to (i) prevent the Merger and
the Scheme taken together from qualifying as a transaction described in Section 351 of the Code or (ii)
cause the Merger to be subject to Code Section 367(a)(1).

© On the Closing Date, Newco will directly own the whole of the issued share
capital of Merger Sub.

Section 5.9  Environmental Protection.

Except as would not, in the aggregate, reasonably be expected to have a Parent
Material Adverse Effect, and except as set forth in Section 5.9(a) of the Parent Disclosure Schedule or
in the Parent SEC Reports,

(@) Compliance. To Parent’s knowledge, Parent and the Parent Subsidiaries are
in substantial compliance with all applicable Environmental Laws and the terms and conditions of all
applicable Environmental Permits, and neither Parent nor any of the Parent Subsidiaries has received
any written notice from Governmental Authority that alleges that Parent or any of the Parent
Subsidiaries is not in such compliance with applicable Environmental Laws or the terms and conditions
of all such Environmental Permits;

(b)  Environmental Claims/Releases. There are no Environmental Claims, to
Parent’s knowledge, pending or threatened: (i) against Parent or any of the Parent Subsidiaries; (i)
agamst any person or entity whose Lability for any Environmental Claim Parent or any of the Parent
Subsidiaries has retained or assumed either contractually or by operation of Environmental Law; (iii)
against any properties or operations that Parent or any of the Parent Subsidiaries owns; or (iv) as the
result of a Release of Hazardous Materials in contravention of applicable Environmental Laws, at any
properties or operations that Parent or any of the Parent Subsidiaries owns.

© Parent Representations. Notwithstanding any other representations and
warranties in this Article V, the representations and warranties contained in this Section 5.9 constitute
the sole representations and warranties of the Parent with respect to any Environmental Law,
Environmental Permit, Environmental Claim, Releases or Hazardous Material.

Section 5.10  Votes Required. (a) The only votes of the holders of any class of
shares of Parent that are required to approve (i) the Merger and other transactions contemplated
thereby are the affirmative vote of a majority of such ordinary shareholders of Parent as (being entitled
to do s0) are present in person and vote (or, in the case of a vote taken on a poll, the affirmative vote
by shareholders representing a majority of the Parent Ordinary Shares in respect of which votes were
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reasonable for them to obtain by making inquiries) or (ii) all information relating to Newco and
information which is within the knowledge of each of the directors of Newco (or which it would be
reasonable for them to obtain by making inquiries), which, in each case, is required to enable the Parent
Disclosure Documents and the parties hereto to comply in all material respects with all United Kingdom
statutory and other legal and regulatory provisions (including, without limitation, the Companies Act, the
FSA, and the rules and regulations made thereunder, and the rules and requirements of the UX. Listing
Authority) and all such information contained in the Circular and Scheme Document will be in
accordance with the facts and will not omit anything likely to affect the import of such information.

(b)  None of the information supplied or to be supplied by or on behalf of Parent,
Newco or Merger Sub for inclusion or incorporation by reference in (i) the Registration Statement (as
defined in Section 4.8(a)) will, at the time the Registration Statement is filed with the SEC and at the
time it becomes effective under the Securities Act, contain any untrue statement of a material fact or
omit to state any material fact required to be stated therein or necessary to make the statements therein
not misleading and (ii) the Proxy Statement (as defined in Section 4.8(a)) will, at the dates mailed to the
Company shareholders and at the times of the Company Meeting (as defined in Section 7.4(b)),
contain any untrue statement of a material fact or omit to state any material fact required to be stated
therein or necessary in order to make the statements therein, in light of the circumstances under which
they are made, not misleading. The Registration Statement and the Proxy Statement included therein
shall comply as to form in all material respects with the provisions of the Securities Act and the
Exchange Act and the rules and regulations thereunder.

(© Notwithstanding the foregoing provisions of this Section 5.7, no representation
or warranty is made by Parent, Newco or Merger Sub with respect to statements made or
incorporated by reference in the Registration Statement, the Proxy Statement or the Parent Disclosure
Documents based on information supplied by the Company for inclusion or incorporation by reference
therein or based on information which is not made in or incorporated by reference in such documents
but which should have been disclosed pursuant to this Section 5.7.

Section 5.8 Tax Matters.

(@) Newco, Merger Sub, Parent and the Parent Subsidiaries have filed all material
Tax Returns required to be filed by it, or requests for extensions to file such Tax Returns have been
timely filed or granted and have not expired and all Tax Returns are complete and accurate in all
material respects. Newco, Merger Sub, Parent and the Parent Subsidiaries have paid (or Parent, if
applicable, has paid on their behalf) all Taxes shown as due on such Tax Retumns. The most recent
financial statements contained in the Parent SEC Reports reflect an adequate reserve for all Taxes
payable by Parent and the Parent Subsidiaries for all taxable periods and portions thereof accrued
through the date of such financial statements, and no deficiencies for any Taxes have been proposed,
asserted or assessed against Newco, Merger Sub, Parent or any of the Parent Subsidiaries that are not
adequately reserved for, except for inadequately reserved Taxes and inadequately reserved deficiencies
that would not, individually or in the aggregate, have a Parent Material Adverse Effect. No requests for
waivers of the time to assess any taxes against Newco, Merger Sub, Parent or any of the Parent
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on a consistent basis during the periods involved (except as may be indicated therein or in the notes
thereto and except with respect to unaudited statements) and fairly present (subject, in the case of the
unaudited interim financial statements, to normal, recurring year-end audit adjustments (which are not
expected to be, individually or in the aggregate, materially adverse to Parent and Parent Subsidiaries
taken as a whole)) the consolidated financial position of Parent and its consolidated subsidiaries as at
the dates thereof and the consolidated results of operations and cash flows for the periods then ended.
True, accurate and complete copies of the memorandum and articles of association of Parent, as in
effect on the date hereof, are included (or incorporated by reference) in the Parent SEC Reports.

(b)  All material filings required to be made by Parent or any Parent Subsidiaries
since March 31, 1996 in the United Kingdom under the Electricity Act 1989, have been filed with the
Office of Gas and Electricity Markets (“OF GEM) or any other appropriate Governmental Authority,
as the case may be, including all material forms, statements, reports, agreements and all material
documents, exhibits, amendments and supplements appertaining thereto, including but not limited to all
material rates, tariffs, franchises, service agreements and related documents, complied, as of their
respective dates, in all material respects with all applicable requirements of the statute and the rules and
regulations thereunder.

Section 5.5  Absence of Certain Changes or Events. Except as disclosed in the
Parent SEC Reports filed prior to the date hereof or as set forth in Section 5.5 of the Parent Disclosure
Schedule, since March 31, 2000, Parent and each of the Parent Subsidiaries have conducted their
business only in the ordinary course of business consistent with past practice and there has not been,
and no fact or condition exists which has had or could reasonably be expected to have a Parent
Material Adverse Effect.

Section 5.6  Legal Proceedings. Except as disclosed in the Parent SEC Reports
filed prior to the date hereof or as set forth in Section 5.6, Section 5.8 or Section 5.9 of the Parent
Disclosure Schedule, (a) there are no claims, suits, actions or proceedings by any court, governmental
department, commission, agency, instrumentality or authority or any arbitrator, pending or, to the
knowledge of Parent, threatened, nor are there, to the knowledge of Parent, any investigations or
reviews by any court, govemmental department, commission, agency, instrumentality or authority or any
arbitrator pending or threatened against, relating to or affecting Parent or any of the Parent Subsidiaries,
which would have a Parent Material Adverse Effect, (b) there have not been any significant
developments since March 31, 2000 with respect to such disclosed claims, suits, actions, proceedings,
hearings, investigations, audits or reviews that would have a Parent Material Adverse Effect and (c)
there are no judgments, decrees, injunctions, rules or orders of any court, governmental department,
commission, agency, instrumentality or authority or any arbitrator applicable to Parent or any of the
Parent Subsidiaries, except for such that could not reasonably be expected to have a Parent Material
Adverse Effect.

Section 5.7  Information Supplied. (a) The Parent Disclosure Documents (as
defined in Section 4.8(b)) will, at all relevant times, include (i) all information relating to Parent, and
information which is within the knowledge of each of the directors of Parent (or which it would be
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declarations, filings or registrations, giving such notices, obtaining such authorizations, consents or
approvals, and having such waiting periods expire as are necessary to avoid a violation of law.

(d)  Compliance. Except as set forth in Section 5.3(d), Section 5.6 and
Section 5.9 of the Parent Disclosure Schedule, or as disclosed in the Parent SEC Reports (as defined
in Section 5.4) filed prior to the date hereof, neither Parent nor any of the Parent Subsidiaries is in
violation of, is under investigation with respect to any violation of, or has been given notice or been
charged with any violation of, any law, statute, order, rule, regulation, ordinance or judgment (excluding
any applicable Environmental Laws, compliance with which is the subject of Section 5.9) of any
Govemnmental Authority, except for possible violations which individually or in the aggregate could not
reasonably be expected to have a Parent Material Adverse Effect. Except as set forth in Section
5.3(d) of the Parent Disclosure Schedule, or as expressly disclosed in the Parent SEC Reports or
Parent Disclosure Documents, Parent and the Parent Subsidiaries have all permits, licenses, franchises
and other governmental authorizations, consents and approvals necessary to conduct their businesses as
presently conducted which are material to the operation of the businesses of Parent and the Parent
Subsidiaries. Except as set forth in Section 5.3(d) of the Parent Disclosure Schedule, each of Parent
and the Parent Subsidiaries is not in breach or violation of or in default in the performance or
observance of any term or provision of, and no event has occurred which, with the lapse of time or
action by a third party, could result in a default by Parent or any Parent Subsidiary under (i) their
respective charters or by-laws or (ii) any contract, commitment, agreement, indenture, mortgage, loan
agreement, note, lease, bond, license, approval or other instrument to which they are a party or by
which Parent or any Parent Subsidiary is bound or to which any of their property is subject, except for
possible violations, breaches or defaults which individually or in the aggregate could not reasonably be
expected to have a Parent Material Adverse Effect.

Section 5.4  Reports and Financial Statements. (a) All material filings required to
be made by Parent and the Parent Subsidiaries since January 1, 1995 under the Securities Act, the
Exchange Act, the 1935 Act, the Power Act, and applicable state public utility laws and regulations
have been filed with the SEC, the FERC, the NRC, the FCC, the DOE or the appropriate state public
utilities commission, as the case may be, including all forms, statements, reports, agreements (oral or
written) and all documents, exhibits, amendments and supplements appertaining thereto, and complied,
as of their respective dates, in all material respects with all applicable requirements of the appropriate
statutes and the rules and regulations thereunder. Parent has made available to the Company a true and
complete copy of each report, schedule, registration statement and definitive proxy statement filed with
the SEC by Parent pursuant to the requirements of the Securities Act or Exchange Act since October
7, 1999 (as such documents have since the time of their filing been amended, the “Parent SEC
Reports”). As of their respective dates, the Parent SEC Reports did not contain any untrue statement
of a material fact or omit to state a material fact required to be stated therein or necessary to make the
statements therein, in light of the circumstances under which they were made, not misleading. The
audited consolidated financial statements and unaudited interim financial statements of Parent included in
the Parent SEC Reports (collectively, the “Parent Financial Statements”) complied as to form in all
material respects with the published rules and regulations of the SEC with respect thereto, were
prepared in accordance with generally accepted accounting principles in the United Kingdom applied
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Section 5.3 Authority; Non-Contravention; Statutory Approvals; Compliance.

(@)  Authority. Parent, Newco and Merger Sub have all requisite power and
authority to enter into this Agreement and subject to the receipt of the Parent Required Statutory
Approvals (as defined in Section 5.3(c)) and the Parent Shareholders’ Approvals (as defined in
Section 5.10), to consummate the Merger, the Scheme and related transactions contemplated hereby.
The execution and delivery of this Agreement and the consummation of the transactions contemplated
hereby have been duly authorized by all necessary corporate action on the part of Parent, Newco and
Merger Sub, subject to obtaining Parent Shareholders’ Approvals. This Agreement has been duly and
validly executed and delivered by Parent, Newco and Merger Sub and, assuming the due authorization,
execution and delivery hereof by the other signatories hereto, constitutes the valid and binding obligation
of Parent, Newco and Merger Sub enforceable against such parties in accordance with its terms,
except as enforceability may be limited by applicable bankruptcy, insolvency, reorganization, fraudulent
conveyance, moratorium or other similar laws affecting or relating to the enforcement of creditors rights
generally or general principles of equity (regardless of whether enforcement is considered in a
proceeding at law or in equity).

(b)  Non-Contravention. Except as set forth in Section 5.3(b) of the Parent
Disclosure Schedule, the execution and delivery of this Agreement by Parent, Newco and Merger Sub
does not, and the consummation of the transactions contemplated hereby shall not, result in a Violation
pursuant to any provisions of (i) the charter, by-laws or similar governing documents of Parent or any of
the Parent Subsidiaries or Newco or Merger Sub, (ii) subject to obtaining Parent Required Statutory
Approvals and the receipt of Parent Shareholders’ Approvals, any statute, law, ordinance, rule,
regulation, judgment, decree, order, injunction, writ, permit or license of any Governmental Authority
applicable to Parent or any of the Parent Subsidiaries or Newco or Merger Sub or any of their
respective properties or assets or (iii) subject to obtaining the third-party consents set forth in Section
5.3(b) of the Parent Disclosure Schedule (the “Parent Required Consents”), any note, bond,
mortgage, indenture, deed of trust, license, franchise, permit, concession, contract, lease or other
instrument, obligation or agreement of any kind to which Parent or any of the Parent Subsidiaries or
Newco or Merger Sub is a party or by which they or any of their respective properties or assets may
be bound or affected, except in the case of clause (ii) or (iii) above for any such Violation which could
not reasonably be expected to have a material adverse effect on the business, assets, condition
(financial or otherwise), current or reasonably anticipated future results of operations of Parent and the
Parent Subsidiaries, taken as a whole, or on Parent’s ability to consummate the Merger (a “Parent
Material Adverse Effect™).

()  Statutory Approvals. No declaration, filing or registration with, or notice to or
authorization, consent or approval of, any Governmental Authority is necessary for the execution and
delivery of this Agreement by Parent, Newco and Merger Sub or the consummation by Parent, Newco
and Merger Sub of the transactions contemplated hereby except as described in Section 5.3(c) of the
Parent Disclosure Schedule (the “Parent Required Statutory Approvals”™). References in this
Agreement to “obtaining” such Parent Required Statutory Approvals shall mean making such
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of the State of Delaware. Newco and Merger Sub have been incorporated solely for the purposes of
I engaging in the transactions contemplated by this Agreement and have not conducted any other
| business prior to the date hereof and will not conduct any other business prior to the Closing Date
| except in connection with any activity related to the consummation of the Scheme or the Merger.

Section5.2  Capitalization. (a) As of the date hereof, the authorized share capital
of Parent consists of 2,125,000,000 Parent Ordinary Shares and the Parent Special Share. At the
close of business on September 1, 2000 (i) 1,484,609,903 Parent Ordinary Shares were issued and
outstanding, (ii) one Parent Special Share was outstanding and (iii) except as set forth in Section 5.2 of
the Parent Disclosure Schedule, no Voting Debt is issued or outstanding. All outstanding Parent
Ordinary Shares are validly issued and fully paid and are not subject to preemptive rights, except as
provided in Section 89 of the Companies Act of 1985 of the United Kingdom (the “Companies Act”)
and except as set forth in Section 5.2 of the Parent Disclosure Schedule. As of the date of this
Agreement, except as set forth in Section 5.2 of the Parent Disclosure Schedule or pursuant to this
Agreement and the employment, severance, deferred compensation or similar agreements that are
maintained or contributed to as of the date of this Agreement (the “Parent Plans™), there are no
options, warrants, calls, rights, commitments or agreements of any character to which Parent or any
Parent Subsidiary is a party or by which it is bound obligating Parent or any Parent Subsidiary to issue,
deliver or sell, or cause to be issued, delivered or sold, additional capital or other shares or any Voting
Debt securities of Parent or any Parent Subsidiary or obligating Parent or any Parent Subsidiary to
grant, extend or enter into any such option, warrant, call, right, commitment or agreement. Except as
set forth in Section 5.2 of the Parent Disclosure Schedule, or other than in connection with the Parent
Plans, after the Scheme Effective Time, there will be no option, warrant, call, right, commitment or
agreement obligating Parent or any Parent Subsidiary to issue, deliver or sell, or cause to be issued,
delivered or sold, any capital or other shares or any Voting Debt of Parent or any Parent Subsidiary, or
obligating Parent or any Parent Subsidiary to grant, extend or enter into any such option, warrant, call,
right, commitment or agreement.

(b)  The authorized share capital of Newco consists of 100 ordinary shares
(“Newco Original Ordinary Shares™), of which one share is issued and outstanding. Prior to the
Scheme Effective Time, two Newco Original Ordinary Shares and 49,998 redeemable preference
shares (“Newco Original Preference Shares”) shall be issued and outstanding,.

(c)  Prior to the Merger Effective Time, the authorized capital stock of Merger Sub
will consist of 100 common shares, par value $0.10 per share, all of which will be issued and
outstanding and owned by Newco. All such outstanding common shares will be duly authorized, validly
issued, fully paid and nonassessable and not subject to preemptive rights.
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Section 4.21  State Antitakeover Matters. Assuming the accuracy of the
representation contained in Section 5.13, no “fair price,” “moratorium,” ‘business combination,”
“control share acquisition,” or other form of anti-takeover statute or regulation under New York law
is applicable to the Merger and other transactions contemplated hereby.

Section 4.22  Commodity Derivatives and Credit Exposure Matters. Except as
set forth in Section 4.22 of the Company Disclosure Schedule, as of September 1, 2000, the Company
and the Company Subsidiaries do not in the aggregate have (qualified on a marked-to-market basis and
calculated with respect to physical and financial positions exposure) (a) natural gas or electricity
forward price exposure exceeding $1 million, (b) pipeline transportation (basis) exposure exceeding $1
million, or (c) credit exposures (which is unsecured and not backed by letters of credit or enforceable
guarantees from A-rated credit providers) to any one counterparty that exceeds $1 million.

Section 4.23  The Company Associates. The representations and warranties set
forth (a) in Sections 4.4(b) and (c) are true and correct with regard to the Company Associates, and
(b) in Sections 4.4(d), 4.6, 4.7,4.10,4.11 and 4.12 are, to the Knowledge of the Company, true and
correct, as of the date hereof, with regard to the Company Associates.

ARTICLE V

REPRESENTATIONS AND WARRANTIES
OF PARENT, NEWCO AND MERGER SUB

Parent, Newco and Merger Sub represent and warrant to the Company as follows:

Section 5.1  Organization and Qualification. (a) Except as set forth in Section
5.1 of the schedule delivered by Parent on the date hereof (the “Parent Disclosure Schedule”), Parent
and each of the Parent Subsidiaries (as defined below) is a corporation or other entity duly organized,
validly existing and in good standing (with respect to jurisdictions that recognize the concept of good
standing) under the laws of its jurisdiction of incorporation or organization, has all requisite power and
authority, and has been duly authorized by all necessary approvals and orders to own, lease and
operate its assets and properties to the extent owned, leased and operated and to carry on its business
as it is now being conducted and is duly qualified and in good standing (with respect to jurisdictions that
recognize the concept of good standing) to do business in each jurisdiction in which the nature of its
business or the ownership or leasing of its assets and properties makes such qualification necessary
other than in such jurisdictions where the failure so to qualify could not reasonably be expected to have
a Parent Material Adverse Effect (as defined in Section 5.3(b)). As used in this Agreement, the term
“Parent Subsidiary” shall mean a Subsidiary of Parent.

(b)  Newco is a corporation duly organized and validly existing under the laws of
England and Wales. Newco holds all of the issued and outstanding shares of capital stock of
Merger Sub, which is a corporation duly organized, validly existing and in good standing under the laws

NYB 465013.17 56621 00721
9/4/00 11:55 AM 27

35




34

To the Knowledge of the Company, the use of the Company Intellectual Property by the Company or
the Company Subsidiaries does not infringe upon, violate or constitute a misappropriation of any right,
title or interest in any intellectual property right (including, without limitation, any trademark, trade name,
patent, service mark, brand mark, brand name, computer program, database, industrial design or
copyright) of any other person, and neither the Company nor any of the Company Subsidiaries has
received written notice of any claim or threatened claim that any of the Company Intellectual Property is
invalid, infringes the asserted rights of any other person, and, to the Knowledge of the Company, the
Company Intellectual Property owned by the Company has not been used or enforced or has failed to
be used or enforced in a manner that would result in the abandonment, cancellation or unenforceability
of any of such Company Intellectual Property, except for such infringements, violations,
misappropriations, interferences, claims, invalidity, use, abandonments, cancellations or unenforceability
that could not, individually or in the aggregate, reasonably be expected to have a Company Material
Adverse Effect.

Section 4.19  Nuclear Operations and NRC Actions. (a) The Company owns
Nine Mile Point Nuclear Station Unit No. 1 and a 41% tenant-in~common interest in Nine Mile Point
Nuclear Station Unit No. 2 (the “Company Nuclear Facilities”). Except as disclosed in the Company
SEC Reports filed prior to the date hereof, the operations of the Company Nuclear Facilities are and
have at all times been conducted in compliance with applicable health, safety, regulatory and other legal
requirements, and no Company Nuclear Facility is in violation of any applicable health, safety,
regulatory or other legal requirements applicable to the Company Nuclear Facilities, except for such
failures to comply as could not in the aggregate be reasonably expected to have a Company Material
Adverse Effect. The Company Nuclear Facilities maintain emergency plans designed to respond to an
unplanned release therefrom of radioactive materials into the environment and liability insurance to the
extent required by law, and such further insurance (other than liability insurance) as is consistent with the
Company’s view of the risks inherent in the operation of a nuclear power facility and with the general
practices of the nuclear power industry.

(b)  Except as disclosed in the Company SEC Reports filed prior to the date
hereof, neither the Company nor any of its Subsidiaries has been given written notice of or been
charged with actual or potential violation of, or, to the Knowledge of the Company, is the subject of
any ongoing proceeding, inquiry, special inspection, diagnostic evaluation or other NRC action of which
the Company or any of its Subsidiaries has received notice under the Atomic Energy Act, any
applicable regulations thereunder or the terms and conditions of any license granted to the Company or
any of its Subsidiaries regarding the Company Nuclear Facilities that would have, or is reasonably likely
to have, a Company Material Adverse Effect. No Company Nuclear Facility is, as of the date of this
Agreement, on the List of Nuclear Power Plants Warranting Increased Regulatory Attention maintained
by the NRC.

Section 420 Ownership of Parent or Newco Common Stock. None of the
Company or any of the Company Subsidiaries beneficially owns any Parent Ordinary Shares, Parent
ADSs, Newco Ordinary Shares or Newco ADSs.

NYB 465013.17 56621 00721
9/4/00 11:55 AM 26




service company. Except as set forth above and as set forth in Section 4.13 of the Company
Disclosure Schedule, neither the Company nor any “subsidiary company” or “affiliate” of the
Company is subject to regulation as a public utility or public service company (or similar designation) by
the Federal government of the United States, any state in the United States or any political subdivision
thereof, or any foreign country.

(b)  Asused in this Section 4.13, the terms “subsidiary company” and “affiliate”
shall have the respective meanings ascribed to them in Section 2(a)(8) and Section 2(a)(11),
respectively, of the 1935 Act.

Section 4.14  Vote Required. The approval of the Merger by the holders of a
majority of the votes entitled to be cast by all holders of Company Common Stock (the “Company
Shareholders’ Approval”) is the only vote of the holders of any class or series of the capital stock of
the Company or any of the Company Subsidiaries required to approve this Agreement, the Merger and
the other transactions contemplated hereby.

Section4.15  Opinion of Financial Advisor. The Company has received the
opinion of Donaldson, Lufkin & Jenrette Securities Corporation, dated the date of this Agreement, to
the effect that, as of such date, Merger Consideration is fair from a financial point of view to the holders
of Company Common Stock.

Section 4.16  Brokers. Except as relates to the services provided by Donaldson,
Lufkin & Jenrette Securities Corporation as financial advisor to the Company, neither the Company nor
any of its officers, directors or employees has employed any broker, or finder or incurred any lLiability
for a finder’s fee, brokerage commission or similar payment in connection with the transactions
contemplated hereby.

Section 4.17 Insurance. Except as set forth in Section 4.17 of the Company
Disclosure Schedule, neither the Company nor any of the Company Subsidiaries has received any
notice of cancellation or termination with respect to any material insurance policy of the Company or
any of the Company Subsidiaries.

Section 4.18 Intellectual Property. The Company and the Company Subsidiaries
own or have adequate rights to use all trademarks, trade names, patents, service marks, brand marks,
brand names, computer programs, databases, industrial designs and copyrights used in the operation of
their business (collectively, the “Company Intellectual Property”), subject to such exceptions as to
such ownership and restrictions on such rights as could not reasonably be expected, individually or in
the aggregate, to have a Company Material Adverse Effect. All of the Company Intellectual Property
owned by the Company or one of the Company Subsidiaries is free and clear of any and all
Encumbrances, subject to such exceptions as could not reasonably be expected, individually or in the
aggregate, to have a Company Material Adverse Effect, and neither the Company nor any of the
Company Subsidiaries has forfeited or otherwise relinquished any Company Intellectual Property which
forfeiture or relinquishment could reasonably be expected to have a Company Material Adverse Effect.
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govemmental response costs, removal costs, remedial costs, natural resources damages,
property damages, personal injuries or penalties) arising out of, based on or resulting from (A)
the presence, Release or threatened Release into the environment of any Hazardous Materials
at any location, whether or not owned, operated, leased or managed by the Company or any of
the Company Subsidiaries (for purposes of this Section 4.12) or by Parent or any of the Parent
Subsidiaries (for purposes of Section 5.9),(B) circumstances forming the basis of any violation
or alleged violation of any Environmental Law or (C) any and all claims by any third party
seeking damages, contribution, indemnification, cost recovery, compensation or injunctive relief
resulting from the presence or Release of any Hazardous Materials.

(ii) “Environmental Laws” means any and all laws in any relevant jurisdiction,
including common law, all applicable federal, state and local laws, codes, ordinances,
directives, orders, rules and regulations and binding administrative or judicial interpretations
thereof relating to pollution, the environment (including, without limitation, ambient air, water
(including groundwater and drinking water, land surface or subsurface strata), natural resources
as well as protection of human health and safety from exposure to Hazardous Materials,
including without limitation, laws and regulations relating to Releases or threatened Releases of
Hazardous Materials, remedial cleanup or otherwise relating to the manufacture, generation
processing, distribution, use, treatment, storage, disposal, deposit, transport or handling of
Hazardous Materials.

(i) “Hazardous Materials” means (A) any petroleum or petroleum products,
oil, coal ash, radioactive matenials, coal tar or other forms of MGP waste or by-products,
radon gas, asbestos in any form that is or could become friable, urea formaldehyde, foam
insulation, lead-based paint and any materials, transformers or other equipment that contain
dielectric fluid containing regulated concentrations of polychlorinated biphenyls (“PCBs”), (B)
any chemicals, materials or substances which exhibit the characteristics of or are now defined
as or included in the definitions of “hazardous substances,” “hazardous wastes,” “hazardous
materials,” “extremely hazardous wastes,” ‘restricted hazardous wastes,” “toxic
substances,” “contaminants”’, “toxic pollutants,” or words of similar import under any
Environmental Law and (C) any other chemical, material, substance or waste, exposure to
which is now prohibited, limited or regulated under any applicable Environmental Law or harm
from which would be actionable under any Environmental Law.

(iv) ‘“Release” means any release, spill, emission, leaking, injection, deposit,
disposal, discharge, dispersal, leaching or migration into the atmosphere, soil, water (including
groundwater) or property and related improvements.

Section 4.13  Regulation as a Utility. (a) The Company is a public utility holding
company exempt under Section 3(a)(1) from all provisions of the 1935 Act except Section 9(a)(2)
thereof. Section 4.13 of the Company Disclosure Schedule lists the subsidiaries of the Company that
are “public utility companies” within the meaning of Section 2(a)(5) of the 1935 Act and lists the
jurisdictions where each such Subsidiary is subject to regulation as a public utility company or public
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the Company or any of the Company Subsidiaries owns, leases, occupies, uses or manages or
has formerly owned, leased, occupied, used or managed, in whole or in part.

(iv) Releases. To the knowledge of the Company’s environmental, health and
safety managers, there are no Releases (as defined in Section 4.12(d)(iv)) of any Hazardous
Material (as defined in Section 4.12(d)(iii)) that would be reasonably likely to result in any
Environmental Claim against the Company or any of the Company Subsidiaries, or against any
person or entity whose liability for any Environmental Claim, the Company or any of the
Company Subsidiaries has or may have retained or assumed either contractually or by
operation of Environmental Law, except for any Environmental Claims which could not
reasonably be expected to have in the aggregate a Company Material Adverse Effect.

(v) Predecessors. To the knowledge of the Company’s environmental, health
and safety managers, there are no pending or threatened Environmental Claims or facts or
circurnstances which are reasonably likely to result in any Environmental Claim with respect to
any known predecessor of the Company or any of the Company Subsidiaries which would
have in the aggregate a Company Material Adverse Effect.

(b)  Except as would not have in the aggregate a Company Material Adverse
Effect, the Company has provided or otherwise made available to Parent: (i) copies of all material
Environmental Permits, as well as material environmental compliance reports, audits, studies,
assessments, complaints, notices of violations, orders or information requests (collectively,
“Environmental Documents”) received by or conducted or prepared by or on behalf of the Company
or any of the Company Subsidiaries relating to the business, operations, facilities or properties currently
or formerly owned, leased, managed, occupied, used or otherwise controlled by the Company or any
of the Company Subsidiaries; and (ii) based on records in the possession or the control of the
Company or any of the Company Subsidiaries, a complete list of all material Hazardous Materials used,
stored or generated in the course of the Company’s or any of the Company Subsidiaries’ business or
operations and all off-site Hazardous Materials treatment, storage or disposal facilities used by the
Company or any of the Company Subsidiaries.

() Notwithstanding any other representations and warranty in this Article IV, the
representations and warranties contained in this Section 4.12 constitute the sole representations and
warranties of the Company with respect to any Environmental Law, Environmental Permit,
Environmental Claim, Releases or Hazardous Material.

(d)  Definitions.” As used in this Agreement:

(i) “Environmental Claim” means any and all administrative, regulatory or
judicial actions (whether civil or criminal), suits, demands, demand letters, directives, claims,
liens, investigations, proceedings or written notices of noncompliance or violation by any person
or entity (including any Governmental Authority), alleging potential liability (including, without
limitation, potential responsibility or Liability for enforcement, investigatory costs, cleanup costs,
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Section 4.12  Environmental Protection.

() Except as set forth in Section 4.12 of the Company Disclosure Schedule or in

the Company SEC Reports filed prior to the date hereof:

(1) Compliance. The Company and each of the Company Subsidiaries has
been and is in compliance with all applicable Environmental Laws (as defined in Section
4.12(d)(ii)) except where the failure to so comply would not in the aggregate have a Company
Material Adverse Effect, and neither the Company nor any of the Company Subsidiaries has
received any communication (written or oral) from any person or Governmental Authority that
alleges that the Company or any of the Company Subsidiaries is not in such compliance with
applicable Environmental Laws, except as would not in the aggregate have a Company
Material Adverse Effect. To the Knowledge of the Company and the Company Subsidiaries,
compliance with all applicable Environmental Laws will not require the Company or any
Company Subsidiary to incur additional costs over the next five years, beyond those currently
recorded or budgeted for the five Company fiscal years beginning with January 1, 2000,
including, but not limited to, (i) the costs of pollution prevention or control equipment that are
known or anticipated to be required over the next five years; and (ii) investigatory, removal,
remediation or response costs or investigatory, removal, remediation or response costs known
to be required over the next five years, in each case, both on-site and off-site, except for such
additional costs that reasonably would not be expected to result in the aggregate in a Company
Material Adverse Effect.

(i) Environmental Permits. The Company and each of the Company
Subsidiaries has obtained or has applied for all environmental, health and safety permits and
governmental authorizations, consents or licenses (collectively, the “Environmental Permits™)
necessary for their operations as presently conducted, and all such Environmental Permits are in
good standing or, where applicable, a renewal application has been timely filed and is pending
before the appropriate Governmental Authority, except for such Environmental Permits that
would not reasonably be expected in the aggregate to have a Company Material Adverse
Effect. The Company and the Company Subsidiaries are in compliance with all terms and
conditions of the Environmental Permits, except where the failure to so comply could not in the
aggregate reasonably be expected to have a Company Material Adverse Effect.

(i) Environmental Claims. There are no written Environmental Claims (as
defined in Section 4.12(d)(i)) or, to the knowledge of the Company’s environmental, health and
safety managers, facts or circumstances which are reasonably likely to result in any
Environmental Claim which would have in the aggregate a Company Material Adverse Effect
pending (A) against the Company or any of the Company Subsidiaries, (B) against any person
or entity whose liability for any such Environmental Claim, the Company or any of the
Company Subsidiaries has retained or assumed either contractually or by operation of
Environmental Law, or (C) against any real or personal property, facility or operations which
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0] Full payment has been made of all material amounts which the Company or any
Company Subsidiary was required under the terms of the Company Employee Benefit Plans to have
paid as contributions to such plans on or prior to the Merger Effective Time (excluding any amounts not
yet due) and no Company Employee Benefit Plan which is subject to Part II of Subtitle B of Title I of
ERISA has incurred any “accumulated funding deficiency” within the meaning of Section 302 of ERISA
or Section 412 of the Code, whether or not waived.

{)] Except as set forth in Section 4.10(j) of the Company Disclosure Schedule, no
amounts payable under any Company Employee Benefit Plan or other agreement, contract, or
arrangement, as a result of or in connection with the Merger, is expected to fail to be deductible for
federal income tax purposes by virtue of Section 280G or Section 162(m) of the Code.

Section4.11  Labor and Employee Relations. As of the date hereof, except as
disclosed in Section 4.11(a) of the Company Disclosure Schedule or in the Company SEC Reports, (i)
neither the Company nor any of the Company Subsidiaries is a party to any collective bargaining
agreement or other labor agreement with any union or labor organization and (ii) to the Knowledge of
the Company or any Company Subsidiary, there is no current union representation question involving
employees of the Company or any of the Company Subsidiaries, nor does the Company or any
Company Subsidiary have Knowledge of any activity or proceeding of any labor organization (or
representative thereof) or employee group to organize any such employees. The Company has
delivered or otherwise made available to Parent true, correct and complete copies of the collective
bargaining agreements listed in Section 4.11 of the Company Disclosure Schedule, together with all
amendments, modifications or supplements thereto. Except as disclosed in Section 4.11(a) of the
Company Disclosure Schedule or in the Company SEC Reports filed prior to the date hereof, there is
no unfair labor practice, employment discrimination or other material grievance, arbitration, claim, suit,
action, proceeding or employment related complaint against the Company or any of the Company
Subsidiaries pending, or to the Knowledge of the Company or any Company Subsidiary, threatened
against or affecting the Company or any Company Subsidiary before any court, governmental
department, commission, agency, instrumentality or authority or any arbitrator, (b) there is no strike,
lockout or dispute, slowdown or work stoppage pending or, to the Knowledge of the Company or any
Company Subsidiary, threatened against or involving the Company or any Company Subsidiary, and
(c) there is no proceeding, claim, suit, action or governmental investigation pending or, to the
Knowledge of the Company, threatened in respect of which any director, officer, employee or agent of
the Company or any Company Subsidiary is or may be entitled to claim indemnification from the
Company or such Company Subsidiary pursuant to their respective charters or by-laws or as provided
in the indemnification agreements listed in Section 4.11(c) of the Company Disclosure Schedule.
Except as set forth in Section 4.11(a) of the Company Disclosure Schedule, to the Knowledge of the
Company and each Company Subsidiary, the Company and each such Company Subsidiary are in
material compliance with any and all laws in any relevant jurisdiction, including common law, all
applicable federal, state and local laws with respect to employment practices, labor relations, safety and
health regulations and mass layoffs and plant closings.
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any Company Employee Benefit Plan (other than as an incidental benefit under a Plan qualified under
Section 401(a) of the Code) which provides health or welfare benefits to retirees or other terminated
employees other than benefit continuations as required pursuant to Section 601 of ERISA. Each
Company Employee Benefit Plan subject to the requirements of Section 601 of ERISA has been
operated in material compliance therewith. Neither the Company nor any Company Subsidiaries have
contributed to a nonconforming group health plan (as defined in Code Section 5000(c)). No person or
entity other than the Company or a Company Subsidiary is, or has in the last five years been,
considered to be within a controlled group with the Company or any Company Subsidiary or under
common control with the Company or a Company Subsidiary within the meaning of Section 414 of the
Code or Section 4001 of ERISA.

(d  Except as set forth in Section 4.10(d) of the Company Disclosure Schedule,
each Company Employee Benefit Plan covers only employees who are employed by the Company or a
Company Subsidiary (or former employees or beneficiaries with respect to service with the Company
or a Company Subsidiary).

(e Except as set forth in Section 4.10(e) of the Company Disclosure Schedule,
neither the Company nor any Company Subsidiary, within the five-year period preceding the date of
this Agreemnent, at any time contributed to any ‘“‘multiemployer plan,” as that term is defined in
Section 4001 of ERISA. Neither the Company nor any Company Subsidiary is subject to “withdrawal
Liability” as that term is defined in Part I, Subtitle E, Title IV, of ERISA and if the Company or any
Company Subsidiary were to withdraw from a “multiemployer plan” at the Merger Effective Time,
neither the Company, nor any Company Subsidiary would have any “withdrawal liability” as that term is
defined in Part I, Subtitle E, Title IV, of ERISA.

® No event has occurred, and there exists no condition or set of circumstances in
connection with any Company Employee Benefit Plan, under which the Company or any Company
Subsidiary, directly or indirectly (through any indemnification agreement or otherwise), is likely to be
liable under Section 409 of ERISA, Section 502(i) of ERISA, Title IV of ERISA or Section 4975 of
the Code.

(3] Neither the Company nor any ERISA Affiliate has incurred any liability to the
Pension Benefit Guaranty Corporation (the “PBGC”) under Section 302(c)(ii), 4062, 4063, 4064 or
4069 of ERISA, or otherwise that has not been satisfied in full and no event or condition exists or has
existed which could reasonably be expected to result in any such material liability. No “reportable
event” within the meaning of Section 4043 of ERISA for which the 30-day reporting requirement has
not been waived or extended has occurred with respect to any Company Employee Benefit Plan that is
a defined benefit plan under Section 3(35) of ERISA within the 12-month period ending on the date
hereof.

) Except as set forth in Section 4.10(h) of the Company Disclosure Schedule, no
employer securities, employer real property or other employer property is included in the assets of any
Company Employee Benefit Plan.
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(p)  Neither the Company nor any of the Company subsidiaries has taken any
action or has any Knowledge of any fact or circumstance that is reasonably likely to (i) prevent the
Merger and the Scheme taken together from qualifying as a transaction described in Section 351 of the
Code or (i) cause the Merger to be subject to Code Section 367(a)(1).

Section 4.10 Employee Matters; ERISA.

(a) Each “employee benefit plan” (as defined in Section 3(3) of the Employee
Retirement Income Security Act of 1974, as amended (“ERISA™)), bonus, deferred compensation,
share option or similar option, employment agreement, severance plan or similar option, plan,
agreement or other written agreement relating to employment, compensation, employment benefits, and
any other compensation or fringe benefits for employees, former employees, officers or directors of the
Company or any Company Subsidiaries effective as of the date hereof or providing benefits as of the
date hereof to current employees, former employees, officers, trustees, or directors of the Company or
pursuant to which the Company or any of its Subsidiaries has or could reasonably be expected to have
any liability (collectively, the “Company Employee Benefit Plans ") is listed in Section 4.10(a) of the
Company Disclosure Schedule (other than any such agreement with an individual who was never an
officer or a director of the Company or any Company Subsidiary, if such agreement is not material
when considered individually and would not be material if considered in the aggregate with all other
such agreements with individuals who never were officers or directors of the Company or any
Company Subsidiary), is in material compliance with applicable law except as sct forth in Section
4.10(a) of the Company Disclosure Schedule, and has been administered and operated in all material
respects in accordance with its terms. Each Company Employee Benefit Plan which is intended to be
qualified within the meaning of Section 401(a) of the Code has received a favorable determination letter
from the IRS as to such qualification and, to the Knowledge of the Company, no event has occurred
and no condition exists which could reasonably be expected to result in the revocation of, or have any
adverse effect on, any such determination.

() Complete and correct copies of the following documents have been made
available to Parent as of the date of this Agreement: (i) all Company Employee Benefit Plans and any
related trust agreements, insurance contracts or other funding arrangements and any amendments to
each, (i1) the most current summary plan descriptions of each Company Employee Benefit Plan subject
to ERISA and any summary of material modifications issued since such summary plan descriptions,

(iii) the three most recent Form 5500s and Schedules thereto for each Company Employee Benefit Plan
subject to such reporting, (iv) the most recent determination of the Intemal Revenue Service with
respect to the qualified status of each Company Employee Benefit Plan that is intended to qualify under
Section 401(a) of the Code, (V) the most recent accountings with respect to each Company Employee
Benefit Plan funded through a trust or through a funding arrangement and (vi) the most recent actuarial
report of the enrolled actuary of each Company Employee Benefit Plan with rwpect to which actuarial
valuations are conducted.

(© Except as set forth in Section 4.10(c) of the Company Disclosure Schedule,
neither the Company nor any Company Subsidiary maintains or is obligated to provide benefits under
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@ Code Section 168. To the Knowledge of the Company, no property of the
Company or any of the Company Subsidiaries is property that the Company or any such Subsidiary or
any party to this transaction is or will be required to treat as being owned by another person pursuant to
the provisions of Code Section 168(f)(8) (as in effect prior to its amendment by the Tax Reform Act of
1986).

§)] Code Section 481 Adjustments. (i) Neither the Company nor any of the
Company Subsidiaries is required to include in income on any Tax Return that has not been filed and
made available to Parent any material adjustment pursuant to Code Section 481(a) (an “Accounting
Method Adjustment”) by reason of a voluntary change in accounting method initiated by the Company
or any of the Company Subsidiaries and (ii) to the Knowledge of the Company, the Internal Revenue
Service (the “IRS”) has not proposed any such Accounting Method Adjustment with respect to any
Tax Return that the statute of limitations for the assessment of all Taxes has not expired.

(k)  Indebtedness. No material indebtedness of the Company or any of the
Company Subsidiaries is (1) “corporate acquisition indebtedness™ within the meaning of Code
Section 279(b) or (ii) exempt facility bonds described in Code Section 142 or industrial development
bonds described in Section 103 of the Internal Revenue Code of 1954, as amended, prior to the
enactment of the Tax Reform Act of 1986.

)] Intercompany Transactions. Neither the Company nor any of the Company
Subsidiaries has engaged in any intercompany transactions within the meaning of Treasury Regulations
Section 1.1502-13 for which any material income or material gain will remain unrecognized as of the
close of the last taxable year ;iripr to the Closing Date.

@)  Code Section 897(c). To the Knowledge of the Company, no Foreign Person
owns within the meaning of Code Section 897 and the Treasury Regulations thereunder more than five
percent (5%) of the Company Common Stock during the period described in Code Section

897(c)(1)(A)().

(n) Code Section 355(e). Neither the Company nor any of the Company
Subsidiaries has constituted a “distributing corporation” in a distribution of stock qualifying for tax-free
treatment under Section 355 of the Code (1) in the past 24-month period or (ii) in a distribution which
could otherwise constitute part of a “plan” or “series of related transactions™ (within the meaning of
Section 355(e) of the Code) in conjunction with the Merger.

(o) Tax Basis. As of December 31, 1999, to the Knowledge of the Company, the
aggregate tax basis of (i) the stock held, directly or indirectly, by the Company other than the stock of
Niagara Mohawk Power Corporation and (ii) the property, plant and equipment held by Niagara
Mohawk Power Corporation is not, taken together, greater than $4,400,000,000.
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within the time and in the manner prescribed by law) all material Taxes that are currently due and
payable, except for those Taxes contested in good faith.

(© Tax Liens. There are no material Tax liens upon the assets of the Company or
any of the Company Subsidiaries except liens for Taxes not yet due or for Taxes which are being
contested in good faith.

(d)  Extensions of Time for Filing Tax Returns. Except with respect to Tax
Retumns related to real property Taxes, neither the Company nor any of the Company Subsidiaries has
requested any extension of time within which to file any material Tax Return which Tax Retum has not
since been filed.

)] Waivers of Statute of Limitations. Except with respect to Tax Returns
related to real property Taxes, neither the Company nor any of the Company Subsidiaries has executed
any outstanding waivers or comparable consents regarding the application of the statute of limitations
with respect to any material Taxes or material Tax Returns.

® Expiration of Statute of Limitations. The statute of limitations for the
assessment of all material Taxes has expired for all applicable material Tax Returns of the Company
and each of the Company Subsidiaries or those Tax Returns have been examined by the appropriate
taxing authorities for all periods through 1990, except with respect to Tax Returns that the statute of
limitations has not expired solely by reason of the carryback of a net operating loss from an open Tax
year and Tax Returns related to real property Taxes.

(®)  Audit, Administrative and Court Proceedings. No audits or other
administrative proceedings or court proceedings are presently pending with regard to any material
Taxes or material Tax Retumns of the Company or any of the Company Subsidiaries and, to the
Knowledge of the Company, no issue has been raised in writing by any taxing authority in connection
with any matenial Tax or material Tax Retumn (a2 “Tax Controversy”), except with respect to Tax
Controversies involving real property Taxes that could not, individually or in the aggregate, be
reasonably expected to result in a Company Material Adverse Effect.

) Availability of Tax Returns. Except with respect to Real Property Taxes, the
Company and the Company Subsidiaries have made available to Parent complete and accurate copies,
covering all open years, of (i) all material Tax Returns, and any amendments thereto, filed by the
Company or any of the Company Subsidiaries, (ii) all matenial audit reports received from any taxing
authority relating to any Tax Return filed by the Company or any of the Company Subsidiaries,
including any proposed, asserted or assessed deficiencies for Taxes that have not been resolved and
paid in full, (iii) any material Tax Rulings and material Closing Agreements entered into by the Company
or any of the Company Subsidiaries with any taxing authority, and all powers of attorney currently in
force granted by the Company or any of the Company Subsidiaries covering all years ending on or
before the Closing Date, and (iv) any material agreements relating to the allocation or sharing of Taxes
between or among the Company and any of the Company Subsidiaries.
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times, contain any untrue statement of a material fact or omit to state any material fact required to be
stated therein or necessary in order to make the statements therein, in light of the circumstances under
which they were made, not misleading and will be in accordance with the facts and will not omit
anything likely to affect the import of such information.

(c)  Notwithstanding the foregoing provisions of this Section 4.8, no representation
or warranty is made by the Company with respect to statements made or incorporated by reference in
the Registration Statement, the Proxy Statement or the Parent Disclosure Documents based on
information supplied by Parent, Newco or Merger Sub for inclusion or incorporation by reference
therein.

Section 4.9 Tax Matters.

“Tax(es),” as used in this Agreement, means any federal, state, county, local or foreign
taxes, charges, fees, levies, or other assessments, including all net income, gross income, sales and use,
ad valorem, transfer, gains, profits, windfall profits, excise, franchise, real and personal property, gross
receipts, capital stock, production, business and occupation, disability, employment, payroll, license,
estimated, stamp, custom duties, severance or withholding taxes or other taxes or similar charges
imposed by any Governmental Authority, whether imposed directly on a person or resulting under
Treasury Regulation Section 1.1502-6 (or any similar provision of state, local or foreign law), as a
transferee or successor, by contract or otherwise and includes any interest and penalties (civil or
criminal) on or additions to any such taxes or in respect of a failure to comply with any requirement
relating to any Tax Return and any expenses incurred in connection with the determination, setflement
or litigation of any tax liability. “Tax Return,” as used in this Agreement, means a report, return or
other information supplied to a Governmental Authority with respect to Taxes including, where
permitted or required, combined or consolidated returns for any group of entities that includes the
Company or any of the Company Subsidiaries, on the one hand, or Parent or any of the Parent
Subsidiaries (or Newco following the Scheme Effective Time), on the other hand. “Zax Rulings,” as
used in this Agreement, shall mean a written ruling of a taxing authority relating to Taxes. “Closing
Agreement,” as used in this Agreement, shall mean a written and legally binding agreement with a
taxing authority relating to Taxes. “Foreign Person” as used in this Agreement, means any person
other than a “United States person” as such term is defined in Code Section 7701(a)(30).

Except as disclosed in Section 4.9 of the Company Disclosure Schedule:

@) Timely Filing of Tax Returns. The Company and each of the Company
Subsidiaries have filed all material Tax Returns required to be filed by each of them under applicable
law. All such Tax Returns were in all material respects (and, as to such Tax Returns not filed as of the
date hereof, will be) true, complete and correct and filed on a timely basis (taking into account
applicable extensions).

(b)  Payment of Taxes. The Company and each of the Company Subsidiaries
have, within the time and in the manner prescribed by law, paid (and until the Closing Date will pay
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Section4.7  Legal Proceedings. Except as disclosed in the Company SEC
Reports filed prior to the date hereof or as set forth in Section 4.7, Section 4.9, Section 4.11 or Section
4.12 of the Company Disclosure Schedule, (a) there are no claims, suits, actions, proceedings or
hearings before any court, governmental department, commission, agency, instrumentality or authority
or any arbitrator, pending or, to the Knowledge of the Company, threatened, nor are there, to the
Knowledge of the Company, any civil investigations, audits or reviews by any court, governmental
department, commission, agency, instrumentality or authority or any arbitrator pending or threatened
against, relating to or affecting the Company or any of the Company Subsidiaries which would have a
Company Material Adverse Effect; (b) to the Knowledge of the Company, there are no criminal
investigations by any court, governmental department, commission, agency, instrumentality or authority
or any arbitrator pending or threatened against, relating to or affecting the Company or any of the
Company Subsidiaries, (c) there have not been any significant developments since December 31, 1999
with respect to such disclosed claims, suits, actions, proceedings, hearings, investigations, audits or
reviews that would have a Company Material Adverse Effect and (d) there are no judgments, decrees,
injunctions, rules or orders of any court, governmental department, commission, agency, instrumentality
or authority or any arbitrator applicable to the Company or any of the Company Subsidiaries except for
such that could not reasonably be expected to have a Company Material Adverse Effect.

Section4.8  Information Supplied. (a) None of the information supplied or to be
supplied by or on behalf of the Company for inclusion or incorporation by reference in (i) the
registration statement on Form F+4 to be filed with the SEC by Newco in connection with the issuance
of Newco ADSs in the Merger (the “Registration Statement”) will, at the time the Registration
Statement is filed with the SEC and at the time it becomes effective under the Securities Act, contain
any untrue statement of a material fact or omit to state any material fact required to be stated therein or
necessary to make the statements therein not misleading and (ii) the proxy statement included in the
Registration Statement relating to the Company Meeting (as defined in Section 7.4(b)) to be held in
connection with the Merger (the “Proxy Statement™) and any other documents to be filed by the
Company with the SEC (including, without limitation, under the 1935 Act) or any other Governmental
Authority in connection with the Merger will, at the dates mailed to shareholders and at the times of
such meetings, contain any untrue statement of a material fact or omit to state any material fact required
to be stated therein or necessary in order to make the statements therein, in light of the circumstances
under which they are made, not misleading. The Proxy Statement shall comply as to form in all material
respects with the provisions of the Securities Act and the Exchange Act and the rules and regulations
thereunder.

(b)  The information supplied or to be supplied by the Company for inclusion in any
filing by Newco or Parent with the SEC or the Financial Services Authority (the “U.K. Listing
Authority”) in respect of the Merger or Scheme (including, without limitation, the Class 1 circular to be
issued to shareholders of Parent (the “Circular”)), the listing particulars under Part IV of the Financial
Services Act 1986 of the United Kingdom (the “FS4”) relating to Newco Ordinary Shares (the
“Listing Particulars”) and the document, including an explanatory statement, to be sent to
shareholders of Parent in connection with the Scheme (the “Scheme Document”) (collectively with any
amendments or supplements thereto, the “Parent Disclosure Documents’) will not, at all relevant
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Company pursuant to the requirements of the Securities Act or Exchange Act since January 1, 1998
(as such documents have since the time of their filing been amended, the “Company SEC Reports’).
Except as set forth in Section 4.5 of the Company Disclosure Schedule, as of their respective dates, the
Company SEC Reports did not contain any untrue statement of a material fact or omit to state a
matenal fact required to be stated therein or necessary to make the statements therein, in light of the
circumstances under which they were made, not misleading. Except as set forth in Section 4.5 of the
Company Disclosure Schedule, the audited consolidated financial statements and unaudited interim
financial statements of the Company included in the Company SEC Reports (collectively, the
“Company Financial Statements”) have been prepared in accordance with U.S. generally accepted
accounting principles (“U.S. GA4P") (except as may be indicated therein or in the notes thereto and
except with respect to unaudited statements as permitted by Form 10-Q of the SEC) and fairly present
the financial position of the Company as of the dates thereof and the results of its operations and cash
flows for the periods then ended, subject, in the case of the unaudited interim financial statements, to
normal audit adjustments which will not be material in amount or effect. True, accurate and complete
copies of the charter and by-laws of the Company, as in effect on the date hereof, are included (or
incorporated by reference) in the Company SEC Reports.

Section 4.6  Absence of Certain Changes or Events. Except as disclosed in the
Company SEC Reports filed prior to the date hereof or as set forth in Section 4.6 of the Company
Disclosure Schedule, since December 31, 1999, the Company and each of the Company Subsidiaries
have conducted their respective businesses only in the ordinary course of business consistent with past
practice (other than with respect to the cessation of operations of non-material Company Subsidiaries)
and there has not been (a) any change that has had or that could reasonably be expected to bave a
Company Material Adverse Effect, (b) any declaration, setting aside or payment of any dividend or
other distribution (whether in cash, stock or property) with respect to any of the Company’s
outstanding capital stock (other than regular quarterly cash dividends in accordance with the
Company’s present dividend policy), (c) any split, combination or reclassification of any of its
outstanding capital stock or any issuance or the authorization of any issuance of any other securities in
respect of, in lieu of or in substitution for shares of its outstanding capital stock, (d) any entry by the
Company or any of the Company Subsidiaries into any employment, severance, change-of-control,
termination or similar agreement with any officer, director or other employee, or any increase in the
severance or termination benefits payable to any director, officer or other employee of the Company or
any of the Company Subsidiaries, other than any such agreement or increase made in the ordinary
course of business consistent in process and amounts with past practice and any such agreement or
increase offered pursuant to a collective bargaining agreement or arrangement described in
Section 6.1(m), (€) any increase in the compensation or benefits not described in subsection (d) above
other than increases made in the ordinary course of business consistent in process and amounts with
past practice and increases made pursuant to a collective bargaining agreement or arrangement
descnbed in Section 6.1(m), or (f) any change in the method of accounting or policy used by the
Company or any of the Company Subsidiaries and disclosed in the financial statements included in the
Company SEC Reports.
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SEC Reports (as defined in Section 4.5) filed prior to the date hereof, neither the Company nor any of
the Company Subsidiaries is in violation of is, to the Knowledge of the Company, under investigation
with respect to any violation of, or has been given notice or been charged with any violation of, any law,

statute, order, rule, regulation, ordinance or judgment (excluding Environmental Laws, compliance with

which is the subject of Section 4.12) of any Governmental Authority, except for possible violations
which individually or in the aggregate could not reasonably be expected to have a Company Material
Adverse Effect. As used herein, “Knowledge” means the knowledge of the executive officers of the
Company and Niagara Mohawk Power Corporation. Except as set forth in Section 4.4(d) and Section
4.12 of the Company Disclosure Schedule, or as expressly disclosed in the Company SEC Reports,
the Company and the Company Subsidiaries have all permits, licenses, franchises and other
governmental authorizations, consents and approvals (the “Licenses™) necessary to conduct their
businesses as presently conducted except such failures which individually or in the aggregate could not
reasonably be expected to have a Company Material Adverse Effect. All such Licenses are in full
force and effect, and there is no proceeding or investigation pending or, to the Knowledge of the
Company, threatened that could reasonably be expected to lead to the revocation, amendment, failure
to renew, limitation, suspension or restriction of any such License which action could reasonably be
expected to have a Company Material Adverse Effect. Except as set forth in Sections 4.4(d), 4.7,
4.10 and 4.11 of the Company Disclosure Schedule, none of the Company or the Company
Subsidiaries is in breach or violation of or in default in the performance or observance of any term or
provision of, and no event has occurred which, with the lapse of time or action by a third party, could
result in a defanlt by the Company or any Company Subsidiary under (i) their respective charter or by-
laws or (ii) any contract, commitment, agreement, indenture, mortgage, loan agreement, note, lease,
bond, license, approval or other instrument to which it is a party or by which the Company or any
Company Subsidiary is bound or to which any of their respective property is subject, except for
possible violations, breaches or defaults which individually or in the aggregate could not reasonably be
expected to have a Company Material Adverse Effect.

Section4.5  Reports and Financial Statements. Except as set forth in Section 4.5
of the Company Disclosure Schedule, all material filings required to be made by the Company and the
Company Subsidiaries since January 1, 1998 under the Securities Act of 1933, as amended (the
“Securities Act”), the Securities Exchange Act of 1934, as amended (the “Exchange Act”), the Public
Utility Holding Company Act (the “7935 Act”), the Federal Power Act (the “Power Act”), the Atomic
Energy Act of 1954 (the “Atomic Energy Act’’), the Communications Act of 1934, applicable state
public utility laws and regulations or pursuant to the requirements of any other Governmental Authority
have been filed with the SEC, the Federal Energy Regulatory Commission (the ‘FERC”), the Nuclear
Regulatory Commission (the “NRC™), the Federal Communications Commission (the “FCC”), the
Department of Energy (the “DOE™), or the appropriate state public utilities commission or such other
appropriate Governmental Authority, as the case may be, including all forms, statements, reports,
agreements (oral or written) and all documents, exhibits, amendments and supplements appertaining
thereto, and complied, as of their respective dates or as of the date of any amendment thereto, in all
material respects with all applicable requirements of the appropriate statutes and the rules and
regulations thereunder. The Company has made available to Parent a true and complete copy of each
report, schedule, registration statement and definitive proxy statement filed with the SEC by the
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Company and, assuming the due authorization, execution and delivery hereof by the other signatories
hereto, constitutes the valid and binding obligation of the Company enforceable against it in accordance
with its terms, except as enforceability may be limited by applicable bankruptcy, insolvency,
reorganization, fraudulent conveyance, moratorium or other similar laws affecting or relating to the
enforcement of creditors rights generally or general principles of equity (regardless of whether
enforcement is considered in a proceeding at law or in equity).

(b)  Non-Contravention. Except as set forth in Section 4.4(b) of the Company
Disclosure Schedule, the execution and delivery of this Agreement by the Company does not, and the
consummation of the transactions contemplated hereby shall not, in any respect, violate, conflict with or
result in a breach of any provision of, or constitute a default (with or without notice or lapse of time or
both) under, or result in the termination or modification of, or accelerate the performance required by,
or result in a nght of termination, cancellation or acceleration of any obligation or the loss of a benefit
under, or result in the creation of any lien, security interest, charge or encumbrance upon any of the
properties or assets of the Company or any of the Company Subsidiaries (any such violation, conflict,
breach, default, right of termination, modification, cancellation or acceleration, loss or creation, is
referred to herein as a “Violation™ with respect to the Company and such term when used in Article V
bas a correlative meaning with respect to Parent) pursuant to any provisions of (i) the charters, by-laws
or similar goveming documents of the Company or any of the Company Subsidiaries, (ii) subject to
obtaining the Company Required Statutory Approvals and the receipt of the Company Shareholders’
Approval, any statute, law, ordinance, rule, regulation, judgment, decree, order, injunction, writ, permit
or license of any Governmental Authority (as defined in Section 4.4(c)) applicable to the Company or
any of the Company Subsidiaries or any of their respective properties or assets or (iii) subject to
obtaining the third-party consents set forth in Section 4.4(b)(iii) of the Company Disclosure Schedule
(the “Company Required Consents”), any note, bond, mortgage, indenture, deed of trust, license,
franchise, permit, concession, contract, lease or other instrument, obligation or agreement of any kind to
which the Company or any of the Company Subsidiaries is a party or by which they or any of their
properties or assets may be bound or affected, except in the case of clause (ii) or (iii) above for any
such Violation which could not reasonably be expected to have a Company Material Adverse Effect.

(c)  Statutory Approvals. No declaration, filing or registration with, or notice to or
authorization, consent or approval of, any court, federal, state, local or foreign governmental or
regulatory body (including a stock exchange or other self-regulatory body) or authority (each, a
“Governmental Authority”) is necessary for the execution and delivery of this Agreement by the
Company or the consummation by the Company of the transactions contemplated hereby except as
described in Section 4.4(c) of the Company Disclosure Schedule (the “Company Required Statutory
Approvals”). References in this Agreement to “obtaining” such Company Required Statutory
Approvals shall mean making such declarations, filings or registrations, giving such notices, obtaining
such authorizations, consents or approvals, and having such waiting periods expire as are necessary to
avoid a violation of law.

(d  Compliance. Except as set forth in Section 4.4(d), Section 4.7, Section 4.10,
Section 4.11 and Section 4.12 of the Company Disclosure Schedule, or as disclosed in the Company
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fully paid, nonassessable and free of preemptive rights, and are owned, directly or indirectly, by
Company free and clear of any liens, claims, encumbrances, security interests, charges and options of
any nature whatsoever and there are no outstanding subscriptions, options, calls, contracts, voting
trusts, proxies or other commitments, understandings, restrictions, arrangements, rights or warrants,
including any right of conversion or exchange under any outstanding security, instrument or other
agreement, obligating any such Company Subsidiary to issue, deliver or sell, or cause to be issued,
delivered or sold, additional shares of its capital stock or obligating it to grant, extend or enter into any
such agreement or commitment.

Section4.3  Capitalization. As of the date hereof, the authorized capital stock of
the Company consists of 300,000,000 shares of Company Common Stock, and 50,000,000 shares of
Preferred Stock, par value $0.01 per share (the “Company Preferred Stock™). At the close of
business on September 1, 2000, (i) approximately 160,239,983 shares of Company Common Stock
were issued and outstanding, (ii) no shares of Company Preferred Stock were issued and outstanding,
and (iii) no bonds, debentures, notes or other indebtedness having the right to vote (or convertible into
securities having the right to vote) on any matters on which shareholders may vote (“Voting Debt”),
were issued or outstanding. As of the date hereof, all outstanding shares of Company Common Stock
are validly issued, fully paid and nonassessable and are not subject to preemptive rights. As of the
Closing Date, all outstanding shares of Company Common Stock will be validly issued, fully paid and
nonassessable and will not be subject to preemptive rights. As of the date of this Agreement, except as
set forth in Section 4.3(a) of the Company Disclosure Schedule or pursuant to this Agreement, there
are no options, warrants, calls, rights, commitments or agreements of any character to which the
Company or any material Company Subsidiary is a party or by which it is bound obligating the
Company or any material Company Subsidiary to issue, deliver or sell, or cause to be issued, delivered
or sold, additional shares of capital stock or any Voting Debt of the Company or any matenial
Company Subsidiary or obligating the Company or any material Company Subsidiary to grant, extend
or enter into any such option, warrant, call, right, commitment or agreement. Except as set forth in
Section 4.3(b) of the Company Disclosure Schedule, at the Merger Effective Time, there will be no
option, warrant, call, right, commitment or agreement obligating the Company or any material Company
Subsidiary to issue, deliver or sell, or cause to be issued, delivered or sold, any shares of capital stock
or any Voting Debt of the Company or any material Company Subsidiary, or obligating the Company
or any material Company Subsidiary to grant, extend or enter into any such option, warrant, call, ight,
commitment or agreement.

Section4.4  Authority; Non-Contravention; Statutory Approvals, Compliance.

(@)  Authority. The Company has all requisite power and authority to enter into
this Agreement and, subject to the receipt of Company Shareholders’ Approval (as defined in Section
4.14) and Company Required Statutory Approvals (as defined in Section 4.4(c)), to consummate the
transactions contemplated hereby. The execution and delivery of this Agreement and the
consummation by the Company of the transactions contemplated hereby have been duly authorized by
all necessary corporate action on the part of the Company, subject to obtaining Company
Shareholders’ Approval. This Agreement has been duly and validly executed and delivered by the
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ARTICLE IV
REPRESENTATIONS AND WARRANTIES OF THE COMPANY
The Company represents and warrants to Parent, Newco and Merger Sub as follows:

Section4.]  Organization and Qualification. Except as set forth in Section 4.1 of
the schedule delivered by the Company on the date hereof (the “Company Disclosure Schedule”), the
Company and each Company Subsidiary (as defined below) is a corporation duly organized, validly
existing and in good standing under the laws of its jurisdiction of incorporation or organization, has all
requisite power and authority, and has been duly authorized by all necessary approvals and orders to
own, lease and operate its assets and properties to the extent owned, leased and operated and to carry
on its business as it is now being conducted and is duly qualified and in good standing to do business in
each jurisdiction in which the nature of its business or the ownership or leasing of its assets and
properties makes such qualification necessary other than in such jurisdictions where the failure so to
qualify could not reasonably be expected to have a material adverse effect on the business, assets,
condition (financial or otherwise), current or reasonably anticipated future results of operations
(measured by net income plus the after-tax effect of the Master Restructuring Agreement amortization
as reported in the most recent Company Financial Statement (as defined in Section 4.5)) of the
Company and the Company Subsidiaries taken as a whole, other than effects resulting from execution
of this Agreement or affecting the electric utility business in the United States generally or the specific
matters set forth in Section 4.1 of the Company Disclosure Schedule, or on the Company’s ability to
consummate the Merger (a “Company Material Adverse Effect”). As used in this Agreement, (a) the
term “Subsidiary” of a person shall mean any corporation or other entity (including partnerships and
other business associations) of which at least a majority of the voting power represented by the
outstanding capital stock or other voting securities or interests having voting power under ordinary
circumstances to elect directors or similar members of the governing body of such corporation or entity
shall at the time be held or owned, directly or indirectly, by such person, and (b) the term “Company
Subsidiary” shall mean a Subsidiary of the Company.

Section4.2  Subsidiaries. (a) Section 4.2(a) of the Company Disclosure
Schedule sets forth a list as of the date hereof of (i) all of the Company Subsidiaries and (ii) all
Company Associates and a list of any existing agreements requiring the Company or any of Company
Subsidiaries to make any additional material investment in, or material loan or capital contribution to, or
guarantee any material obligation of, such Company Associates. For purposes of this Agreement,
“Company Associates” shall mean any corporation or other entity (including partnerships and other
business associations) that is not a Company Subsidiary, in which the Company and/or one or more of
its Subsidianies, directly or indirectly, owns an equity interest (other than investments in the ordinary
course of business in publicly-traded companies which constitute less than 5% of the outstanding voting
securities of such entity).

®) Except as set forth in Section 4.2(b) of the Company Disclosure Schedule, all
of the issued and outstanding shares of capital stock of each Company Subsidiary are validly issued,
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()] Certain Adjustments. If, after the date hereof and on or prior to the Closing
Date, the outstanding Parent Ordinary Shares or Parent ADSs shall be changed into a different number
of shares by reason of any reclassification, recapitalization, issue by capitalization of reserves, split-up,
combination, exchange of shares or rights issue, or any dividend payable in stock or other securities is
declared thereon with a record date within such period, or any similar event shall occur, the Merger
Consideration will be adjusted accordingly to provide to the holders of the Company Common Stock,
the same economic effect as contemplated by this Agreement prior to such reclassification,
recapitalization, issue by capitalization of reserves, split-up, combination, exchange, rights issue or
dividend or similar event.

(k)  Withholding Rights. Each of the Surviving Entity and Newco shall be entitled
to deduct and withhold from the consideration otherwise payable pursuant to this Agreement to any
holder of shares of the Company Common Stock such amounts as it is required to deduct and withhold
with respect to the making of such payment under the Code, or any provision of state, local or foreign
tax law, other than Conveyance Taxes (as defined in Section 7.14). To the extent that amounts are so
withheld by the Surviving Entity or Newco, as the case may be, such withheld amounts shall be treated
for all purposes of this Agreement as having been paid to the holder of the shares of the Company
Common Stock in respect of which such deduction and thhholdmg was made by the Surviving Entity
or Newco, as the case may be.

ARTICLE I
THE CLOSING

Section3.]  Closing. The closing of the Merger (the “Closing”) shall take place at
the offices of LeBoeuf, Lamb, Greene & MacRae, L.L.P., 125 West 55th Street, New York, New
York 10019 at 10:00 A.M., local time, on the business day that is no later than the first business day
that is forty days following the date on which the last of the conditions set forth in Article VIII hereof
(other than the condition set forth in Section 8.2(h)) is fulfilled or waived and which is also after, but no
more than seven days after, the condition set forth in Section 8.2(h) hereof is fulfilled or waived, or at
such other time, date and place as the Company, Newco and Parent shall mutually agree (the “Closing
Date”).
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fractional shares shall not entitle the owner thereof to vote or to any other rights of a holder of Newco
ADSs or Newco Ordinary Shares. A holder of Shares converted in the Merger who would otherwise
have been entitled to a fractional Newco ADS shall be entitled to receive a cash payment (without
interest) in lieu of such fractional share in an amount determined by multiplying (i) the fractional share
interest to which such holder would otherwise be entitled by (ii) the closing price per Parent ADS as
reported on the NYSE Composite Transaction Tape on the Closing Date.

® No Further Ownership Rights in Company Common Stock. All Newco
ADSs issued upon the surrender for exchange of Certificates in accordance with the terms of this
Article I (including any cash paid pursuant to this Article IT) shall be deemed to have been issued (and
paid) in full satisfaction of all rights pertaining to the Shares theretofore represented by such Certificates,
subject, however, to any obligation of Newco or the Surviving Entity to pay any dividends or make
any other distributions with a record date prior to the Merger Effective Time which may have been
authorized or made with respect to shares of Company Common Stock that remain unpaid at the
Merger Effective Time, and there shall be no further registration of transfers on the stock transfer books
of the Surviving Entity of shares of Company Common Stock that were outstanding immediately prior
to the Merger Effective Time. If, after the Merger Effective Time, Certificates are presented to Newco,
the Surviving Entity or the ADR Depositary for any reason, they shall be cancelled and exchanged as
provided in this Section 2.3, except as otherwise provided by law.

® Termination of Exchange Fund. Any portion of the Exchange Fund which
remains undistributed to the holders of the Certificates for six months after the Merger Effective Time
shall be delivered by the ADR Depositary to Newco, and any holders of the Certificates who have not
theretofore complied with this Article II shall thereafter look only to Newco for payment of their claim
for such Newco ADSs or funds to which such holder may be due, subject to applicable law. None of
Newco, Parent, the Company, the Surviving Entity or the ADR Depositary shall be liable to any person
(as defined below) in respect of any such Newco ADSs or funds from the Exchange Fund delivered to
a public official pursuant to any applicable abandoned property, escheat or similar law. As used in this
Agreement, the term “person” shall mean any natural person, corporation, general or limited
partnership, limited liability company, joint venture, trust, association or entity of any kind.

) Investment of Exchange Fund. The ADR Depositary will invest any cash
included in the Exchange Fund, as directed by Newco, on a daily basis. Any interest and other income
resulting from such investments will be paid to Newco.

® Lost Certificates. If any Certificate is lost, stolen or destroyed, upon the
making of an affidavit of that fact by the person claiming such Certificate to be lost, stolen or destroyed
and, if required by Newco or the Surviving Entity, as the case may be, the posting by such person of a
bond in such reasonable amount as Newco or the Surviving Entity, as the case may be, may direct as
indemnity against any claim that may be made against it with respect to such Certificate, the ADR
Depositary will issue in exchange for such lost, stolen or destroyed Certificate the Merger
Consideration and, if applicable, any cash in lieu of fractional shares, and unpaid dividends and
distributions on Newco ADSs, pursuant to this Agreement.
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Certificates in exchange for the Merger Consideration determined by Newco pursuant to
Section 2.2(1).

(i) At the Merger Effective Time, with respect to properly made elections in
accordance with Section 2.3(c)(i), and upon surrender in accordance with Section 2.3(c)(1) of
a Certificate for cancellation to the ADR Depositary or to such other agent or agents as may be
appointed by Newco, Parent and the Company, together with such letter of transmittal, duly
executed, and such other documents as may reasonably be required by the ADR Depositary,
the holder of such Certificate will be entitled to receive in exchange therefor the Merger
Consideration that such holder has the right to receive pursuant to the provisions of this Article
11, and the Certificate so surrendered will forthwith be canceled. In the event of a transfer of
ownership of Shares that are not registered in the transfer records of the Company, payment
may be issued to a person other than the person in whose name the Certificate so surrendered
is registered if such Certificate is properly endorsed or otherwise in proper form for transfer
and the person requesting such issuance pays any transfer or other taxes required by reason of
such payment to a person other than the registered holder of such Certificate or establishes to
the satisfaction of Newco, Parent and the Company that such tax has been paid or is not
applicable. Until surrendered as contemplated by this Section 2.3, each Certificate will be
deemed at any time after the Merger Effective Time to represent only the right to receive upon
such surrender the Merger Consideration that the holder thereof has the right to receive in
respect of such Certificate pursuant to the provisions of this Article . No interest will be paid
or will accrue on any cash payable to holders of Certificates pursuant to the provisions of this
Article II.

(d)  Distributions with Respect to Unexchanged Shares. No dividends or other
distributions with respect to the Newco ADSs with a record date after the Merger Effective Time shall
be paid to the holder of any unsurrendered Certificate with respect to the Newco ADSs represented
thereby, and no cash payment in licu of any fractional shares shall be paid to any such holder pursuant
to Section 2.3(e), and all such dividends, other distributions and cash in Lieu of fractional Newco ADSs
shall be paid by Newco to the ADR Depositary and shall be included in the Exchange Fund, in each
case until the surrender of such Certificate in accordance with this Article II. Subject to the effect of
unclaimed property, escheat and other applicable laws, following surrender of any such Certificate,
there shall be paid to the holder of the Certificate representing whole Newco ADSs issued in exchange
therefor, without interest, (i) at the time of such surrender, the amount of any cash payable in lieu of a
fractional Newco ADS to which such holder is entitled pursuant to Section 2.3(¢) and the amount of
dividends or other distributions with a record date after the Merger Effective Time theretofore paid with
respect to such whole Newco ADSs and (ii) at the appropriate payment date, the amount of dividends
or other distributions with a record date after the Merger Effective Time but prior to such surrender and
with a payment date subsequent to such surrender payable with respect to such whole Newco ADSs.
Newco shall make available to the ADR Depositary cash for the foregoing purposes.

(e) No Fractional Securities. No Newco Certificates or scrip representing
fractional Newco ADSs shall be issued upon the surrender for exchange of Certificates, and such
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the holders of shares of Company Common Stock for exchange in accordance with this Article T,
through the ADR Depositary, cash equal to the sum of the total aggregate Cash Consideration and the
number of Newco Ordinary Shares represented by the Newco ADSs to be issued in the Merger (such
cash and such Newco ADSs, together with any dividends or distributions with respect thereto with a
record date after the Merger Effective Time and any cash payable in lieu of any fractional Newco
ADSs, being hereinafter referred to as the “Exchange Fund”) pursuant to Section 2.2 in exchange for
outstanding shares of the Company Common Stock.

(c)  Merger Exchange Procedures.

(1) Not more than 90 days nor fewer than 30 days prior to the Closing Date,
the ADR Depositary will mail a form of election (the “Form of Election”) to holders of record
of shares of Company Common Stock (as of a record date as close as practicable to the date
of mailing and mutually agreed to by the Company, Newco and Parent). In addition, the ADR
Depositary will use its best efforts to make the Form of Election available to the persons (as
defined in Section 2.3(g)) who become shareholders of the Company during the period
between such record date and the Closing Date. Any election to receive Merger Consideration
contemplated by Section 2.2(c) will have been properly made only if the ADR Depositary shall
have received at its designated office or offices, by 5:00 p.m., New York City time, on the fifth
business day immediately preceding the Closing Date (the “Election Deadline”), a Form of
Election properly completed and accompanied by a Company Share Certificate
(“Certificate(s)”) for the shares to which such Form of Election relates, duly endorsed in blank
or otherwise acceptable for transfer on the books of the Company (or an appropriate guarantee
of delivery), as set forth in such Form of Election. An election may be revoked only by written
notice received by the ADR Depositary prior to 5:00 p.m., New York City time, on the
Election Deadline. In addition, all elections shall automatically be revoked if the ADR
Depositary is notified in writing by Newco, Parent and the Company that the Merger has been
abandoned. If an election is so revoked, the Certificate(s) (or guarantee of delivery, as
appropriate) to which such election relates will be promptly retumed to the person submitting
the same to the ADR Depositary. Newco shall have the discretion, which it may delegate in
whole or in part to the ADR Depositary, to determine whether Forms of Election have been
properly completed, signed and submitted or revoked pursuant to this Article II, and to
disregard immaterial defects in Forms of Election. The decision of Newco (or the ADR
Depositary) in such matters shall be conclusive and binding.

(i) As soon as reasonably practicable after the Merger Effective Time, the
ADR Depositary will mail to each holder of record of a Certificate, whose shares of the
Company Common Stock (the “Shares™) were converted into the right to receive Merger
Consideration and who failed to return a properly completed Form of Election, (i) a letter of
transmittal (which will specify that delivery will be effected, and risk of loss and title to the
Certificates will pass, only upon delivery of the Certificates to the ADR Depositary and will be
in such form and have such other provisions as Newco, Parent and the Company may specify
consistent with this Agreement) and (ii) instructions for use in effecting the surrender of the
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entitled to elect to receive ADS Consideration for all or any part of such holder’s shares of Company
Common Stock (an “4DS Election”). Notwithstanding the foregoing, the aggregate number of shares
of Company Common Stock that may be converted into the right to receive ADS Consideration in the
Merger (the “ADS Election Number”) shall be the difference between the total number of shares of
Company Common Stock issued and outstanding immediately prior to the Merger Effective Time and
the Cash Election Number.

(®  ADS Election Shares. If the aggregate number of shares of Company
Common Stock covered by ADS Elections (the “4DS Election Shares”) exceeds the ADS Election
Numbser, (1) the number of ADS Election Shares covered by each Form of Election (defined below) to
be exchanged for Cash Consideration will be determined by multiplying the number of ADS Election
Shares covered by such Form of Election by a fraction, the numerator of which is the Cash Election
Number less the number of Cash Election Shares and the denominator of which is the aggregate
number of ADS Election Shares, and (2) all ADS Election Shares not exchanged for Cash
Consideration will be exchanged for the right to receive ADS Consideration (and cash in lieu of
fractional shares in accordance with Section 2.3(e)).

(h)  Mixed Election. Subject to the immediately following sentence, each record
holder of shares of Company Common Stock immediately prior to the Merger Effective Time shall be
entitled to elect to receive ADS Consideration for part of such holder’s shares of Company Common
Stock and Cash Consideration for the remaining part of such holder’s shares of Company Common
Stock (the “Mixed Election” and, collectively with ADS Election and Cash Election, the “Election”).
With respect to each holder of Company Common Stock who makes a Mixed Election, the shares of
Company Common Stock such holder elects to be converted into the right to receive Cash
Consideration shall be treated as Cash Election Shares for purposes of the provisions contained in
Sections 2.2(d) and (e), and the shares such holder elects to be converted into the right to receive ADS
Consideration shall be treated as ADS Election Shares for purposes of the provisions contained in
Sections 2.2(f) and (g).

® Non-Election Shares. Shares of Company Common Stock in respect of
which a timely and properly completed election has not been made (the “Non-Election Shares™) shall
be deemed by Newco to be Cash Election Shares or ADS Election Shares, as Newco shall determine.

Section 2.3  Exchange of Certificates.

(@)  Scheme Exchange. The exchange of certificates representing Parent Ordinary
Shares and Parent ADRs in the Scheme shall occur substantially in accordance with the provisions of
Exhibit A hereto.

(b)  Appointment of ADR Depositary for Merger Exchange. As of the Merger
Effective Time, Newco and Merger Sub will enter into an agreement (“4DR Depositary Agreement”)
with Newco’s United States Depositary (the “4DR Depositary”), which will provide that Newco or
Merger Sub will deposit with the ADR Depositary as of the Merger Effective Time, for the benefit of
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Company Common Stock canceled in accordance with Section 2.2(b)) will be converted into the right
to receive the Per Share Amount (as defined below) in the form of (x) cash (in such form, the “Cash
Consideration™), (y) a nurnber of Newco ADSs equal to the Exchange Ratio (in such form, the “4DS
Consideration™), or (z) a combination of Cash Consideration and ADS Consideration determined in
accordance with Section 2.2(h) (the “Merger Consideration™). The “Per Share Amount” shall be
determined as follows: (i) if the Average Price is greater than or equal to $32.50 and less than or equal
to $51.00, the Per Share Amount shall be $19.00, (ii) if the Average Price is less than $32.50, the Per
Share Amount shall be $19.00 reduced by the product of (x) $12.67 (two-thirds of $19.00) and (y)
the percentage decrease in the Average Price below $32.50, and (iii) if the Average Price is greater
than $51.00, the Per Share Amount shall be $19.00 increased by the product of (x) $12.67 (two-thirds
of $19.00) and (y) the percentage increase in the Average Price above $51.00. “Average Price”
means the average of the closing prices of Parent Ordinary Shares, as derived from the Daily Official
List of the London Stock Exchange plc (converted to a U.S. dollar value using the exchange rate for
each date for which the closing price is to be determined as reported in The Fiancial Times) for 20
Trading Days selected at random (using procedures mutunally agreed upon by Parent and the Company)
in the period of 40 consecutive Trading Days ending on the close of business on the tenth Trading Day
prior to the Election Deadline, multiplied by five. “Trading Day” means a day on which the London
Stock Exchange plc is open for trading. The “Exchange Ratio” shall be equal to the Per Share
Amount as determined above divided by the Average Price.

() Cash Election. Subject to the immediately following sentence, each record
holder of shares of Company Common Stock immediately prior to the Merger Effective Time shall be
entitled to elect to receive Cash Consideration for all or any part of such Company Common Stock (a
“Cash Election™). Notwithstanding the foregoing, the aggregate amount of Cash Consideration to be
paid in the Merger shall be $1,015,000,000 (the “Cash Amount”). As used in this Agreement, the
“Cash Election Number” shall mean the aggregate number of shares of Company Common Stock
converted into the right to receive Cash Consideration in the Merger, which shall equal the Cash
Amount divided by the Per Share Amount; provided that Newco reserves the right in its sole
discretion to increase the Cash Election Number to more closely follow the actual elections of the
Company’s shareholders (but not to a number which is greater than the number of shares of Company
Common Stock in respect of which a valid Cash Election has been made).

(e) Cash Election Shares. If the aggregate number of shares of Company
Common Stock covered by the Cash Elections (the “Cash Election Shares™) exceeds the Cash
Election Number, (1) the number of Cash Election Shares covered by each Form of Election (defined
below) will be determined by multiplying the number of Cash Election Shares covered by such Form of
Election by a fraction, the numerator of which is the Cash Election Number and the denominator of
which is the number of Cash Election Shares, and (2) all Cash Election Shares not exchanged for Cash
Consideration will be exchanged for the right to receive ADS Consideration (and cash in lieu of
fractional shares in accordance with Section 2.3(e))

® ADS Election. Subject to the immediately following sentence, each record
holder of shares of Company Common Stock immediately prior to the Merger Effective Time shall be
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immediately prior to the Scheme Effective Time, though they shall not be required to (but may) provide
for a Newco Special Share (as defined in Section 2.1) and Newco’s name shall become “National
Grid plc”.

ARTICLE II
TREATMENT OF SHARES

Section 2.1  Effect of the Scheme on Parent Capital Stock. As of the Scheme
Effective Time, in accordance with the terms of the Scheme (a) all ordinary shares of 11 13/17 pence
each of Parent (“Parent Ordinary Shares”) outstanding on the Scheme Effective Time will be
cancelled and the holders thereof will receive in place of the Parent Ordinary Shares then held by them
an identical number of ordinary shares of Newco (“Newco Ordinary Shares™), (b) all Parent Ordinary
Shares represented by American Depositary Shares of Parent (“Parent ADSs’), each representing five
(5) Parent Ordinary Shares and evidenced by American Depositary Receipts ( “Parent ADRs”),
outstanding as of the Scheme Effective Time will be cancelled and the holders thereof will receive in
place of the Parent ADSs then held by them an identical number of American Depositary Shares of
Newco ( “Newco ADSs”), each representing five (5) Newco Ordinary Shares and evidenced by
American Depositary Receipts (“Newco ADRs”), (c) Parent will issue and deliver Parent Ordinary
Shares to Newco, and (d) if required by the Secretary of State for Trade and Industry in the UK as a
condition of giving its consent to the Scheme, the Special Rights Redeemable Preference Share of
Parent with a nominal value of £1 held by the Secretary of State for Trade and Industry in the UK (the
“Parent Special Share”) shall be cancelled and one Special Rights Redeemable Preference Share of
Newco with a nominal value of £1 shall be issued by Newco to the Secretary of State for Trade and
Industry in the UK (the “Newco Special Share”).

Section 2.2  Effect of the Merger on the Company Capital Stock. As of the
Merger Effective Time, by virtue of the Merger and without any action on the part of any holder of
Company Common Stock (as hereinafter defined):

(a) Conversion of Merger Sub Shares. Each share of common stock, par value
$0.10 per share, of Merger Sub issued and outstanding immediately prior to the Merger Effective Time
will be converted into one share of common stock, par value $0.01 per share, of the Company (the
“Company Common Stock™).

(®) Cancellation of Company Treasury Stock and Sub-Owned Stock. Each
Share of Company Common Stock, that is owned by the Company, Parent or Newco or by any
wholly owned Subsidiary of the Company, Parent or Newco, will automatically be canceled, retired
and cease to exist, and no consideration will be delivered in exchange therefor.

(©) Conversion of Company Common Stock. Subject to the other provisions of
this Section 2.2, each issued and outstanding share of Company Common Stock (other than shares of
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Section 1.1 ~ The Merger. Subject to the terms and conditions of this Agreement, at
the Merger Effective Time, Merger Sub will be merged with and into the Company in accordance with
the Business Corporation Law of the State of New York (the “BCL”) and the General Corporation
Law of the State of Delaware (the “DGCL”). The Company will be the surviving entity in the Merger
(the “Surviving Entity”) and shall continue its existence under the laws of the State of New York. The
effects and the consequences shall be as set forth in Section 1.5, Section 906 of the BCL and
Section 259 of the DGCL.

Section 1.2 Effective Time of the Merger. On the Closing Date (as defined in
Section 3.1) a certificate of merger complying with the requirements of the relevant provisions of the
BCL shall be executed and delivered for filing with the Department of State of the State of New York
with respect to the Merger. The Merger shall become effective upon the later of the filing of a
certificate of merger relating thereto by the Department of State of the State of New York and the filing
of a certificate of merger relating thereto with the Secretary of State of the State of Delaware or upon
such later date as is agreed upon by the parties and specified in such certificates of merger (the
“Merger Effective Time”); provided that the Merger Effective Time shall occur as soon as reasonably
practical but no later than seven days after the Scheme Effective Time (as defined below).

Section 1.3 The Scheme. Subjectto the terms and conditions of this Agreement
and the Scheme having been sanctioned by the Court and having become effective in accordance with
Section 1.4, on the Scheme Effective Time, all of the issued and outstanding share capital of Parent
shall be cancelled and Parent shall issue and deliver to Newco such number of the Parent Ordinary
Shares as has been so cancelled in consideration of the allotment by Newco of such number of Newco
shares as shall be of an aggregate nominal amount equal to the aggregate nominal amount of the Parent
Ordinary Shares so cancelled.

Section 1.4  The Scheme Effective Time. This Scheme shall become effective as
soon as an office copy of the Court order sanctioning this Scheme has been duly delivered to the
Registrar of Companies for registration and the order and relative minutes have been registered by him
(such time being referred to herein as the “Scheme Effective Time”); provided that the Scheme
Effective Time shall occur prior to the Merger Effective Time.

Section 1.5 Governing Documents. The memorandum and articles of association
of Parent as in effect immediately prior to the Scheme Effective Time shall be the memorandum and
articles of association of Parent following the Scheme Effective Time, until duly amended, except that
the memorandum and articles of association of Parent following the Scheme Effective Time may reflect
a change in the name of Parent and such other changes as are appropriate for Parent as a wholly
owned subsidiary and any changes necessary to reflect any cancellations or redemption of the Parent
Special Share (as defined in Section 2.1) pursuant to the Scheme or otherwise. The certificate of
mncorporation and by-laws of the Company as in effect immediately prior to the Merger Effective Time
shall be the certificate of incorporation and by-laws of the Company following the Merger Effective
Time, until duly amended. On or prior to the Closing Date, Newco shall adopt memorandum and
articles of association substantially similar to the memorandum and articles of incorporation of Parent
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AGREEMENT AND PLAN OF MERGER AND SCHEME OF ARRANGEMENT,
dated as of September 4, 2000 (referred to herein as the “date hereof””), by and among National Grid
Group plc., a public limited company incorporated under the laws of England and Wales with
registration number 2367004 (“Parent’), Niagara Mohawk Holdings, Inc., 2 New York corporation
(the “Company’), New National Grid Limited, a private limited company incorporated under the laws
of England and Wales with registration number 4031152 (“Newco”) and Grid Delaware, Inc., a
Delaware corporation and a wholly owned subsidiary of Newco (“Merger Sub”).

WHEREAS, the Company, Parent and Newco have determined that it would be in
their respective best interests and in the interests of their respective shareholders to effect the
transactions contemplated by this Agreement;

WHEREAS, the Board of Directors of Parent intends to recommend to its
shareholders a proposal to introduce Newco as a new holding company for the Parent group pursuant
to a scheme of arrangement (the “Scheme”) to be sanctioned by the High Court of Justice, London,
England (the “Court”), substantially in the form of the draft Scheme attached hereto as Exhibit A
subject to such amendments as Parent may reasonably deem necessary or desirable; provided, that if
such amendments would have a material adverse effect on the benefits of the Merger for the holders of
Company Common Stock, or such amendments are not necessary to consummate the transactions
contemplated hereby and have any adverse effect on the benefits of the Merger to the holders of
Company Common Stock, such amendments may only be effected with the prior written consent of the

Company;

WHEREAS, the respective Boards of Directors of Parent, Newco, Merger Sub and
the Company have approved the merger (the “Merger”) of Merger Sub with and into the Company,
whereby the Company will become a wholly owned subsidiary of Newco, all pursuant to the terms and
conditions set forth in this Agreement; and

WHEREAS, for United States federal income tax purposes, it is intended that the
Scheme together with the Merger shall collectively qualify as a transaction described in Section 351 of
the Intemal Revenue Code of 1986, as amended (the “Code™).

NOW, THEREFORE, in consideration of the premises and the representations,
warranties, covenants and agreements contained herein, the parties hereto, intending to be legally bound
hereby, agree as follows:

ARTICLE I

THE MERGER AND THE SCHEME
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employees, agents, directors and officers of the Company and the Company Subsidiaries with respect
to their activities as such prior to the Merger Effective Time, as provided in the charter and by-laws or
similar goveming documents in effect on the date thereof, or otherwise in effect on the date hereof and
disclosed to Newco in writing prior to the date hereof, shall survive the Merger and shall continue in full
force and effect for a period of not less than six years from the Merger Effective Time and (ii) from and
after the Scheme Effective Time, all rights to indemnification as of the date hereof in favor of the
employees, agents, directors and officers of Parent and the Parent Subsidiaries with respect to their
activities prior to the Scheme Effective Time, as provided in the memorandum or articles of association,
charter, by-laws or similar governing documents on the date thereof, or otherwise in effect on the date
hereof and disclosed to Newco in writing prior to the date hereof, shall survive the Scheme and shall
continue in full force and effect for a period of not less than six years from the Scheme Effective Time.

(e)  Benefit. The provisions of this Section 7.5 are intended to be for the benefit of,
and shall be enforceable by, each Indemnified Party, his or her heirs and his or her representatives and
(i) are in addition to, and not in substitution for, any other rights to indemnification that such person may
have by contract or otherwise.

Section 7.6 Public Announcements. Except as otherwise required by law or the
rules of any applicable securities exchange or national market system or any other Govemmental
Authority, so long as this Agreement is in effect, Newco, Parent and the Company will not, and will not
permit any of their respective Subsidiaries or Representatives to, issue or cause the publication of any
press release or make any other public announcement with respect to the Merger and other
transactions contemplated by this Agreement without the prior consent of the other party, which
consent shall not be unreasonably withheld or delayed. Newco, Parent and the Company will
cooperate with each other in the development and distribution of all press releases and other public
announcements with respect to the Merger and other transactions contemplated hereby, and will furnish
the other with drafts of any such releases and announcements as far in advance as practicable.

Section 7.7  Rule 145 Affiliates. Within 30 days after the date of this Agreement,
the Company shall identify in a letter to Newco all persons who are, and to such person’s best
knowledge who will be at the Closing Date, “‘affiliates” of the Company, as the case may be, as such
term is used in Rule 145 under the Securities Act. The Company shall use commercially reasonable
efforts to cause its affiliates (including any person who may be deemed to have become such an affiliate
after the date of the letter referred to in the prior sentence) to deliver to Newco on or prior to the
Closing Date a written agreement substantially in the form attached as Exhibit 7.7 (each, an “Affiliate
Agreement”).

Section 7.8  Labor Agreements and Workforce Matters.

(@)  Labor Agreements. Newco shall honor or cause the appropriate subsidiary to
honor all collective bargaining agreements in effect as of the Merger Effective Time until their expiration,
and shall assume all of the rights and obligations provided under such collective bargaining agreements.
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(b) Workforce Matters. Subject to applicable law and obligations under
applicable collective bargaining agreements, for a period of two years following the Merger Effective
Time, reductions in workforce, if any, in respect of U.S. employees of Newco and its Subsidiaries shall
be made on a fair and equitable basis as determined by Newco, and any employee whose employment
is terminated or job is eliminated during such period shall be entitled to participate on a fair and
equitable basis as determined by Newco in the job opportunity and employment placement programs
offered by Newco or any of its Subsidiaries for U.S. employees for which they are eligible. Workforce
reductions, if any, carried out following the Merger Effective Time by the Surviving Entity shall be done
in accordance with all applicable collective bargaining agreements, and all laws and regulations
govemning the employment relationship and termination thereof including, without limitation, the Worker
Adjustment and Retraining Notification Act and regulations promulgated thereunder, and any
comparable state or local law.

Section 7.9  Employee Benefit Plans; Stock Options.

(@  Fora period of two years immediately following the Closing Date, the
compensation, benefits and coverage provided to current employees and retirees of the Company or
any Company Subsidiary, other than those covered by a collective bargaining agreement, who continue
employment with Newco or one of its Subsidiaries (the “Affected Employees™) pursuant to
compensation and employee benefit plans or arrangements maintained by Newco or one of its
Subsidiaries shall be, in the aggregate, not less favorable (as determined by Newco and the Surviving
Entity using reasonable assumptions and benefit valuation methods) than those provided, in the
aggregate, to such Affected Employees by the Company and any Company Subsidiary immediately
prior to the Closing Date. Newco shall, and shall cause the Surviving Entity and its other Subsidiaries
to, honor in accordance with their terms and applicable law (i) all compensation, benefit, and finding
obligations as in effect as of the date hereof or as may later be in effect in accordance with the terms of
this Agreement to current and former officers of the Company or any Company Subsidiary, and to their
beneficiaries, that are described in any applicable employment agreement or other Company Employee
Benefit Plan (including, but not limited to, the Company’s Supplemental Executive Retirement Plan) of
the Company or any Company Subsidiary and that are accrued, owed or mutually agreed to on or
before the Merger Effective Time as set forth in Section 4.10(a) of the Company Disclosure Schedule
and (i1) all other obligations to Affected Employees and current and former directors of the Company
and any Company Subsidiary, and to their beneficiaries, under employment, severance, consulting and
retention agreements or arrangements and all Company Employee Benefit Plans that are accrued, owed
or mutually agreed to on or before the Merger Effective Time, as set forth in Section 4.10(a) of the
Company Disclosure Schedule. In addition to the foregoing, Newco shall and shall cause the Surviving
Entity or its other Subsidiaries to pay any Affected Employees whose employment is terminated by
Newco, the Surviving Entity or other Subsidiary within 24 months of the Closing Date, a severance
benefit package equivalent to the severance-related benefits in effect under the following Company
plans and programs as of the effective date hereof (subject to the modification described in the
following (i1)): (i) the Niagara Mohawk Involuntary Severance Plan (Section 1.9 of the Niagara
Mohawk Involuntary Severance Plan shall be amended prior to the Merger Effective Date to provide
that a job offer by Newco or one of its Subsidiaries shall not prevent an involuntarily terminated
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Affected Employee from receiving severance benefits under such Plan if such job offer is for
employment that is more than fifty miles one-way from the Affected Employee’s work location at the
time of such involuntary termination); (i) the Niagara Mohawk Medical and Prescription Drug Plan For
Eligible Participants In the Involuntary Severance Plan; and (iii) the “Career Center” and
“Reimbursement For Job Training Educational Expenses” benefits described in the Company’s
“Transition Benefits” summary that describes transition benefits for eligible management employees
whose jobs are abolished as a direct result of the Company’s restructuring efforts.

(b)  The compensation, benefits and coverage provided to employees who are
covered by a collective bargaining agreement described in Section 7.8(a) shall be provided subject to
the terms of such collective bargaining agreement.

(c)  Newco shall, or shall cause its Subsidiaries to, give the Affected Employees full
credit for purposes of eligibility, vesting, benefit accrual (including, without limitation, benefit accrual
under any defined benefit pension plans) and determination of the level of benefits under any employee
benefit or fringe benefit plans or arrangements maintained by Newco or one of its Subsidiaries for such
Affected Employees’ service with the Company or any Company Subsidiary (or any prior employer) to
the same extent recognized by the Company or any Company Subsidiary immediately prior to the
Closmg Date, except where such credit would provide duplication of benefits. With respect to any
employee benefit plan or arrangement established by Newco or one of its Subsidiaries after the Closing
Date (the “Post-Closing Plans™) that is not intended to replace any Company benefit for Affected
Employees in existence immediately prior to the Merger Effective Time, service shall be credited in
accordance with the terms of such Post-Closing Plans consistent with the crediting of service for
employees of Parent and Parent Subsidiaries who participate in such plan or arangement.

(d)  Newco shall, or shall cause its Subsidiaries to, (i) waive all limitations as to
preexisting conditions, exclusions and waiting periods with respect to participation and coverage
requirements applicable to the Affected Employees under any welfare benefit plan of Newco or its
Subsidiaries in which such Affected Employees may be eligible to participate after the Closing Date,
other than limitations or waiting periods that are already in effect with respect to such Affected
Employees and that have not been satisfied as of the Closing Date under any welfare benefit plan
maintained for the Affected Employees immediately prior to the Closing Date, and (ii) provide each
Affected Employee with credit for any co-payments and deductibles paid prior to the Closing Date in
satisfying any applicable deductible or out-of-pocket requirements under any welfare benefit plans that
such Affected Employees are eligible to participate in after the Closing Date.

(e Except as may be limited by any applicable law or collective bargaining
agreement, Newco and its Subsidiaries shall neither be required to or prevented from merging the
Company’s benefit plans, agreements, or arrangements into Newco or its Subsidiaries benefit plans,
agreements, or arrangements or from replacing the Company’s benefit plans, agreements or
arrangements with Newco or its Subsidiaries benefit plans, agreements or arrangements.
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® At the Merger Effective Time each stock option outstanding pursuant to the
Company’s 1992 Stock Option Plan (the “Option”), whether or not then exercisable, shall be canceled
and shall only entitle the holder thereof to receive an amount in cash from the Company equal to the
result of multiplying (i) the number of shares of Company Common Stock previously subject to such
Option by (i) the excess of the Cash Consideration over the per Share exercise price of such Option.
The Company shall use its reasonable efforts to take all action necessary to effectuate the foregoing
provision.

Section 7.10  No Solicitations. (a) From and after the date hereof, the Company (i)
shall not, nor shall it permit any of its Subsidiaries to, nor shall it authorize or permit any of its
Representatives to, directly or indirectly, (A) solicit, initiate or encourage (including by way of fumnishing
information), or take any other action designed to facilitate, any inquiries or the making of any offer or
proposal (including, without limitation, any offer or proposal to its shareholders) which constitutes or
may reasonably be expected to lead to an Acquisition Proposal (as defined herein) from any third party
or (B) engage in any discussions or negotiations or firnish any confidential information or data to any
person or group relating to any Acquisition Proposal and (ii) shall immediately cease and cause to be
terminated any existing activities, discussions or negotiations with any parties with respect to any
Acquisition Proposal; provided, however, that if, at any time prior to the date on which the Company
Shareholders’ Approval has been obtained (the “Applicable Period ), the Board of Directors of the
Company (A) determines in good faith, based upon the written opinion of outside counsel that such
Board’s fiduciary duties under applicable law with respect to the Acquisition Proposal require it to do
so in order to act in a manner consistent with its fiduciary duties to the Company shareholders under
applicable law and (B) concludes in good faith based on the written advice of its financial advisors that
the person or group making such Acquisition Proposal has adequate sources of financing to
consummate such Acquisition Proposal and that such Acquisition Proposal, if consummated as
proposed, is materially more favorable to the Company shareholders from a financial point of view than
the Merger, the Company may, in response to an Acquisition Proposal which was not solicited by it or
which did not otherwise result from a breach of this Section 7.10(a), and subject to providing prior
written notice of its decision to take such action to Parent in compliance with Section 7.10(b), (x)
fumish to such third party information with respect to itself and its business, properties and assets
pursuant to a customary confidentiality agreement on terms not in the aggregate materially more
favorable to such third party than the terms contained in the Confidentiality Agreement and (y) engage
in discussions or negotiations regarding such Acquisition Proposal. As used herein, “Acquisition
Proposal” shall mean any proposal or offer (other than by another party hereto) for a tender or
exchange offer, merger, consolidation or other business combination involving the Company or any of
its material Subsidiaries or any proposal to acquire in any manner, directly or indirectly, 10% or more
of the shares of capital stock in or a substantial portion of the assets of the Company or any of its
material Subsidiaries.

(b)  Except as expressly permitted by this Section 7.10, neither the Board of
Directors of the Company nor any committee thereof shall (i) withdraw or modify, in any manner
adverse to Parent, the approval or recommendation by such Board of Directors or such committee of
the Merger or this Agreement, (ii) fail to reaffirm such approval or recommendation upon Parent’s
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request, (iii) approve or recommend any Acquisition Proposal or (iv) cause the Company to enter into
any letter of intent, agreement in principle, acquisition agreement or other similar agreement (each, an
“Acquisition Agreement”) relating to any Acquisition Proposal. Notwithstanding the foregoing, in the
event that during the Applicable Period the Board of Directors of the Company (i) determines in good
faith based upon the written opinion of outside counsel that such Board’s fiduciary duties under
applicable law with respect to the Acquisition Proposal require, to do so in order to act in a manner
consistent with its fiduciary duties to the Company shareholders and (ii) concludes in good faith based
on the written advice of its financial advisors that the person or group making such Acquisition Proposal
has adequate sources of financing to consummate such Acquisition Proposal and that such Acquisition
Proposal, if consummated as proposed, is materially more favorable to the Company shareholders from
a financial point of view than the Merger, such Board of Directors may terminate this Agreement
pursuant to Section 9.1(e) (and concurrently with or after such termination, if it so chooses, cause the
Company to enter into any Acquisition Agreement with respect to any Acquisition Proposal), but only
at a time that is (x) during the Applicable Period and is after the fifth business day following receipt by
Parent of written notice advising Parent that the Board of Directors of the Company is prepared to
accept an Acquisition Proposal, specifying the material terms and conditions of such Acquisition
Proposal and identifying the person making such Acquisition Proposal, (y) after the Company and its
respective financial and legal advisors have given Parent a reasonable opportunity during such five-day
period following receipt by Parent of such written notice to make such adjustments in the terms and
conditions of this Agreement as would enable the Company to proceed with the Merger or other
transactions contemplated hereby on such adjusted terms, and (z) after the Company and such advisors
have negotiated in good faith with Parent with respect to any such adjustments; provided that the
Company’s ability to terminate this Agreement pursuant to Section 9.1(e) is conditioned upon the
concurrent payment by the Company to Parent of any amounts owed by it pursuant to Section 9.3(c).

© In addition to the obligations of the Company set forth in paragraphs (a) and (b)
of this Section 7.10, the Company shall immediately advise Parent orally and in writing of any request
for information or of any Acquisition Proposal, the material terms and conditions of such request or
Acquisition Proposal and the identity of the person making such request or Acquisition Proposal. The
Company shall keep Parent informed of the status and details (including amendments or proposed
amendments) of any such request or Acquisition Proposal.

(d)  Nothing contained in this Section 7.10 shall prohibit the Company from taking
and disclosing to its shareholders a position contemplated by Rule 14e-2 promulgated under the
Exchange Act or from making any disclosure to its shareholders if, in the good faith judgment of the
Board of Directors of the Company, after consultation with outside counsel, failure so to disclose would
be inconsistent with its obligations under applicable law.

Section 7.11  Boards of Directors. .

@ Newco Board. Newco shall take such action as may be necessary to appoint
(i) all members serving on the Parent Board of Directors immediately prior to the Effective Time, (ii) the
current Chief Executive Officer of the Company and (iii) one additional person presently serving as an
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outside director of the Board of Directors of the Company on the date hereof, as determined by Parent,
to serve on the Newco Board of Directors following the Effective Time.

(b)  Advisory Board. Promptly following the Merger Effective Time, Newco shall
cause the Surviving Entity to establish an advisory board (the ‘New York Advisory Board™) which shall
be maintained for at least two years and which shall be comprised of up to 12 persons who were,
immediately prior to the Merger Effective Time, serving as non-executive members of the Company’s
Board of Directors, who are not appointed to serve on Newco Board of Directors and who are willing
to serve in such capacity on the New York Advisory Board. The function of the New York Advisory
Board shall be to advise the Surviving Entity’s Board of Directors with respect to general business as-
well as opportunities and activities in the State of New York and to maintain and develop customer
relationships in the State of New York. The New York Advisory Board shall meet no less frequently
than three times a year. The members of the New York Advisory Board shall each be named to serve
as members thereof for a period of two years; provided, however, that Newco shall have no obligation
to cause the Surviving Entity to elect or appoint, and may cause the Surviving Entity to remove, any
member of the New York Advisory Board if Newco reasonably determines that such member has a
conflict of interest that compromises such member’s ability to serve effectively as a member of the New
York Advisory Board or any cause exists that otherwise would allow for removal of such person as a
director of the Surviving Entity if such person were a member of the Surviving Entity’s Board of
Directors.

(c)  National Grid USA Board. For a period of two years commencing at the
Effective Time, the current Chief Executive Officer of the Company shall serve as Chairman of the
Board of Directors of National Grid USA and two other current executive officers of the Company as
determined by Parent will serve on the Board of Directors of National Grid USA.

Section 7.12  Charitable Contributions. The parties agree that provision of
charitable contribution and community support within the region served by the Company serves a
number of important goals. After the Merger Effective Time, Newco intends to cause the Surviving
Entity to provide charitable contributions and community support within the region served by the
Company at annual levels substantially comparable to the annual level of charitable contributions and
community support provided, directly or indirectly, by the Company and its public utility subsidiary
within the region served by the Company during 1999.

Section 7.13  Anti-Takeover Statutes. If any “fair price,” “moratorium,”
“business combination,” “control share acquisition” or other form of anti-takeover statute or
regulation shall become applicable to the Merger or any other transaction contemplated hereby, each of
Parent and the Company and the members of their respective boards of directors shall grant such
approvals and take such actions consistent with their fiduciary duties and in accordance with applicable
law as are reasonably necessary so that the Merger and such other transactions contemplated hereby
may be consummated as promptly as practicable on the terms contemplated hereby and otherwise act
to eliminate or minimize the effects of such statute or regulation on the Merger and other transactions
contemplated hereby.
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Section 7.14  Conveyance Taxes. The Company, Parent and Newco shall
cooperate in the preparation, execution and filing of all returns, questionnaires, applications or other
documents regarding any real property transfer or gains, sales, use, transfer, value added, stock transfer
and stamp Taxes, any transfer, recording, registration and other fees, and any similar Taxes
(“Conveyance Taxes”) which become payable in connection with the transactions contemplated by
this Agreement that are required or permitted to be paid on or before the Merger Effective Time.
Newco shall pay, without deduction or withholding from any amount payable to the holders of any
shares of the Company Common Stock, any such Conveyance Taxes which become payable in
connection with the transactions contemplated by this Agreement, on behalf of the shareholders of the

Company.

Section 7.15  Expenses. Subject to Section 9.3, all costs and expenses incurred in
connection with this Agreement and the transactions contemplated hereby shall be paid by the party
incurring such expenses, except that those expenses incurred in connection with printing the
Proxy/Registration Statement, the filing fee relating to the Proxy/Registration Staternent and for expert
witnesses retained for the purpose of advising and supporting approvals where both Company and
Parent have filed for approval from the same regulator, shall be shared equally by the Company and
Parent.

Section 7.16  Further Assurances. Each party shall, and shall cause its Subsidiaries
to, execute such further documents and instruments and take such further actions as may reasonably be
requested by any other party in order to consummate the Merger in accordance with the terms hereof.
Parent and Newco shall, and shall cause their respective Subsidiaries to, execute such further
documents and instruments and take such further actions as may reasonably be requested by any other
party in order to consummate the Scheme in accordance with the terms hereof, provided that Parent
and Newco may amend the terms of the Scheme as they deem reasonably necessary or desirable,
provided further that if any such amendment would have a material adverse effect on the benefits of the
Merger to the shareholders of the Company, such amendment will require the consent of the Company.

Section 7.17  Restructuring of Transactions. It may be preferable to effectuate a
business combination between Parent and the Company by means of an altemative structure to the
Merger and the Scheme. Accordingly, if, prior to satisfaction of the conditions contained in Article VIII
hereto, Parent proposes the adoption of an alternative structure that otherwise substantially preserves
for Parent, the Company and the holders of the Company Common Stock the economic and Tax
benefits of the transactions contemplated thereby then the parties shall use their respective best efforts
to effect a business combination among themselves by means of a mutually agreed upon structure other
than the Merger that so preserves such benefits, including without limitation, a structure that does not
require consummation of the Scheme. In particular, in the event that Parent determines that approval of
the Scheme is uncertain and it waives the condition set forth in Section 8.2(h), Parent and the Company
agree to adopt an alternative business combination transaction that does not require consummation of
the Scheme. In the event that the parties adopt a restructured transaction, the Agreement shall be
revised to reflect such transaction as determined necessary by the parties hereto and prior to closing
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any such restructured transaction, all material third party and Governmental Authority declarations,
filings, registrations, notices, authorizations, consents or approvals necessary for the effectuation of such
altemative business combination shall have been obtained and all other conditions to the parties’
obligations to consummate the Merger and other transactions contemplated hereby, as applied to such
alternative business combination, shall have been satisfied or waived.

Section 7.18  Integration Team. As soon as practicable after the date hereof,
Parent and Company shall, subject to limitations imposed by applicable law, create an integration
steering team with representatives appointed by the CEOs of Parent and the Company, and chaired by
Parent. The integration steering team shall be responsible for facilitating the integration of the two
companies as subsidiaries of Newco.

Section 7.19  Newco Ordinary Shares. Newco agrees that the Newco Ordinary
Shares delivered by it on the Closing Date shall be validly issued and fully paid.

Section 7.20 ADR Depositary Agreement. Newco, Merger Sub and the ADR
Depositary shall enter into the ADR Depositary Agreement in a form satisfactory to Newco, Parent and
the Company.

ARTICLE VIl
CONDITIONS

Section 8.1  Conditions to Each Party’s Obligation to Effect the Merger. The
respective obligations of each party to effect the transactions contemplated by this Agreement shall be
subject to the satisfaction on or prior to the Closing Date of the following conditions, except, to the
extent permitted by applicable law, that such conditions may be waived by the parties in writing
pursuant to Section 9.5:

@ Shareholders’ Approvals. The Parent Shareholders’ Merger Approval and
the Company Shareholders’ Approval shall have been obtained.

(b)  No Injunction. No court of competent jurisdiction or other competent
Governmental Authority shall have enacted, issued, promulgated, enforced or entered any law or order
(whether temporary, preliminary or permanent) which is then in effect and has the effect of making
illegal or otherwise restricting, preventing or prohibiting consummation of the Scheme, the Merger or
other transactions contemplated hereby.

(c)  Proxy/Registration Statement. The Proxy/Registration Statement shall have
become effective in accordance with the provisions of the Securities Act, and no stop order suspending
such effectiveness shall have been issued and remain in effect.
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(d)  Listing of Shares. The UK. Listing Authority shall have agreed to admit to
the Official List of the UK. Listing Authority (subject to allotment) (i) the Newco Ordinary Shares
represented by the Newco ADSs issuable in the Merger pursuant to Article II, and (ii) the Newco
Ordinary Shares issued pursuant to the Scheme and such agreement shall not have been withdrawn,
and the Newco ADSs issuable in the Merger pursuant to Article II shall have been approved for listing
on the NYSE upon official notice of issuance.

(e) Statutory Approvals. (i) Either (x) the sale by the Company of its Nuclear
Facilities (the “Nuclear Sale”) shall have closed, the Company shall have received the purchase price
therefor, and conforming license amendments shall have been issued by NRC to reflect the change in
ownership or (y) Parent and the Company shall have agreed to an altemative to the Nuclear Sale in
accordance with the provisions of Section 6.4 hereof with respect to which all required approvals,
authorizations and consents from Governmental Authorities, including, without limitation, any necessary
order of the NRC consenting to the transfer of the operating licenses for the Company’s Nuclear
Facilities and any necessary conforming license amendments, have been received.

@ Each of (x) the Company Required Statutory Approvals, including, with
respect to the approval of the New York Public Service Commission, confirmation that PowerChoice
will rernain in effect in accordance with its terms in all material respects following consummation of the
Merger, (y) the Parent Required Statutory Approvals, and (z) any declaration, filing, registration with,
or notice to or authorization, consent or approval of any Governmental Authority required in connection
with (A) the Nuclear Sale, as well as a determination by the New York Public Service Commission of
the level of recovery of stranded costs resulting from the Nuclear Sale or (B) any alternative
arrangement to the Nuclear Sale agreed to in accordance with the provisions of Section 6.4 hereof
(collectively, the “Nuclear Approvals "), shall have been obtained at or prior to the Merger Effective
Time, such approvals shall have become Final Orders (as defined below), and such Final Orders shall
not, individually or in the aggregate, impose terms or conditions which (x) with respect to the Company
Required Statutory Approvals and the Nuclear Approvals, could reasonably be expected to have a
Company Material Adverse Effect taking into account the allowed recovery of any stranded costs from
the Nuclear Sale, (y) with respect to the Parent Required Statutory Approvals, could reasonably be
expected to have a Parent Material Adverse Effect or (z) with respect to the Company Required
Statutory Approvals, the Parent Required Statutory Approvals and the Nuclear Approvals, could
reasonably be expected to materially impair the ability of the parties to complete the Merger and the
transactions contemplated hereby. A “Final Order” means action by the relevant regulatory authority
which has not been reversed, stayed, enjoined, set aside, annulled or suspended, with respect to which
any waiting period prescribed by law before the transactions contemplated hereby may be
consummated has expired, and as to which all conditions to the consummation of such transactions
prescribed by law, regulation or order have been satisfied.

® HSR Act. The waiting period (and any extension thereof) applicable to the
Merger under the HSR Act shall have been terminated or shall have otherwise expired.
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Section 8.2  Conditions to Obligation of Newco and Parent to Effect the
Merger. The obligation of Parent and Newco to effect the transactions contemplated by this
Agreement shall be further subject to the satisfaction, on or prior to the Closing Date, of the following
conditions, except as may be waived by Parent and Newco in writing pursuant to Section 9.5:

(@ Performance of Obligations of the Company. The Company (and/or the
appropriate Company Subsidiaries, as applicable) shall have performed in all material respects its
agreements and covenants contained in or contemplated by this Agreement which are required to be
performed by it at or prior to the Merger Effective Time.

(b)  Representations and Warranties. The representations and warranties of the
Company set forth in this Agreement shall be true and correct (i) on and as of the date hereof and (ii)
on and as of the Closing Date with the same effect as though such representations and warranties had
been made on and as of the Closing Date (except for representations and warranties that expressly
speak only as of a specific date or time which need only be true and comrect as of such date or time),
except where the failure of representations or warranties to be true and correct could not, individually
or in the aggregate, be reasonably expected to result in a Company Material Adverse Effect. For
purposes of this Section 8.2(b), qualifications in any representation or warranty as to “materiality” or a
“Company Material Adverse Effect” shall be disregarded.

(c) Closing Certificates. Parent and Newco shall have received a certificate
signed by the chief financial officer of the Company, dated the Closing Date, to the effect that, to the
best of such officer’s knowledge, the conditions set forth in Section 8.2(a) and Section 8.2(b) have
been satisfied.

@ Tax Opinion. Parent and Newco shall have received an opinion from
PricewaterhouseCoopers, counsel to Parent and Newco, in form and substance reasonably satisfactory
to Parent and Newco, dated as of the Closing Date, substantially to the effect that the Merger, together
with the Scheme will be treated for United States federal income tax purposes as a transaction
described in Section 351 of the Code, and no gain or loss will be recognized by Parent or Newco as a
result thereof. In rendering such opinion, PricewaterhouseCoopers may require and rely upon
representations reasonably satisfactory to PricewaterhouseCoopers contained in certificates of officers
of the Company, Parent, Newco and Merger Sub.

(e) Company and Parent Required Consents. All material Company Required
Consents and Parent Required Consents shall have been obtained and OFGEM shall not bave imposed
any modifications to any conditions of the license held by National Grid Company plc under the
Electricity Act 1989 that would reasonably be expected to have a Parent Material Adverse Effect.

® Affiliate Agreements. Newco shall have received Affiliate Agreements, duly
executed by each “Affiliate” of the Company, substantially in the form of Exhibit 7.7, as provided in
Section 7.7.
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(®  Permits. To the extent that the continued lawful operations of the business of
the Company or any Company Subsidiary after the Merger requires that any license, permit (including,
without limitation, Environmental Permits) or other governmental approval be transferred to Parent or
any Parent Subsidiary or issued to Parent or any Parent Subsidiary, such licenses, permits or other
authorizations shall have been transferred or reissued to Parent or such Parent Subsidiary at or before
the Closing Date, except where the failure to transfer or reissue such licenses, permits or other
authorizations would not have a Company Material Adverse Effect immediately after the Merger
Effective Time.

® Court Sanction. The Court shall have sanctioned the Scheme on terms
contemplated by this Agreement, and the Parent Shareholders’ Scheme Approvals shall have been
obtained.

Section 8.3  Conditions to Obligation of The Company to Effect the Merger.
The obligation of the Company to effect the Merger shall be further subject to the satisfaction, on or
prior to the Closing Date, of the following conditions, except as may be waived by the Company in
writing pursuant to Section 9.5:

(@)  Performance of Obligations of Parent and Newco. Parent (and/or the
appropriate Parent Subsidiaries, as applicable) and Newco shall have performed in all material respects
its agreements and covenants contained in or contemplated by this Agreement which are required to be
performed by it at or prior to the Merger Effective Time.

()  Representations and Warranties. The representations and warranties of
Parent, Newco and Merger Sub set forth in this Agreement shall be true and correct (i) on and as of
the date hereof and (ii) on and as of the Closing Date with the same effect as though such
representations and warranties had been made on and as of the Closing Date (except for
representations and warranties that expressly speak only as of a specific date or time which need only
be true and correct as of such date or time), except where the failure of representations or warranties to
be true and correct could not, individually or in the aggregate, be reasonably expected to resultin a
Parent Material Adverse Effect. For purposes of this Section 8.3(b), qualifications in any
representation or warranty as to “materiality” or a “Parent Material Adverse Effect” shall be
disregarded.

(c) Closing Certificates. The Company shall have received a certificate signed by
the chief financial officer of Parent and Newco, dated the Closing Date, to the effect that, to the best of
such officer’s knowledge, the conditions set forth in Section 8.3(a) and Section 8.3(b) have been
satisfied.

(@ Tax Opinion. The Company shall have received an opinion from Bryan Cave
LLP, special tax counsel to the Company, in form and substance reasonably satisfactory to the
Company, dated as of the Closing Date, substantially to the effect that the Merger, together with the
Scheme will be treated for United States federal income tax purposes as a transaction described in
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Section 351 of the Code and no gain or loss will be recognized by the Company pursuant to the
Merger and no gain or loss will be recognized by shareholders of the Company who receive solely
Newco ADSs pursuant to the Merger. In rendering such opinion, Bryan Cave LLP may require and
rely upon representations reasonably satisfactory to Bryan Cave LLP contained in certificates of
officers of the Company, Parent, Newco and Merger Sub.

()  Parent Required Consents. All material Parent Required Consents, the failure
of which to obtain would have a Parent Material Adverse Effect, shall have been obtained.

@ Legal Opinion. The Company shall have received an opinion from CMS
Cameron McKenna, counsel to Parent, in form and substance reasonably satisfactory to the Company,
dated as of the Closing Date, substantially to the effect that the Newco Ordinary Shares represented by
the ADSs issued as the ADS consideration are validly issued and fully paid.

ARTICLE IX
TERMINATION, AMENDMENT AND WAIVER

Section 9.1  Termination. This Agreement may be terminated at any time prior to
the Closing Date, whether before or after approval by the shareholders of the respective parties hereto
contemplated by this Agreement:

@ by mutual written consent of the Boards of Directors of Newco, the Company
and Parent;

(b) by either Parent or the Company:

(i) if any state or federal law, order, rule or regulation is adopted or issued,
which has the effect, as supported by the written opinion of outside counsel for such party, of
prohibiting the Merger, or by Parent or the Company, if any court of competent jurisdiction in
the United States or any state shall have issued an order, judgment or decree permanently
restraining, enjoining or otherwise prohibiting the Merger, and such order, judgment or decree
shall have become final and nonappealable;

(i) by written notice to the other parties, if the Merger Effective Time shall not
have occurred on or before December 31, 2001 (the “Initial Termination Date”), provided,
however, that the right to terminate the Agreement under this Section 9.1(b)(i1) shall not be
available to any party whose failure to fulfill any obligation under this Agreement has been the
cause of, or resulted in, the failure of the Merger Effective Time to occur on or before such
date; provided, further, that (A) if on the Initial Termination Date any of the conditions to the
Closing set forth in Section 8.1(¢e) shall not have been fulfilled but (x) to the extent that the
condition set forth in Sections 8.1(e)(i) and 8.1(e)(ii) (with respect to the Nuclear Approvals
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only) shall not have been fulfilled, the Company shall have entered into a binding definitive
agreement for the Nuclear Sale (the ‘“Nuclear Sale Agreement”) or satisfactory alternative
arrangements shall have been reached pursuant to Section 6.4 and (y) all other conditions to the
Closing shall be fulfilled or shall be capable of being fulfilled, then the Initial Termination Date
shall be extended to March 31, 2002 (the “Extended Termination Date”), and (B) if as of
the Extended Termination Date, the conditions to Closing set forth in Section 8.1(e)(ii) (with
respect to the Nuclear Approvals only) shall not have been fulfilled but all other conditions to
the Closing shall be fulfilled or shall be capable of being fulfilled and the Nuclear Sale
Agreement remains in effect, then the Initial Termination Date shall be extended to August 31,
2002;

(iii) by written notice to the other parties, if Parent Merger Shareholders’
Approval shall not have been obtained at a duly held Parent Merger Meeting, as the case may
be, including any adjournments thereof, or the Company Shareholders’ Approval shall not have
been obtained at a duly held Company Meeting, including any adjournments thereof;

(c) by Parent, by written notice to the Company, if (i) there shall have been any
breach of any representation or warranty, or any breach of any covenant or agreement of the Company
hereunder, which breaches individually or in the aggregate would result in a Company Material Adverse
Effect, and such breach shall not have been remedied within 20 business days after receipt by the
Company of notice in writing from Parent, specifying the nature of such breach and requesting that it be
remedied, or Parent shall not have received adequate assurance of a cure of such breach within such 20
business-day period or (ii) the Board of Directors of the Company shall withdraw or modify in any
manner adverse to Parent its approval of this Agreement and the transactions contemplated hereby or
its recommendation to its shareholders regarding approval of this Agreement, the Merger and other
transactions contemplated hereby;

(d) by the Company, by written notice to Parent, if (i) there shall have been any
breach of any representation or warranty, or any breach of any covenant or agreement of Parent or
Newco hereunder, which breaches individually or in the aggregate would resuit in a Parent Material
Adverse Effect, and such breach shall not have been remedied within 20 business days after receipt by
Parent and Newco of notice in writing from the Company, specifying the nature of such breach and
requesting that it be remedied, or the Company shall not have received adequate assurance of a cure of
such breach within such 20 business-day period, (ii) the Board of Directors of Parent shall withdraw or
modify in any manner adverse to the Company its approval of this Agreement and the transactions
contemplated hereby or its recommendation to its shareholders regarding approval of this Agreement,
the Scheme (if it remains a condition under Section 8.2(h) hereof) and the Merger and other
transactions contemplated hereby or (iii) Newco shall fail to deliver or cause to be delivered the Merger
Consideration to the ADR Depositary required pursuant to Section 2.3 at a time when all other
conditions to Newco’s obligations to close have been satisfied or waived in writing by Newco; or

(e) by the Company in accordance with Section 7.10(b); provided, that, in order
for the termination of this Agreement pursuant to this paragraph (e) to be deemed effective, the
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Company shall have complied with all provisions of Section 7.10, including the notice provisions
therein, and with applicable requirements, including the payment of the Termination Fee, of Section
9.3(c).

Section 9.2  Effect of Termination. In the event of termination of this Agreement
by either the Company or Parent pursuant to Section 9.1, there shall be no liability on the part of either
the Company or Parent or Newco or their respective officers or directors hereunder, except that the
agreement contained in the last sentence of Section 7.1, Section 7.14, Section 9.3, Section 10.2 and
Section 10.9 shall survive any such termination.

Section 9.3  Termination Fee; Expenses.

(@) In the event that this Agreement is terminated (i) by the Company pursuant to
Section 9.1(d)(ii) as a result of an action by the Board of Directors of the Parent prior to obtaining the
Parent Merger Shareholders’ Approval or (ii) by Parent pursuant to Section 9.1(c)(ii) as a result of an
action by the Board of Directors of the Company prior to obtaining the Company Shareholders’
Approval, then (A) in the event of termination pursuant to Section 9.1(c)(ii), the Company shall pay to
Parent and (B) in the event of termination pursuant to Section 9.1(d)(ii), Parent shall pay to the
Company, (promptly but in each case no later than five (5) business days after the date of termination
of this Agreement) by wire transfer of same day funds, a termination fee of $150,000,000, plus, in each
case, all of the terminating party’s documented out-of-pocket expenses and fees incurred by the party
(including, without limitation, fees and expenses payable to all legal, accounting, financial, and other
professionals arising out of, in connection with or related to the transactions contemplated by this
Agreement) not in excess of $10,000,000 (the “Out-of-Pocket Expenses™).

(b)  Inthe event that (i) this Agreement is terminated by the Company pursuant to
Section 9.1(e), or (ii) there shall have been an Acquisition Proposal involving the Company or any of its
Affiliates that has not been withdrawn and thereafter this Agreement is terminated by Parent or the
Company in the circumstances described in Section 9.1(b)(ii) or (b)(iii) or in accordance with Section
9.1(c)(1) and, in the case of this clause (ii) only, a definitive agreement with respect to such Acquisition
Proposal is executed within two years of such termination, then the Company shall pay Parent a
termination fee (the “Termination Fee”) equal to $150,000,000 in cash plus the Out-of-Pocket
Expenses of Parent; provided however, that, if such termination has occurred pursuant to Section
9.1(b)(11) solely as a result of the failure to meet conditions set forth in Sections 8.1(e)(i) and (ii) with
respect to the Nuclear Sale and Nuclear Approvals only, then the Company shall pay the Termination
Fee plus the Out-of-Pocket Expenses of Parent if a definitive agreement with respect to such
Acquisition Proposal is executed within one year of such termination; provided further that there is no
arrangement or understanding between the Company and the party making the A cquisition Proposal at
the time of such termination.

© The parties agree that the agreements contained in this Section 9.3 are an
integral part of the transactions conternplated hereby and constitute liquidated damages and not a
penalty. The parties further agree that if any party is or becomes obligated to pay a termination fee
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pursuant to Sections 9.3(a) and (b), the right to receive such termination fee shall be the sole remedy of
the other party with respect to the facts and circumstances giving rise to such payment obligation. If this
Agreement is terminated by a party as a result of a willful breach of a representation, warranty,
covenant or agreement by the other party, the non-breaching party may pursue any remedies available
to it at law or in equity and shall be entitled to recover any amounts thereunder. Notwithstanding
anything to the contrary contained in this Section 9.3, if one party fails to promptly pay to the other any
fee or expense due under this Section 9.3, in addition to any amounts paid or payable pursuant to such
Section, the defaulting party shall pay the costs and expenses (including legal fees and expenses) in
connection with any action, including the filing of any lawsuit or other legal action, taken to collect
payment, together with interest on the amount of any unpaid fee at the publicly announced prime rate of
Citibank, N.A. from the date such fee was required to be paid.

Section 94  Amendment. This Agreement may be amended by the Boards of
Directors of the parties hereto, at any time before or after obtaining the Company Shareholders’
Approval, the Parent Shareholders’ Approvals and prior to the Merger Effective Time, but after such
approvals, only to the extent permitted by applicable law. This Agreement may not be amended except
by an instrument in writing signed on behalf of each of the parties hereto.

Section 9.5  Waiver. At any time prior to the Merger Effective Time, the parties
hereto may (a) extend the time for the performance of any of the obligations or other acts of the other
parties hereto, (b) waive any inaccuracies in the representations and warranties contained herein or in
any document delivered pursuant hereto and (c) waive compliance with any of the agreements or
conditions contained herein, to the extent permitted by applicable law. Any agreement on the part of a
party hereto to any such extension or waiver shall be valid if set forth in an instrument in writing signed
by a duly authorized officer of such party.

ARTICLE X
GENERAL PROVISIONS

Section 10.1  Non-Survival; Effect of Representations and Warranties. No
representations or warranties in this Agreement shall survive the Merger Effective Time, except as
otherwise provided in this Agreement.

Section 10.2  Notices. All notices and other communications hereunder shall be in
writing and shall be deemed given (a) when delivered personally, (b) when sent by reputable overnight
courier service or (c) when telecopied (which is confirmed by copy sent within one business day by a
reputable overnight courier service) to the parties at the following addresses (or at such other address
for a party as shall be specified by like notice):

Q] If to the Company, to
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Niagara Mohawk Holdings, Inc.
300 Erie Boulevard West
Syracuse, New York 13202
Attn: ' William Edwards
Senior Vice-President and Chief Financial Officer
Telephone:  315-474-1511
Facsimile: 315-428-3406

with a copy to

Sullivan & Cromwell

1701 Pennsylvania Avenue, N.-W.
Washington, D.C. 20006

Attn: Janet Geldzahler, Esq.
Telephone:  202-956-7695

' Facsimile: 202-293-6330

and
® if to Parent, to

National Grid Group plc
National Grid House
15 Marylebone Road
London NW1 5JD
United Kingdom
' Att:  Stephen Box
' Group Finance Director
| Telephone:  011-44-20-7-312-5600
' Facsimile: 011-44-20-7-312-5655

and

National Gnd USA
25 Research Drive
Westborough, MA 01582
Attn:  Richard P. Sergel
President and Chief Executive Officer
Telephone: 508-389-2000
Facsimile: 508-366-5498
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with a copy to

LeBoeuf, Lamb, Greene & MacRae, L.L.P.
125 West 55th Street
| New York, NY 10019
Attn:  Steven H. Davis, Esq.
and Thomas J. Moore, Esq.
Telephone: 212-424-8000
Facsimile: 212-424-8500

and

CMS Cameron McKenna

Mitre House

160 Aldersgate Street

London EC1A 4DD

United Kingdom

Atn:  Sean M. Watson, Esq.
Telephone: 011-44-20-7-367-3000
Facsimile: 011-44-20-7-367-2000

@)  Ifto Newco, to

New National Grid Limited
15 Marylebone Road
London NW1 5JD
United Kingdom
Attn:  Stephen Box
Director
Telephone: 011-44-20-7-312-5600
Facsimile: 011-44-20-7-312-5655

and

National Grid USA.
25 Research Drive
Westborough, MA 01582
Attn:  Richard P. Sergel
President and Chief Executive Officer
Telephone: 508-389-2000
Facsimile: 508-366-5498

with a copy to
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LeBoeuf, Lamb, Greene & MacRae, L.L.P.
125 West 55th Street
New York, NY 10019
Attn:  Steven H. Davis, Esq.

and Thomas J. Moore, Esq.
Telephone:  212-424-8000
Facsimile: 212-424-8500

and

CMS Cameron McKenna

Mitre House

160 Aldersgate Street

London EC1A 4DD

United Kingdom

Attn:  Sean M. Watson, Esq.
Telephone:  011-44-20-7-367-3000
Facsimile: 011-44-20-7-367-2000

(v)  If to Merger Sub, to

Grid Delaware, Inc.

25 Research Drive

Westborough, MA 01582

Attn:  Richard P. Sergel
President

Telephone: ~ 508-389-2000

Facsimile: 508-366-5498

Section 10.3  Miscellaneous. This Agreement (including the documents and
instruments referred to herein) (a) constitutes the entire agreement and supersedes all other prior
agreements and understandings, both written and oral, among the parties, or any of them, with respect
to the subject matter hereof other than the Confidentiality Agreement and (b) shall not be assigned by
operation of law or otherwise.

Section 10.4 Interpretation. When a reference is made in this Agreement to
Sections or Exhibits, such reference shall be to a Section or Exhibit of this Agreement, respectively,
unless otherwise indicated. The table of contents and headings contained in this Agreement are for
reference purposes only and shall not affect in any way the meaning or interpretation of this Agreement.
Whenever the words “include,” “includes” or “including” are used in this Agreement, they shall be
deemed to be followed by the words “without limitation.” Reference to any “person” shall include
reference to any predecessor or successor of such person. Reference to any United States legal term
for any action, remedy, method of judicial proceeding, legal document, legal status, court, official or
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legal concept or thing shall in respect of any jurisdiction other than the United States be deemed to
include what most nearly approximates in that jurisdiction to the United States legal term.

Section 10.5  Counterparts; Effect. This Agreement may be executed in one or
more counterparts, each of which shall be deemed to be an original, but all of which shall constitute one
and the same agreement.

Section 10.6  Parties’ Interest. This Agreement shall be binding upon and mure
solely to the benefit of each party hereto, and, except for the rights of Indemnified Parties as set forth in
Section 7.5, nothing in this Agreement, express or implied, is intended to confer upon any other person
any rights or remedies of any nature whatsoever under or by reason of this Agreement.

Section 10.7 GOVERNING LAW. THIS AGREEMENT SHALL BE
GOVERNED BY AND CONSTRUED IN ACCORDANCE WITH THE LAWS OF THE STATE
OF NEW YORK APPLICABLE TO CONTRACTS EXECUTED IN AND TO BE FULLY
PERFORMED IN SUCH STATE, WITHOUT GIVING EFFECT TO ITS CONFLICTS OF LAW
RULES OR PRINCIPLES.

Section 10.8  Submission to Jurisdiction; Waivers. Each of Parent and the
Company irrevocably agree that any legal action or proceeding with respect to this Agreement or for
recognition and enforcement of any judgment in respect hereof brought by another party hereto or its
successors or assigns may be brought and determined in the Supreme Court of the State of New York
in New York County or in the United States District Court for the Southern District of New York, and
each of Newco, Parent and the Company hereby irrevocably submits with regard to any such action or
proceeding for itself and in respect to its property, generally and unconditionally, to the nonexclusive
jurisdiction of the aforesaid courts. Any service of process to be made in such action or proceeding
may be made by delivery of process in accordance with the notice provisions contained in
Section 10.2. Each of Newco, Parent and the Company hereby irrevocably waives, and agrees not to
assert, by way of motion, as a defense, counterclaim or otherwise, in any action or proceeding with
respect to this Agreement, () the defense of sovereign immunity, (b) any claim that it is not personally
subject to the jurisdiction of the above-named counts for any reason other than the failure to serve
process in accordance with this Section 10.8, (c) that it or its property is exempt or immune from
Jjurisdiction of any such court or from any legal process commenced in such courts (whether through
service of notice, attachment prior to judgment, attachment in aid of execution of judgment, execution of
judgment or otherwise), and (d) to the fullest extent permitted by applicable law that (i) the suit, action
or proceeding in any such court is brought in an inconvenient forum, (ii) the venue of such suit, action or
proceeding is improper and (iii) this Agreement, or the subject matter hereof, may not be enforced in or
by such courts.

Section 10.9  Enforcement of Agreement. The parties hereto agree that irreparable
damage would occur in the event that any of the provisions of this Agreement was not performed in
accordance with its specified terms or was otherwise breached. It is accordingly agreed that the parties
shall be entitled to an injunction or injunctions to prevent breaches of this Agreement and to enforce
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specifically the terms and provisions hereof in any court of competent jurisdiction, this being in addition
to any other remedy to which they are entitled at law or in equity.

Section 10.10 WAIVER OF JURY TRIAL. EACH PARTY HERETO HEREBY
WAIVES, TO THE FULLEST EXTENT PERMITTED BY APPLICABLE LAW, ANY RIGHT IT
MAY HAVE TO A TRIAL BY JURY IN ANY LEGAL PROCEEDING DIRECTLY OR
INDIRECTLY ARISING OUT OF OR RELATING TO THIS AGREEMENT OR THE
TRANSACTION CONTEMPLATED HEREBY (WHETHER BASED ON CONTRACT, TORT
OR ANY OTHER THEORY). EACH PARTY HERETO (A) CERTIFIES THAT NO
REPRESENTATIVE, AGENT OR ATTORNEY OF ANY OTHER PARTY HAS
REPRESENTED, EXPRESSLY OR OTHERWISE, THAT SUCH OTHER PARTY WOULD
NOT, IN THE EVENT OF LITIGATION, SEEK TO ENFORCE THE FOREGOING WAIVER
AND (B) ACKNOWLEDGES THAT IT AND THE OTHER PARTIES HERETO HAVE BEEN
INDUCED TO ENTER INTO THIS AGREEMENT BY, AMONG OTHER THINGS, THE
MUTUAL WAIVERS AND CERTIFICATIONS IN THIS SECTION.
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IN WITNESS WHEREOF, each party hereto has caused this Agreement to be
signed by its respective officer thereunto duly authorized as of the date first written above.

THE NATIONAL GRID GROUP

By / vé&é P : J

Its: Group Director, North Amerlcé

NIAGARA MZAWK?%ENG; INCORPORATED
. -
By: g

Its: Chairman and Chief Executive Officer

NEW NATIONAL GRID LIMITED

By: 'ﬁ"lm—w@ 70 A&\.fq,(//

Its: Director

GRID DELAWARE, INC

By: 7%’\&(« eﬁ, A’A-q »(.j

Its: President
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EXHIBIT A

Scheme of Arrangement
(under secdon 425 of the Companies Act 1985)

between National Grid Group plc and the Scheme Sharcholders (as hereinafter
defined) and the Special Shareholder (as hercinafter defined)

) Preliminary

(A) In this Scheme of Arrangement, unless inconsistent with the subject or context,
the following expressions shall bear the following meanings:

A means the Compantes Act 1985, 2s amended;

business dagymeans a day on which London Stock Exchange plc is open for the transaction
of bustness;

Court means the High Court of Justice in England and Wales;

Court Hearing means the hearing of the Petition;

Court Meeting means the meeting of holders of Natonal Gnd Shares convened by direction
of the Court pursuant to section 425 of the Act for a.m.on 2001, to consider and, if

thought fit, approve this Scheme, including any adjournment thereof;

CREST means a relevant system (as defined in the CREST Regulations) in respect of
which CRESTCo i1s the operator (as defined in the CREST Regulations);

CRESTComeans CRESTCo Limited;

CREJST Regwlassons means the Uncertificated Secunities Regulations 1995 (SI 1995 No.
3272) as from dme to tume amended;

bolder includes any person entitled by transmission;
Natsona/ Grid means Natonal Gnd Group plc;

Nationa! Grid Skares means ordinary shares of 11 13/17 pence each in the capital of
Nauonal Gnd;

Nationa! Grid Special Sbare means the spedal rights non-votng redeemable preference
share of £1 in the capital of Natonal Gnd,

new National Grid Shares means new ordinary shares of 11 13/17 pence each in the capirtal
of Nauonal Gnd;

New Nationa/ Grid means New National Grid plc;
[Vew National Grid Special Skbare means the special rights non-votng redeemable

preference share of £1 in the capital of New National Grdj]
1
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New Shares means ordinary shares of pence each in the capital of New Natonal Gnd;
Perszion means the peution to the Court to sancton the Scheme;
Record Dase means the business day immediately preceding the Scheme Date;

Seheme Dare means the date on which this Scheme becomes effecuve in accordance with
clause 6 of this Scheme;

Stheme Record Date means the business day immediately preceding the date of the Court
Hearing (or if the hearing continues beyond one day, the business day immediately
preceding the final day of the hearing);

Scbeme Shareholder means a holder of Scheme Shares as at 5:30 p.m. on the Record Date;

Scheme Shares means all Natonal Grid Shares in issue at 5:30 p.m. on the Scheme Record
Date;

Special Shareholder means the Secretary of State for Trade and Industry, the holder of the
National Grid Special Share;

2bis Scheme means this Scheme of Arrangement in its present form or with any
modificaton thereof or addinon thereto or condition approved or imposed by the Court;
and

ancertifecated or i wncertyficated form means recorded on the relevant register as being held in
uncertificated form in CREST, and title to which by virtue of the CREST Regulations
may be transferred by means of CREST.

®B) The authorised share capital of National Grid as at the date of this Scheme is £
divided 1ato Nadonal Grd Shares, of which have been issued and
are fully paid up (and the remainder are unissued), and one National Grid
Special Share which has been issued and is fully paid up.

(@) New Nautonal Gnd was incorporated as a private limited company on 11 July
2000 under the name Intercede 1610 Limited. Its name was changed on 30
August 2000 to New National Grid and it was re-registered as a public limited
company on  2001. The authonsed share capital of New National Grid at the
date of this Scheme is £ dividedinto New Shares, of which 2 have been
issued and are paid up [as to one-quarter] (and the remainder are unissued), [the
New Nauonal Grd Special Share which has not been issued] and 49,998
redeemable preference shares of £1 each, all of which have been issued and are
paid up [as to one-quarter].

D) The purpose of this Scheme is to provide for the cancellation of the Scheme
Shares and the National Grid Special Share and the issue of new National Grid
Shares with an aggregate nominal value equal to that of the shares so cancelled
to New National Gnd in consideration of the allotment by New National Grid
of New Shares to the Scheme Shareholders [and the allotment by New National
Grid of the New National Grid Special Share to the Special Shareholder].
2
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2. The Scheme
Nationa! Grid Cancellation
1.

(a)

New Nadonal Grid has given its written consent to this Scheme and has given a
written undertaking to be bound by its terms. Itis proposed that the Speaal
Shareholder will agree to appear by Counsel at the Court Hearing to consent to
this Scheme and to undertake to be bound by its terms.

(®)

The share capital of National Grid shall be reduced by cancelling the
Scheme Shares and the National Grid Special Share.

Forthwith and contingently upon the said reduction of capital taking

effect:

®

(1)

the share capital of Navonal Gnd shall be increased to its
former amount by the creaton of such number of new
Natonal Grid Shares as shall be of an agpregate nominal
amount equal to the agpregate nominal amount of the shares
cancelled in accordance with sub-clause (a) of this clause 1;
and

Nadonal Grid shall apply the credit arising in its books of
account on the reduction of capital pursuant to sub-clause (a)
of this clause 1 in paying up, in full at par, the new Nauonal
Grid Shares created pursuant to sub-clause (b)(1) of this clause
1 and shall allot and issue the same, credited as fully paid, to
New National Grid and/or its nominee(s).

New Skares [and the New National Grid Special Sbare]

2.

(2)

In consideration of the cancellaton of the Scheme Shares and the
National Grid Special Share and the issue of the new Natonal Gnid
Shares to New Natonal Grid and/or its nominee(s) pursuant to clause
1 of this Scheme, New National Grid shall (subject to the provisions of
sub-clause (c) of this clause 2):

M

()

allot and issue (credited as fully paid) New Shares to the
Scheme Shareholders on the basis of one New Share for each
Scheme Share held at 5:30 p.m. on the Record Date, save that,
for any person holding New Shares as at 5:30 p.m. on the
Record Date his entitlement to receive New Shares pursuant
to this clause 2 shall be reduced by the number of New Shares
he holds at that time; and

allot and issue (credited as fully paid) the New National Grid
Special Share to the Special Shareholder.]

3
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®) The New Shares to be issued pursuant to sub-clause (a)(i) of this clause
2 shall rank pan passu in all respects with any New Shares in issue at
5:30 p.m. on the Record Date and shall rank in full for all dividends or
‘distnbutions made, paid or declared after the Scheme Date on the
ordinary share capital of New National Gnd.

(¢) The provisions of sub-clause (a) of this clause 2 shall be subject to any
prohibition or conditon imposed by law. Without prejudice to the
generality of the foregoing, if, in respect of any Scheme Shareholder
who is a citizen, resident or national of any jurisdiction outside the
United Kingdom ("overseas shareholder”), New National Grid is
advised that the allotment and issue of New Shares pursuant to this
clause 2 would infringe the laws of any junsdictuon outside the United
Kingdom or would require New National Grd to observe any
governmental or other consent or any registration, filing or other
formality, then New Natonal Grid may determine that no New Shares
shall be allotted or issued to such overseas shareholder under this
clause 2, but shall instead be allotted to 2 nominee appointed by New
Natonal Gnd, 2s a trustee for such overseas shareholder, on terms that
the nominee shall, as soon as practicable following the Scheme Date,
sell the New Shares so allotted at the best price which can reasonably
be obtained and shall account for the net proceeds of such sale (after
the deducton of all expenses and commissions, including value added
tax, payable thereon) by sending a cheque or warrant to such overseas
shareholder in accordance with the provisions of clause 3 below. None
of Natonal Gnd, New Natonal Grid, any nominee referred to in this
subclause (c) or any broker or agent of any of them shall have any
liability for any loss ansing as a result of the tuming or terms of any such
sale.

Certificates and payment

3.

(a) Not later than ten (10) business days after the Scheme Date, New
National Grid shall send by post to the allottees of the New Shares [and
to the allottee of the New Nadonal Grid Special Share] allotted and
1ssued pursuant to clause 2 of this Scheme certficates in respect of
such shares, save that where Scheme Shares are held in uncertificated
form, New Natonal Grd will procure that CRESTCo is instructed to
cancel the entitlement to Scheme Shares of each of the Scheme
Shareholders concerned and to credit to the appropriate stock account
in CREST of each such Scheme Shareholder his entilement to New
Shares.

) Not later than ten (10) business days following the sale of any relevant
New Shares pursuant to clause 2(c), New Natonal Grd shall procure
that the nominee shall account for the cash payable by despatching to
the persons respectively entitled thereto cheques and/or warrants by
post.
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(©)

C)

()

All cernficates required to be sent by New Nadonal Grd pursuant to
sub-clause (a) of this clause 3 and all cheques or warrants required to be
sent pursuant to sub-clause (b) of this clause 3 shall be sent through the
post in pre-paid envelopes addressed to the persons respecuvely
endtled thereto at their respectve addresses appearing in the register of
members of National Gnid at the close of business on the Record Date
(or, in the case of joint holders, to the address of that one of the joint
holders whose name stands first in the register in respect of the joint
holding) or in accordance with any special instrucdons regarding
communications received at the registered office of National Gnid prior
to the Record Date.

None of National Grid, New Nauonal Gnd, any nominee referred to in
clause 2(c) or any agent of any of them shall be responsible for any loss
or delay in transmission of certificates, cheques or warrants sent in
accordance with this clause 3.

The preceding sub-clauses of this clause 3 shall take effect subject to
any prohibition or condition imposed by law.

Cerrgficates rgpresenting Scheme Shares and the National Grid Special Share

4. With effect from and including the Scheme Date, all ceruficates representing
holdings of Scheme Shares and the National Gnd Special Share shall cease to be
valid in respect of such holdings.

Mandates

5. Each mandate in force at 5:30 p.m. on the Record Date relating to the payment
of dividends on Scheme Shares and each instructon then in force as to notices
and other communications from National Grid shall, unless and unal varied or
revoked, be deemed as from the Scheme Date to be a valid and effectve
mandate or instruction to New National Grid in relanon to the corresponding

Scberre Dare

| 6. This Scheme shall become effective as soon as an office copy of the Court Order

New Shares to be allotted and 1ssued pursuant to this Scheme.

sancuoning this Scheme under section 425 of the Act and confirming under
section 137 of the Act the reducton of capital proposed under this Scheme shall
have been duly delivered to the Registrar of Companies for registration and

registered by him.

7. Unless this Scheme shall have become effective on or before , 2002 or such
later date, if any, as the Court may allow, it shall lapse.

Modfecation

8. Nadonal Gnd and New Natonal Grid may jointly consent on behalf of all

persons concerned to any modificadon of or additon to this Scheme or to any
condition which the Court may think fit to approve or impose.
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Dated the day of 2001
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Exhibit 7.7
Form of Affiliate Agreement
[DATE]
Ladies and Gentlemen:

The undersigned is a holder of shares of Common Stock, par value $0.01 per share ("Common
Stock"), of Niagara Mohawk Holdings, Inc., a New York corporation (the "Company"), and is entitled
to receive American Depositary Shares of New National Grid Limited (the "ADSs"), a public limited
company incorporated under the laws of England and Wales ("New National Grid"), each representing the
night to receive five Ordinary Shares of New National Grid [deposited with the Bank of New York) and
evidenced by American Depositary Receipts, in connection with the merger (the "Merger") of Grid

Delaware, Inc. with and into the Company, in which the Company will become a wholly owned subsidiary )

of New National Grid pursuant to that certain Agreement and Plan of Merger and Scheme of Arrangement
dated as of September 4, 2000, by and among National Grid Group plc, New National Grid, the
Company, and Grid Delaware, Inc..

The undersigned acknowledges that the undersigned may be deemed an "affiliate” of the Company
within the meaning of Rule 145 (“Rule 145") promulgated under the Securities Act of 1933, as amended
(the "Act"), although nothing contained herein shall be construed as an admission of such status.

Ifin fact the undersigned were an affiliate of the Company under the Act, the undersigned's ability
to sell, assign or transfer any ADSs received by the undersigned in exchange for any shares of the
Company pursuant to the Merger may be restricted unless such transaction is registered under the Act or
an exemption from such registration is available. The undersigned understands that such exemptions are
limited and the undersigned has obtained advice of counsel as to the nature and conditions of such
exemptions, including instruction with respect to the applicability to the sale of such securities of Rules 144
and 145(d) promulgated under the Act.

The undersigned hereby represents to and covenants to New National Grid that it will not sell,
assign or transfer any ADSs received by the undersigned in exchange for shares of the Common Stock
pursuant to the Merger except (i) pursuant to an effective registration statement under the Act, (ii) by a
transaction in conformity with the volume and other limitations of Rule 145 or Rule 144, to the extent
applicable, or any other applicable rules promulgated by the Securities and Exchange Commission (the
"Commission"”) or (iii) in a transaction which, in the opinion of independent counsel reasonably satisfactory
to New National Grid , or as described in a "no-action" or interpretive letter from the Staff of the
Commission, 1s not required to be registered under the Act.

In the event of a sale of any ADSs pursuant to Rule 145, the undersigned will supply New National
Grid with evidence of compliance with such Rule, in the form of customary seller's and broker’s Rule 145
representation letters or as New National Grid may otherwise reasonably request. The undersigned

NYB 468700. 56621 00721
9/4/00 1:49 PM C—
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understands that New National Grid is under no obligation to register the sale, transfer or other disposition
of ADSs by it or on its behalf under the Act or to take any other action necessary in order to make
compliance with the registration requirements of the Act possible or to make an exemption from such
requirements available. The undersigned understands that New National Grid may instruct its transfer agent
to withhold the transfer of any ADSs disposed of by the undersigned in a manner inconsistent with this
letter.

The undersigned acknowledges and agrees that an appropriate legend will be placed on each ADR
evidencing ADSs received by the undersigned in the Merger or issued to a transferee thereof, which legend
will be removed on the earlier of (i) receipt by New National Grid of an opinion in form and substance
reasonably satisfactory to it to the effect that such legend is no longer required for the purposes of the Act
and the rules and regulations of the Commission promulgated thereunder and (ii) a sale of such ADSs which
has been registered under the Act, whereupon New National Grid will ensure that there is executed and
delivered to the undersigned or his transferee (as the case may be) a replacement a ADR or ADRs free
of such legend.

The undersigned acknowledges that it has carefully reviewed this letter and understands the
requirements hereof and the limitations imposed upon the distribution, sale, transfer or other disposition of
such ADSs.

Very truly yours,

[Name]

NYB 468700. $6621 00721
9/4/00 1:49 PM R




As an inducement to the above individual to deliver this letter, New National Grid agrees that for

so long as and to the extent necessary to permit such individual, pursuant to Rule 145 and, to the extent
applicable, Rule 144 under the Act, to sell such ADSs received by such individual in connection with the

Merger, New National Grid shall use all reasonable efforts to file, on a timely basis, all reports and data

required to be filed by it with the Commission pursuant to Section 13 of the Securities and Exchange Act
of 1934.

Very truly yours,

New National Grid Limited

By:
Name:
Tide:

[DATE]

NYB 468700. 56621 00721
9/4/00 1:49 PM
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COMPANY DISCLOSURE SCHEDULES

Delivered in connection with Agreement and Plan of Merger and Scheme of
Arrangement (the “Agreement”), dated as of September 4, 2000, by and among National
Grid Group PLC, Niagara Mohawk Holdings, Inc., New National Grid Limited and Grid
Delaware, Inc.

For purposes of the Company Disclosure Schedules, hereafter set forth, terms in the
Agreement as capitalized herein shall have the meanings given to them in the Agreement
unless the context otherwise dictates. The inclusion of such information for purposes of
the Company Disclosure Schedule does not in and of itself constitute information that is
deemed by the Company to be material for purposes of the Agreement.

1 W:Scheduics - 1\CDS.doc
9/04/2000 12:44 PM
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SCHEDULE 4.1
Organization and Qualification; Material Adverse Effect
(Section 4.1)

None of the following will be included in determining whether a Company Material Adverse
Effect has occurred: .

1. The Company estimates the potential exposure on the eight (8) natural gas indexed swap
agreements, which were part of the Master Restructuring Agreement (“MRA™), at August 23,
2000 mark-to-market NYMEX futures prices is:

July through December 2000  $43.6 Million

January through August 2001  $48.8 Million '
Total $92.4 Million

2. Any accounting effect on the Company’s balance sheet resulting from a write-down of
nuclear assets in connection with the sale of (or agreement to sell) such assets.

SCHEDULE 4.1 1 ‘W:Schedules - 1\Schedule 4.1.doc
9/04/2000 2:49 PM
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SCHEDULE 4.2(a)
Subsidiaries and Associates
(Section 4.2(a))
Percent Voting Stock
' Owned By Company
L Subsidiaries
| Niagara Mohawk Power Corporation 100%

(Niagara Mohawk Power Corporation, is a
subsidiary of "the Company" and is also referred
to as "Niagara Mohawk" or "NMPC")

Owns 100 % of NM Properties, Inc., 100%

Of NM Uranium, Inc, 100 % of NM
Receivables Corporation 11, 99.99836% of NM
Receivables LLC. NM Receivables
Corporation II owns the remaining .00164%
of NM Receivables LLC.

¢+ NM Uranium, Inc.

+ NM Properties, Inc.
+ NM Receivables Corp. I
+ NM Receivables LLC

Opinac North America, Inc. 100%
An investment holding

company which owns 100% of

Opinac Energy Corp. and 100%

of Niagara Mohawk Energy, Inc.,

as well as investments in other

development stage businesses.

1 Company Associates

Opinac Energy Corporation owns 50% of Canadian Niagara Power Corporation, Limited
("CNP LTD", an electric utility incorporated and located in Ontario, Canada).

CNP LTD owns 100% of Canadian Niagara Power, Inc. and 100% of 1161557 Ontario
Limited.

Niagara Mohawk Energy, Inc., an unregulated company, is an energy marketing and
related energy services company located in Syracuse, New York, Incorporated in the
State of Delaware. Niagara Mohawk Energy, Inc. owns 100% of Niagara Mohawk
Energy Marketing, Inc. (incorporated in the State of Delaware), 100% of Niagara
Mohawk Energy, India Private Limited, 90% of Dolphin Investments International, Inc.
(a corporation organized and existing under the laws of Nevis, West Indies).

SCHEDULE 4.2(a) 1 W:\Schedules - 1\Schedule 4.2(a).doc
9/04/2000 11:37 AM
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SCHEDULE 4.2(2)
Subsidiaries and Associates
(Section 4.2(a))

¢ Telergy, Inc.
$500,000 in Telergy Joint Venture (converted to Telergy Central, LLC in April
1998), $10 million of Class A common stock (issued November 1998) and $30
million of Class A common stock (issued May 1999).

+ EVonyx, Inc.
$42.75 million of common stock and common stock warrants (see Schedule 6.1)

m Additional Investments or Guarantees

The following are existing Agreements requiring the Company or Cdmpany Subsidiaries
to make additional investments, loans, capital contributions, guarantees or obligations:

On March 23, 2000, the Company’s Board of Directors adopted a resolution that
authorized the Company to guarantee payment and/or performance of Niagara Mohawk
Energy, Inc. or Niagara Mohawk Energy Marketing, Inc. obligations up to an aggregated
amount not to exceed $20 million.

See also Schedule 4.6

SCHEDULE 4.2(a) 2 W:Schedules - I\Schedule 4.2(a).doc
9/04/2000 11:37 AM
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SCHEDULE 4.2(b)
Subsidiary Capitalization
(Section 4.2(b))

+ Niagara Mohawk Power Corporation has the following classes of preferred stock:

*

Series Shares
Preferred $100 par value:
3.40% 200,000
3.60% 350,000
3.90% 240,000
4.10% 210,000
4.85% 250,000
525% 200,000
6.10% 250,000
7.72% 400,000
7.45% 186,000
Preferred $25 par value:
7.85% 365,602
Adjustable Rate -
Series A 1,200,000
Series B 1,650,000
Series C 2,000,000
Series D 3,000,000

As part of collateral for the Loan and Security Agreement between Niagara Mohawk Energy
Inc. and Niagara Mohawk Energy Marketing, Inc., and HSBC Bank USA, OPINAC Energy
Corporation pledged 65% of its outstanding stock.

SCHEDULE 4.2(b) 1

W:\Schedules - 1\Schedule 4.2(b).doc
'9/01/2000 10:45 AM
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SECTION 4.3(a) OF THE COMPANY DISCLOSURE SCHEDULE
Capitalization

Refer to the attached table entitled, “1992 Stock Options Outstanding as of August 10, 2000.”

SECTION 4.3(a) OF THE COMPANY DISCLOSURE SCHEDULE .

6084230.01 08/25/2000

-
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1992 Stock Option Plan

Stock Options Outstanding

as of August 10, 2000

Employee/Retiree |

1992 Grant.” |.

. 1993'Grant. ;.| ]:.51994 Grant: . -

1995 Grant > |

_{.Pricei $18.00"

-1.:Price $19:625:

Price;}.$19:37¢

Tice?$14:00" |-

Armington, David J. 3,000 3,000 3,000 3,000
Ash, Joseph T. 1,500 1,500 1,500 1,500
Baron, Thomas H. 1,500 1,500 1,500 1,500
Budney, Albert J. 10,000
Dawvis, William E. 1,500 11,125 20,000 10,000
Dienst, Edward J. 2,625
Flaim, Theresa A. 2,625 1,500
Kermr, Darlene D. 1,500 1,500 3,000 3,000
Lavine, Gary J. 3,000 3,000 3,000 3,000
Manno, Samue! F. 1,500 1,500 1,500 1,500
McComnick, Martin J. * 1,500 1,500
McCuen, Douglas R. * 1,500 1,500 1,500 1,500
Nadeau, Clement E. 1,500 1,500 1,500 1,500
Pernty, James A. * ¢ 1,500 1,500 1,500 1,500
Powers, John W. * 3,000 3,000 3,000 3,000
Ranalli, Michasl P. * ¢p 3,000 3,000 3,000 3,000
Rice, Kapua A, 2,000
Roos, Arthur W, 1,500 1,500 1,500
Ryczek, Richard H. 1,500 1,500 1,500
Sylva, Ralph B. * 3,000 5,000 5,000
Synwoldt, William J. 1,500 1,500 1,500
Tasker, Steven W. 1,500 1,500 1,500
Temry, Carl D. 1,500 1,500 1,500
Wilczek, Jr., Stanley W 1,500 1,500 1,500

TOTAL: - % ¥

Sl 236,000

ATl

sl s 555,625]"

e 405000

608718.01 08/25/2000
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SECTION 4.3(b) OF THE COMPANY DISCLOSURE SCHEDULE
Capitalization

Refer to the attached table entitled, “1992 Stock Options Outstanding as of August 10, 2000.”

SECTION 4.3(b) OF THE COMPANY DISCLOSURE SCHEDULE —_—
608435.01 08/25/2000

-
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1992 Stock Option Plan
Stock Options Outstanding
as of August 10, 2000
| ]
Employee/Retiree_|: |.. 1992 Grant. || 1993 Granti. | |s <ad 994iGrants i (5 H|EA995]Grant. ... !
il ] Prices $18:00: ] [FiPrice: $19 625K K RrICe 19375 hs A3 FiRTIcaN$ 14100: i '

Anington, Davd J. 3,000 3,000 3,000 3,000

Ash, Joseph T. 1,500 1,500 1,500 1,500

Baron, Thomas H. 1,500 1,500 1,500 1,500

Budnay, Albert J. 10,000
Daus, Willlam E. 1,500 11,125 20,000 10,000

Dienst, Edward J. 2,625

Flaim, Theresa A. 2,625 1,500

Kerr, Dartens D. 1,500 1,500 3,000 3,000

Lavne, Gary J. 3,000 3,000 3,000 3,000

Manno, Samuel F. 1,500 1,500 1,500 1,500

McComnick, Martin J. * 1,500 1,500

McCuen, Douglas R. * 1,500 1,600 1,500 1,500

Nadeau, Clement E. 1,500 1,500 1,600 1,600

Penty, James A, * ¢ 1,500 1,500 1,500 1,500

Powers, John W, * 3,000 3,000 3,000 3,000

Ranalli, Michasl P. * pp 3,000 3,000 3,000 3,000

Rice, Kapua A. 2,000

Roos, Arthur W. 1,500 1,500 1,500 1,500

Ryczek, Richard H. 1,500 1,500 1,500 1,500

Syliva, Ralph B. * 3,000 5,000 5,000 5,000

Synwoldt, Willlam J. 1,500 1,500 1,500 1,500

Tasker, Steven W. 1,500 1,500 1,500 1,500

Temnry, Car D. 1,500 1,500 1,500 1,500

Wilczek, Jr., Stanley W 1,500 1,500 1,500 1,500

TOTFAL: -~ o e 36,000 5[5 30 47362518 PRkl 62925 R RN 71 e T T 0I000 i

608718.01 08/25/2000
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| SCHEDULE 4.4() -
Non-Contravention
(Section 4.4(b))
No disclosure or exception.
|
|
|
|
|
]
I
SCHEDULE 4.4(b)(i) 1 WASchedules - \Schedule 4.4(bii).doc
9/04/2000 11:39 AM
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.

ATTACHMENT 4.4(b)(ii) | |

SCHEDULE 4.4(b)(iii)
Consents
(Section 4.4(b)(iii))

Senior Bank Facility (effective as of June 1, 2000):

- Letters of Credit Agreements ($424.4 Million in place, effective as of June 1, 2000). The
Letters of Credit Agreements each contain a change of control provision.

- 364-Day Revolving Credit Agreement ($280 Million, effective as of June 1, 2000).
There are zero (0) funds drawn under this agreement.

- 5-Year Revolving Credit Agreement ($100 Million, effective as of June 1, 2000). There
are zero (0) funds drawn under this agreement.

Among other provisions, the agreement provides that if any person or persons acting in
concert have acquired by contract or otherwise, or have entered into a contract or
arrangement that upon consummation will result in an acquisition of the power to exercise a
controlling influence over the management or policies of Niagara Mohawk Power
Corporation or Niagara Mohawk Holdings, then an event of default has occurred.

Senior Note Indenture (sometimes referred to as the MRA debt, dated June 30, 1998)

Among other provisions, the agreement provides that upon the occurrence of a change of
control triggering event, such as, consummation of any transaction whereby any person or
group acquires more than 50% of the total voting power in aggregate of all classes of the
Company’s capital stock and a rating decline or an announcement of a consideration of such
a downgrade occurs, each holder of senior notes has the right to require NMPC to repurchase
all or any part of the notes at an offer price equal to 101%.

W Schedules - I\Schedule 4.4(bii).doc
9/04/2000 11:40 AM
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SCHEDULE 4 .4(c)
Statutory Approvals
(Section 4.4(c))

The following are the Company’s Required Statutory Approvals:
+ New York State Public Service Commission
o Federal Energy Regulatory Commission
+ Securities and Exchange Commission
o Nuclear Regulatory Commission (only if the nuclear sale is not completed)
« Hart-Scott-Rodino )
+ Telecommunications (FCC) (for transfer of licenses)
There may be additional permits and consents that are required from, among other agencies and

persons, the EPA, DEC and the Army Corps of Engineers. None of these notices or applications
are expected to be material or burdensome.

SCHEDULE 4.4(c) 1 W:\Schedules - 1\Schedule 4.4(c).doc
09/03/00 6:35 PM
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SCHEDULE 4 .4(d)
Compliance
(Section 4.4(d))

+ During the week of July 10, 2000, the Securities and Exchange Commission ("SEC")
performed a review of the Company’s Shareholder Services Department. The SEC met with
a representative of the Company and discussed compliance issues under SEC rules and
regulations, but as the date of the Company Disclosure Schedules, the SEC has not provided
the Company with a written report of its findings. The Company has taken corrective action
to remedy most of the SEC compliance issues discussed with the Company. The infractions
that were noted are:

- Not everyone in the Shareholder Services Department that handles securities has been
fingerprinted

- Securities aren’t always held in a secure place
- Certain forms were not available for review

- Cancellation of lost or stolen certificates was not processed quickly enough

+ Volney-Marcy Transmission Line - Trust Indenture and Security Agreement, by and among
Meridian Trust Company, solely as Owner Trustee, Niagara Mohawk Power Corporation
("NMPC") a Company subsidiary and Citibank, N.A. as Indenture Trustee dated November
1, 1986 (the " Trust Agreement") Agreement.

The Trust Agreement contains affirmative covenants that require NMPC to maintain the
necessary financing statements (“UCC-1s") on behalf of the Owner Trustee and Indenture
Trustee and to furnish the Indenture Trustee on or before October 1, of each year with an
Opinion of Counsel. NMPC, as of the date hereof, has not delivered an Opinion of Counsel,
for the period ending October 1, 1999, the UCC-1 filings at the state level expired and the
county filings needed to be amended to reflect the fact that First National Union Bank is a
successor Owner Trustee by merger to Meridian Trust Company. NMPC, at the request of
the Indenture Trustee and Owner Trustee, has refilled and amended the UCC-1's where
appropriate.

As of the date of this Disclosure Schedule, NMPC has not received any written notice, as
required under the Agreement, of an event of default for non-delivery of the Opinion of
Counsel. NMPC has advised the successor Owner Trustee and Indenture Trustee that it has
made the necessary corrective actions requested by the parties and that NMPC expects to
deliver the Opinion of Counsel required under the Trust Agreement on or before October 1,
2000.

At July 1, 2000, the last semi-annual rent amount for the Volney-Marcy Transmission Line
was $5,521,200.87. The basic rent (as defined in the agreement) as a percent of the purchase
price was 4.3134382%. Thus, the remaining obligation (including principal and interest) is
$128 million.

Also see Schedules 4.7,4.10,4.11 and 4.12.
SCHEDULE 4.4(d)(i) 1 W:\Schedules - 1\Schedule 4.4(d)(i).doc
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STATE OF NEW YORK
PUBLIC SERVICE COMMISSION

Niagara Mohawk Holdings, Inc.; Niagara Mohawk Power) Docket No.
Corporation; National Grid Group plc; National Grid USA)

JOINT PROPOSAL

This Joint Proposal is sponsored by {list sponsoring parties], and by Niagara Mohawk
Holdings, Inc., Niagara Mohawk Power Corporation (“Niagara Mohawk”), National Grid Group
plc, and National Grid USA (“National Grid”) (all Petitioners together “the Companies™). This
Joint Proposal is designed to resolve all issues presented by the merger of the Companies and to
establish an Incentive Rate Plan for Niagara Mohawk (the “Rate Plan™).

The Rate Plan reduces the present value of the revenues under Niagara Mohawk’s
Electricity Delivery Rates, including charges for transmission, distribution, and Niagara
Mohawk’s Competitive Transition Charges (“CTC”), but excluding the prices for comrlnodity
and the commodity-based Delivery Charge Adjustment (“DCA”), by approximately $970 million
over the Rate Plan Period from the rates that would have been experienced absent the merger.
The revenue reductions, shown on Attachment 1, p.1, are subject to the adjustments set forth
below. The lower Electricity Delivery Rates are achieved by realizing synergies and efficiency
gains in Niagara Mohawk’s transmission and distribution operations and by limiting and
reprofiling Niagara Mohawk’s recovery of its stranded costs during the Rate Plan Period. The
Rate Plan resolves all outstanding issues associated with the future recovery of Niagara
Mohawk’s stranded costs after the Effective Date of the Rate Plan and all issues associated with

the estimation or allocation of synergy savings and efficiency gains.




In addition, the Rate Plan provides an option for commodity sales to Niagara Mohawk’s
non-market price customers (those customers who currently do not receive a pass through of
market prices) under which base commodity prices are levelized through December 31, 2004,
and are hedged through the remainder of the Rate Plan Period by Niagara Mohawk’s portfolio of
electricity supply contracts. This option, which is subject to a commodity adjustment clause, is
designed to provide Niagara Mohawk’s smaller customers with an assured power supply at
hedged prices for several years longer than was anticipated under Power Choice. Finally, the
Rate Plan includes a comprehensive incentive program to encourage Niagara Mohawk to
improve efficiency, enhance service to customers, and reduce transmission congestion within the
Niagafa Mohawk service territory.

With regard to the natural gas rates of Niagara Mohawk, this Proposal extends the current
Natural Gas Rate and Restructuring Agreement for an additional year beyond its current
expiration date.

The parties have agreed on the following:

1. RATE PLAN

1.1 Effective Date and Term

1.1.1 Effective Date
The Effective Date of the Rate Plan shall be the later of:
1.1.1.1 The first cycle of the billing month of September, 2001; or
1.1.1.2  The first cycle of the billing month following the closing of the
merger of Niagara Mohawk Holdings and National Grid,
provided, however, that (i) if this Commission has issued a final

order on acceptable terms approving the Merger and the Rate




Plan by June 1, 2001 (allowing sufficient time to implement the
new rates by September 1, 2001) and (ii) if the closing occurs
after September 1, 2001 as the result of delays in the receipt of
other regulatory approvals in acceptable form, then, once all
regulatory approvals are received on acceptable terms and the
merger has been closed, the economic benefits associated with
the earlier implementation that would have been possible under
the Commission’s decision will be credited to customers by
including $13.7 million per month as an exogenous factor
adjustment as outlined in Section 1.3.8.9.

1.1.2 Rate Plan Expiration Date

The Rate Plan shall continue until the earlier of December 31, 2011 or the
expiration of the Competitive Transition Charge as set forth below
(“Expiration Date”). Certain aspects of the Rate Plan specifically
delineated below, such as the recovery of the Over-Market Variable Costs
of certain IPP contracts and the incentive for efficiency gains, shall extend
beyond the Expiration Date of the Rate Plan.

1.1.3 Rate Plan Period

The Rate Plan Period shall be the period between the Effective Date as
determined under Paragraph 1.1.1 and the Expiration Date as determined
under Paragraph 1.1.2.

1.2 Electricity Delivery Rates, Market-Priced Service, and Standard Offer Service




1.2.1

1.2.2

Electricity Delivery Rates. On the Effective Date, Niagara Mohawk shall

implement new Base Electricity Delivery Rates included in Attachment 5

that recover (a) the costs of providing transmission and distribution service

to Niagara Mohawk’s retail customers (as determined in Section 1.3,
below), and (b) the portion of Niagara Mohawk’s total CTC (also
determined in Section 1.3, below), including Over-Market Variable Costs
and Fixed Costs, defined below, as shown on Attachment 1, p. 2. The
estimated market value and the resulting Over-Market Variable Costs of
the electricity produced from Niagara Mohawk’s power supply portfolio
are established in Attachment 2. The Over-Market Variable Costs shown
on Attachment 2 shall be fixed for the Rate Plan Period. The Fixed Costs
in the CTC include the amortization and return on sunk costs and
payments to buy down IPP contract obligations. The Base Electricity
Delivery Rates shall differ for each zone, service class, and voltage level
served by Niagara Mohawk, and shall be established and adjusted
pursuant to the provisions of Section 1.3, below.

Market Priced Service.

1.2.2.1 Current Customers

Niagara Mohawk currently offers Market Priced Service to
customers served under (i) Special Contract Rates SC-11 and
SC-12; (ii) EDZR qualifying load (as defined in the farift); (iii)
existing SC-3A customers served under Option 1; (iv) SC-4

customers (demands greater than 2 megawatts); and (v) select




SC-1, SC-2ND, SC-2D, SC-3 and SC-4 (less than 2 megawatts)
customers pursuant to a limited annual Market Price Offering.
Niagara Mohawk will continue to provide Market-Priced service
to these customers according to the terms of their individual
service agreements and the Tariff as amended in Attachment 3 to
include all New York ISO ancillary services and New York
Power Authority Transmission Adjustment Clause.

1.2.2.2 New Customers

During the Rate Plan Period, Niagara Mohawk shall provide Market
Priced Service to (i) new SC-3, SC-4 and SC-3A customers commencing
service after the Effective Date; (ii) any of the customers served under SC-
1, SC-1C, SC-2ND, SC-2D, SC-3, and SC-4 (less than 2 megawatts), who
have previously selected the Market Priced Service option; and (iii) any of
its other customers who wish to purchase Market Priced Service.

1.2.2.3 Pricing and Service Terms

Market-Priced Service shall be priced in accordance with the methodology
set forth in Attachment 3, pp. 4-5. Pricing for Market Priced Service shall
vary by zone, service class, and voltage level within the Niagara Mohawk

system. Customers shall be free to leave Market Priced Service and select
an alternative electricity supplier at any time.

1.2.3 Standard Offer Service

Commencing on the Effective Date and continuing through the Rate Plan Period,

Niagara Mohawk shall offer to supply customers served on SC-1, SC-1B, SC-1C,




SC-2ND, SC-2D, SC-3, small SC-4 (with demands less than 2 megawatts), SC-5
and PSC 214 Outdoor Lighting (“Eligible Tariffs”) with Standard Offer Service on
the terms and conditions set forth below and in Attachment 3.!

1.2.3.1 Transfer of Eligible Customers

Existing customers served under Eligible Tariffs will be shifted to
Standard Offer Service on the Effective Date, unless the customers are
then taking Market-Priced Service or service from an alternative supplier.

1.2.3.2 Option for Eligible Customers with Market Priced Service

Customers served under Eligible Tariffs taking Market Priced Service or
service from an alternative supplier on the Effective Date shall have the
option to switch to Standard Offer Service by notifying Niagara Mohawk
within 90 days after the Effective Date. Niagara Mohawk shall notify
these customers of this option in a letter that shall include a return form for
customers to indicate affirmatively that they wish to accept the option.?

1.2.3.3 New Customers

New customers served under SC-1, SC-1C, SC-2ND, SC-2D, and PSC

214 Outdoor Lighting (but not new customers served under SC3 or SC4)
shall have the option to take Standard Offer Service by selecting it at the
time that the new customer applies for Electricity Delivery Service from

Niagara Mohawk, provided that the new customer commits to taking

''SC-3 and SC-4 customers shall be eligible for Standard Offer Service only to the extent that Niagara Mohawk has
adequate supplies under the contracts summarized in Attachment 2, as adjusted by any additional contracts that have
been executed by Niagara Mohawk and approved by the Commission to hedge prices in support of Standard Offer
Service, and as adjusted for any terminations, buy-outs, or conversions of supply contracts to market rates.

2 Large SC-4 and SC-3 will only be offered an option to return if adequate hedged power is forecast to be available.
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1.23.4

1.2.3.5

Standard Offer Service for twelve months or the period of service, if
shorter.

Departing Customers

Except as provided in Section 2.3.3, any customer taking Standard Offer
Service shall have the right by following the procedures set forth in
Niagara Mohawk’s Retail Access Program to enter the market and
purchase electricity from another supplier at any time or elect to take
Market-Priced Service provided, however, that once the customer has
selected an alternative supplier or Market-Priced Service, the customer
shall thereafter be precluded from returning to Standard Offer Service.

Transfer to Market-Priced Service

At the beginning of each quarter, Niagara Mohawk shall compare the
quantity of electricity that is to be supplied in the following quarter under
the contracts listed in Attachment 2, as adjusted by any additional
contracts that have been executed by Niagara Mohawk and approved by
the Commission to hedge prices in support of Standard Offer Service and
as adjusted for any terminations, buy-outs, or conversions of supply
contracts to market rates, with the actual electricity that it expects to
provide to its customers taking Standard Offer Seirvice during the
following quarter. In the event that the quantity of Standard Offer Service
provided by Niagara Mohawk is forecast to exceed the quantity of
electricity purchased under the contracts listed in Attachment 2, as

adjusted, by more than 1,000 gigawatt hours annually, Niagara Mohawk
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shall notify the customers served under the classes listed below with usage
approximately equal to the excess kilowatt hours that Niagara Mohawk
will, 90 days after the notice, convert those customers from Standard Offer
Service to Market-Priced Service. The notice shall go to customers in the
following classes and in the following order provided, however, that a
single notice may include two or more groups: (1) to SC-4 (less than 2
megawatts) customers, and after those customers have been converted, (2)
to SC-3 customers with Economic Development Power (“EDP”), and after
those customers have been converted, (3) to SC-3 customers with Power
for Jobs (“PFJ”), and after those customers have been converted, (4) to the
remaining SC-3 customers in decreasing size as measured in terms of
maximum annual peak demand, and after those customers have been
converted, (5) to SC-2D customers in decreasing size as measured in terms
of maximum annual peak demand, and after those customers have been
converted, (6) to SC-2ND customers in decreasing size as measured in
terms of annual kilowatt hours usage, and after those customers have been
converted, (7) to PSC 214 customers in decreasing usage, as measured in
terms of annual kilowatt hours, by municipality. A schedule showing the
estimated timing for providing such notice under Niagara Mohawk’s load
forecast and its existing and currently proposed contracts is included in
Attachment 4. SC-3 and SC-4 customers, who are shifted to Market
Priced Service, shall have the commodity portion of their bills calculated

using interval meters that Niagara Mohawk will install, if necessary and
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1.2.3.6

1.2.3.7

consistent with Commission policy, during the 90 day notice period. Load
shapes shall be used in the event of delays in meter installations and for
customers served under SC-2ND, SC-2D, and PSC 214.

Base Commodity Charge

Niagara Mohawk shall display the price of Standard Offer Service
separately on its bills to customers. The charges for Standard Offer
Service shall include a Base Commodity Charge, which includes an
allowance for Ancillary Services and New York Power Authority
Transmission Adjustment Clause (“NTAC”), and a Commodity
Adjustment Charge all as set forth in Attachment 3. The.Base Commodity
Charge varies by zone, service class, and voltage level on Niagara
Mohawk’s system. The Base Commodity Charge is levelized for the
period from the Effective Date through December 31, 2004, and changes
annually thereafter.

The Commodity Adjustment Charge

The Base Commodity Charge shall be adjusted each month through a
Commodity Adjustment Charge for the difference during the month
occurring two months prior to the adjustment between (1) Niagara
Mohawk’s actual purchased power costs, Ancillary Service Costs and
NTAC charges, and (2) the actual revenues collected for these costs during
the same month. The Commodity Adjustment Charge Provisions shall
apply only to customers taking Standard Offer Service, provided,

however, that if the total load of customers taking Standard Offer Service
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is less than 50 percent of Niagara Mohawk’s power supply portfolio
included in Attachment 2 as adjusted by any contracts executed by
Niagara Mohawk and approved by the Commission to hedge prices in
support of Standard Offer Service, and as adjusted for any terminations,
buy-outs, or conversions of supply contracts to market rates, then the
Commodity Adjustment Charge Provisions shall apply to all customers
served under SC-1, SC-1B, SC-1C, SC-2 ND, SC-2D, SC-3, SC-4 (less
than 2 megawatts), SC-5, and PSC 214, even if those customers are not
taking Standard Offer Service. Commodity Adjustment Charge
Provisions incorporating the reconciliation methodology are included in
Section 1.7 of Attachment 3.2

1.2.4 Commodity Sales under Existing Programs.

1.2.4.1 SC-3A, Option 2

Consistent with their contracts, customers served under SC-3A, Option 2
will be provided commodity at the rates set forth in PSC 207 through
August 31, 2003 or such shorter term that the customer nominated.

Afterwards, the commodity to such customer will be provided under the

Market-Priced Service as described in Attachment 3 of this Joint Proposal.

1.2.4.2 NYPA Commodity Sales Program

3 The Commodity Adjustment Charge Provisions include both the purchased power costs and the revenues
associated with the provision of Market Priced Service. As set forth in Attachment 3, the costs and revenues of
Market Priced Service should equal the day ahead market price in the New York ISO, and accordingly, their
inclusion should not significantly affect the overall level of Commodity Adjustment Charges to Standard Offer
Service customers. Their inclusion, however, does facilitate the balancing of Niagara Mohawk’s hourly loads and
supplies, and simplifies the accounting and reconciliation for purchased power costs and revenues.
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Commodity costs for quantities of sales served under NYPA commodity
sales program are not affected by this Joint Proposal.

1.2.4.3 EDZR Customers

A customer’s qualifying load served under the Economic Development
Zone Rider (“EDZR”) will be supplied commodity under the Market-
Priced Service as described in Attachment 3 of this Joint Proposal, or

under retail access pursuant to the Rule 34 of PSC 207.

1.3 Reduction and Stabilization of Electricity Delivery Rates

1.3.1

1.3.2

Reduced Electricity Delivery Rates Implemented Over Rate Plan Period

On the Effective Date, Niagara Mohawk shall implement the Base Electricity
Delivery Rates included in Attachment 5. Class average prices and overall impacts
by rate class are included in Attachment 6. The Base Electricity Delivery Rates
shall remain in effect during the period of the Rate Plan, subject to the following
provisions. As shown in Attachment 1, p. 2, Niagara Mohawk’s Base Electricity
Delivery Rates shall recover Niagara Mohawk’s CTC (excluding the market value
of Niagara Mohawk’s power supply portfolio as calculated in Attachment 2), and
Guideline Transmission and Distribution Charges in the fashion and subject to the
adjustments set forth below.

The Competitive Transition Charge(CTC)

1.3.2.1 Calculation of CTC Recoveries
The recoveries of Niagara Mohawk’s Competitive Transition Charges
during the Rate Plan Period have been adjusted to exclude the projected

market value associated with Niagara Mohawk’s power supply portfolio
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1.3.2.2

as calculated in Attachment 2 and to reflect the expected proceeds from
Niagara Mohawk’s proposed sale of Nine Mile Point (“Nine Mile Point
Sale”) to Constellation Nuclear as announced on December 12, 2000. The
expected proceeds from the Nine Mile Point Sale are shown in Attachment
7. The proceeds from the Nine Mile Point Sale as shown on that
attachment are subject to adjustment to reflect the actual proceeds from
the sale following the closing to Constellation Nuclear or to another
purchaser in the event that the sale to Constellation Nuclear does not
close. A reconciliation shall be completed 30 days after the closing of the
Nine Mile Point Sale.

Resolution of Qutstanding Issues

Subject to the adjustment for the Nine Mile Point Sale and for the
recovery following the Rate Plan Period of the Over-Market Variable
Costs of Independent Power Producer (“IPP”) contracts that extend
beyond the Rate Plan Period, Niagara Mohawk shall on the Effective Date
reduce its recovery of stranded costs to the CTC amounts shown in
Attachment 1, p. 2. The reduction in stranded cost recovery during the
Rate Plan Period is designed to resolve (i) all issues associated with the
recovery of Niagara Mohawk’s stranded costs that remain outstanding as
of the Effective Date, including the full recovery of all of Niagara
Mohawk’s remaining payments to IPPs under existing contracts through
the remaining periods of those contracts even if those contracts extend

beyond the Rate Plan Period; and (ii) all issues associated with the
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1.3.2.3

estimation and allocation of synergy savings and efficiency gains
following the merger, including the ratemaking treatment of those synergy
savings during the Rate Plan Period as addressed in Sections 1.3.10, and
1.3.11 below and the recognition of efficiency gains through an
adjustment to the return on equity for the ten years following the Rate Plan
Period as set forth in Section 1.3.9.3.4 below.

Rights to Mitigate and Recover Remaining Stranded Costs

In consideration of the reduction in recovery of stranded costs, the Parties

agree, and the Commission by approving this Joint Proposal expressly

finds that:

1.3.2.3.1 Niagara Mohawk shall have the right to buy-down or buy-out
IPP contracts and recover such buy-down or buy-out payments
from customers with a return equal to that specified in Section
1.3.9.3.3, as long as the recovery of the buy-down or buy-out
payment and return does not cause the recovery in any year to
exceed the Over-Market Variable Costs for that contract in that
year used to create Attachment 2;

1.3.2.3.2 Niagara Mohawk’s unamortized Fixed Stranded Costs, which
are intended to be recovered fully during the Rate Plan Period,
and Niagara Mohawk’s Over-Market Variable Costs associated
with Niagara Mohawk’s IPP contracts, including those IPP

contracts that extend beyond the Rate Plan Period and are
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1.3.2.3.3

1.3.23.4

recovered after the Expiration Date, are just and reasonable and
prudent;

Niagara Mohawk shall be authorized to amortize the balance of
Niagara Mohawk’s Fixed Stranded Costs that remain after the
adjustments set forth in Section 1.3.2.1 in accordance with the
schedule set forth in Attachment 1, page 2; and

Niagara Mohawk shall recover these Fixed Stranded Costs and
its Over-Market Variable Costs occurring during the Rate Plan
Period through CTC Charges in accordance with the schedule
that is also set forth in Attachment 1, page 2, and shall include
the Over-Market Variable Costs occurring after the Rate Plan
Period in its cost of service and recover them in Niagara
Mohawk’s Base Electricity Delivery Rates in the years after

the Rate Plan Period.

1.3.3 Transmission and Distribution Guideline Charges

| Niagara Mohawk’s Electricity Delivery Rates include the Guideline Transmission

and Distribution Charges shown on Attachment 1 that are frozen through December

31, 2002 and then increase by about 1.7 percent per year for each year, commencing

on January 1, 2003 and continuing through the end of the Rate Plan Period.* These

Guideline Transmission and Distribution Charges are used in the calculation of

some of the exogenous factor adjustments to Electricity Delivery Rates during the

Rate Plan Period as described in Section 1.3.8 and to calculate the efficiency

* Niagara Mohawk’s Guideline Transmission and Distribution Revenues also increase by load growth over the Rate

Plan Period.
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1.3.4

1.3.5

incentive that is reflected in the return on equity following the Rate Plan Period.
The Guideline Transmission and Distribution Charges are also subject to
adjustments for the Transmission Revenue Adjustment Charge set forth in Section
1.3.5 and the Exogenous Factor Adjustments set forth in Section 1.3.8.

Adjustments to Base Electricity Delivery Rates During the Rate Plan Period

Niagara Mohawk’s Base Electricity Delivery Rates are subject to the adjustments
for the Transmission Revenue Adjustment Charge, the Systems Benefits Charge,
the Gross Receipts Tax/State Income Tax Adjustments, New York Power Authority
Reconciliation, and Exogenous Factor Adjustments set forth in the following
sections.

Transmission Revenue Adjustment Charge

Using a methodology that is similar to that set forth in the New York ISO’s Open
Access Transmission Tariff, Niagara Mohawk shall adopt a Transmission Revenue
Adjustment Charge, under which it will implement an annual reconciliation for
such transmission charges under PSC 207 and PSC 214. A Base Transmission
Revenue Credit of $123,475,000 per year (calculated in Attachment 8, page 2) is
reflected in Niagara Mohawk’s Base Electricity Delivery Rates and Guideline
Transmission and Distribution Charges and is associated with other transmission
revenues on Niagara Mohawk’s transmission system. For each year of the Rate
Plan Period, Niagara Mohawk’s Actual Transmission Revenue shall be reconciled
to its Base Transmission Revenue Credit using the procedure set forth in
Attachment 8. The difference whether positive or negative will be reflected in a

Transmission Revenue Adjustment Charge, which is also set forth in Attachment 8.

15

19



1.3.6 Creation and Contributions to a Storm Fund and an Environmental Response Fund

On the Effective Date, Niagara Mohawk will create a Storm Fund that will be used
to provide the resources for restoration of service after Major Storms, as defined in
accordance with the Commission’s definition in 16 NYCRR Part 97, and an
Environmental Response Fund that will be used to fund environmental remediation
programs. The regulations governing the accounting for and charges to the Storm
Fund are set forth in Attachment 9 and to the Environmental Response Fund are set
forth in Attachment 10. The initial contributions to the funds will be made by
transferring the net Regulatory Deferrals accrued under Power Choice, including
the interest savings realized through August 31, 2003 in the ﬁnanci.ng of the MRA,
after which the interest savings accruals associated with the financing of the MRA
shall cease. The estimate for accrued interest savings net of other Regulatory
Deferrals as shown on Attachment 11 totals $91 million as of August 31, 2003. The
actual deferral balances as of August 31, 2001 will be transferred to the funds on
the Effective Date and any further accruals net of withdrawals between August 31,
2001 and August 31, 2003 shall be deposited in the funds as they are accrued with
the first deposit occurring on the Effective Date. Niagara Mohawk will deposit 50
percent of the above amounts to start the Storm Fund and 50 percent of the above
amounts to start the Environmental Response Fund. In addition to the initial
deposits, Niagara Mohawk shall credit the Storm Fund with $6 million per year,
consistent with the recent expenditures by Niagara Mohawk on restoration
following Major Storms. Annual credits to the Environmental Response Fund will

equal $12.75 million per year, a level that also is consistent with Niagara
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Mohawk’s recent electric expenditures on these efforts.’ Interest will accrue on the
balances in the funds, whether positive or negative. The annual contributions will
be subject to adjustment through the Exogenous Factors set forth in Section 1.3.8.5,
below. Niagara Mohawk shall also have the ability to petition the Commission to
reallocate balances between the Storm Fund and the Environmental Response Fund
at any time that Niagara Mohawk believes that such reallocation is appropriate to
maintain the adequacy of each fund for its purpose.

1.3.7 Economic Development Fund

Niagara Mohawk shall fund all incremental economic development programs
during the Rate Plan Period through the creation of Economic Development Fund.
Each year, Niagara Mohawk shall add $12.5 million to the Fund in equal monthly
installments. The fund will be used to support rate discounts for new economic
development projects, equalize rate discounts under existing economic deVelopment
rates, retain contestable customers, or implement new economic development
programs. Expenditures of greater than $12.5 million per year shall be treated as an
Exogenous Factor when there is no outstanding fund balance with the approval of
the Commission. In the event that the accumulated balance in the fund exceeds $50
million, annual accruals shall cease and be reflected in a reduction in rates as an
Exogenous Factor. Interest shall accrue on the fund balance whether positive or
negative.

1.3.8 Exogenous Factors

3 At the effective date of Niagara Mohawk’s next rate case involving natural gas deliveries, the allowance in the
natural gas cost of service will be added to the Environmental Response Fund and the Fund will cover the
Environmental Response Cost associated with both electric and natural gas operations.
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At the end of each calendar year in the Rate Plan Period, the adjustments under the
Exogenous Factors set forth below shall be summed, and the cumulative balance
shall be refunded or charged to customers in the rate classes listed below when the
cumulative balance totals more than plus or minus $10 million. The surcharge or
credit shall be calculated by dividing the cumulative balance to be recovered by the
projected retail kilowatt hour deliveries under Niagara Mohawk rate classes SC-1,
SC-1B, SC-1C, SC-2ND, SC-2D, SC-3, SC-3A, SC-4, SC-5, and PSC 214 during
the coming twelve-month period, and the adjustment shall be implemented on
March 1 of the year following the reconciliation. In the event that the cumulative
balance does not exceed plus or minus $10 million, the cumulative balance shall be
carried forward into the next year, with the return specified in Section 1.3.9.3.3
below.

1.3.8.1 Tax and Accounting Changes

Niagara Mohawk shall adjust its Electricity Delivery Rates and
Transmission and Distribution Guideline Charges for all of the effects of
any externally imposed accounting changes and for the effects associated
with any changes in the federal, state or local rates, laws, regulations, or
precedents governing income, revenue, sales, franchise, or property taxes,
if the accounting or tax changes taken together increase or decrease
Niagara Mohawk’s transmission and distribution costs or revenues by
more than $1.0 million per year. This provision shall also cover refunds
or payments (including interest and penalties and net of deferred taxes)

made by Niagara Mohawk as the result of ongoing examinations by
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1.3.8.2

1.3.83

federal and state tax authorities of Niagara Mohawk’s tax returns filed
prior to the Effective Date, provided, however, that the recovery or
refunds under this sentence shall continue only until such payments or
refunds have been recovered or returned. In addition, this provision shall
cover any reduction in revenues associated with the Power for Jobs
Program from the revenues that are now recovered as a credit against the
tax imposed pursuant to §186-2 of the Tax Law, but which may not be
recovered from that source in the future either because the tax liability
pursuant to that section falls below zero or for any other reason.

Legislative or Regulatory Changes

Niagara Mohawk shall adjust its Electricity Delivery Rates and its
Guideline Transmission and Distribution Charges for all of the effects of
any legislative or regulatory changes, which impose new or modify
existing obligations or duties and which taken together affect Niagara
Mohawk’s transmission and distribution revenues or costs by more than
$1.0 million per year.

Extraordinary Inflation over the Prior Year

Niagara Mohawk shall adjust its Electricity Delivery Rates and its
Guideline Transmission and Distribution Charges by the amount that
inflation as measured by Gross Domestic Product Price Index (GDPPI)
exceeds four percent over the previous year for the first five years of the
Rate Plan Period, and exceeds three percent over the previous year for the

remainder of the Rate Plan Period. The adjustment to Electricity Delivery
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1.3.84

Rates shall be applied to a base that equals the Guideline Transmission
and Distribution Charge for that year, rather than the entire Electricity
Delivery Rate. The adjustment shall be triggered when inflation exceeds
the thresholds set forth above, but shall be offset to the extent that inflation
in subsequent years is below the thresholds set forth above, provided,
however, that the cumulative adjustment shall never be less than zero.

The calculation for the adjustment is illustrated in the example set forth in
Attachment 12.

Reclassification of Costs

The Electricity Delivery Rates and Guideline Transmission and
Distribution Rates of Niagara Mohawk are based on the current separation
of costs among the generatibn, supply, transmission, and distribution
functions of the electricity supply and delivery system, and between the
electric operations and the natural gas operations of Niagara Mohawk. To
the extent that Niagara Mohawk’s service responsibilities change,
including, without limitation, (i) through the introduction of competition
in metering, billing, and information services, (ii) through a change in
responsibilities between Niagara Mohawk and the NYISO (or any
successors thereto), (iii) through a restructuring of Niagara Mohawk’s
transmission operations, (iv) through a change in Niagara Mohawk’s
franchise rights to provide distribution and transmission service within its
service territory, (v) through municipalization of any part of transmission

or distribution system, (vi) through a change in the allocation of costs and
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1.3.8.5

revenues now allocated between Niagara Mohawk’s natural gas and
electric operations, or (vii) through any other change in the allocation of
costs and revenues to or from Niagara Mohawk’s transmission and
distribution operations by the Commission, FERC, NYISO, or any other
agency having authority over how such costs or revenues are allocated to
or away from the distribution or transmission function,® Niagara Mohawk
shall make appropriate adjustments to its Electricity Delivery Rates and to
its Guideline Transmission and Distribution Charges. Any such
reallocation of responsibilities shall not affect Niagara Mohawk’s ability
to recover all of the revenues allowed under their agreement, including
without limitation, the CTC or earned incentives from retail customers,
and to the extent that any reclassification or reallocation leads to an under-
or over-recovery of such revenues, Niagara Mohawk shall include such
under- or over-recovery in its Electricity Delivery Rates as an Exogenous
Factor.

Storm Fund and Environmental Response Fund

The Electricity Delivery Rates and the Guideline Transmission and
Distribution Charges are based on annual contributions to the Storm Fund
of $6 million and annual contributions to the Environmental Response
Fund of $12.75 million. To the extent that the balance in the Storm Fund
falls below zero, Niagara Mohawk shall recover over five years through a

surcharge that will be recovered as an Exogenous Factor the deficiency

¢ This provision would include, without limitation, any change that requires transmission owners to share in costs for
transmission upgrades, modifications, or interconnections to accommodate generation interconnections which are
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1.3.8.6

1.3.8.7

1.3.8.8

plus $20 million adjusted for inflation at the GDPPI from the Effective
Date of the Rate Plan. To the extent that the balance in the Environmental
Response Fund is less than zero, Niagara Mohawk shall recover any
deficiency over five years through a surcharge that will be recovered as an
Exogenous Factor.

Economic Development Fund

Niagara Mohawk shall include as an Exogenous Factor any incremental
funding for economic development in excess of $12.5 million per year
when the balance in the Economic Development Fund established
pursuant to Section 1.3.7 is zero. Niagara Mohawk shall implemént an
Exogenous Factor reduction of up to $12.5 million when the balance in the
Economic Development Fund established pursuant to Section 1.3.7
exceeds $50 million.

Incentives or Penalties

Any accumulated incentives or penalties established under the Incentive
Programs set forth in Section 1.3.9.1. and 1.3.9.2. below, shall be reflected
as an Exogenous Factor.

Major Transmission Investment

To the extent that Niagara Mohawk implements any transmission or
substation project that involves an expenditure of more than $20 million
that is not recoverable from a generator or the ISO, Niagara Mohawk shall
include its associated revenue requirements as an Exogenous Factor,

provided, however, that Niagara Mohawk shall not recover any

now supported by the generator.
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1.3.9

Congestion Reduction Incentive (as defined below) on any project that is
supported through an Exogenous Factor.

1.3.8.9 Delay in Effective Date

Niagara Mohawk shall credit as an exogenous factor any amounts to

customers under Section 1.1.1.2. associated with a delayed effective date.

The Incentive Programs

The Incentives earned from the Incentive Programs listed in Paragraphs 1.3.9.1 and
1.3.9.2 of this section shall be recovered as an Exogenous Factor in the year after
they are earned by Niagara Mohawk. The Incentive for Efficiency Gains set forth
in Paragraph 1.3.9.3, below, shall be recovered after the end of thé Rate Plan
Period.

1.3.9.1 Service Quality Plan

Niagara Mohawk shall implement the Service Quality Plan set forth in
Attachment 13. The Service Quality Plan provides for a system of
rewards and penalties that shall be determined annually through the end of
the Rate Plan Period, with a maximum net penalty or incentive in any one
year not to exceed $21.9 million of revenues.

1.3.9.2 Congestion Reduction Incentive

Niagara Mohawk shall implement the Congestion Reduction Incentive that
is set forth in Attachment 14, commencing on the Effective Date and
continuing through the Rate Plan Period.

1.3.9.3 Efficiency Gains
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One year prior to the end of the Rate Plan Period, Niagara Mohawk shall

file a complete revenue requirements analysis for its Electricity Delivery

Rates to become effective at the end of the Rate Plan Period. The revenue

requirements analysis shall include the following adjustments:

1.3.9.3.1

1.3.93.2

1.3.9.33

Niagara Mohawk shall exclude the recovery for the CTC
shown in Attachment 1 provided, however, that recovery of the
Over-Market Variable Costs for IPP contracts that extend
beyond the Rate Plan Period shall be included in the analysis
and shall continue to be included in Niagara Mohawk’s rate
recovery until Niagara Mohawk’s obligations under the
contract ends;

Niagara Mohawk shall exclude any recovery of any acquisition
premium or transaction costs associated with the National
Grid/Niagara Mohawk merger;

Niagara Mohawk shall use an overall return for ratemaking
purposes that is equal to the average of the overall rate of
return for investor-owned electric utilities as shown on lines 3,
4 and 5 of the calculation of allowance for funds used during
construction on page 218 of the FERC Form 1 in the areas now
included in the New York ISO, the New England ISO, and
PIJM power pool. This overall rate of return shall be adjusted
for federal and state income taxes applicable in New York.

The debt component of the average overall return applied to
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1.393.4

Niagara Mohawk shall be multiplied by Niagara Mohawk’s
rate base to determine the interest deduction for the income tax
calculation used for ratemaking purposes. A representative
calculation for 1999 is shown in Attachment 15.

Following the Rate Plan period, Niagara Mohawk will share
any efficiency gains in excess of those reflected in the
Guideline Transmission and Distribution Charges (50%
customer/50% company) by adjusting the return on equity as
follows. Niagara Mohawk shall adjust the return on equity
established in Section 1.3.9.3.3 by one basis point for every
$475,000 that Niagara Mohawk’s revenue requirements as
established under Sections 1.3.9.3.1 through 1.3.9.3.3 and
1.3.9.3.5 are less than the revenues that would have been
produced under the Guideline Transmission and Distribution
Rates adjusted for Exogenous Factors and the Transmission
Revenue Adjustment Charge Provision. The $475,000 is
derived by calculating the pre-tax revenue that is associated
with a one basis point increase in Niagara Mohawk’s return on
equity in 2011, and multiplying the result times 2. See
Attachment 16 for the calculation. This adjustment, which
shall not be negative, shall be reflected in all of Niagara

Mohawk’s revenue requirements analyses used to establish
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1.3.10

transmission, distribution or Electricity Delivery Rates for the

ten years following the Rate Plan Period.

1.3.9.3.5 Niagara Mohawk shall exclude any hold-back of synergy
savings and costs to achieve those savings that are estimated in
Appendix C.

1.3.9.3.6 Niagara Mohawk’s Exogenous Factor adjustments that accrued

during the Rate Plan Period shall carry forward into the post-

Rate Plan Period until their recovery or refunding is completed.

Right to File a Complaint During the Rate Plan Period

At any time after the Effective Date, Niagara Mohawk’s Electricity
Delivery Rates may be reviewed upon a complaint brought pursuant to
New York Public Service Law (“PSL”), Section 71(McKinney’s 2000).
In defending against such a complaint, Niagara Mohawk shall be
authorized to add to its cost of providing service, $87 million of annual
synergy savings and efficiency gains, which are allocated to Niagara
Mohawk’s electric operations in this Joint Proposal, adjusted for inflation
by the GDPPI from the Effective Date of the Rate Plan. In addition,
Niagara Mohawk shall be authorized to include in its cost of service the
cost to achieve these synergies (excluding any severance payments to
Niagara Mohawk’s senior executives) amortized over the Rate Plan
Period. Niagara Mohawk shall also be authorized to include in its cost of

service the recovery of its CTC pursuant to the schedule set forth in
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1.3.11

1.3.12

Attachment 1, page 2 and the other adjustments as set forth in Section
1.3.9.3.2 (excludes recovery of any acquisition premium), 1.3.9.3.3
(determination of return), and 1.3.9.3.4 (addition of premium based on the
difference between the revenues produced by the Guideline Transmission
and Distribution Charges in effect for the rate year and the revenue
requirements established by the Commission on the complaint).

Right to Make a General Rate Filing During the Rate Plan Period

At any time after the Effective Date, Niagara Mohawk may file to adjust
its Base Electricity Delivery Rates above the levels set forth in Attachment
5 by making a general revenue requirements filing with the Commission.
However, during any period that Niagara Mohawk’s Base Electricity
Delivery Rates are above the Base Electricity Delivery Rates set forth in
Attachment 5, as adjusted for Exogenous Factors, Niagara MohaWk shall
be precluded from holding back any synergy savings and efficiency gains
in its Base Electricity Delivery Rates. Niagara Mohawk shall, however,
be authorized to include the recovery of its CTC pursuant to the schedule
set forth in Attachment 1, page 2 in its revenue requirements. The
elements set forth in Section 1.3.9.3.2 (excluding the recovery of any
acquisition premium or merger transaction costs) and 1.3.9.3.3
(determination of return) and 1.3.9.3.4 (exclusion of synergy savings and
efficiency gains) shall govern the determination of the revenue
requirements.

Low Income Program
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During the Rate Plan Period, Niagara Mohawk shall continue its current
Low Income Customer Assistance Program (“LICAP”), which is funded
in part through Niagara Mohawk’s System Benefits Charge.

1.3.13 Contract Customers

For ninety days after the Effective Date, Niagara Mohawk shall allow any
customer who is now served under SC-11 or SC-12 to return to the rates
for the otherwise applicable service class subject to the following
provisions. Customers choosing this option will be required to sign a new
contract for the remaining duration of the original agreement (including
Form H Extensions through August 31, 2003) that will contain a minimum
monthly electricity delivery bill based on the maximum demand defined
below.” The minimum bill provision will be administered on a billing
period basis and will be calculated net of any commodity services for the
remaining term of the original contract agreement (including Form H
Extensions through August 31, 2003). The calculation of the minimum
bill (net of any commodity services) shall be computed as the product of
(a) the sum of the otherwise applicable demand charges and (b) the peak
kW service provided by Niagara Mohawk over the last 24 months prior to
the Effective Date. The peak kW shall be determined on an individual
basis and shall be adjusted to recognize the award of NYPA allocations

(EDP, PFJ, NYPA Hydro).

7 The minimum monthly electricity delivery bill provision of the new contract represents service under a standard
tariff offering subject to a demand ratchet. Therefore, the Commission’s guidelines for flexible contracts do no

apply.
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1.3.14

1.3.15

1.3.16

Service under SC-12 shall remain open to customers subject to the terms

and conditions of the tariff.

Transmission and Delivery Charges for Customers Taking New York

Power Authority (“NYPA”) Service under an Economic Development

Program Rider (“EDPR”)

Transmission and distribution rates for retail customers receiving an
EDPR Allocation shall be frozen at their current levels for the Rate Plan
Period.

Transmission and Delivery Charges for Customers Taking New York

Power Authority (“NYPA™) Hydro Service under SC-4

Transmission and distribution rates for customers who receive a NYPA
Hydro Allocation shall be frozen at their current levels for the Rate Plan
Period. Customers taking new allocations and served below transmission
voltage will also be charged the applicable distribution rates as currently
reflected in SC-3 and SC-3A of PSC 207.

Outdoor Lighting Service

Rate design revisions for Electricity Delivery Charges for PSC 214 are
incorporated in Attachment 5. Niagara Mohawk is also reviewing new
rate designs and tariff proposals to streamline the administration of its
outdoor lighting offerings pursuant to the Commission’s Case number 00-
E-0935. Niagara Mohawk shall have the right under this Settlement to file

tariff changes for its outdoor lighting services that are revenue neutral for
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1.3.17

1.3.18

1.3.19

existing facilities, and to file non-revenue neutral cost based tariff changes
for new facilities.

Terms and Conditions for Suppliers to Facilitate Retail Access

Within 90 days after the Effective Date, Niagara Mohawk shall file a
proposal to implement consistent terms, conditions, and protocols for
suppliers of electricity and natural gas across the National Grid /Niagara
Mohawk combined systems. The objective will be to standardize as much
as possible, consistent with the regulatory policies in New York,
Massachusetts, Rhode Island, and New Hampshire, the methodologies for
switching customers to marketers and suppliers, and the c.iata requirements
for the customers served on the Niagara Mohawk/National Grid systems.
The goal will be to reduce costs for and improve service to all marketers
and suppliers serving retail customers on the combined systems.

Reservation of Rights to File Revenue Neutral Rate Designs

Nothing in this Joint Proposal shall preclude or limit Niagara Mohawk
from filing changes in rate designs during the period of the Rate Plan,
provided that such changes are revenue neutral to Niagara Mohawk.

Modifications to Prices Unrelated to Electricity Delivery Rates;

Introduction of New Services

1.3.19.1 The Rate Plan set forth in this Joint Proposal shall govern the
prices for regulated delivery service under Niagara Mohawk’s
Electricity Delivery Rates and its sales of Standard Offer

Service and Market-Priced Service. Nothing in this Rate Plan
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1.3.19.2

1.3.19.3

shall limit in any way Niagara Mohawk’s rights to modify,
increase or otherwise adjust: (i) fees or charges for services
now provided pursuant to Niagara Mohawk’s terms and
conditions; (ii) fees or charges for new services introduced by
Niagara Mohawk during the period of the Rate Plan; (iii) the
pole attachment fees or fees for space in underground ducts; or
(iv) fees or charges for any other contract for service between
Niagara Mohawk and its customers or marketers.

To the extent that a filing with the Commission is otherwise
required, Niagara Mohawk shall have the right to modify (i),
(i1), and (iv) in Section 1.3.19.1, above, by providing the
Commission with 60 days advance written notice. Such
modifications or new services shall become effective after 60
days unless otherwise ordered by the Commission.

During the Rate Plan Period, Niagara Mohawk shall have the .
ability to introduce nev;/ services that are either optional for the ‘
customer or may be provided by alternative suppiiers using
procedures set forth in Sections 2.4 of Attachment 17.
Revenues and revenue increases realized from such.new
services and from any other services provided under this
section shall be excluded from the revenues governed by this
Rate Plan and shall be retained by Niagara Mohawk during the

Rate Plan Period.
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1.4  Extension of Natural Gas Rate and Restructuring Agreement

In its Opinion No. 00-9, issued July 27, 2000 in Case 99-G-0336 - Niagara Mohawk

Power Corporation - Gas Rates and Restructuring, the Commission approved

Niagara Mohawk’s Gas Rate and Restructuring Settlement Agreement (“Gas
Settlement”). Among other things, the Gas Settlement provides for a revenue
requirement freeze for the period from November 1, 1999 through August 31, 2003®
and comprehensively addresses the goals set forth by the Commission in its Policy
Statement Concerning the Future of the Natural Gas Industry in New York State
(issued November 3, 1998 in Cases 93-G-0932 et al.). The Gas Settlement also
makes provision for an extension beyond August 31, 2003 in the event rate or other
changes to its terms are not sought or made for the post-August 31, 2003 period.
See, e.g., Gas Settlement, § III (definitions of “Stay out” and “Settlement Period”).
To reflect the synergies and efficiency gains associated with the merger that are
allocable to natural gas customers, Niagara Mohawk shall extend the Gas
Settlement by one year through August 31, 2004, and shall commit not to file for
any rate or other changes to its terms that would take effect during this period.’
Thus, Niagara Mohawk’s gas revenue requirement shall remain frozen at current
levels through August 31, 2004. Although the Gas Settlement is structured to

continue according to its terms in the event of a stay out, several numerical figures

8 The almost four-year requirement freeze established in the Gas Settlement follows the Commission’s 1996
adoption of a three-year settlement agreement that provided for annualized $10 million rate decrease for Niagara
Mohawk’s gas customers. See, Cases 95-G-1095 et al., Opinion No. 96-32, issued December 19' 1996.

® However, the Gas Settlement and this proposal recognize the possibility of certain changes to its terms being made
that would not affect the validity of a stayout. See, e.g., Gas Settlement, § VII.C.5.
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to be applicable during the year ending August 31, 2004 must be specified.'® They
are as follows:
For the year ending August 31, 2004: (1) the daily balancing tolerance band shall be
set at plus or minus 5 percent; (2) the daily balancing fee shall be set at a maximum
of $0.244326 per maximum peak day quantity per month using the same adjustment
mechanisms specified in steps 6 and 7 of Appendix E to the Natural Gas Settlement,
Schedule 1, p. 2; (3) the “pipeline capacity upstream of CNG” figure shall be set at
the same level as the preceding “year four”; and (4) the Niagara Mohawk Suburban
rate differential shall be reduced by another one sixth as in each of the preceding
years.

2. MERGER APPROVAL AND CORPORATE AUTHORIZATIONS

2.1 Closing of the Merger a Condition to the Settlement

On September 5, 2000, National Grid and Niagara Mohawk announced their
intention to merge. The closing of this transaction is a condition to the
effectiveness of this Joint Proposal. In the event that the merger does not close,
Niagara Mohawk shall be free to withdraw the Rate Plan in all respects and shall be
free to implement any rate changes authorized under its Power Choice Settlement or
as otherwise authorized by law.

22 Support before All Regulatory Agencies

10 Specifically, the Gas Settlement is silent concerning the daily balancing tolerance band and daily balancing fee to
be applicable during any stayout period (id, Appendix E, Schedule 1, pp. 1-2) as well as the “pipeline capacity
upstream of CNG” figure to be utilized in the Capacity Incentive Program during such time (id, Appendix D,
Schedule 1, p.3) and the continued phased reduction of the rate differential between customers in the Niagara
Mohawk Suburban Territory and Niagara Mohawk’s other customers (id, §VI.B.3).
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2.3

To assure that the condition in the prior paragraph is achieved, the Parties to this
Joint Proposal shall not oppose the approval of the merger before any state or
federal agency whose approval is required to close the merger.

Approval of the Merger, Financings, Corporate Structure, and Affiliate Rules

The Parties agree and the Commission by approving this Joint Proposal expressly
finds: (1) that the merger of the Petitioners is in the public interest and is approved;
(2) that the approvals and requested authorizations set forth in the accompanying
Petition are granted; (3) that the proposed corporate structure, affiliate rules, and
contracts, accounting treatment and dividend limitations, standards of competitive
conduct, and other provisions set forth in Attachment 17 are authorized and
approved; and (4) that no other approvals or authorizations from the Commission
are necessary to consummate the mefger and implement the proposed Scheme of

Arrangement.

3. ADDITIONAL PROVISIONS

3.1

32

The making of this Joint Proposal shall not be construed, interpreted or otherwise
deemed in any respect to constitute an admission by any party regarding any
allegation or contention in this proceeding or any other proceeding.

The discussions which have produced this Joint Proposal have been conducted on
the explicit understanding that any and all prior proposals and discussions relating
thereto are and shall be privileged, shall be without prejudice to the position of any
party or participant presenting such offer or participating in any such discussions,
and are not to be used in any manner in connection with these or any other

proceedings.
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3.4

This Joint Proposal is expressly conditioned upon the Commission’s acceptance of
all provisions hereof without change or condition. In the event the Commission
does not by order accept it in its entirety, this Joint Proposal shall be deemed
withdrawn, it shall not constitute any part of the record in this proceeding or be
used for any other purpose and each of its provisions shall be deemed to be null and
void.

The terms, conditions and provisions of Niagara Mohawk Settlements in Power
Choice (“PSC”) Case Nos. 94-E-0098 and 94-E-0099 and of its natural gas delivery
rates in the Case 99-G-0336 shall remain in effect unless modified by the terms of

this Joint Proposal.
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SCHEDULE 4.5
Reports and Financial Statements
(Section 4.5)

On July 13, 2000, the SEC sent the Company a letter of Comment regarding the Company’s
fiscal year ending December 31, 1999, Form 10-K filing. The Company responded to the SEC
letter of Comments by letter dated August 24, 2000, and is awaiting a reply. This may result in
the filing of an amendment to the SEC reports.

The Company filed its Form 10-Q for the quarter ended June 30, 2000 approximately 15 minutes
after the filing deadline because of problems with the SEC’s EDGAR system (high volume).
The Company has requested in writing that the filing be treated as timely and is awaiting a
response from the SEC.

SCHEDULE 4.5 1 W:\Schedules = \Schedule 4.5.doc
9/03/2000 6:41 PM
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SECTION 4.6 OF THE COMPANY DISCLOSURE SCHEDULE
Absence of Certain Changes or Events

- The Company transferred approximately $4.8 million from the Niagara Mohawk Pension
Plan to a corresponding pension plan established by the purchaser of the Company’s
Albany Steam Station facilities, in accordance with the terms of the applicable Asset
Sales Agreement.

- The Company contributed $24.3 million to the rabbi trust for the Company’s
Supplemental Executive Retirement Plan (“SERP”) to help fund the benefit obligations
of the SERP as specified by the terms of the SERP and certain employment agreements.

- The Company’s Board of Directors agreed to amend employment agreements between
the Company and all senior officers, which amendments will provide that, for purposes of
calculating each such officer’s SERP benefit, the officer’s “Earnings™ will be based on
the officer’s current annualized rate of pay.

- An employment agreement was entered into with J. Phillip Frazier.

- Change in control agreements were entered into with Joseph M. Russo and Annette M.
Durmnack.

- Stephen F. Sawa, formerly Manager Work Control/Outage at Nine Mile Point — Unit #1,
was involuntarily terminated by the Company on July 28, 2000 and offered severance
benefits. Mr. Sawa is currently considering whether he will accept the severance
agreement.

- Raymond Meiner, formerly Director Business Development at Niagara Mohawk Energy,
Inc., was involuntarily terminated by Niagara Mohawk Energy, Inc. on August 14, 2000
and offered severance benefits. Mr. Meiner is currently considering whether he will
accept the severance agreement.

- With respect to Sections 4.6(d) and (e) of the Agreement, the Company has entered into
agreements to resolve various employment related claims and disputes identified in
Section 4.11(a) of the Company Disclosure Schedule. These agreements, individually or
in the aggregate, are not material and do not involve payments, individually or in the
aggregate, in excess of three million dollars.

SECTION 4.6 OF THE COMPANY DISCLOSURE SCHEDULE S
, 607790.01 02/04/2000




SCHEDULE 4.6
Absence of Certain Changes or Events
(Section 4.6)

+ On February 23, 2000, the Company and NME entered into a grid note in the amount $10.0
million for the purpose of providing working capital for its day to day operations. This is
part of the $20 million Board resolution on March 23, 2000 (see Schedule 4.2(a)).

+ Preferred Stock dividends on NMPC preferred stock

o See Schedule 4.5

SCHEDULE 4.6 2 W:\Schedules - [\Schedule 4.6.doc
9/04/2000 11:45 AM
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SCHEDULE 4.7
Legal Proceedings
(Section 4.7)

1. Fourth Branch Associates Mechanicville (FBAM) v. Niagara Mohawk Power Corporation

2. Public Utility Law Project of New York, Inc. (PULP) Litigation

3. FERC Proceedings:

a ISO New England, Inc., EL00-12-001 and ER00-2052-002

b. NYSEG v. New York Independent System Operator et. al..

c. New York Independent System Operator

d Morgan Stanley Capital Group, Inc. v. NYISO
SCHEDULE 4.7 1

-

W:\Schedules - 1\Schedule 4.7.doc
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SCHEDULE 4.9
Tax Matters
(Section 4.9)

(d)  Extensions of Time for Filing Tax Returns.

The Company and the Company Subsidiaries regularly request extensions of time within which
to file most of their material Tax Returns. Notwithstanding the previous sentence, the Company
and the Company Subsidiaries filed their 1998 consolidated Federal income tax return, Form
1120, in January 1999 (obviously no extension within which to file was requested).

(¢)  Waivers of Statute of Limitations.

The Company and the Company Subsidiaries have executed waivers of the statute of limitations
with respect to the following Taxes and years:

Federal Income Tax 1991-1996

New York State Gross Earnings Tax 1995 and 1996
New York State Gross Income Tax 1995 and 1996
New York State Gas Importation Tax 1995 and 1996
New York State Truck Mileage Tax 6/1996 - 5/2000
New York State Local Sales and Use Tax 12/1992 - 12/1997

) Expiration of Statute of Limitations.

The Company and the Company Subsidiaries’ statute of limitations for the assessment of Federal
income taxes has not expired for the tax years 1991 through 1999.

(g) Audit, Administrative and Court Proceedings.

The Company and the Company Subsidiaries are currently under Federal income tax audits for
the taxable years 1991 through 1996. Those issues which have been raised in writing by the
Internal Revenue Service are set forth in revenue agent reports which have been made available

pursuant to section 4.9(h).

SCHEDULE 4.9 1 ' W:\Schedules - 1\Schedule 4.9.doc
8/31/2000 6:58 PM
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SCHEDULE 4.9
Tax Matters
(Section 4.9)

G) Code Section 481 Adjustments.

The Internal Revenue Service has proposed a Code section 481 adjustment with respect to the
deductions taken for cost of removal expenses; such proposed adjustment is set forth in revenue
agent reports made available pursuant to section 4.9(h).

(k) Indebtedness.

The Company and the Company Subsidiaries have exempt facility bonds outstanding.

Below is a schedule of the NYSERDA promissory notes:

Due Series ~In thousand of dollars
1999 1998
Promissory notes:
Adjustable Rate Series due
2015 100,000 100,000
2023 69,800 69,800
2025 . 75,000 75,000
2026 50,000 50,000
2027 25,760 25,760
2027 93,200 93,200
Fixed Rate Series Due .
2013 6.625% 45,600 45,600
2025 5.150% 75,000 75,000
2029 7.200% 115,705 115,705
SCHEDULE 4.9 2 W:\Schedules - 1\Schedule 4.9.doc
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SECTION 4.10(a) OF THE COMPANY DISCLOSURE SCHEDULE*
Company Employee Benefit Plans

General Plans and Benefits For Employees

- Niagara Mohawk Pension Plan

- Niagara Mohawk Power Corporation Represented Employees’ Savings Fund Plan

- Niagara Mohawk Non-Represented Employees’ Savings Fund Plan

- Disability Retirement and Separation Allowance Plan

- Niagara Mohawk First Week and Supplementary Occupational and Non-Occupanonal Sick Pay
Benefits Plan

- Niagara Mohawk Long-Term Disability Income Insurance Plan

- Niagara Mohawk Involuntary Severance Plan

- Niagara Mohawk Sickness and Accident Plan

- Workers’ Compensation Law Benefits

- Niagara Mohawk Supplementary Group Term Life Insurance Plan

- Niagara Mohawk Basic Group Term Life Insurance Plan

- Niagara Mohawk Management Health Plan

- Niagara Mohawk Medical Care Plan

- Niagara Mohawk Prescription Drug Plan

- Niagara Mohawk Dental Plan

- Power of Choice Flexible Benefits Plar: for Non-Represented Employees of Nxagara Mohawk

- Niagara Mohawk Power Corporation Select Plan for Represented Employees

- Niagara Mohawk Employee Assistance Plan

- Niagara Mohawk Business Travel Accident Plan

- Niagara Mohawk Aid to Education Plan

- Niagara Mohawk Scholarship Program

- Niagara Mohawk Management Incentive Compensation Plan

- Niagara Mohawk Exceptional Service Award

- Niagara Mohawk Time-Off Programs

- Niagara Mohawk Holdings, Inc. Child Adoption Benefit Program For Non-Represented
Employees

- Niagara Mohawk Power Corporation Child Adoption Benefit Pilot Program For Represented
Employees

- Niagara Mohawk Management New Hire Relocation Plan

*With respect to the issue of “material compliance” with applicable law, the “material compliance”
standard shall be satisfied provided that any undisclosed areas of non-compliance do not, individually or
in the aggregate, result in liabilities, penalties or remedial costs and expenses exceeding ten million
dollars.

1
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SECTION 4.10(2) OF THE COMPANY DISCLOSURE SCHEDULE
Company Employee Benefit Plans

- Niagara Mohawk Matching Gift Program

- Niagara Mohawk Employee Innovation Policy

- Niagara Mohawk Management Employee Transfer and Relocation Plan

- Chairman’s Service Recognition Award

- Niagara Mohawk Deceased Employee Payments Policy

- 25 Years Service Awards

- Transition benefits for eligible management employees whose jobs are abolished as a direct
result of the Company’s restructuring efforts (as described in the Company’s “Transition

Benefits” summary)
- Any other benefits that might be specified in applicable collective bargaining agreements

Officer Plans and Benefits

- Niagara Mohawk Long Term Incentive Plan

- Niagara Mohawk Officers Deferred Compensation Plan

- Niagara Mohawk Officers Annual Incentive Compensation Plan
- Niagara Mohawk Supplemental Executive Retirement Plan

- Niagara Mohawk Excess Benefit Plan

- Niagara Mohawk 1992 Stock Option Plan

- Niagara Mohawk CEO Special Award Plan

- Niagara Mohawk Senior Officers Death Benefit Program

- Niagara Mohawk Executive Retirement Medical Care Program
- Niagara Mohawk Executive Retirement Dental Care Program

- Niagara Mohawk Energy, Inc. Long Term Incentive Plan

- Niagara Mohawk Energy, Inc. Annual Incentive Compensation Plan

Employment Agreements With Senior Officers of Niagara Mohawk Holdings, Inc., Niagara Mohawk
Power Corporation and Niagara Mohawk Energy. Inc.

- William E. Davis, Albert J. Budney, Jr., Darlene D. Kerr, John H. Mueller, William F.
Edwards, David J. Armrington, Gary J. Lavine, Thomas H. Baron, Edward J. Dienst, and J. Phillip
Frazier

Change In Control Agreements With Officers of Niagara Mohawk Holdings, Inc. and Niagara Mohawk
Power Corporation

- Richard B. Abbott, Joseph T. Ash, Richard R. Borsellino, John T. Conway, Theresa A. Flaim,
Michael J. Kelleher, Peter H. Lebro, Leslie E. Lo Baugh, Jr., Samuel F. Manno, Clement E.
Nadeau, Kapua A. Rice, Arthur W. Roos, Joseph M. Russo, Richard H. Ryczek, William J.
Synwoldt, Steven W. Tasker, Carl D. Terry, David J. Walsh and Stanley W. Wilczek

2
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SECTION 4.10(a) OF THE COMPANY DISCLOSURE SCHEDULE
Company Employee Benefit Plans

Change In Control Agreements With the Following Officers of Niagara Mohawk Energy, Inc. and
Niagara Mohawk Energy Marketing, Inc.

- Philip R. VanHorne, Raymond C. Tasch, Frank R. Duesel, Richard J. Pluchino, Matthew J.
Picardi, Marcus A. Overdyk, James J. Cifaratta, Richard J. Cohen, and Annette M. Dumack

Special Severance Benefit Arrangements

- Joseph M. Russo, Kim A. Dahlberg, Robert G. Smith, James G. Reid, Keith D. Ward, Norman
A. Redemacher, Stephen F. Sawa, and Raymond W. Meiner

Special Termination Agreements With Certain Officers and Former Officers In the Nuclear Facilities
Relating To the Divesture of Nuclear Assets

- John H. Mueller, John Conway, Richard Abbott, Carl D. Terry, and Kim A. Dahlberg

Key Employee Retention Program For Certain Nuclear Employees

- John H. Mueller, John Conway, Richard Abbott, Carl D. Terry, Michael Peckham, David
Topley, Donald Bosnic, Stephen Doty, Louis Pisano, Robert Randall, Raymond Dean, Peter
Mazzaferro, Mark Schimmel, Carl Senska, Carey Merritt, Vincent Schuman, David Barcomb,
William Yaeger, Joseph Sullivan, Denise Wolniak, James Burton, Gregg Pitts, Brian Bootb, and
Stephen Geier

Former Employee Plans and Benefits

- Niagara Mohawk Basic Group Term Life Insurance Plan For Employees Retired Prior To May 1,
1996

- Niagara Mohawk Supplementary Group Term Life Insurance Plan For Employees Retired Prior
To May 1, 1996 .

- Niagara Mohawk Weekly Supplementary Group Term Life Insurance Plan

- Niagara Mohawk Basic Group Term Life Insurance Plan For Employees Retired After April 30,
1996

- Niagara Mohawk Supplementary Group Term Life Insurance Plan For Employees Retired After
April 30, 1996

- Niagara Mohawk Medical Care Plan For Employees Retired Prior To May 1, 1996

- Niagara Mohawk Prescription Drug Plan For Employees Retired Prior To May 1, 1996

- Niagara Mohawk Medical Care Plan For Employees Retired After April 30, 1996

- Niagara Mohawk Prescription Drug Plan For Employees Retired After April 30, 1996

- Niagara Mohawk Medical and Prescription Drug Plan For Eligible Participants In the
Involuntary Severance Plan

- Niagara Mohawk Special Severance Allowance and Retirement Plan

3
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SECTION 4.10(a) OF THE COMPANY DISCLOSURE SCHEDULE
Company Employee Benefit Plans

- Special Early Age Retirement Plan

- Niagara Mohawk Power Corporation Non-Represented Medical Care VEBA Trust
- Niagara Mohawk Power Corporation Non-Represented Life Insurance VEBA Trust
- Niagara Mohawk Power Corporation Represented Health VEBA Trust

- Niagara Mohawk Power Corporation Medical Care Plan For Vasil Atanasov

Director Plans and Benefits

- Niagara Mohawk Holdings, Inc. Active Director Deferred Stock Unit Plan

- Niagara Mohawk Holdings, Inc. Active Director Compensation Program (includes annual
retainer, meeting fees, and expenses)

- Niagara Mohawk Holdings, Inc. Active Directors Medical Program

- Niagara Mohawk Holdings, Inc. Active Directors Dental Program

- Niagara Mohawk Holdings, Inc. Active Directors Life Insurance Program

- Niagara Mohawk Holdings, Inc. Retired Directors Medical Program

- Niagara Mohawk Holdings, Inc. Retired Directors Life Insurance Program

- Niagara Mohawk Directors Nonqualified Pension Program

- Niagara Mohawk Business Travel Accident Plan

4
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SECTION 4.10(c) OF THE COMPANY DISCLOSURE SCHEDULE
Health or Welfare Benefits To Retirees Or Other
Terminated Employees, Other Than Benefit
Continuations Pursuant To Section 601 of ERISA

- Niagara Mohawk Basic Group Term Life Insurance Plan For Employees Retired Prior To
May 1, 1996 :

- Niagara Mohawk Supplementary Group Term Life Insurance Plan For Employees Retired
Prior To May 1, 1996

- Niagara Mohawk Basic Group Term Life Insurance Plan For Employees Retired After
April 30, 1996

- Niagara Mohawk Supplementary Group Term Life Insurance Plan For Employees Retired
After April 30, 1996 .

- Niagara Mohawk Weekly Supplementary Group Term Life Insurance Plan

- Niagara Mohawk Medical Care Plan For Employees Retired Prior To May 1, 1996

- Niagara Mohawk Prescription Drug Plan For Employees Retired Prior To May 1, 1996

- Niagara Mohawk Medical Care Plan For Employees Retired After April 30, 1996

- Niagara Mohawk Prescription Drug Plan For Employees Retired After April 30, 1996

- Niagara Mohawk Medical and Prescription Drug Plan For Eligible Participants In the
Involuntary Severance Plan

- Niagara Mohawk Power Corporation Non-Represented Medical Care VEBA Trust

- Niagara Mohawk Power Corporation Non-Represented Life Insurance VEBA Trust

- Niagara Mohawk Power Corporation Represented Health VEBA Trust

- Niagara Mohawk Power Corporation Medical Care Plan For Vasil Atanasov

- Disability Retirement and Separation Allowance Plan

- Niagara Mohawk Involuntary Severance Plan

- Niagara Mohawk Employee Assistance Plan

- Niagara Mohawk Senior Officers Death Benefit Program

- Niagara Mohawk Deceased Employee Payments Policy

- Niagara Mohawk Executive Retirement Medical Care Program

- Niagara Mohawk Executive Retirement Dental Care Program

- The change in control agreements with senior officers of Niagara Mohawk Holdings, Inc.

and Niagara Mohawk Power Corporation described in Section 4.10(a) of the Company

Disclosure Schedule have provisions providing for the continuation of health benefits

and/or certain welfare benefits for specified periods of time

The employment agreements with certain senior officers described in Section 4.10(a) of

the Company Disclosure Schedule have provisions providing for the coverage of health

benefits and/or certain welfare benefits for specified periods of time

- The severance arrangements for certain individuals described in Section 4.10(a) of the
Company Disclosure Schedule have provisions providing for the coverage of health
benefits and/or certain welfare benefits for specified periods of time

1
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SECTION 4.10(d) OF THE COMPANY DISCLOSURE SCHEDULE
Coverage In the Company Employee Benefit Plans
Of Persons Other Than Employees Who Are Employed
By the Company or a Company Subsidiary
(or Former Employees or Beneficiaries of Former Employees)

Certain active and/or retired directors of the Company and/or its Subsidiaries are covered under
the following plans and programs:

- Niagara Mohawk Holdings, Inc. Active Director Deferred Stock Unit Plan

- Niagara Mohawk Holdings, Inc. Active Director Compensation Program (includes annual
retainer, meeting fees, and expenses)

- Niagara Mohawk Holdings, Inc. Active Directors Medical Program

- Niagara Mohawk Holdings, Inc. Active Directors Dental Program

- Niagara Mohawk Holdings, Inc. Active Directors Life Insurance Program

- Niagara Mohawk Holdings, Inc. Retired Directors Medical Program

- Niagara Mohawk Holdings, Inc. Retired Directors Life Insurance Program

- Niagara Mohawk Directors Nonqualified Pension Program

- Niagara Mohawk Business Travel Accident Plan

SECTION 4.10(d) OF THE COMPANY DISCLOSURE SCHEDULE
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SECTION 4.10(e) OF THE COMPANY DISCLOSURE SCHEDULE
Multiemployer Plan/Withdrawal Liability

None

SECTION 4.10(e) OF THE COMPANY DISCLOSURE SCHEDULE
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SECTION 4.10(h) OF THE COMPANY DISCLOSURE SCHEDULE
Employer Securities, Employer Real Property, or Other Employer Property
Included In the Assets of Any Company Employee Benefit Plan

Matching contributions to the Niagara Mohawk Non-Represented Employees’ Savings
Fund Plan and the Niagara Mohawk Represented Employees’ Savings Fund Plan
(collectively, “Savings Fund Plans™) automatically are invested in Company stock.
Participants in the Savings Fund Plans then have the option to exchange their matching
contributions to any other investment alternative available under the applicable pian.

Other investment alternatives available under the Savings Fund Plans could, depending
upon the investment choices made by the applicable investment manager, have some
Company stock, preferred stock, or bonds as part of a diversified investment portfolio for
certain periods of time.

Investments made with respect to the Niagara Mohawk Pension Plan could, depending
upon the investment choices made by the applicable investment manager, have some

Company stock, preferred stock, or bonds as part of a diversified investment portfolio for .
certain periods of time.

SECTION 4.10(h) OF THE COMPANY DISCLOSURE SCHEDULE -
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SECTION 4.10(3) OF THE COMPANY DISCLOSURE SCHEDULE
Payments under the following plans or agreements may fail to be

deductible under Section 280G or Section 162(m) of the Code
Employment Agreements listed in Section 4.10(a) of the Company Disclosure Schedule
Niagara Mohawk Supplemental Executive Retirement Plan
Niagara Mohawk Long Term Incentive Plan
Niagara Mohawk CEO Special Award Plan
Niagara Mohawk Officers Annual Incentive Compensation Plan

Niagara Mohawk Energy Long Term Incentive Plan

SECTION 4.10(j) OF THE COMPANY DISCLOSURE SCHEDULE 606226.02 08/25/2000
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L COLLECTIVE BARGAINING AGREEMENTS
A. NIAGARA MOHAWK POWER CORPORATION

1. The IBEW Local 97 Collective Bargaining Agreement

“Niagara Mohawk Power Corporation is a party to a collective bargaining agreement with Local 97 of the International Brotherhood of Electrical Workers, AFL-CIO (the “IBEW

Local 97 Collective Bargaining Agreement”).

2. Other Documents Relevant to the IBEW Local 97 Collective Bargaining Agreement

The agreement and understandings between Niagara Mohawk Power Corporation and JBEW Local 97 are reflected in a number of documents in addition to the main labor
contract. These documents include the following:

a) the Memorandums of Understanding referenced in Appendix D, paragraph 54 of the labor contract;
b) special agreements entered into pursuant to the Nuclear Addendum set forth on page 120 of Appendix B of the labor contract;
c) miscellaneous arbitration awards and grievance settlements issued or reached pursuant to Article XXII of the labor contract if they were intended to resolve particular

issues prospectively; and

d) the Memorandums of Agreement reached regarding the transition, or non-transition, of certain employees associated with Niagara Mohawk Power Corporation’s former
fossil and hydroelectric operating assets to employment with the purchasers of those assets.

B. OTHER COLLECTIVE BARGAINING AGREEMENTS APPLICABLE TO NIAGARA MOHAWK POWER CORPORATION OPERATIONS

The Project Agreement between Utility Resources, Inc. and the Oswego County Building Trades relating to repair and construction work at the Nine Mile Point Nuclear
Generating Stations.

The Memorandum of Understanding between Utility Resources, Inc. and the Oswego County Building Trades relating to maintenance activities at the Nine Mile Point Nuclear
Generating Stations.

‘Wfth respect to the issue of “material compliance” with any and all laws in any relevant jurisdiction, including common law, all applicable federal, state and local laws with.
respect to employment practices, labor relations, safety and health regulations and mass layoffs and plant closings, the “material compliance” standard sh.all be satist.'led provided
that any undisclosed areas of non-compliance do not, individually or in the aggregate, result in liability, penalties, or remedial costs and expenses exceeding ten million dollars.

SECTION 4.11(a) OF THE COMPANY DISCLOSURE SCHEDULE
1
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Labor and Employee Relations

IL EMPLOYMENT AND LABOR-RELATED LITIGATION

The following is a listing of various pending employment and labor-related disputes in which a claim of an alleged violation has been made. These allegations have been denied

and affirmative defenses have been asserted in many cases.

Peter Bailey v. Niagara Mohawk Power Corporation
(Docket No. 00-CV- )

A threatened retaliation complaint filed by & former nuclear security guard alleging that he was laid off because of his alleged disability and
participation in an internal sexual harassment complaint.

Earl V. Belcher, Jr. v. Niagara Mohawk Power Corporation
{Docket No. 98-CV-1531 (DNH/GID))

A race, color and sex discrimination complaint filed on September 28, 1998, by an African-American Training Specialist who was not awarded
a Collections or Customer Service Center Team Leader position,

Patricia A. Buono v. Niagara Mohawk Power Corporation
ket No. 98-CV-953 (FJS/GID))

A sex and retalistion complaint filed Junc 16, 1998, by a Consumer Representative, alleging she has been discriminated against with respect to
the assignment of certain territories and sccounts.

Patricia A. Buono v. Niagara Mohawk Power Corporation
(Docket No. 99-CV-2190)

A discrimination and retaliation complaint filed on December 17, 1999 alleging discrimination and retaliation with respect to s November 7,
1997 disciplinary action and other related cvents,

Norman J. Coddington v. Niagara Mohawk Power Corporation
(Docket No. 98-CV-0660(SC))

A disability discrimination and retaliation complaint filed October 13, 1998, by a former Western Division Shift Control Operator, who alleges
that he was denied reasonab:e eccommodations with respect to work reassignments.

Gail M. Grosjean v. Niagara Mohawk Power Corporation
(Docket No. 95-CV-139A(M))

A sex discrimination and sexual harassment complaint filed on February 23, 1995, by an employee in the Western Division who alleges that she
was discriminated against in her conditions of employment (discipline, job assignment) and was subjected to harassment in a former position,

John W. Fahey, et al. v, Niagara Mohawk Power Corporation; Bary G.
Manning, St., et al. v. Niagara Mohawk Power Corporation
(Docket No. 95-CV-172; Docket No. 95-CV-1149)

An ERISA action brought by a group of retirees who retired before the Voluntary Employee Reduction Program’s effective date. These cases
have both recently been settled and the settlement payments will be issued shortly.

IBEW, Local 97 v. Niagara Mohawk Power Corporation
(Dacket No. 96-CV-728; 98-7138)

A proceeding to confirm/vacate an arbitration award involving reinstatement of a nuclear armed guard. The case was settled by accepting the
employec’s resignation and paying & lump sum settlement

Roger L. Harris v. Niagara Mohawk Power Corporation
(Docket No. <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>