STATE OF NEW YORK
PUBLI C SERVI CE COVMM SSI ON

At a session of the Public Service
Comm ssion held in the Gty of
New York on Decenber 13, 2000

COWM SSI ONERS PRESENT:

Maur een O. Hel ner, Chairnan
Thomas J. Dunl eavy, Dissenting
James D. Bennett

Leonard A. Wi ss

Neal N. @Gl vin

CASE 99-G 1469 - Petition of the Brooklyn Union Gas Conpany and
KeySpan Gas East Corp. for a Milti- Year
Restructuring Agreenent.

CASE 99-G 1666 - Petition of the Brooklyn Union Gas Conpany for
a Waiver of the Requirenents of 5 NYCRR
Sections 226.8 and 226.9, to Permt the Conpany
to Use a Random Sanpling Program as an
Alternate In-Service Gas Meter Test Program

ORDER ESTABLI SHI NG | NTERI M RATE PLAN
(I'ssued and Effective Decenber 26, 2000)

BY THE COW SSI ON:

The followi ng order adopts ternms jointly proposed by
agreenent anong the active parties and set forth in an "Interim
Gas Restructuring Settlenment Agreenent" (joint proposal). W
thereby establish a rate and regulatory plan for The Brooklyn
Uni on Gas Conpany d/ b/a KeySpan Energy Delivery New York, and
KeySpan Gas East Corporation d/b/a KeySpan Energy Delivery Long
| sl and (KeySpanNY and KeySpanLl; the conpanies) for the six
nmont hs January through June, 2001.

As a result of this order, neasures effective
imediately will encourage the transition to a conpetitive retai
mar ket for gas service in the KeySpan service territories, and
aneliorate the burden of high gas comodity costs during the
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current heating season. Meanwhile, the interimplan adopted here
also will give the parties time to continue negotiations toward a
| onger-termplan that may provide for nore fundanmental rate
restructuring.

BACKGROUND AND PROCEDURAL HI STORY

KeySpanNY and KeySpanLl serve, respectively, about 1.2
mllion gas custonmers in New York City and 0.5 mllion on Long
| sl and. The conpanies, acting jointly in these proceedi ngs, have
been operating under rate plans intended to expire Novenber 30,
2000 (for KeySpanLl) or Septenber 30, 2002 (for KeySpanNY). 1In
Case 99-G 1469, the conpanies filed gas rate restructuring
proposals in October 1999, pursuant to directives in our Gas
Policy Statenent.! The plans they subnitted were designed
generally to encourage conpetitive entry by independent gas
mar keters, facilitate the conpanies' recovery of strandable
capacity costs, nodify the conduct of affiliate transactions,
preserve current rates, and increase potential revenues and
earnings. Case 99-G 1666 neanwhil e had been instituted to
consi der KeySpanNY's request for perm ssion to use a sanpling
met hod as a partial substitute for its current in-service neter
testing program

Staff of the Departnent of Public Service (Staff) and
ot her parties considered the conpanies' restructuring plans
i nadequate in various respects, and enbarked on a negoti ating
process. Settlenent discussions, on notice to potentially
interested parties (in conpliance with 16 NYCRR 3.9), began
shortly after a Decenber 3, 1999 prehearing conference in which
all known gas marketers operating in New York were invited to
participate. About 40 parties ultimtely requested active party
status and thus remai ned apprised of devel opnents throughout the
settl enment process.

1 Cases 93-G 0932 and 97-G 1380, Policy Statenent Concerning the
Future of the Natural Gas Industry (issued Novenber 3, 1998).
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The di scussions culmnated in the joint proposal under
review here, which was filed October 27, 2000 and was foll owed by
two rounds of witten statenents in support or opposition.
Through newspaper advertisenents and other nedia, we solicited
coments fromthe general public, but have received none. The
active parties submtting and/or supporting the joint proposal
are the conpanies, Staff, the State Consuner Protection Board
(CPB), Small Custoner Marketer Coalition (SCMC), National Energy
Mar ket ers Associ ation, North Anerican Energy, Inc. (NAE), and
North Atlantic Uilities, Inc., each of which (except NAE) has
filed at least an initial statenment in support. The Ofice of
the Attorney CGeneral (QAG and Transportation Wrkers Union of
Anmerica Local 101 (Local 101) each has filed a statenent in
opposi tion. 2

TERMS SUBM TTED IN THE JO NT PROPOSAL

By adopting the parties' jointly proposed terns subject
to certain understandings and conditions, we will establish a set
of interimrestructuring provisions. As noted, the plan
i npl enented here is intended to continue for six nonths starting
January 1, 2001. W share the parties' expectation that, within
that time, negotiations will lead to further agreenent on yet
unresol ved issues such as unbundling of delivery and nerchant -
rel ated charges, neasures to facilitate retail access for non-
heati ng residential custoners, and other possible elenents of a
mul ti-year rate plan. The ternms we adopt here include a
provision that, if settlenent discussions do not proceed
pronptly, any party unilaterally may submt rate proposals for
our consi derati on.

2 Initial statenents were filed on or about Novenber 3, 2000 or
(in the case of Local 101) Novenber 28, 2000. Reply statenents
were filed on or about Novenber 10, 2000 by KeySpan, Staff, and
SCMC.
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O her significant proposed ternms include the
fol | owi ng: 3

- Present base rates would remai n unchanged.

- To anticipate abnormally high gas commodity costs in the
unregul ated market this winter, the conpanies would issue
a one-tinme bill credit against the delivery charges paid
by heating custoners, assum ng that the conpanies' per-
dekat herm cost of gas in Decenber exceeds $5.43 for
KeySpanNY and $5. 15 for KeySpanLlI. For KeySpanNY's

approximately 0.4 mllion heating custoners, the parties
propose a credit of $25 per custonmer. For KeySpanLl's
approximately 0.4 mllion heating custoners, the parties

proposal s range from $25 to $50 (as di scussed bel ow).

- To encourage independent marketers to conpete with the
KeySpan conpani es in making gas commodity sales directly
to KeySpan custoners, the conpanies woul d provide
mar keters an incentive paynent equal to 8% of the
delivery charges incurred by the marketer's firm
customers each nonth

- To reduce the nunber of neter tests, the conpanies would
assign nmeters to groups and test only a representative
sanple fromeach group, as a pilot program subject to
nmonitoring for continued accuracy.

- The proposed $25/$50 heating bill credits and 8%
mar keti ng incentive paynents would be charged to a
"transition bal anci ng account™ (TBA) maintai ned by each
of the two conpanies. The TBAs woul d be funded by New
York City property tax reductions, transaction cost
savings relative to levels previously forecasted to be
incurred in the conpanies' nerger, anounts coll ected by
KeySpanLl through a new | ate paynment charge for custoners
in arrears, efficiencies gained through the new neter
testing program and custoner credits that nmay result
fromresolution of a litigated contract dispute involving
Key SpanNY

- To help marketers and transportation custoners manage
their supplies, the parties would work to devel op
proposal s for daily delivery bal ancing options as part of
t he conpani es' transportati on servi ce.

3 The points noted here are sinply highlights of the joint
proposal. For a conplete statenent of its terms, one nust
review the proposal itself (attached to this order).
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I n i nstances where the conpani es coll ect revenues on
behal f of marketers through a single conmbined bill for
delivery and commobdity charges, marketers woul d receive a
current, pro rata share of the amounts actually

coll ected, instead of having to await full paynment by the
custoner before the marketer can receive paynent from

Key Span.

The parties would initiate a process to assess gas
quality in certain parts of the conpanies' service
territories.

The parties woul d design and i nplenment a survey to gauge
i ndependent marketers' satisfaction in their transactions
wi th the KeySpan conpani es.

TBA funds woul d support new conputer progranm ng needed
to inprove the conpanies' interaction with marketers.

The formula we currently apply to all ow recovery of
strandabl e capacity costs would be nodified, to maintain
a nore stable allocation of fixed costs between sal es and
transportation services as the KeySpan conpani es take
steps to mtigate strandable costs. This would cure

di sincentives to retail access, by preventing cost

m sal | ocations which could erode the price advantage for
custoners relying on transportation service and

i ndependent suppliers rather than bundl ed sal es service.

As anot her step toward better alignnent of transportation
costs and prices (in addition to the strandabl e costs
nodi fi cation, above), the |l oss factor used in cal cul ating
transportation charges would be reduced to reflect nore
accurately the actual |evels of |ost and unaccount ed-for
gas associated with transportati on service.

The conpani es woul d expand their customer outreach and
education prograns regardi ng conpetitive gas service

of ferings, and the parties woul d devel op neasures to test
the efficacy of the prograns.

Current prograns to benefit |owincone custoners would be
expanded, by (a) extending the potential eligibility
period for the conpanies’ "On Track"™ bill nanagenent
arrangenents to 18 nonths rather than 12 and

(b) liberalizing the eligibility criteria for KeySpanLl's
Reduced Resi dential Rate program

To i nprove | owincone customers' opportunities to share
in the benefits of retail access, the parties would
initiate devel opnent of a purchase aggregati on program
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- KeySpanNY woul d be all owed additional tine to transfer
certain assets to its affiliates; KeySpanNY and KeySpanL
woul d be allowed to nerge their respective pension plans;
and we would clarify the terms on which a non-regul at ed
KeySpan subsidiary may rely on an affiliate to provide
support services (such as billing).

UNRESOLVED | SSUES
The parties reached no unani nous consensus on certain
matters, which therefore call for resolution or corment on our
part. In addition, we have concerns about the proposal for a new
| at e paynent charge.

Credit Amount for KeySpanLl Custoners

Staff and CPB maintain that, considering the conpanies’
relative financial positions and the anounts expected to accrue
in their respective TBAs, we reasonably could direct KeySpanL
and KeySpanNY to pay their heating customers (both sal es and
transportation) a one-tine credit of $50 and $25 respectively
this winter. The conpanies do not dispute that financi al
j udgnent (al though they raise issues about depleting the TBAs,

di scussed in the next section below). Nevertheless, the
conpani es ask that we limt the KeySpanLl credit to the same $25
| evel as the KeySpanNY credit, to prevent a public perception of
undue favoritismtoward KeySpanLl custoners. In the conpanies
view, to authorize a larger credit than $25 nerely because it is
financially feasible would ignore relevant criteria of fairness.
Staff and CPB, in turn, respond that our ratenmaki ng decisions
shoul d not be shaped by what Staff terns the conpanies' "public
relations dilemm" arising froma disparity between the credits
in the respective territories.*

W will set the KeySpanLl and KeySpanNY credits at $50
and $25 respectively. This result will conmport with our current
practice of applying all reasonably avail able custoner funds to
mtigate the bill inpact of high energy commodity costs. W

4 Staff's Initial Statenent, p. 10.
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shoul d not deviate fromthat course because of a nere supposition
t hat KeySpanLl and KeySpanNY custoners expect to be treated alike
for ratemaki ng purposes. KeySpanLl and KeySpanNY rates in fact
differ substantially in many respects, and we have been shown no
evi dence of a public perception to the contrary.

Repl eni shnent of TBAs

Anot her aspect of the one-tine credits is the
conpani es' concern as to how they nmay be funded. The parties
agree that, in the first instance, the credits should be charged
to the TBAs. However, the conpanies add that the TBAs shoul d
then be repl enished in sonme way, because they represent a
resource to be used in future negotiations as an ingredient in
new proposals for further progress toward rate and service
restructuring. The conpanies call upon us to address this matter
and thereby provide guidance for the negotiations. Mre
specifically, they ask that we endorse the concept of augnenting
the TBAs by wi t hhol di ng Gas Adjustnent O ause (GAC) credits from
custoners. Staff opposes the request for gui dance as unnecessary
in general, and takes issue with the proposed use of GAC credits
in particular.

W will not issue the requested guidance, as it would
be premature. The status of the TBAs certainly may affect the
course of negotiations and the results that will be presented for
our review in the future. 1In the context of this case, however,

t he suggested |inkage between i medi ate $25/$50 credits and
future GAC wi t hhol di ng woul d di m ni sh the custoners' intended
benefit fromthe credits, with no correspondi ng assurance that a
future settlenment proposal based on GAC wi t hholding would fairly
bal ance custonmers' and investors' interests. Further proceedi ngs
may reveal other, preferable sources of funding for restructuring
initiatives. Mreover, to the extent that we refrain from
endorsing discrete elements of a settlenment proposal a priori
parties wll have a better opportunity to explore the full range
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of avail able options and thus arrive at the nost nutually
advant ageous out cones.

Lat e Paynent Charge

As noted, the parties propose that KeySpanLl's TBA
i ncl ude revenues froma new | ate paynent charge which that
conpany woul d i npose on gas custoners. The nonthly charge, at
1. 5% of the paynents overdue, would be instituted at the start of
the interimrate period on January 1, 2001.

We find that the proposed timng of this provision
woul d conflict with the policy underlying the $25 and $50 bill
credits, nanely that we use all avail able opportunities to
mtigate the bill inpact of high gas commodity costs during the
heati ng season. Conversely, the revenues expected fromthe new
charge this winter would not substantially augnent KeySpanLl's
TBA. Accordingly, to the extent that we are adopting the joint
proposal's terns, we do so on condition that KeySpanLl shall not
i npl emrent the | ate paynent charge sooner than April 1, 2001.

Mar keting | ncentive Paynents

Controversy has arisen over the proposal that KeySpan
provi de i ndependent marketers an incentive paynent equal to 8% of
the delivery charges paid to KeySpan by each marketer's firm
custoners. The paynent is intended to facilitate conpetitive
entry by marketers, as they could use the rebate to finance
mar keting tools such as di scounts and pronotional canpaigns.

QAG opposes the incentive paynent on several grounds.
Its main objection is that the paynment woul d subsidize retai
access custoners at the expense of KeySpan custoners generally,
i nasmuch as (a) there is no cost of service study to show that 8%
correctly neasures the utilities' costs avoi ded through
i ndependent marketer participation and (b) the 8% paynent woul d
be funded fromthe TBAs, which would conprise revenues
contributed by all custonmer classes. In addition, OAG says the
plan lends itself to "teaser"” ploys by nmarketers, in the sense
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t hat pronotional discounts financed by the 8% paynents m ght be
di sconti nued upon expiration of the proposed rate plan in June
2001.

In response to the subsidy argunent, Staff maintains
that OAG s request for a cost of service study at the post-
settlenment stage is untinely, and that the 8% figure reasonably
approxi mates that portion of the transportation rate which
recovers costs nore properly attributable to the nerchant
function than to transportation. KeySpan and SCMC say the 8%
paynment cannot be deened a subsidy, regardl ess of cost of service
consi derations, because the paynent would be received by
mar keters and not by any class of KeySpan custoners directly. As
for the prospect of a June phase-out, Staff responds that the 8%
al l onance would not be directly visible to custoners when
instituted and therefore would not take on the appearance of a
permanent entitlenment, while KeySpan says custoners well
understand that pronotional offers are often tenporary.

W w |l adopt the 8% paynent formula, to provide at
| east some tenporary recognition that costs of the nmerchant
function are built in to present transportation rates and that
certain retailing costs currently are borne by marketers. As the
conpani es, Staff, and SCMC observe, this will imrediately provide
a necessary stinulus to retail conpetition on an interim basis by
mtigating artificial disincentives to retail access, instead of
allow ng the status quo to continue another six nonths pendi ng
further negotiations. |If parties seeking cost of service data
pursue that information now, they should be able to devel op an
actual back-out rate which could be inplenented in June 2001 at
the end of the interimrate plan. Mreover, the 8% interim
proposal here will |eave present transportation rates unchanged,
despite the likelihood that a cost study would justify reducing
themto exclude nmerchant function costs, correct interclass
subsi di es (as OAG advocates), and pronote conpetition. |f the
| ack of a study neans that transportation rates nust remain
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intact for now, it should not also stand in the way of a
tenporary correction such as the 8% i ncentive paynent.

Meter Testing and Safety

Local 101 opposes the proposed pilot programto use
sanpling as a partial substitute for neter tests, arguing that
t he program woul d j eopardi ze public safety by reduci ng the nunber
of opportunities to test for gas |l eaks at the netered prem ses.
However, neter testing has been necessary not for safety reasons
but to ensure billing accuracy. Wth respect to on-prem ses
piping, the utilities’ safety prograns rely primarily on gas
odori zation conbined with public education about the need to
respond to | eaks disclosed by their unique odor.

Qovi ously, our actions in this order in no way justify
di m ni shed vigilance, on our part or the utilities', regarding
gas | eaks or other safety issues. Nevertheless, we expect that
t he proposed reduction in the nunber of prem se visits by KeySpan
personnel will not affect public safety. Any |eaks that m ght be
di scl osed by a neter dial test, w thout already having been
detected by neter readers or the public as a result of
odori zation, would be too negligible to present a hazard. To
confirmthis assessnent, we direct that KeySpan report how | eaks
on prem ses are discovered during the pilot programand provide a
conpari son between those data versus results for previous
peri ods.

Merger of Benefit Plans

The final issue requiring comment concerns the proposal
that we aut horize KeySpanNY and KeySpanLl to nerge their
respective pension and ot her post-enpl oynent benefit plans.
Staff asserts that 8H 3 of the joint proposal, if adopted, would
end the current prohibition against nerging the plans, on
condition that "the true-up for KeySpanLl, remain in effect” for

-10-
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custoners' protection.® The conpanies question this
interpretation, maintaining that it nust be an unintentional non
sequi tur because the rationale for prohibiting the merger has
been that the KeySpanLl plans currently are subject to true-up
(i.e., reconciliation of actual versus forecast expense) while

t he KeySpanNY plans are not. |f the merger prohibition has
becone unnecessary, the conpanies reason, it nust be because the
j oi nt proposal contenplates discontinuing the KeySpanL
reconciliation.

The problemis only semantic; the text of the joint
proposal itself appears clearer than either party's
characterizations of it. As 8H 3 states, the proposal we are
adopting is that (a) the prohibition against nerging the
KeySpanNY and KeySpanL|l benefit plans will end now, subject to
vari ous stated conditions (other than reconciliation), and (b)
reconciliation will continue with respect to the KeySpanLl plans
unl ess we receive and approve a petition that it be discontinued.

DI SCUSSI ON

We find that the joint proposal's supporters have
satisfied their burden of show ng that adoption of its terns to
the extent described above would satisfy the requirenent, under
the Public Service Law (PSL), of safe and adequate service at
just and reasonable rates. They al so have shown that
i npl enmentation of their proposals with the qualifications stated
above woul d achieve a fair balancing of interests anong the
parties and the conpani es' custoners, and woul d produce
constructive results that may not have been achi evabl e except
t hrough a negoti ated agreenent.

More specifically, these conclusions are justified by
the public benefits inherent in adoption of the joint proposal's
provisions |isted above, which would serve a variety of

> Staff's Initial Statenent, pp. 18-19.

-11-
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obj ectives consistent wwth the public interest and our regulatory
obj ectives.® Potentially the nost inportant benefit of today's
decision is that it provides a base fromwhich the parties can
conti nue negotiations--which, up to this point, manifestly have
been worthwhile--toward fulfilling the goals set forth in our Gas
Policy Statenent, possibly by neans of a nulti-year rate plan.

In the near term neanwhile, our inplenentation of the
proposals will produce i medi ate and tangi bl e progress pursuant
to the vision delineated in the Gas Policy Statenent. As
expl ai ned there, we seek to "facilitate devel opnent of a
conpetitive market; elimnate barriers to conpetition; provide
gui dance to [l ocal distribution conpanies] and nmarketers,
especially with regard to expiring capacity contracts; and
address custoner inertia."’

Accordingly, in this case, retail custoners' access to
the conpetitive gas market will be directly facilitated by
measures such as the 8% marketing incentive paynent, nmarketers
ratabl e sharing of custoner paynents as KeySpan receives them
and the marketer satisfaction survey. The conpanies will be
allowed to recover costs incurred for outreach and education
progranms and for conputer programm ng, which are essential to the
success of these conpetitive initiatives. The provisions setting
the scope of future discussions cover areas likely to yield new
choi ces and pro-conpetitive prograns, such as daily bal anci ng
service, retail access incentives for non-heating custoners, and
| ow-i ncome aggregation. Regarding upstream capacity contracts,
the joint proposal's terns woul d expressly recognize that a
degree of continued reliance on such contracts may be justifiable
for systemreliability reasons; but the parties also propose to

6 The proponents' position statenents include conprehensive
summaries of the joint proposal's benefits, which illustrate
in nore detail why adoption of its terns would serve the
public interest.

" Gas Policy Statenent (supra), pp. 3-4.

-12-
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revise the strandabl e capacity cost recovery formula, under which
t he conpani es' strandable cost mtigation efforts currently tend
to cause an overallocation of costs to transportation service and
thus inhibit retail access.

Further, the joint proposal has given parties an
opportunity to gauge the continued reasonabl eness of the
conpani es' rate plans, particularly the KeySpanLl plan which was
intended to be reeval uated by Novenber 2000. And, through the
one-tinme bill credits and the expansion of progranms for |ow
i ncone custoners, we can provide custoners sone inmediate relief
fromthe burdens they will bear this winter as a result of high
prices for energy traded in the unregul ated market.

CONCLUSI ON

For the reasons stated, we find that our adoption of
the joint proposal's provisions subject to the understandi ngs and
condi tions noted above will serve the public interest and satisfy
our statutory obligation to ensure safe and adequate service at
just and reasonable rates pursuant to PSL 866.8 W therefore will
direct the conpanies to file tariff revisions consistent with
this finding.

The Conm ssion orders:

1. Subject to the foregoing discussion and the
determ nati ons, conditions, and understandi ngs set forth therein,
the ternms of the InterimGas Restructuring Settl enment Agreenent
(joint proposal) filed in this proceeding Cctober 27, 2000 are
adopted in their entirety and are incorporated as part of this
order.

2. The Brooklyn Union Gas Conpany d/ b/a KeySpan Energy
Del ivery New York and KeySpan Gas East Corporation d/b/a KeySpan

8 It previously has been deternined that such action will not
have a significant effect on the environnent and therefore may
proceed w thout preparation of an Environnental |npact
Statement. Cases 99-G 1469 and 99- G 1666, Notice of
Det erm nati on of Significance (issued Novenber 14, 2000).

- 13-
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Energy Delivery Long Island (the conpanies) shall submt a
witten statenent of unconditional acceptance of this order,
within seven days following its issuance date, signed and
acknowl edged by a duly authorized officer of each conpany. |If an
acceptance statenment is not so filed, the adoption of the joint
proposal's terns may be revoked. The acceptance statenent should
be filed with the Secretary of the Conmm ssion and served on the
parties to these proceedings.

3. The conpanies are authorized to file on not |ess
t han one day's notice, to take effect on or after Decenber 29,
2000 on a tenporary basis, such further tariff changes as are
necessary to effectuate the provisions adopted in this order.
The conpani es shall serve copies of their filings upon al
parties to these proceedings. Any comments on the conpliance
filings nust be received at the Conm ssion's offices wthin ten
days of service of the conpanies' proposed anendnents. The
anendnents specified in the conpliance filing shall not becone
effective on a permanent basis until approved by the Comm ssion
and will be subject to refund if any showing is made that the
revisions are not in conpliance with this order. The requirenent
of 866(12)(b) of the Public Service Law t hat newspaper
publication be conpleted prior to the effective date of the
proposed anendnents is wai ved, provided that the conpani es shal
file wwth the Comm ssion, not |later than six weeks follow ng the
amendnents' effective date, proof that a notice to the public of
t he changes proposed by the amendnents and their effective date
has been published once a week for four successive weeks in
newspapers having general circulation in the areas affected by
t he amendnents.

-14-
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4. These proceedi ngs are conti nued.

By the Conmm ssion,

( SI GNED) JANET HAND DEl XLER
Secretary

-15-
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1. BACKGROUND
On Cctober 18, 1999, KeySpanNY and KeySpanLl filed with
the New York State Public Service Comm ssion (Comm ssion) a Joint
Restructuring Proposal (Proposal) intended to conply with the

requi renents of the Conm ssion’s Policy Statenent Concerning the

Future of the Natural Gas Industry in New York State and O der

Term nating Capacity Assignnment issued Novenber 3, 1998.

KeySpanNY and KeySpanLl did not file revised tariff |eaves in
conjunction with their Proposal.

I n accordance with Comm ssion rules, all parties to
this proceeding were notified in witing of the pendency of
settlenment negotiations, prior to their commencenent, and notice
of the inpending negotiations was duly filed with the Secretary
of the Comm ssion by letter dated Decenber 15, 1999.

Negoti ati ons conmenced at an in-person settlenent
conference held by the parties on Decenber 21, 1999. Additional
settl enment conferences were held through Gct ober 2000.

Settlenment is now feasible because, after thorough investigation
and di scussion, the Signatory Parties hereto nore fully
understand their respective positions and recogni ze that
reasonabl e settlenent of those positions is possible. The
Signatory Parties hereto believe that this Settlenent Agreenent
will further the objective of giving fair consideration to the
interests of custoners and sharehol ders alike in assuring the
provi sion of safe and adequate service at just and reasonabl e

rates.
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11. OVERVIEW OF THE AGREEMENT

This Settlenment Agreenent covers the period fromits
| mpl enment ation Date through June 30, 2001. The Settl enent
Agreenent provides for one-tinme bill credits during the upcom ng
heati ng season to help aneliorate expected hi gher than nornal gas
prices. Anpobng its provisions are marketer and utility
i ncentives, a marketer satisfaction survey, and billing options
to encourage the mgration of retail custonmers to a conpetitive
gas mar ket pending a nore conplete resolution of gas
restructuring issues in this continuing proceeding. It initiates
di scussions regarding the potential establishnment of new prograns
of interest to marketers including daily bal ancing service, a
cooki ng-only incentive program and a | owincone aggregation
program It allows KeySpanNY and KeySpanLl to recover
i npl enentation costs and expenses for outreach and education
efforts incurred as a result of the transition to conpetition.
It al so expands existing | owincone prograns. The Signatory
Parties are continuing to work together in an attenpt to
establish a nulti-year plan that builds on this Settl enent

Agr eenent .

111. DEFINITIONS
"I npl emrent ati on Date" nmeans the first cal endar day of
the nonth followi ng the effective date of the Conm ssion order
approving the terns of this Settlenent Agreenent.
"Settlement Period" nmeans the period comrenci ng

on the Inplenentation Date and endi ng on June 30, 2001.
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"M gration" neans the switching of a custoner to a non-
utility gas supplier.

"TBA" nmeans the Transition Bal anci ng Accounts to be

established as described in this Settlenent Agreenent.

IV. GENERAL PROVISIONS

1. It is understood that each provision of this
Settlenment Agreenent is in consideration and support of all the
ot her provisions and each provision is expressly conditioned upon
acceptance by the Comm ssion of this Settlenent Agreenent in its
entirety without change. |If the Comm ssion fails to adopt this
Settl enment Agreenent according to its terns w thout change, then
the parties to the Settl enment Agreenent shall be free to pursue
their respective positions in this proceeding w thout prejudice.

2. The ternms and conditions of this Settlenent
Agreenment apply solely to, and are binding on each Signatory
Party only in the context of, the purposes and results of this
Settlement Agreenent. None of the terns and provisions of this
Settl ement Agreenent, nor any nethodol ogy or principle utilized
herein, and none of the positions taken herein by any Signatory
Party may be referred to, cited or relied upon by any other
Signatory Party in any fashion as precedent or in any other
proceedi ngs before the Conm ssion, or any other regul atory
agency, or before any court of |aw for any purpose except in
furtherance of the purposes and results of the Settl enent
Agr eenent .

3. The Signatory Parties agree to submt this
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Settl enment Agreenent to the Comm ssion along with a request that
t he Comm ssion expeditiously adopt the ternms of this Settlenent
Agreenent as set forth herein.

4. The Signatory Parties recognize that certain
provisions of this Settlenent Agreenment require that actions be
taken in the future to effectuate fully this Settl enment
Agreenent. Accordingly, the Signatory Parties agree to cooperate
wi th each other in good faith in taking such actions.

5. The Signatory Parties agree that KeySpanNY and
KeySpanLl will file tariffs in a manner consistent with the terns
of this Settlenment Agreenent.

6. In the event of any di sagreenent over the
interpretation of this Settlenent Agreenent or inplenmentation of
any of the provisions of this Settlenent Agreenent, which cannot
be resolved informally anong the Signatory Parties, such
di sagreenent shall be resolved in the followi ng manner: (a) the
Signatory Parties may convene a conference and in good faith
attenpt to resolve any such di sagreenent; and (b) if any such
di sagreenent cannot be resolved by the Signatory Parties, any
Signatory Party may petition the Comm ssion for resolution of the
di sputed matter.

7. This Settlenment Agreenent is being executed in
counterpart originals, and shall be binding on each Signatory
Party.

8. Nothing in this Settlenment Agreenent shall prohibit
the Comm ssion (upon its own notion or upon notion of a Signatory

Party) fromexercising its ongoing statutory authority to act on
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the |l evel of KeySpanNY's or KeySpanLl's gas rates in the event of
unf oreseen circunstances that, in the Conm ssion's judgnent, have
such a substantial inpact on the rate of return as to render the
return on the common equity devoted to KeySpanNY' s or KeySpanLI|'s
gas operations unreasonabl e, unnecessary, or inadequate for the

provi sion of safe and adequate servi ce.

V. SPECIFIC PROVISIONS
A Reliability and Quality of Gas Service

1. Upstream Gas Costs

The Signatory Parties agree that nothing in this
Settlenment Agreenent alters the existing responsibility of
KeySpanNY and KeySpanLl, during the Settlenent Period, to follow
a strategy of keeping upstreamcapacity contracts to a m nimum as
necessary to nmeet their sales and reliability obligations.

2. Therm Billing Accuracy Assessment

Wthin 60 days after the Inplenmentation Date, a
col | aborative process to discuss the necessity and feasibility of
a programto sanple the heat content of gas delivered within the
respective thermbilling zones of KeySpanNY and KeySpanLlI will be
initiated. |If the parties agree, a sanpling programw || be
devel oped, to begin no later than January 1, 2002, which w |
enabl e the parties to assess whether the thermfactors devel oped
by KeySpanNY and KeySpanLl for billing both sales and
transportation custoners for gas supply service are reasonably
accurate. If the Signatory Parties cannot reach agreenent, any

Signatory Party has the right to request the Conm ssion to
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require such a programto sanple the heat content of gas.
B. Gas Cost Moderation

To help aneliorate the expected higher than normal gas
prices this heating season, KeyspanNY will provide a one-tinme
delivery service charge bill credit of $25/custoner to all sales
and transportation heating custoners in the SC- 1B - Residenti al
Heating Service, SC-2 - General Service Non-Residential, and SC 3
- Heating and/or Water Heating Service (Miulti-Fam |y Buil dings)
service classes. KeyspanLl will provide a one-tine delivery
service charge bill credit of not |ess than $25/custoner, or nore
t han $50/ custoner, the anpbunt to be established at the discretion
of the Comm ssion, to all sales and transportation heating
custoners in the SC-1 - Residential Service, SC2 - Non-
Resi dential Service, and SC-3 - Miultiple Dwelling Service service
cl asses. The Signatory Parties could not reach an agreenent as
to the anount of the KeySpanLl bill credit (KeyspanLl does not
agree that the bill credit should exceed $25/custoner), but have
agreed to submt the matter to the Conmm ssion for resolution in
its discretion based on witten argunents of the Signatory
Parties to be contained in statenents in support of the
Settlenment Agreenent. The Signatory Parties further agree to
wai ve any right to evidentiary hearings on the matter. The bil
credits will not be provided to non-heating custoners,
interruptible, or tenperature-controlled custoners. Such bill
credits will not be provided to KeySpanNY custoners if the
KeySpanNY Average Cost of Gas, as reported to the New York State

Department of Public Service in the GACfiling to be nade in the
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nmont h of Decenber, 2000 is |ess than $5.43/dekatherm Such bill
credits will not be provided to KeySpanLl custoners if the
KeySpanLl Average Cost of Gas, as reported to the New York State
Department of Public Service in the GACfiling to be nade in the
nmont h of Decenber, 2000 is |less than $5.15/dekatherm The
Signatory Parties agree that KeySpanNY and KeySpanLlI w || recover
fromtheir respective TBAs during the Settlenment Period the ful
amount of such bill credits.
KeySpanNY and KeySpanLl will reflect the bill credits on the
first custoner bill issued between February 1, 2001 and March 31,
2001.
C. Competition Programs

1. Marketer Incentive

The Signatory Parties agree that, effective upon the
| mpl enent ati on Date and conti nui ng throughout the Settl enent
Period, a Marketer Incentive will be provided by KeySpanNY and
KeySpanLl to Marketers that supply gas commodity to the custoners
of KeySpanNY and KeySpanLl who have migrated to a non-utility gas
supplier. The Marketer Incentive will be equal to 8% of the
delivery service charges incurred by the Marketer’s firm
custoners for the applicable nonth, cal cul ated pursuant to the
nmet hodol ogy set forth in Appendix A attached hereto and nmade a
part of this Settlenent Agreenent. Follow ng each cal endar nonth
during the Settlenment Period, KeySpanNY and KeySpanLl will
cal cul ate the aggregate Marketer Incentive for each Marketer for
the applicable nonth. A nmonthly report of the results, including
raw results and conputations, will be nade available to Staff and
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filed with the Conm ssion (subject to confidentiality procedures)
foll ow ng the applicable cal culation. Each participating
Mar keter will be provided with the results applicable to that
Mar keter. Any di sagreenents about KeySpanNY's and KeySpanLl's
cal cul ations that cannot be resolved by the Signatory Parties
shall be referred to the Conmm ssion for resolution. The Marketer
Incentive will be credited by KeySpanNY and KeySpanLl directly to
the participating Marketers on a nonthly basis. The Signatory
Parties agree that KeySpanNY and KeySpanLlI will recover on a
monthly basis fromtheir respective TBAs 100% of the Marketer
I ncentives incurred during the Settlenent Period. As an
incentive for KeySpanNY and KeySpanLl to encourage m gration and
to reduce utility costs, there shall be no offset to recover
utility avoided costs associated with customer mgration during
the Settl enent Peri od.

2. Multi-Year Negotiations

Wthin 60 days after the Inplenmentation Date, a
col | aborative process to develop a nulti-year gas restructuring
pl an for KeySpanNY and KeySpanLI will be initiated. |If the
Signatory Parties cannot reach agreenent, any Signhatory Party has
the right to request the Comm ssion to inplenent such gas
restructuring provisions as such Signatory Party shall desire.

3. Daily Balancing Service

Wthin 60 days after the Inplenmentation Date, a
col | aborative process to inplenent a transportation service
featuring daily balancing service will be initiated. |If the
Signatory Parties cannot reach agreenent, any Signhatory Party has
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the right to request the Comm ssion to require a transportation
service featuring daily bal ancing servi ce.

4. Cooking-only Program

Wthin 60 days after the Inplenmentation Date, a
col | aborative process will be initiated to consider the
appropri ateness of establishing a programto notivate "cooking-
only" custonmers to mgrate to a non-utility supplier and for
mar keters to actively pursue such custonmers. The programw ||
consi der the appropriateness of, at a mninmum financi al
incentives to custonmers that mgrate and/or to marketers that
take on new custoners. |If the Signatory Parties cannot reach
agreenent, any Signatory Party has the right to request the
Comm ssion to require such a programin conformance with the
general paraneters set forth in this paragraph

5. Marketer Satisfaction Survey

During the Settlement Period, Staff will conduct a
survey to neasure marketer satisfaction in KeySpanNY's and
KeySpanLl's service territories. The survey instrunent to be
used is set forth in Appendi x B attached hereto and nade a part
of this Settlenent Agreenent. The survey and survey results
shall be public, not proprietary, information. Staff wll
conduct the survey at |east once during the Settlenent Period to
establish a baseline |evel.

A report of all survey results, including raw results
and conputations, will be made available to the Signatory Parties
and filed with the Conm ssion not |ater than two nonths after the

survey is taken. Any disagreenents about cal cul ations that
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cannot be resolved by the Signatory Parties shall be referred to
t he Comm ssion for resol ution.
D. Billing Issues

1. Billing Options

To accommpdate the wi shes of retail access custoners to
choose either conbined or separate bills, the Signatory Parties
agree that KeySpanNYy and KeySpanLlI w Il inplenent the foll ow ng
billing options effective on the Inplenentation Date or as soon
after such date as nodifications to KeySpanNY's and KeySpanLI|'s
billing systemnecessary to provide the services can be
conpleted. [Note: For all billing options, only KeySpanNY and
KeySpanLl, as applicable, can perform service term nations, which
must be subject to full New York State Public Service Law
conpliance.] Custoners wll exercise their choice by choosing a
Mar keter that provides the billing programthey prefer.
KeySpanNY and KeySpanLl will provide the following billing
options, at the choice of the Marketer to deci de which or how
many of the options the Marketer wi shes to utilize:
(a). Separate Bill Option - The utility, and the Marketers

choosing this option, would bill for their respective
delivery and commodity charges separately.

(b) ©One Bill Option (Utility-Provided) - Marketer charges would
be inclTuded on the utilTity bilT 1n conformance with Case 99-
M-0631, Order Providing for Customer Choice of Billing
Entity, (Issued March 22, 2000)(*'Billing Order'™). In
general, custoner paynents will be allocated first to the
utility portion of the conbined bills. However, a Marketer
shal | have the additional option of receiving pro rata
sharing of custoner paynents in partial paynent situations
(where paynents are |less than the current anount due) if the
Mar ket er agrees contractually with the utility to abide by
the sanme due dates, requirenments of notice of term nation
and final notice, the availability of deferred paynent
agreenents (DPAs) for delingquent custoners (but not
previ ously di sconnected custoners), and |late charge limts
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as if the Marketer's charges were utility charges [Note: for
authority, see Billing Oder at page 8, first ful

sent ence] .

(c) One Bill Option (Marketer-Provided) - Uility charges would
be 1 ncluded on the Marketer bill 1 n conformance with the
Billing Order. In general, custoner paynents will be

allocated first to the utility portion of the conbined
bills. However, a Marketer shall have the additional option
of receiving pro rata sharing of customer paynents in
partial paynment situations (where paynents are |less than the
current amount due) if the Marketer agrees contractually
with the utility to abide by the sane due dates,

requi renents of notice of termnation and final notice, the
avai lability of deferred paynent agreenents (DPAs) for
del i nquent custoners (but not previously disconnected
custoners), and late charge limts as if the Marketer's
charges were utility charges [Note: for authority, see
Billing Order at page 8, first full sentence].

2. Bill Formats

The Signatory Parties agree that for consolidated bills
under the One Bill Option (Utility-Provided), KeySpanNYy and
KeySpanLl wi Il inplenent the consolidated bill content provisions
set forth in Attachnent D of the Billing Order (as it may be
nmodi fied by the Comm ssion), effective on the Inplenentation Date
or as soon after such date as nodifications to KeySpanNY's and
KeySpanLl's billing system necessary to provide the services can
be conpleted. The Signatory Parties agree that for the Separate
Bill Option and utility-only sales custoner bills, KeySpanNY and
KeySpanLl will present utility information wth the sanme content
and in the sane format as for consolidated bills, said bill
content being set forth in Attachnment D of the Billing Oder,
effective on the Inplenentation Date or as soon after such date
as nodifications to KeySpanNY's and KeySpanLl's billing system

necessary to provide the services can be conpl eted.
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3. Billing Charges for Utility-Provided Bill

The Signatory Parties agree that the basic One Bill
Option (Utility Provided) billing service that KeySpanNY
currently makes available to Marketers will continue as
KeySpanNY’ s standard billing contract for Marketers unl ess and
until superseded by Conm ssion Order or a new Comm ssi on- approved
tariff. That same contract will be nmade available to Marketers
by KeySpanLl effective on the Inplenmentation Date or as soon
after such date as nodifications to KeySpanLl’'s billing system
necessary to provide the service can be conpl et ed. Thi s
standard billing contract contains the sane terns and conditions
that were contained in the billing contract between The Brookl yn
Uni on Gas Conpany (KeySpanNY) and Total Gas & Electric, Inc.
entered into March 7, 2000 as subsequently anmended by renovi ng
the m ni num charge contained in Article 4.a. of that contract.
For levels of service different fromthe basic One Bill option,
the Marketer and KeySpanNY or KeySpanLl, as applicable, my
enter into a contract to cover other levels of service at a price
mutual |y agreeable to the Marketer and KeySpanNY or KeySpanLl, as
appl i cabl e.

E. Cost Issues

1. Implementation Costs

KeySpanNY and KeySpanLl will recover fromtheir
respective TBAs up to $12,030, 000 in aggregate of actual,
increnmental, verifiable, and reasonable costs to upgrade conputer
and ot her systens incurred through the end of Cal endar Year 2001

to facilitate retail access and conpetition. The conpliance
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report filings will include categorized cost summaries to justify
t he spendi ng organi zed along the follow ng five new conputer
projects: Electronic Data Interface (including Electronic
Bull etin Board), Virtual Custoner Care, Single Bill Option,
Enhanced Transportation, and Cal cul ati on & Rates. KeySpanNY and
KeySpanLl wi ||l open special cost accounting nechanisns to
accunmul ate the costs for each of the five projects, and KeySpanNY
and KeySpanLl wi |l provide projects budget sheets for each of the
five projects. Recovery shall be l[imted to work within the
"Scope of Work" set forth in Appendix C attached hereto and nade
a part of this Settlenent Agreenent. Recovery of additional
incremental, verifiable, and reasonabl e expenditures to upgrade
conputer and ot her systens incurred during the Settlenent Period
for work outside of the Scope of Wrk set forth in Appendi x C but
to facilitate retail access and conpetition shall be considered
by the Comm ssion upon a showi ng that such additi onal
expenditures were incurred as a result of an increase in the
scope of work, necessary to facilitate retail access and
conpetition, beyond that contenplated in the Scope of Wrk set
forth in Appendi x C.

2. KeySpanLl Late Payment Charges

The Signatory Parties agree that KeySpanLl may apply a
| ate paynent charge (LPC) on its custoners’ residential accounts
in arrears. Said custonmers with residential gas arrears wll be
charged the maxi mnum LPC of 1.5 percent per nonth on the past-due

bal ance.
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3. Meter Testing Pilot Program

The Signatory Parties agree that the Conm ssion shoul d
wai ve the requirenents of 16 NYCRR Sections 226.8 and 226.9 as
they apply to KeySpanNY and KeySpanLl for a period of two years
begi nni ng January 1, 2001, subject to the requirenents that
follow in this paragraph. KeySpanNY and KeySpanLl w || inplenent
pil ot progranms which will allow KeyspanNY and KeySpanLl to enpl oy
random sanpling prograns as alternate in-service neter test
prograns. KeySpanNY and KeySpanLl have categorized their neters
into sanple groups using grouping criteria included in ANSI
B109.1. No changes to these groupings will be allowed except by
t he nutual consent of Staff and KeySpanNY and/or KeySpanL
respectively. Meters will be sanpled fromeach neter group
annually. It is Signatory Parties intent that the new prograns
will sanple a sufficient nunber of neters to ensure that there is
a 95% confidence level that a neter group is performng wthin
check rate test limts. For the first year of the pilots, the
random sanpl i ng and eval uati on net hodol ogi es i ncluded in ANSI/ASQ
Z1.9 will be utilized to estimate if each of the neter groups is
testing within the performance criteria of +/- 2% During the
first year of the pilots, if the total percentage of neters
(within a specific nmeter group) failing the check rate test
standards is greater than the perm ssible values at an acceptable
quality level, to be determned jointly by Staff, KeySpanNY and
KeySpanLl prior to January 1, 2001, and revised annually if
necessary, the nmeter group is failed. If a sanple neter group

fails the evaluation criteria, corrective action wll be taken.
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The corrective action will consist of either renoving the entire
meter group fromservice within eight years or inplenenting a
sel ective neter renoval programto inprove the accuracy of the
group. The corrective actions to be taken will be subject to the
mut ual consent of Staff and KeySpanNY and/or KeySpanL
respectively. The reasonabl eness of the first year AQL (e.qg.,
the first year AQL I evels should not allow for a deterioration in
the accuracy of the neter popul ation), the reasonabl eness of the
use of ANSI/ASQ Z1.9 to evaluate sanple results, and the
reasonabl eness of the sanpling nethodol ogy will be eval uated at
the end of year one. Prior to January 1, 2001 KeySpanNY
KeySpanLl and Staff will develop prelimnary operating guidelines
for renoving and testing neters under the pilot program An
eval uation report of the pilot, including raw results and
conputations, will be nade available to the Signatory Parties and
filed with the Conm ssion not |ater than March 1, 2002. Any
di sagreenents about neter groupings, acceptable quality |evels,
corrective actions, prelimnary operating guidelines, and
cal cul ations that cannot be resolved by the Signatory Parties
shall be referred to the Conm ssion for resolution.
4. Transition Balancing Accounts

The Signatory Parties agree that the recovery of
certain allowed costs further described el sewhere in this
Settl ement Agreenent including therm nmeasurenent equi pnment
purchase costs, marketer incentives, cooking-only program costs,
costs to upgrade conputer systens, and outreach and educati on

programcosts will be funded through the use of TBAs established
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separately for KeySpanNY and KeySpanLI. Wthin sixty days
following the Settlenment Period, KeySpanNY and KeySpanLl will

cal cul ate the anmount of funds going into the respective TBAs and
the allowed costs to be recovered fromthe respective TBAs for
the Settlenment Period. A report of the results, including raw
results and conputations, will be nade available to Staff and
filed with the Conm ssion for approval. The allowed costs can be
funded out of the TBAs prior to making the filings, but the
actual resolution of the costs will not be finalized until after
the Comm ssion rules on the conpliance filings. Any

di sagreenents about KeySpanNY's and KeySpanLl's cal cul ations that
cannot be resolved by the Signatory Parties shall be referred to
t he Comm ssion for resol ution.

The TBAs will be funded fromthe foll ow ng sources:

(a) Actual property tax refunds realized by KeySpanNY
regardi ng the assessed val ue of KeySpanNY' s special franchise
property, to KeySpanNY's TBA.

(b) Merger transaction cost refunds due to the
custoners of KeySpanNY and KeySpanLl of approximately $55
mllion, 65.3%to KeySpanLl’'s TBA and 34. 7% to KeySpanNY' s TBA.

(c) Actual |ate paynment charges realized by KeySpanL
fromresidential accounts in arrears during the Settl enent
Period, to KeySpanLl’s TBA.

(d) Annual savings during the Settlenent Period due to
cost reductions associated with changes in the neter testing
program of $1, 365,045 to KeySpanNY’'s TBA and $530, 851 to
KeySpanLl’s TBA, prorated to the start date of the neter testing
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program not subject to true-up

(e) Any nonies due to ratepayers during the Settl enent
Period that nay arise out of a settlenment or Conmm ssion action in

Case 98-G 0179, Proceeding on Mdtion of the Conm ssion as to the

Rat es, Rul es, and Regul ations of The Brooklyn Uni on Gas Conpany

as They Pertain to the Negotiated Gas Sal es and Transportation

Contract Between The Brooklyn Union Gas Conpany and Kl AC

Partners, to KeySpanNY's TBA.

KeySpanNY and KeySpanLl will apply interest on a
monthly basis to all deferral credit and debit bal ances until
they are reflected in rates, either directly or through
anortization. The interest rate to be applied to these booked
anmounts will be at the rate at which KeySpanNY and KeySpanLl
respectively accrue an all owance for funds used during
construction. At the end of the Settlenment Period, the
di sposition of any balance remaining in the TBAs will be made in
a manner to be determ ned by the Conmm ssion.

5. Stranded Capacity Cost Recovery Formula

The stranded capacity cost formula directed by the
Comm ssion’s Order Concerning Assignnment of Capacity, issued
March 24, 1999 in Case 97-G 1785 - In the Matter of Allocation by
Local Distribution Conpanies of Strandable Gas Capacity Costs
Caused by Custonmers Mgrating from Sales to Transportation
Service will be nodified as shown in Appendi x D attached hereto
and made a part of this Settlenent Agreement. The purpose of the
revisions to the fornula is to avoid any potential distortion in

the price differential between the fixed costs assigned to sales
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and transportation services.
6. Transportation Loss Factor
As of the Inplenentation Date, the | oss factor assigned
to transportation service will be set at the average system| oss
factor for the three years endi ng August 31, 2000.
F. Outreach & Education Regarding Gas Retail Access
The Signatory Parties agree that comrenci ng
on the Inplenentation Date, and conti nui ng throughout the
Settl enment Period, KeySpanNY and KeySpanLl will conduct a gas
retail access outreach and education program (" O%E Progrant).
Actual costs for the programthat are increnental, verifiable and
reasonabl e, up to a maxi mum of $1, 120, 000 ($750, 000 for KeySpanNY
and $370, 000 for KeySpanLl) for approved activities as described
below, will be recovered by KeySpanNY and KeySpanLlI fromtheir
respective TBAs. The O&E Program w || suppl enment and not
suppl ant exi sting custoner education activities conducted by
KeySpanNY and KeySpanLlI. The O&E programw || be coordi nated
w th KeySpanNY's and KeySpanLl's other outreach and education
prograns on energy choi ce.
The overal|l purpose of the O% Programis to increase
t he awar eness and under standi ng of residential custoners
(1 ncludi ng "cooking-only" custoners) and small conmmerci al
custoners regarding the foll owi ng concepts and nessages:
-- choi ce of natural gas supplier is avail able;
-- KeySpanNY and KeySpanLl endorse conpetition;

- - safety, reliability, and utility custoner service are
not affected if one sw tches;

-- KeySpanNY and KeySpanLlI will continue to provide
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energency services to custoners regardl ess of commodity
supplier

- - KeySpanNY and KeySpanLl will not discrimnate against
custoners who buy their comobdity from anot her
supplier; and

-- how t o nake conpetitive choices and switch gas
suppliers.

1. Evaluation

The eval uati on conponent is to provide for the periodic
measur enent and tracking of |evels of custoner awareness and
under st andi ng of the concepts and nessages descri bed above, and
to test the effectiveness of particular nethods and strategies to
i ncrease awar eness and understanding. It is also to be used to
determ ne the |evel of, and reasons for, custoner
interest/disinterest in | earning nore about mgration to a non-
utility gas supplier. KeySpanNY and KeySpanL| shall facilitate
and consider the input of the Signatory Parties into the
eval uation process and the devel opnent of KeySpanNY's and
KeySpanLl's nmethods and strategies to increase awareness and
under st andi ng.

During the Settlement Period, KeySpanNY and KeySpanL
wi || devel op and conduct surveys, in consultation with Staff, to
measure residential and commercial custoner awareness, interest
i n and understandi ng of gas conpetitive opportunities in
KeySpanNY's and KeySpanLl's service territories. The surveys
w |l separately neasure the follow ng itens:

-- residential heating custoner awareness;

-- residential non-heating custoner awareness;

-- commercial custoner awareness,;

-- residential heating customer interest;

-- residential non-heating customer interest;
-- comrercial customer interest;
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-- residential heating custonmer understanding;

-- residential non-heating custonmer understanding; and

-- comercial custoner understandi ng.

The surveys will be designed to achi eve confidence
| evel s of 95 percent with margins of error of plus or mnus 3.5
percent or |less. Custoner understanding wll be neasured
separately for the entire sanple of custoners and for a subset of
the sanple conprised of "interested" custoners. The surveys and
survey results shall be public, not proprietary, information.
KeySpanNY and KeySpanLl wi |l conduct the surveys at |east once
during the Settlenent Period to establish a baseline |evel.

A report of all survey results, including raw results
and conputations, will be nmade available to the Signatory Parties
and filed with the Conm ssion not |ater than two nonths after the
survey is taken. Any disagreenents about cal cul ations that
cannot be resolved by the Signatory Parties shall be referred to
t he Conm ssion for resolution.

2. Customer Awareness and Education

The custonmer awareness and education conponent is to
provi de for outreach and education progranms to enpower custoners
to make educat ed energy purchasi ng decisions. |Inplenentation of
t he custonmer awareness and education conponent will be flexible
so that adjustnents can be nmade as research is done, market
changes occur, and experience indicates that changes are
required. On an ongoi ng basis, KeySpanNY and KeySpanLl wil|
facilitate and consider the input of the Signatory Parties into
t he devel opnent and adj ustnent of KeySpanNY's and KeySpanLl's

met hods and strategies to i ncrease awareness and under st andi ng.
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KeySpanNY and KeySpanLl will annually advise Staff on its
activities to increase public awareness and understandi ng
including: its nmessages; sanples of materials under production;
and use of audiences’ and custonmers’ input in program content,
met hod and desi gn.
G. Assistance for Low-Income Customers

The Signatory Parties agree that the foll owm ng prograns
for the assistance of |owincone custonmers will be funded with
exi sting revenues:

1. On Track Programs

The existing On Track prograns of KeySpanNY and
KeySpanLl provi de affordable paynent plans, arrears forgiveness,
and financial and energy managenent counseling to qualifying
paynment -troubl ed, | owinconme custoners. Currently, custoners may
participate in the programfor 12 nonths only. The Signatory
Parties agree that, comrenci ng upon the |Inplenentation Date, the
period of a custonmer’s eligibility to participate in the prograns
wi |l be expanded to 18 nonths.

2. KeySpanNY Reduced Residential Rate (RRR) Program

The existing KeySpanNY Reduced Residential Rate (RRR)
program provi des a di scount on the m ni num charge for incone-
el i gi ble heating and non-heating residential custoners.
Custoners denonstrate their eligibility for the RRR program by
their participation in other governnent-sponsored prograns which
have incone-based eligibility criteria. Currently, participation
in the RRR programis Iimted to custoners who are participating

in the Supplenental Security Inconme (SSI) and Tenporary
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Assi stance (TA) progranms. The Signatory Parties agree that,
comrenci ng upon the Inplenentation Date, eligibility for the RRR
programw || be expanded to al so include custoners that
participate in Child Health Plus, Medicaid, Food stanps, Hone
Energy Assistance Program Veteran's Disability Pension, and
Vet eran’ s Surviving Spouse Pensi on. It is expected that the
nunber of custoners eligible for the expanded programwl |
i ncrease from about 20,000 to about 54, 000.

3. KeySpanNY Low-Income Aggregation Program

Wthin 60 days after the Inplenmentation Date, a
col | aborative process to develop a residential and small custoner
aggregation program of benefit to | owinconme custoners wll be
initiated. The aggregation program may include other custoners
in addition to RRR program participants. The goal of the program
will be that custonmers will have the opportunity to obtain
commodity service from Marketers if they choose to participate in
an aggregation program Custonmers who participate in the
aggregation programw || becone transportation custoners of the
utility. If the Signatory Parties cannot reach agreenent, any
Signatory Party has the right to request the Conm ssion to
require a |l owincone aggregation program

H. Affiliate Issues

1. Transfer of Assets

The Signatory Parties agree that on or within six
mont hs of the Inplenentation Date, KeySpanNY will be permtted to
transfer utility assets associated with custoner relations

operations as required for the Corporate ServeCo to conduct its
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busi ness (" Corporate ServeCo" being as defined in the Decenber
10, 1997 Settlenment Agreenent in Case 97-M0567). Al such asset
transfers will be acconplished in a manner that does not at any
tinme jeopardize the ability of KeySpanNY to provide safe,
adequate and reliable service to its custoners. The transfer
price of such assets, as recorded on the books of KeySpanNY, w |
be the net book cost of such assets at the tinme of transfer. No
| ater than sixty days prior to any such transfer, KeySpanNY w ||
file with the Comm ssion notice that such transfer is being made
and identify specifically the assets transferred and the net book
costs of such assets, including proposed journal entries. |If the
Commi ssion rai ses no objection to such transfer within sixty days
after the filing of such notice, such transfer will take pl ace.
Shoul d the Conm ssion rai se any objections, the six nonth period
referred to above shall be extended until such tine as the
obj ections are resol ved.

2. Affiliate Transaction Clarification

The Signatory Parties agree that the restrictions on
affiliate transactions contained in the Decenber 10, 1997
Settlement Agreenent in Case 97-M 0567 allow a Non-Uility
Subsidiary to receive Corporate Adm nistrative Services including
billing and paynent processing, call center operations, and
consuner outreach and education services froma Corporate ServeCo
at a charge or allocation to the Non-Utility Subsidiary at the
respective Corporate ServeCo's fully | oaded cost of performng
the service, provided that (a) it does not result in the Non-

Uility Subsidiary gaining access to or receiving any Custoner
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I nformation or System Information; and (b) any Corporate ServeCo
providing call center operations to both a Jurisdictional
Subsidiary and Non-Uility Subsidiaries shall inplenent and
enforce policies and procedures, including technol ogical

saf eguards, to ensure that any Custoner Information or System
Information is not disclosed to a Non-Uility Subsidiary; and (c)
at least thirty days prior to the performance of call center
operations by a Corporate ServeCo for a Non-Utility Subsidiary,
Hol dCo will provide a report to the parties (in Case 97- M 0567)
detailing specifically the neasures that will be taken to ensure
conpliance with (b) above, including a certification by the Chief
Information O ficer of HoldCo (or equivalent if there is no the
Chief Information Oficer) that such technol ogi cal safeguards are
in place.

The Signatory Parties further agree that the
restriction on affiliate transactions contained in the Decenber
10, 1997 Settlenment Agreenent in Case 97-M 0567 that "Hol dCo, the
ServeCos and the Jurisdictional Subsidiaries may not acconplish
indirectly what they may not acconplish directly under this
Agreenent, including indirect arrangenents that would circunvent
pricing at 110% of fully | oaded costs where ot herw se applicable”
does not prevent a Non-Utility Subsidiary receiving billing and
paynment processing, call center operations, and consunmer outreach
and education services froma Corporate ServeCo from usi ng such
services to enable or facilitate its provision of billing and
paynment processing, call center operations, and consumer outreach

and education services to a non-affiliate, provided that the Non-
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Uility Subsidiary does not "resell" or otherw se create a
privity of contract between the Corporate ServeCo and the non-
affiliate. |If the billing and paynent processing, call center
operations, and consuner outreach and education services provided
by Corporate ServeCo to the Non-Utility Subsidiary originated at
the Corporate ServeCo, the cost charged or allocated to the Non-
Uility Subsidiary would be at the respective Corporate ServeCo's
fully | oaded cost of performng the services. |If the billing and
paynment processing, call center operations, and consunmer outreach
and education services provided by Corporate ServeCo to the Non-
Uility Subsidiary originated at a Jurisdictional Subsidiary, the
cost charged or allocated to the Non-Uility Subsidiary would be
priced at the greater of fair market value or 110% of the
Jurisdiction Subsidiary's fully | oaded cost of performng the
servi ces.

3. Pension and OPEB Restrictions

The Signatory Parties agree that as of the
| npl enent ation Date, certain restrictions contained in the
Decenber 10, 1997 Settlenent Agreenent in Case 97- M 0567, Section
| V.D. 3, that prohibited common enpl oyee benefit plans so |ong as
KeySpanLl was subject to a reconciliation of its actual and
forecast pension and OPEB (" P&OPEB") expense, shall be nodifi ed.
As of the Inplenentation Date, the follow ng nodifications wll
apply: (a) enployees of HoldCo and its Subsidiaries may
participate in common enpl oyee benefit plans; and (b) to the
extent that the enployee benefit plans of HoldCo and its

Subsidiaries are not nerged into a cormmon plan, the assets of
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their individual plans may be conmngled into a master trust
arrangenment for investnment purposes, provided that the plans
woul d maintain their previous, distinct ownership interests and
such interests, or the responsibility to manage such interests,
are not transferred to HoldCo or any Subsidiary.

The costs of such plans will be allocated anong Hol dCo
and such Subsidiaries in accordance with the Accounting
I nstruction. KeySpanLl will continue the reconciliation of its
actual and forecast P&OPEB expense, but nothing herein shal
prevent KeySpanLl from petitioning the Comm ssion in the future
to di scontinue such reconciliation. Note: the terns "Hol dCo",
"Jurisdictional Subsidiary", "Subsidiary" and "Accounting
Instruction" are as defined in the Decenber 10, 1997 Settl enent

Agreenment in Case 97- M 0567

VI. STATE ENVIRONMENTAL QUALITY REVIEW ACT COMPLIANCE

The Signatory Parties agree that the Suppl enental
Envi ronment al Assessnent Form ( Suppl emental EAF) attached hereto
as Appendi x D and nmade a part of this Settlenment Agreenent
accurately describes the potential environnmental inpacts, if any,
that could result frominplenentation of the terns of this
Settl enment Agreenent, and that the Conm ssion's determ nation of
significance regarding this Settl enent Agreenent should be the

adoption of a negative declaration.

-27-



CASE 99-G-1469 - INTERIM GAS RESTRUCTURING SETTLEMENT AGREEMENT

Agreed to as of this

THE BROOKLYN UNI ON GAS COVPANY

By:

Title:

KEYSPAN GAS EAST CORP.

By:

Title:
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Agreed to as of this

STAFF OF THE
DEPARTMENT OF PUBLI C SERVI CE

By:

Title:
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Agreed to as of this

Party:

By:

Title:
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Appendi x A, Page 1 of 3

Marketer Incentive Methodology

The nonthly Marketer Incentive shall be cal culated as foll ows:

1. Breakdown the marketer’s pool each nonth into billed

transportation volunes by Service C assification (SC)

2. Mul tiply the nonthly billed transportati on vol umes by 8% of
each SC s average annual transportation margin (see schedul e
attached) to arrive at the marketer incentive credit for

each SC

3. Add up the marketer’s SC marketer incentive credits to

arrive at the marketer’'s incentive for that nonth
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Appendi x A, Page 2 of 3

KeySpan Energy Delivery of New York
Schedule of Average Transportation Margins and Marketer Incentive

By Service Classification

Service Classification Average Margin Marketer
per Dth Incentive per
Dth
1A — Residential Non-heating $16.68 $1.33
1B — Residential Heating $ 5.04 $0.40
2 — Heating $3.60 $0.29
2 - Non-Heating $4.96 $0.40
3 — Multifamily Firm $2.35 $0.19
4A — High Load Factor $1.64 $0.13
4B — Space Conditioning $3.51 $0.28
7 — Off-Peak Seasonal $2.22 $0.18

Note: Marketer Incentive is 8% of Average Margin per DT
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Appendi x A, Page 3 of 3

KeySpan Energy Delivery of Long Island
Schedule of Average Transportation Margins and Marketer Incentive

By Service Classification

Service Classification Average Margin Marketer
per Dth Incentive per
Dth
1A — Residential Non-heating $11.64 $0.93
1B — Residential Heating $5.24 $0.42
2 — Heating $4.47 $0.36
2 - Non-Heating $4.36 $0.35
3 — Multifamily Firm $2.22 $0.18
15 - High Load Factor $1.30 $0.10

Note: Marketer Incentive is 8% of Average Margin per DT




CASE 99-G-1469 - INTERIM GAS RESTRUCTURING SETTLEMENT AGREEMENT

Appendi x B

MARKETER SATISFACTION SURVEY

1. How satisfied are you with the ability of KeySpan Energy Delivery's Retail Access Coordinator to
provide information?

Not at All Not Very Somewhat Completely
Satisfied Satisfied Satisfied Satisfied Satisfied

2. How sdtisfied are you with the ability of KeySpan Energy Delivery's Retail Access Coordinator to solve

problems?
Not at All Not Very Somewhat Completely
Satisfied Satisfied Satisfied Satisfied Satisfied

3. How sdtisfied are you with the responsiveness of KeySpan Energy Delivery's Retail Access Coordinator?
Not at All Not Very Somewhat Completely
Satisfied Satisfied Satisfied Satisfied Satisfied

4. How satisfied are you with the accessibility of KeySpan Energy Delivery's Retail Access Coordinator?
Not at All Not Very Somewhat Completely
Satisfied Satisfied Satisfied Satisfied Satisfied

5. How satisfied are you with KeySpan Energy Delivery’s ability to reconcile accounts with your (the
marketer’s) customers?
Not at All Not Very Somewhat Completely
Satisfied Satisfied Satisfied Satisfied Satisfied

6. How satisfied are you with KeySpan Energy Delivery’s performance in providing you with the
following RESIDENTIAL and SMALL COMMERCIAL customer information?

Not at All Not Very Somewhat Completely
Satisfied Satisfied Satisfied Satisfied Satisfied
A) Billing Information 1 2 3 4 5
B) Meter Readings 1 2 3 4 5
C) Customer Imbalance 1 2 3 4 5
D) Monthly Délivery of Data 1 2 3 4 5
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7. How satisfied are you with KeySpan Energy Delivery’s performance in following communications

areas?

Notat All  NotVery Somewhat Completely
Satisfied  Satisfied Satisfied Satisfied Satisfied

A) Meetingswith ESCOs 1 2 3 4 5

B) Dispute Resolution 1 2 3 4 5

C) Accessto Operations Staff 1 2 3 4 5

D) GTOP Manua Application 1 2 3 4 5

E) Daily Gas Flow Communications 1 2 3 4 5

F) Daily Nomination Schedule 1 2 3 4 5

G) System Alerts/Operationa Flows 1 2 3 4 5

H) Short Term Curtailment Orders 1 2 3 4 5

8. How satisfied are you with KeySpan Energy Delivery’s performance in following customer enrollment

areas?
Notat All  NotVery  Somewhat Completely
Satisfied  Satisfied Satisfied Satisfied Satisfied
A) Provision of projected delivery 1 2 3 4 5
Profile
B) Switchesoccur on thefirst of the 1 2 3 4 5
Month
C) Customer notices 10 days before 1 2 3 4 5
Switches
D) Final meter readings and billings 1 2 3 4 5

9. Approximately how many Residential Natural Gas Customers do you supply in KeySpan Energy Delivery 's
territory?

A) If greater than O, what isthe Total Residential Annualized Load in KeySpan Energy Delivery 's
territory?

10. Approximately how many Commercial Natural Gas Customers do you supply in KeySpan Energy Delivery 's
territory?
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B) If greater than 0, what is the Total Commercial Annualized Load in KeySpan Energy Delivery 's
territory?

11. How many yearswould you say that your company has been supplying natural gas to residential customers
in KeySpan Energy Delivery’ sterritory?
1) 1YearorlLess
2) Morethan 1 year to 3years
3) Morethan 3years 6 years
4) Morethan 6 years
5) My company does not supply those customersin KeySpan Energy Delivery’s
territory

12. How many yearswould you say that your company has been supplying natural gas to commercial customers
in KeySpan Energy Delivery’ sterritory?
1) 1YearorlLess
2) Morethan 1 year to 3years
3) Morethan 3 years 6 years
4) Morethan 6 years
5) My company does not supply those customersin KeySpan Energy Delivery's
territory

13. Please use this space for your comments concerning anything that you would like to bring to the attention of
the Department of Public Serviceand to further explain any areas of dissatisfaction reflected in your survey
response.
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Thank you for taking the time to participate in this survey.
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Appendi x C
SCOPE OF WORK

1. Electronic Data Interchange (EDI)/Electronic Bulletin Board (EBB) - This project will enable the company to
electronically transmit data pursuant to the Commission’s EDI order (C. 98-M-0667). The project will also
create an EBB which will permit the Company to transmit and display to marketers, among other things,
marketer nominations, system notices, utility and marketer contacts, notification of system interruptions, and
schedules for nominations based on GISB standards. The EBB will give marketers and the company the ability
to confirm nominations and to permit areconciliation of deliveriesto nominations. The EBB is also expected
to provide flexibility in the future re. gate allocations and daily, non-daily, and hourly nominations.

2. Uniform Business Practices/Enhanced Transportation - This project will permit the company to make the
necessary computer system modifications to implement the Commission’s Uniform Business Practices order
(C. 98-M-1343). These modificationswill improve transactions associated with, among other things,
switching customers to amarketer, returning customers to the company, and switching customers between
marketers. The project’sintent isto reduce the number of, and time dedicated to, manual transactions; the
project will also position the Company for the Commission’s EDI order. Other key features of the project
will assist the company to comply with legislative and regulatory mandates for unbundling of services. The
enhancements will permit the company to handle expected volume increases in Transportation customers and
should help attract more marketers to the service territory.

3. SingleBill Option - This project is designed to allow customersto receive a consolidated bill from either the
utility or amarketer. The project will permit the customer to receive one bill, allow for on-line view
capability of residential and commercial bills, provide for anew printer, and redesign the bills. The projectis
being done, in part, in response to the Commission’s Billing Order (C. 99-M-0631)

4. Ratesand Calculation - This project will provide flexibility in the new rate structures needed in the era of
competition in order for LDCsto comply with “ Utility Rate Ready” requests from marketers.

5. Virtual Customer Care - An Intranet-based application being created to provide, in a cost-effective way, (1)
consolidated billing, payment and reporting, (2) associated customer care processes and functionality, and (3)
interfaces (from Intranet to existing legacy systems) needed to effectuate the billing option offerings
anticipated under deregulation.



Appendi x D, Page 1 of 1
September 14,2000

Current Keyspan Energy Transition Surcharge Methodology:

$cap = (tcap/ucap) X S$ucap
wher e:

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

ucap = total utility upstream pipeline capacity (dt)

ucap$ = utility upstream capacity costs ($)

Revised Keyspan Energy Transition Surcharge Methodology:

$cap = [(tcap — ucapD — fgrow) / (ucap - ucapD)] X (S$ucap -
$ucapD)

wher e:

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

ucapD = utility upstream pi peline capacity that has been
decontracted (dt)

fgrow = firm customer throughput growth (dt)
ucap = total utility upstream pipeline capacity (dt)
ucap$ = utility upstreamcapacity costs (%)

ucapD$ = utility upstream capacity costs that have been
decontracted (%)
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Appendi x E
STATE OF NEW YORK
PUBLIC SERVICE COMMISSION

Case 99-G-1469 - Petition of The Brooklyn Union Gas Company and KeySpan
Gas East Corp. for a multi-year restructuring agreement.

Case 99-G-1666 - Petition of The Brooklyn Union Gas Company for a waiver of
the requirements of 15 NYCRR Sections 226.8 and 226.9, to
permit the company to use a random sampling program as an
alternative in-service gas meter test program.

SUPPLEMENTAL
ENVIRONMENTAL ASSESSMENT FORM

Prepared By:

THE BROOKLYN UNION GAS COMPANY,
KEYSPAN GAS EAST CORPORATION,

STAFF of the DEPARTMENT OF PUBLIC SERVICE,

and the other SIGNATORY PARTIES to the Interim Gas
Restructuring Settlement Agreement

Dated: Albany, New York
October 27, 2000
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l. Introduction

This document provides the substantive information solicited by
Appendix A of 6 NYCRR 617.21, part of the regulations promulgated by the New
York State Department of Environmental Conservation pursuant to the State
Environmental Quality Review Act ("SEQRA™), Article 8 of the New York
Environmental Conservation Law. 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. Environmental assessments help involved and
interested agencies identify their concerns about the action and provide guidance
to the lead agency in making its determination of significance.

An Environmental Assessment Form ("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 impact(s).

. Environmental Assessment Form Information (Part | of EAF)

A. Applicant / Sponsor:
The Brooklyn Union Gas Company
("KeySpanNY" or "Company")
One MetroTech Center
Brooklyn, New York 11201

KeySpan Gas East Corporation
("KeySpanLlI" or "Company")
175 East Old Country Road
Hicksville, New York 11801

B. Name of Action:
PSC Approval of the terms of the Interim Gas Restructuring
Settlement Agreement in Case 99-G-1469

C. Location of Action:
KeySpanNY and KeySpanLI| Gas Service Territories

D. Description of Action:

The Companies and other Signatory Parties are petitioning under the
Public Service Law of the State of New York for approval of the terms of their Gas
Rate and Restructuring Settlement Agreement. On November 3, 1998, the
- 2-
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Commission issued its Policy Statement Concerning the Future of the Natural Gas
Industry in New York State and Order Terminating Capacity Assignment in Cases
93-G-0932 and 97-G-1380 (Gas Policy Statement). In the Gas Policy Statement,
the Commission articulated its vision of the future of the natural gas industry,
which is to "facilitate development of a competitive market; eliminate barriers to
competition; provide guidance to LDCs and marketers, especially with regard to
expiring capacity contracts; and address customer inertia.” Gas Policy Statement
at 3-4.

In the Gas Policy Statement, the Commission also set forth the
following goals toward reaching its vision:

1) effective competition in the gas supply market for retail customers;
2) downward pressure on customer gas prices;

3) increased customer choice of gas supplies and service options;

4) a provider of last resort;

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

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

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

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

The Commission also established three basic elements of the
process to fulfill the goals and reach the vision established in the Gas Policy
Statement. The first of those elements consists of discussions with each LDC on
an individualized plan that would effectuate the Commission's vision. In
preparation for those discussions, the Commission ordered LDCs to distribute to
interested parties a proposal addressing the following issues:

1. A strategy to hold new capacity contracts to a minimum;

2. A quantification of potential stranded costs and a plan to mitigate and
manage them;

3. A long term rate plan;

4. A plan to further unbundle rates;
- 3-
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5. A plan to enhance consumer education programs and facilitate customer
participation in the commodity market; and

6. The possibility of a more aggressive role for LDCs in facilitating the move to
a competitive market.

In addition to the distribution and negotiation of the LDCs
individualized plans, the Commission also ordered the LDCs to file tariff leaves by
February 1, 1999 that would eliminate mandatory capacity assignment, and the
Commission ordered Staff to begin collaborative proceedings addressing system
operation and reliability issues, as well as the elimination of mandatory capacity
assignment. The Commission also required Staff to establish a proceeding to
address market power issues.

The Commission further stated that "we have conducted an analysis
under the State Environmental Quality Review Act ['SEQRA"] and have
determined that there will be no significant environmental impact from adoption of
this Policy Statement and, therefore, we have issued a Notice of Determination of
Non-Significance.” Notice of Determination of Non-Significance at P. 9.
Notwithstanding this conclusion, the Commission required that each LDC shall
submit draft environmental assessment forms with their individual proposals.

On October 18, 1999, the Companies submitted their individualized
plan as contemplated by the Gas Policy Statement. Thereafter, the Signatory
Parties entered into an Interim Gas Restructuring Settlement Agreement (the
"Settlement™) modifying the Companies' plans. Some of the key elements of the
Settlement include:

1. Gas cost moderation bill credits to help ameliorate expected higher than
normal gas prices this heating season.

2. Marketer migration incentives, a marketer satisfaction survey, and billing
options to improve retail access to a competitive gas market.

3. Expansion of low-income programs.

4. Initiation of discussions on the development of new programs regarding
daily balancing and cooking-only migration incentives.

The Settlement, as described above, involves changes in practices
and economic arrangements affecting natural gas. Nothing inherent in the
Settlement calls for physical construction activities which would directly affect the
environment. As a result, approval of the terms of the Settlement is an "unlisted"
action as defined in 6 NYCRR Section 617. While the regulations call for the use
of a short form EAF in such instances, since this "action" does not involve
physical construction, the Signatory Parties chose to utilize a narrative EAF as
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opposed to the form EAF.

. Evaluation of Environmental Impacts (Part 2 of EAF)

Specific environmental impacts that might result from the Settlement
are highly unlikely and difficult to predict. In no case would any aspect of the
Settlement cause direct environmental effects, since the Settlement does not
involve physical activities that might have impacts on the environment. Instead,
the Settlement may contribute to the creation of circumstances that subsequently
induce activities, which in turn may cause environmental effects. Nevertheless,
the range of these potential effects has already been captured in the
environmental review of the Gas Policy Statement.

In preparing this environmental assessment, the Signatory Parties
have set out an evaluation of a range of conceivable secondary consequences of
the Settlement. The Signatory Parties have done so in order to assist the PSC in
its evaluation of this issue. The Signatory Parties have relied on qualitative
judgments as to the potential changes resulting from the proposed actions and
the magnitude and importance of the corresponding potential environmental
impacts.

A. Impact to Air

The Signatory Parties were unable to identify any direct effects on air
emissions resulting from the Settlement. However, since the Settlement could
lead to an increased demand for natural gas consumption, the air quality impacts
of same need to be examined. It is well known that the combustion of natural gas
results in emissions of carbon dioxide, carbon monoxide and nitrogen oxides.
Even so, burning natural gas results in significantly fewer emissions of these
contaminants than burning other fuels such as oil or coal. Furthermore, coal is a
significant source of sulfur dioxide emissions, while the use of natural gas does
not produce this compound. In fact, the burning of fuel oil also produces sulfur
dioxide as well as carbon dioxide and nitrogen oxides in greater quantities than
are produced by natural gas. Of the three major fuel choices (coal, oil and gas),
gas is clearly the cleanest combustion fuel from an environmental perspective.

In the Notice of Determination of Non-Significance for the Gas Policy
Statement, the Commission summarized its conclusion concerning the
environmental consequences of implementation of its "vision" described in the
Policy Statement, including in particular the separation of the utilities’ distribution
function from the competitive market function. "This policy, if effectuated, should
result in a decline in the cost of gas for smaller customers, which will in turn,
somewhat increase demand.” Notice of Determination of Non-Significance at P. 1.
"Since most of the increased demand is likely to result from customers switching
to gas from dirtier fuels, the net air quality impact of the increased sales will be
neutral and possibly positive.” Notice of Determination of Non-Significance at P.
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1.

As a result, the implementation of the Settlement could further the
demand for natural gas which in turn should further reductions in the emissions
of sulfur dioxide, nitrogen oxides, particulates, and carbon dioxide. Thus, since
clearly environmental benefits may result from an air emissions perspective, no
further environmental review is necessary.

B. Impact to Water

The Signatory Parties were unable to identify any direct effects on
water quality resulting from the Settlement. As discussed in the Impact to Air
section above, the Settlement could result, in concert with other companies’
plans, in an increased demand for natural gas. This increased demand in turn
could result in the construction of new gas transmission and distribution facilities
to serve the increased demand. With such new construction, there could be the
need to conduct work in environmentally sensitive areas such as wetlands or
streams. While this work could potentially impact the environment, it would be
subject to all current federal and state environmental regulatory requirements as
well as a SEQRA review prior to construction. As the Commission found, "since
the individual distribution projects are subject to SEQRA review at the time of
Commission action, these speculative impacts need not be considered at this
time.” Notice of Determination of Non-Significance at P. 1.

C. Impact to Land

The Signatory Parties were unable to identify any direct effects on
land use resulting from the Settlement. However, as indicated above, new
construction or expansion of transmission or distribution facilities could have
potential environmental impacts. These impacts, however, would be mitigated by
regulatory requirements and a SEQRA review at the time as denoted by the
Commission in their Determination of Non-Significance.

D. Impact on Plants and Animals

The Signatory Parties were unable to identify any direct effects on
plants and animals resulting from the Settlement. However, as indicated above,
new construction or expansion of transmission or distribution facilities could have
potential environmental impacts. These impacts, however, would be mitigated by
regulatory requirements and a SEQRA review at the time as denoted by the
Commission in their Determination of Non-Significance.

E. Impact on Agricultural Land Resources

The Signatory Parties were unable to identify any direct effects on
agricultural land resources resulting from the Settlement. However, new
construction or expansion of transmission or distribution facilities could have
potential environmental impacts. These impacts, however, would be mitigated by
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regulatory requirements and a SEQRA review at the time as denoted by the
Commission in their Determination of Non-Significance.

F. Impact on Aesthetic Resources

The Signatory Parties were unable to identify any direct effects on
aesthetic resources resulting from the Settlement. However, new construction or
expansion of transmission or distribution facilities could have potential
environmental impacts. These impacts, however, would be mitigated by
regulatory requirements and a SEQRA review at the time as denoted by the
Commission in their Determination of Non-Significance.

G. Impact on Historic and Archeological Resources

The Signatory Parties were unable to identify any direct effects on
historic and archeological resources resulting from the Settlement. However, new
construction or expansion of transmission or distribution facilities could have
potential environmental impacts. These impacts, however, would be mitigated by
regulatory requirements and a SEQRA review at the time as denoted by the
Commission in their Determination of Non-Significance.

H. Impact on Open Space and Recreation

The Signatory Parties were unable to identify any direct effects on
open space and recreation resulting from the Settlement. However, new
construction or expansion of transmission or distribution facilities could have
potential environmental impacts. These impacts, however, would be mitigated by
regulatory requirements and a SEQRA review at the time as denoted by the
Commission in their Determination of Non-Significance.

l. Impact on Transportation

The Signatory Parties were unable to identify any direct effects on
transportation resulting from the Settlement. However, new construction or
expansion of transmission or distribution facilities could have potential
environmental impacts. These impacts, however, would be mitigated by
regulatory requirements and a SEQRA review at the time as denoted by the
Commission in their Determination of Non-Significance.

J. Impact on Energy

The Commission clearly contemplated the possibility that increased
competition could promote increased energy usage. The Settlement includes
some one-time bill credits to help ameliorate expected higher than normal gas
prices this heating season. The overall effect of the expected higher prices
tempered somewhat by the bill credits will likely result in no net increase in overall
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gas usage. The Signatory Parties believe that these modest and offsetting
changes will not have a significant adverse effect on the environment. Therefore,
no further SEQRA review is required at this time.

K. Noise and Odor Impact

The Signatory Parties were unable to identify any direct effects on
noise or odor resulting from the Settlement. However, new construction or
expansion of transmission or distribution facilities could have potential
environmental impacts. These impacts, however, would be mitigated by
regulatory requirements and a SEQRA review at the time as denoted by the
Commission in their Determination of Non-Significance.

L. Impact on Public Health

The Signatory Parties were unable to identify any direct effects on
public health resulting from the Settlement since under the Settlement the
Companies would continue to be responsible to maintain their facilities for the
transmission and distribution of natural gas and for the delivery of gas to end use
customers. Finally, since incremental demand for natural gas would result in a
net reduction in air emissions, obviously there would be a resulting public health
benefit from the Settlement if increased competition resulted in increased gas
usage.

M. Impact on Growth and Character of Community or Neighborhood

The effect of the Settlement will be to help reduce gas commodity
prices, which in turn will improve the economic well-being of communities in which
gas is provided. Gas commodity price reductions will help improve local business
growth and contribute to the retention and growth of employment. It may also
serve as another means to attract economic growth to New York State.

In order to educate consumers regarding their choices of gas
commodity supplies, as described in the Settlement, the Company will implement
an Outreach and Education plan to educate consumers such that they can make
informed decisions when taking advantage of the competitive marketplace.
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V. Significance of Environmental Impacts

After a review of the changes called for under the Settlement, the Signatory
Parties conclude that no further environmental review is necessary with respect
to the Settlement. No significant environmental impact was identified which would
result from the subject Settlement.



